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INTRODUCTION 

I, the Chairman of Estimates Committee, having been authorised by 
the Committee to submit the report on their behalf present this 18th Report 
on the Ministry of Finance, Department of Economic Affairs (Banking 
Division)-Extension of Credit Facilities to Weaker Sections of Society 
and for Development of Backward Areas. 

2. The subject was taken up for examination by the Estimates Com­
mittee (1976-77). Necessary information was obtained and evidence of 
the representatives of the Ministries of Finance, Department of Economic 
Affairs (Banking Division). Agriculture & Irrigation (Department of Rural 
Development), Industry and Home Affairs, Planning Commission and 
Reserve Bank of India was taken by them. The Committee, however, 
could not finaJise their report due to the dissolution of the Lok Sabha on 
the 18th January, 1977. 

3. The Estimates Committee (1977-78) appointed a Sub-Committee to 
finalise the report on the subject. On the basis of evidence tendered before 
the previous Committee (1976-77) and on the basis of additional informa­
tion obtained by the Sub-Committee, the Sub-Committee finalised the report 
at their ~ittings held on 25 August, 1977 and 3, 6 and 9 March, 1978. 
The report of the Sub-Committee was considered and adopted by the 
Estimates Committee at their sitting held on 21 March, 1978. 

4. The Committee place on record their appreciation of commendable 
work done by the Chairman and members of the Estimates Committee 
(1976-77) in taking evidence and ohtaining information for this report. 

5. The Committee wish to express their thanks to the Officers of the 
Ministry of Finance, Department of Economic Affairs (Banking Division) 
and other Ministries/Departments of the Government of India and the 
Reserve Bank of India for placing before them material and information 
which they desired in connection with the examination of the subject and 
for giving evidence before the Committee. 

6. For facility of reference the ob~rvations/recommendations of the 
Committee have been printed in thick type in the body of the report. A 
summary of the observations/recommendations is appended to the Report 
(Appendix IX). 

NEW DF.LHI; 

April 20, 1978. 

Chaitrti30,190() (S)~ 

SA TYENDRA NARAYAN SINHA, 

Chairman, 
Estimates Committee. 

(vii) 



CHAPTER I 

INTRODUCTORY 

1.1. The Estimates Committee (1973-74) examined the various aspects 
and problems relating to the Credit Facilities to Weaker Sections of Society 
and for Development of Backward Areas and presented' their 62nd 
Report (Fifth Lok Sabha) on the Ministry of Finance (Deparment of 
Bankios) on the 26th April, 1974. This report contained 114 recom­
mendations in ail. 

1.2. The Government's replies to these recommendations ,indicating 
action taken to implement them were examined and commented upOJl 
in the Eighty Fourth Report (1975-76) (Fiftb Lok Sabha) on the Action 
Taken by Government on the recommendations contained in the original 
(62nd) Report which was presented to the Lok Sabba on the 15th January, 
1976. According to this report, out of 114 recommendations, 75 recom­
mendations had been accepted by Government, and the Committee did 
Dot desire to pursue 25 recommendations. Replies of the Government io. 
respect of 12 recommendations had not been accepted by the Committee 
and final replies of Government in respect of two recommendations were 
still awaited at the time of presenting the Action Taken Report. 

1.3. The Estimates Committee (1976-77) at their sitting held on the 
7th May, 1976 decided to pursue the Governm~nt inter alia the action 
taken by Government to implement certain recommendations contained 
in the 62nd and 841h Reports of the Committee (Fifth Lok Sabha). 

1.4. The Committee took the evidence of the representatives of the 
Dcpart01f"nt of Revenue and Banking (Banking Wing) on the 14th & 15th 
January, 1977. 

1.5. The various ml1ttcrs taken up by the Committee and the recom­
mendations in this regard are dealt with in the subsequent chapters. 

1 
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CHAPTER II 

GROWTH OF DEPOSITS AND CREDIT EXTENSION TO WEAKER 
SECTIONS 

A. Growth of Deposits 

2.1. In paragraphs 2.5 and 2.6 of their 62nd Report the Estimates 
Committee had taken note of the fact that no overall or bank-wise targets 
bad been laid down for mobilisation of deposits by banks in public sector 
during the Fourth Plan period. The deposits of the Public Sector banks 
had risen from Rs. 3871 crores in June, 1969 to Rs. 8354 crores in 
December, 1973 i.e., an increase of Rs. 4483 crores which would work 
out to about Rs. 996 crores per year on an average. In the Fifth Plan, 
an overall projects of additional resources mobilisation of Rs. 1,560 crores 
had been made for the banking system as a whole, out of which the share 
of banks in the ,public sector was of the order of Rs. 9000 crores which 
worked out to mobilisation of additional deposits at the rate of Rs. 18()() 
crores per year. The Committee had stressed that if this ambitious target 
which practically implied doubling of deposit mobilisation achieved during 
the Fourth Plan period, was to be realised, a far more systematic and 
intensive drive would have to be made. The Committee had, therefore 
:recommended that GovernmentlBanks should have an annual plan for 
additional deposit mobilisation which should in turn be broken into targets 
for the region und branches as may be practicable and suitably reflected in 
the performance budgets which were to be prepared by the banks. The 
Committee further stressed that the actual progress made in raising addi­
tional resources should be critically examined in the light of achievements 
so as to roll forward the target where possible and to take remedial 
measures where necessary, to see that the targets laid down were realised. 

2.2. While accepting the recommendations of the Committee, the 
Minister stated that the need for a properly conceived plan for deposit 
mobilisation was recognised by all public sector banks. As part of their 
annual business plans. these banks have been formulating annual targets 
for deposit mobilisation and also evolving suitable schemes for achieving 
them. Tn arriving at the annual targets. the banks take into account the 
past trends as well as the potential in different regions and areas, as asses­
sed by the· regional and branch offices. 

2 



3 

2.3. The Committee, in their 84th Report (Action Taken) again 
stressed that a close watch should be kept in deposit mobilisation and 
e.IIorts should be intensified to reach the target set in the draft Fifth Plan. 

2.4. The Ministry were asked to furnish information about the broad 
features of the scheme formulated in this regard, the extent to which the 
annual targets were achieved, and the concrete measures taken to intensify 
the deposit mobilisation effort. In a written reply the Ministry have stated: 

"With a view to inducing potential savers to effect savings and 
deposit these savings in the banking system, the public sector 
banks have evolved large number of specific schemes to suit 
the varying requirement of the depositors. There are recur­
ring deposit schemes which enable persons with fixed periodi­
cal income to save for specific contingencies like childrens' 
education. daughters' wedding. house construction etc. Banks 
'also have schemes o[ deposit mobilisation involving collection 
of deposits cveryday in small amount to suit the requirements 
of small daily wage earners. Annuityjretirements facilities 
are also made available to suit the requirements of persons who 
have received a lump-sum and would desire to have regular 
monthly income. Banks are also offering insurance linked 
,deposits wherein the life of the depositor is insured for specified 
sum. In some cases, the banks have offered the security to 
Janata Insurance Policy to the depositors. In order to involve 
the staff and to motivate them for greater efforts in mobilising 
deposits. banks have incentives schemes like branch-wise priz­
es for deposit mobilisation. Improved customer service is an­
another important strategy which is now being paid attention 
to by the banks for deposit mobilisation." 

2.5. The Department of Revenue and Banking. in their consolidated 
Report on the working of public sector banks for the year ended Decem­
ber 31, 1975 have stated that the continued geographical spread in the 
net work of the branches of public sector banks and the concerted efforts 
made by them in mobilising public saving has enabled the public sector 
banks to maintain and accelerate the momentum of growth in deposits in 
the year 1975 also. The total deposits of these banks increased from 
Rs. 9768 crores as at the end of December, 1974 to Rs. 11,488 crores 
as at the end of December. 1975 the percentage increase during the year 
was 17.6 against 13.8 in 1974. (Bank-wise details given in Appendix-I). 
In a note furnished by the Ministry in November, 1977, it has been stated 
that as at the end of June 1977 the total deposits of public sector banks 
amounted to Rs. 1591 t crores as compared to Rs. ] 2816 crores at the 
end 01' June, 1976. Thus, during the 12 month~ ended June, 1977. the 
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depoliits of public &eCtor banks increased by Rs. 309.5 crores or by 24.1 
per cent compared to an increase of Rs. 2262 crores or by 21.4 per cent 
during dle 12 months coded June, 1976. 

2.6. From the bank-wise details regarding increase in deposits, it is 
noticed that the performance of various nationalised banks during the year 
1975 in deposit mobilisation varies widely. The increase in deposits durin, 
the year in res~t of Union Bank of India was to the extent of 39 per 
cent. Indian overseas Bank 3].6 per cent, United Commercial Bank 1 t.5 per 
cent and Punjab National Bank 13.9 per cent. 

2.7. During the course o( evidence of the representation of the Depart­
ment of Revenue and Banking (Banking Wing), the Committee asked 
whether any overall yearly targets had been fixed for deposit mobilisation 
in view of various schemes launched by banks. The Secretary of the De­
partment stated:-

"As far as giving the deposit figures are concerned, there are not 
so much the target!i laid down by the Reserve Bank. As you 
know, the whole expansion of deposits in a particular year 
is not only the function of the banks' own ability to mobilise 
the deposits. There are other monetary (actors also, such 
as, increase in the money supply and so on. On that basis, 
from year to year, the Reserve Bank does estimate what the 
deposit growth is likely to be. They estimate what is the 
total money supply, how much is in currency and how much 
in deposits and so on. This is done at the aggregate level. 
Each individual bank on the basis of its own performance 
budget tries to estimate and have a target as to what the depo­
sit ought to be at the end of a particular year. The yearly 
targets that are fixed for deposit mobilisation are fixed indi­
vidually by the banks." 

2.8. The Committee asked during evidence whether those targets were 
by and large achieved or whether ther were any shortfalls. The Secretary 
of the Department stated:-

"We have the total figures here for the 14 nationalised banks and 
the State Bank of India. The targets for the year ending De­
cember, 1976 were Rs. 14,214 crores and the achievement 
was Rs. 14.133 crores. It was very close. Tn some cases 
the target has been exceeded, in some it is slightly lower: the 
individual variations are there. In the case of a bank which 
has done better. which has exceeded the target. variation was 
Rs. 80 crores. In the case of a bank which did less than the 
target, the variation was Rs. 30 crores." 

.,' 

.. ' 
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2.9. With regard to deployment of deposit raised from rural areas, 
the Working Group on Rural Banks in their Report, (July, 1975) stated: 

"Many, if not most, of the rural banks branches are what the banks 
call deposit centres rather than advance centres. In other 
words, while commercial banks have been relatively successful 
in mobilisation of deposits in the rural areas, their credit dis­
pensation in most rural branches is not adequate to earn for 
them sufficient income to make these branches viable. W.hile, 
from the narrow accounting point of view, this may well be so, 
it raises another set of issues, namely, that the rural branches 
of banks which, by definition, operate in the economically 
weaker areas of the country, far from being the media of 
transmission of funds from the central money markets, to 
the agricultutral economy are providing to be instruments for 
the reverse transmission of funds from the rural areas to the 
urban and metropolitan centres. Clearly, this trend needs to be 
reverted and funds generated in the rural areas deployed in 
the area itself." 

2.10. According to a statement furnished to the Committee, the deposits 
of Scheduled Commercial Banks, in respect of rural population group, in­
creased from Rs. 654 crores in June, 1973 to Rs. 1029 crores in June, 
1975, while the advances to this group increased from Rs. 309 crores to 
Rs. 536 crores during this period. The credit depOsit ratio in the case of 
the rural population group worked out to 52.1 per cent. It is seen that 
the increase of deposits in this case has been more than the advances. 

2.11. In respect of Urban and Metropolitan groups the deposits during 
the same period increased from Rs. 2322 crores and Rs. 4052 crotes to 
Rs. 3108 crores and Rs. 5687 crores respectively. Correspondingly, the 
advances increased from Rs. 1428 crores to Rs. 3108 crores in urban 
areas and from Rs. 372.5 crores to Rs. 5687 crores in metropolitan areas. 
The credit deposit ratio in these areas being 70.7 per cent and 88.2 per 
cent respectively. As per figures furnished by the Ministry in November, 
1977, the deposits of scheduled commercial Banks in respect of rural 
population group as at the end of December, 1976 rose to Rs. 1576 crOres 
while the ndvances increased to Rs. 950 crores, the credit deposit ratio 
being 57.44 per cent. The comparative figures for urban and metropolitan 
population groups show that the deposits during the same period increased 
to Rs. 4337 crores and Rs. 7767 crores respectively while the advances 
were to the tune of Rs. 2774 crores and Rs. 7960 crores respectively. The 
Credit deposit ratio in these groups being 63.96 per cent and 102.49 per 
cent respectively. 
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2.12. During the evidence, when asked to state the steps taken by the 
Government to arrest this reverse trend in rural branches the Secretary 
of the Department stated:-

"The funds that me generated in the rural areas by way of deposits 
should be deployed in those areas themselves. That is what 
the Working Group has also recommended. In order to arrest 
the reverse trend, we try to get the commercial banks to engage 
themselves more in lending in the rural areas. 

** ** ** 
The working group had also said that if they (the banks) have to 

satisfy their investment requirement in term of Banking Regu­
lation Act, then those investments should have local orienta­
tion." 

2.13. The Committee note Ihnt during the Fourth Plan, the average 
increase of deposit of puhlic sector hanks was to the extent of Rs. 996 crOl'eli 
per year. For the Fifth Plan the share of the public sector banks for the 
resource mobilisation is of the order of 9000 crores which works out to an 
increase in deposits at the mte of Rs. 1800 crores per year. Tbe Committee 
would Uke to observe that this rate of increase would be deHatetl if the price­
rise is taken into consideration. 

2.14. The Committee note that the total deposits of the Puhlic Sector 
Banks increased from Rs. 9768 crores at the ead of December, 1974 to 
Rs. 11488 crores at the end of December, 1975, the increase being 
Rs. 1856 crores. The deposits further increased to Rs. 12816 crores at 
the end of June, 1976 and R ... 15911 crores at the end of June, 1977, the 
pucentage increase during these· years being 21.4 and 24.1 respectively. 
a target for each year for deposit mobilisation individually. 

2.15. The Committee understand that the Reserve Bank of India does not 
fix any annual targets for the deposits mobilisation; the Bank only prepares 
an overall estimate of the deposit growth and money supply. Each individual 
bank on the basis of it .. Own performance budget tries to estimate and have 
a target for each years (or deposit mobilisation individually. 

2.16. The Committee, however, note that the performance of tbe various 
nationalised hanks in deposit mobilisation during the year 1975 varied 
widely. The performance of some of the hanks had heen commendable. 
These banks i'ncluded Union Bank of India whkh recorded an increase of 
36 per cent followed hy Indian Overseas Bank with an increase of 31.6 per 
cent. The. Committee suggest that the schemes and promotional technique 
adopted by these banks may be commended for adoption by other nation­
alised banks also in order to improve their performance. The Committee 
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also suggest that tile I'Nsons fur deficiencies in the perfonDaace of the baak., 
wiutb hne rfCorded comparatively lower percentage in deposits, may be 
studied and remedial action taken. 

2.17. De Committee note that the inuease in deposits during the year 
1975 approximated to tbe annual increase of Rs. 1800 crores envisaged 
(or the FUth Plan. The percentage increase in deposits during the period 
of 18 months from January, 1976 to June, 1977 also exceeded their annual 
target. The Committee hope that the banks would continue to devote special 
attention to the mobilisation of pubUc savings schemes and giving publicity 
to them. De Committee also de~ire that the Reserve Bank should keep a 
close watch over the fulfilment of the targets by the nationalised banks in 
order to take remedial measures in cases where the performance o( banks has 
not been satisfactory. 

2.1S. The Committee note with concern that thOUgh the Commercial 
BMb have been relatively successful i.n deposit mo.bilisation iu rural areas, 
their credit dispensation in rural branches ... not been adequate as compared 
with urban and metropoUtan areas. Ibe deposifs 0( scheduled Commer­
cial Banb in respect c.f rural popUlation group increased (rom 
Rs. 654 crores in June, 1973 to Rs. 1029 crores in June, 1975 
while. the advances to fhi.., Group increased from Rs. 309 crores 
to Rs. 536 crores during this period. The comparative figures in respect of 
urban and metropolitan groups show that the deposits during the same period 
increased from 2322 crores and Rs. 4052 crores to Rs. 3108 and 5687 
crores respectively while the advances increased from Rs. 1428 crores to 
Rs. 3108 crores in urban areas and (rom Rs. 3725 crores to Rs. 5687 
trores in metropoUtan areas. The credit deposit ratio i'n urban and metro· 
politan areas being 70.7 per cent and 88.2 per cent respectively as compared 
to 52.1 per cent in rural areas. Again the figures as at the end of December, 
Rs. 7960 crores respectively, . the credit deposit ratio in these groups 
of rural population group rose to Rs. 1576 trores while the advances increased 
to Rs. 90S, the credit deposit ratio beilng 57.44 per cent. The comparative 
figures in respect of urban and metropolitan population groups for the same 
period show that their deposits increased to Rs. 4337 crorl'S and Rli. 7767 
crores respectively while the advances rose to R ... 2774 crores and 
Rs. 7960 Clores respecfh-ely, t:Je credit deposit ratio in these groups 
heing 63.96 per cent and 102.49 per cent respectively. It is 
a matter of concern that rural branches of banks which operate in weaker 
areas of the country, (ar from being media of transmission of funds from 
centre'i of money markets to agricultural economy, are pro\'idin~ tn be 
in!lfruments for reverse transmission of funde; from nlral areas to the urball 
areas and metropolitan centres. 

2.19. The Committee are unhappy at this rev ... ",se transmission ot funds 
from rural areas to urban areas which goes 8Jl8inst the concept behind the 
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•• 1ionalisatien of banks IIIMI ptOlleUnced policy of Gonmmeat to ialpr.Ye 
tile rani economy and dired fund from the central mo.y markets to .. i-
cultural economy and other priority seeton. The eo..nittee, "'erefore, 
stress the urgent need to arrest this reverse trends so that the funds gene­
rated in die rural areas are deployed largely Ifor tile development of these 
areas. The Committee consider it of the utmost importance that the 
deposit mobllisatio.l schemes for rural and under-developed areas should gQ 
hand in hand with the formulation of development schemes and district 
plans so that the funds mobilised from the rural areas are utilised for. the 
development and uplift of these areas. 

B. Credit Extension of Weaker Sections of Society 

(a) A.5sessment 0/ Credit requirements/gaps. 

2.20. Tn paragraph 2.12 to 2.14 of their 62nd Report the Estimates 
Committee (1973-74) had observed that though the banks were nationa­
lised mainly to provide for the credit needs of the weaker sections of 
society, no study had been made after bank nationalisation to assess broadly 
the total credit requirements of these sectors, the extent to which the same 
couid be met by the banks and the remaining unfilIed gaps. The Committee 
had also noted that before nationalisation, estimates of some of the credit 
requirements/gaps made by the Gadgil Committee and All India Rural 
Credit Survey Committee in n:gard to agriculture and small scale industries, 
were in the nature of a rough guess. Also the estimates for the Fifth Plan 
were based on the assumption that there would be no price rise during 
the Plan period. The Committee had recommended that necessary studies 
should be immediately undertaken by the Department to assess that credit 
gaps in agriculture and other priority sectors through bank branches or 
'Olh.:r appropriate agencies and thereafter an integrated plan of action 
shou!d be prepared so as to gradually achieve the objective of meeting 
the requirements' of these sectors by a time bound programme. 

2.21. Tn their reply, the Department of Revenue and Banking stated 
that some work to identify areas in which the availability of bank credit 
can play a lIseful c'atalyst role had already been done. Each of the 
SUTWy reports, conducted as part of the Lead Bank Scheme, does indicate 
imrortant areas of credit gaps. The Department had however, admitted 
that these could not be regarded as adequate in relation to requirements. 
According to the Department of Revenue and Banking, the performance 
budgets and the indepth studies which were then being undertaken would 
enahle the banks to determine the credit potential of the c(}mmand areas 
of their branches. 1t was further stated by the Department that the 
emphasis would be on identif:ying viable schemes for which banks could 
extend credit. That would enable the banks to progress in a planned 
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numner towards the specific targets (Or the agriculture and small scale 
i»dustries sectors in the Fifth Plan documents. In their 84th Report, the 
Committee expressed hope that the introduction of the performance budget 
and indepth studies which were being undertaken in an increasing Dumber 
elf areas, would enable the banks to determine the credit potential of the 
command areas of their branches. Reiterating their earli.er recommenda­
tions the Committee stressed that need to undertake necessary studies to 
assess the credit gap in agriculture and other priority sectors through bank 
branches and other appropriate agencies expeditiously and thereafter 
prepare an integrated plan of action so as to achieve the objective of 
meeting substantially the requirements of these sectors by a time bound 
programme. The Committee also stressed that credit extension programme 
for priority sectors should not be based on 'assumptions' or 'rough guess' 
of requirements but on scientific and realistic assessment. 

2.22. Th~ Department of Revenue and Banking were asked to state 
whether necessary studies to assess the credit gap in agricultural and other 
priority sectors through bank branches and other agencies had been made 
and whether an integrated plan to meet tbe requirements of these 
sectors, prepared and what steps had been taken to implement it. The 
Dep'artment of Revenue anJ Banking in a written reply stated that Lead 
Banks were undertaking the prepa.ration of detailed district credit plans 
with the active participation of Government agencies and other commercial 
and cooperative banks and financial agencies. While preparing such plans, 
they primarily take into consideration the credit requirements of such 
sectors as agriculture, small scale industry, retail trade and business. 
transport, professional and self-employed persons. One of the important 
tasks of the lead banks is to prepare technically feasible and economically 
viable schemes within the broad area of priority sector and dovetail them 
into district development plans, wherever possible. 

2.23. The Department have further stated that Government have alsO 
enjoined on public sector banks the duty to initiate appropriate action for 
stepping up advances to priority sectors in a planned and systematic 
manner so that overall target of lending i.e., 33-1/3 per cent aggregate 
adv:mces, to priority sectors is achieved by the end of the 5th Five Year 
Plan. Bank's plan for lending to priority sectors forms an integral part 
of th::. business plan and performance budget. 

2.24. To a question whether a review of the list of priority sectors 
had heen undertaken to see if any change therein was needed in view of 
the change in circumstances, the Department have replied that they fully 
share the concern of the Committee for ensuring that benefits of the bank 
credit reach the weaker sections of the society. It has been the accepted 
policy of the Government and the bankittg system to make credit available 
to the weaker sections of the society on an iAcreasiDg scale. LollftS and 
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advances to weaker sections of the community from an integral part cif 
the priority sector, which covers such sectors as agriculture, small scale 
industries, road and water transport and self employed persons and 
education. In order to ensue that adequate credit flows to weaker sections 
of the community, Government and RBI are reviewing the progress of 
priority sector lending on continuing basis. The board of directors of 
public sector banks are also reviewing the progress made by the public 
sector banks in financing weaker sections of the society and the priority 
sector. As a result of the determined efforts made by the public sector 
banks to enlarge the credit flow to the priority sector, the outstanding 
advances of public banks hove risen to Rs. 2321 crores as at the cnd 
of December, 1975, against Rs. 441 crores as at the end of June, 1969. 
As percentage of their aggregate advances, public Sector banks' advances 
to priority sector have also increased from 14.9 per cent as at the end 
of June, 1969 to 27.9 per cent as at the end of December, 1975. 

2.25. The Department of Revenue and Banking have also issued 
instructions to public sector banks to enlarge their credit portfolio in res­
pect of priority sector so as to achieve on overall target of 33.3 per cent 
of their aggregate advances by the end of the 5th Plan. 

2.26. Government and Reserve Bank were also reviewing the progress 
IOf Half-a-million ~obs Programme/Employment Promotion Programme 
from time to time for ensuring that self-employed persons are rendered 
all manner of assistance in setting up small scale industries and self­
employment ventures. By the end of September, 1975 public sector banks 
had advanced Rs. 40.84 crores to 36,624 borrowers. 

2.27. The Differential Interest Rate Scheme, under which loans are 
provided to eligible persons at 4 per cent rate of interest, is exclusivelY 
meant for the benefit of the weakest section of the community. Government 
have enjoined on public sector banks to lend about t per cent of their 
aggregated. advances at the end of the preceding year under the scheme. 
More than Rs. 20.6 crores were advanced to 4,65,000 beneficiaries by 
December, 1975. The Ministry further informed in November, 1977 that 
at tbe end of June, 1976 and March, 1977 the amount advanced under 
the scheme rose to Rs. 28.78 crores and Rs. 51.37 crores with 6,24,692 
and 11 ,06,182 borrowal accounts respectively. 

2.28. The Department of Revenue and Banking have stated that thus 
it will be observed that the process of indentification of priority sectoe is 
not a static one but one which goes on continuously throwing up new 
sectors with changing developments in the economy. 

2.29. The Department of Revenue and Banking were asked to state 
whether anv study had been undertaken to identifl}' sections which were 
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inadequately served by the commercial banks. The Department of 
Revenue and Banking in a written reply stated that "after nationalisation 
of 14 major Indian Scheduled Commercial banks, concerted efforts were 
made to increase the commercial banks lending to agriculture and allied 
activities and other priority sectors. However, it was noticed that in 
agriculture, major share of amount of loans were availed of by com­
paratively bigger farmers and the small farmers and agricultural labourers 
could not utilise the loan facilities from these banks to the desired extent. 
In view of this and in the wake of specific measures undertaken to liquidate 
rural indebtedness it was felt that new institutions may be started on the 
basis of attitudinal and operational ethos entirely different from those 
obtaining in the public sector banks. A Working Group headed by Sh. 
M. Narasimhan was, therefore, appointed to examine the setting up of 
new institutions particularly to serve smaU and Marginal farmers, agricul­
tural labourers and to runtl artisans small entrepreneurs and persons of 
small means engaged in trade, commerce or industry or other productive 
activities. The Group suggested establishment of Regional Rural Banks 
and 31 such banks have adready been opened. These banks will cater to 
all kinds of productive credit of small/marginal farmers, rural artisans and 
landless labourers both directly as well as through farmers service socielies 
within the notified area of the Bank. They will also grant consumption 
loans to the poorer sections of their clientele within specified limits for 
specified purposes". 

2.30. "Organisation of Regional Rural Banks goes hand in hand with 
the strengthening of primary societies at the base level and universalisation 
of the membership of the societies and establishment of Farmers Service 
Societies." 

2.31. When asked to state whether the total assessment of credit 
requirements of the priority sectors had been made by them or by the 
Lead Banks through the detailed district credit plans, the Secretary of 
the Department stated during evidence:-

"We have already tried to work from the grassroots and the Lead 
banks have been asked to work out district credit plans. 
Several district credit plans have already been prepared. 
This is at the district level. We are getting an idea of what 
is the requirements of credit for aifferent sectors in terms of 
viable schemes in those areas. But J would submit a 
summation of district credit plans is not the same as the 
national credit plan, because when we talk of the latter, it has 
also to look at other variables in our system. For instance, 
we are interested firstly to see what is the level of monetary 
expansion in our economy that can be tolerated without in­
ducing price inflation. You would have been in this morning's 
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papers that the Reserve Bank has again clamped down certain 
credit restrictions. Once this happens, while it may be DC~c;essary 
for purposes of overall credit policy and overall monetary 
regulations, it will have its imapct all along the line even in 
terms of lending in various States. Therefore, while district 
credit plans will give as an idea of the needs of credit in a 
particular district, a summation of the credit plans there is 
not the same as national credit plan. For that we have to 
look at what in economic terms arecalled macro variahles, 
the level of national income in a particular area, various 
factors which affect monetary expansion, whether it be credit 
to the Government sector, level of deficit financing, level of 
deposit expansion, position of foreign exchange etc. Taking 
all these into account, we have to assess what is the order of 
credit expansion we can tolerate. Therefore, we will have 
always to be chopping and changing our total credit to keep 
it on an even level, while dealing with our larger objective of 
keeping inflation in control. Hence while district credit plans 
are useful, they can act as signposts for the types of lending 
at the district level, we will need at the same time to take 
constantly a view of the overall level of credit expansion the 
economy can tolerate:' 

2.32. The Ministry of Finance was asked to state whether any assess­
ment of the rural indebtedness has been made by the Government. The 
Ministry, in their reply furnished in November, 1977 stated as follows:-

The Government of India have not assessed the extent of rural 
indebtedness. However, the quantum of rural debt is assessed 
decenially on a country-wide basis by the All India Debt and 
Investment Surveys conducted by the Reserve Bank of India. 
The last such Survey. the All India Debt and Investment Sur­
vey. was done in 1971-72, the report of which was published in 
1975. This surve/y has placed the total quantum of liabilities 
of all rural house-holds at Rs. 3921 crores. Of these. Rs. 1910 
crores representing 49.72 per cent of the total liabilities, relate 
to the landless labourers and households owning less than 2 
hectares of land. These households represent 78.01 per cent 
of the total rural households. 

Following the Survey Report, measures for relief from runl in­
debk:dness with special reference to non-institutional debts 
wore considered by the Government of India in 1975. As 
relief from rural indebtedness is a Stat.e subject, guidelines 
were issued in August, 1975 f-or taking up legislative measures 
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for lclief. The Itsislative measures contemplated relief in two 
stages: 

(i) imposition d moratorium on recovery of debts as -an interim 
measure; and 

(ii) total discharge OJ scaling down of debts as a permanent 
measure. 

The relief was intended for weaker sections having less than 2 
hectares of unirrigated land and the landless poor including 
ru'ral artisans. 

Excepting those States/Union Territories like Nagaland, Mizoram, 
A,runachal Pradesh where the problem of indebtedness to 
moneylenders does not exist, all other States (Except Sikkim) 
and Union Territories have taken legislative measures. 10 
State Governments (Andhra Pradesh, Haryana, Himachal Pra­
desh, Tripura, West Bengal, Tamil Nadu, Gujarat, Uttar Pra­
desh, Rajasthm md Kamataka) and 6 Union Territories 
(Delhi, Chand igarh , Pondicherry, Andaman and Nicobar 
Islands, Lakshadweep and Dadra and Nagar Haveli) have 
taken action for imposition of moratorium and total discharge 
of debts of the weaker sections. These States are to take action 
for scaling down of the debts of the small farmers. The 
State Government of Bihar have taken action for total dis­
charge debts of farmers owning land upto 4 acres and further 
action for scaling down of debts of farmers owning land bet­
ween 4-5 acres is yet to be taken. Three State Governments 
(Manipur, Meghalaya and Orissa) have taken action for im­
position of moratorium. The State Government of Jammu 
and Kashmir have also enacted J&K Debtors Relief Act, 1976 
(without consulting Government of India) which inter alia 
provides for discharge of debts in case the debtor has repaid 
1-1/2 times the amount of loan taken. 'Replv from the State 
Government as regard the ful1 implications of the Act are still 
awaited." 

2.33. Asked to state whether any attempt has been made to identify and 
quantify the credit needs of the rural population in the country, particularly, 
the needs of the agriculturists of different categories. agricultural labourers 
and rural artisans and whether the present credit availability in the rural 
sector is adequate as compared to the requirements, the Ministry of Finance 
stated in their repb (November, 1977): 

"Information relatinjZ to the credit need .. 01" the rural population, 
particularly of differeat cate~or;es of agriculturists, rural arti­
sans is not available. Attempt. however, have bees made from 
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time to time to identify and quantify the credit needs of the 
rural population; beginning with the All India Rural Credit Sur­
veyof 1951-52. followed a decade later by the All India Rural 
Credit And Investment Survey of 1961-62 and then the AU 
India Rural Credit Review Committee of 1968. Apart from 
these, five year plans have also contemplated such estimates! 
targets. Lately the All India Debt and Investment Survey 
1971-72 put their aggregate debt position as on 30-6-71 as 
below:-

Cultivators 

(Rs. acres 

3373. 8 

Agricultural Labouren 

Artiwu 

Others 

Recently, the National Commission on Agriculture (1976) assessed 
the graduated credit requirements for various programmes of 
agricultural development by] 985 at Rs. 9400 crores as 
fo)]ows:-

-----

Marginal & SmaIl farmers . 

M~dium & large farmers . 

(for m'lchinery and agricultural implements). 

or say 

Short 
term 

1766 

2242 

4 008 

4 000 

(Ra. crora) 

Medium Total 
& long 
term 

2022 3788 

3003 5245 

5025 90 33 

5000 gooo 

-1400 

9400 

It has been envisaged that 45 per cent of short-term and 40 per 
cent of term loan estimates of 1985 ]evel shoull! be met by 
the end of 5th Plan which aggregates to Rs. 3800 crores. The 
anocation of responsibility between the Cooperatives and 
Commercial Banks for 5th Plan has been worked at Rs. 2100 
crores for Cooperatives and 1450 crores for commercial 
Banks. By 1985, however, while the Commission expects 
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Cooperatives to double the quantum of credit they will pro­
v:dc in 1979 so as to reach the level of Rs. 4250 crores, the 
commercial Banks have to increase their level of lending from 
1450 erores in 1979 further to Rs. 4050 crores by ] 985. 

It has been estimated that by 1895, cooperative sector would be 
able to meet the full needs of the agriculturists having irrigated 
land and 60 per cent in the case of those owning unirrigated 
land . 

Under the lead bank scheme, lead I1anks are expected to prepare 
credit plans for each of the districts allotted to them .. While 
preparing credit plans, they take into account the credit de­
mands emerging from various sectors. Out of 380 districts 
allotted to different banks under this scheme, Credit plans 
have been prepared for 201 districts. 

Regional Rural Banks have been set up in districts where there is 
large credit gap and there is predominance of small/marginal 
farmers and rural artisans. 

Priority has been given for provision of credit to agriculture by 
the various institutions including public sector banks. How­
ever, keeping in mind the varied nature and the magnitude of 
the credit requirements of the agricultural sector, considerable 
ground has still to be covered to bridge the entire credit gap 
in this particular sector. Efforts are, however, continuously 
made to increase the total quantum of credit available for 
agriculture and nJlied activities." 

2.34. The Committee bad in their 62nd and 84th Reports (5th Lok 
Sabha) presented to Lok Sabha in April. 1974 and August, 1975 respec­
tively emphasised the need to undertake studies to assess the credit gap in 
agriculture and other priority sectors through bank branches and other 
appropriate agencies expeditiously and thereafter prepare an inte"rated 
plan of action so as to achieve the objectives of meeting substantiaUy the 
requirements of these sectors within a time bound programme. The Com­
mittee have been informed that the Lead Banks ha\'e undertaken the pre­
paration of detaned district plans with the active participation of Govern­
ment agencies and other commercial and cooperative baoks and financial 
aeencies. While preparing these plans, the Lead Banks p'rimarily fake into 
account the credit reqairemenf5 of !lOCh sectors as qricultnrc, smaD scale 
industry, retail trade and business, transport, professional and self employ­
... persons. The lead banks also prepare technically feasible and econo­
JaicaUy viable schemes within broad areas of priorHy sectors and donta" 
~em into the distrid development plans wherever poaible. ("yOvernmeat 
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bad eajoined on tbe public sector Banks the duty to in"iat~ appropriate 
adioB &or stepping up advances te prierity sectors in a planBed and 
".matk manner so duIt overaH target of lending to the priority sectors 
i.c. 33.3. per cent of a.regate advances is achieved by tb\l end of 1978-79. 
As regards tbe question of making a tolal usessmeot of the credit require­
ments of the priority sectors the Secretary, B8Pking Wing, informed the 
Committee that several district plBIIS bad already &Jeen prepared. While 
a district plan gives an idea about the need for credit to a district, the SUM 
total of these district plans would not constitute the national credit plall. 
The National Credit Plan bas to take UtJo account certai.n macro-variable 
(i.e. factors that affect monetary expansiu) and 8S8eIS the extent of credit 
expansion that ec:oaomy can tolerate witbout inducing .Iation. Govern­
meat would, therefore, have .. ways to claaatDe the total credit in order to 
keep it OB an even lenl, ",hUe deaUDg wit" the larger objective of keeping 
inftation under control. According to Ministry, whUe the district credit 
plans are melul they can act only as sign_poSfS for the types of lending lit 
the district level. While the Committee appreciate tbat Government have 
to keep credit expansion under watch with a view to keeping inRatie" 
under check, they need hardly stress that credit restraint measures should 
not wenely dect the flow of credit to the weaker sections of society 
wlao have suftered deprivation of these facilities for decades and it should 
be ea~ured that the target of lending 33.1 /3 per cent of aggregate advances 
to the priority sectors by the end of 1978-79 is fulfilled. 

2.35. The Committee feel that Government should also have a realistic 
estimate of the credit needs of tbe priority sectors and formulatc an integ­
rated plan of action to meet their credit requiremenfs. Changes in the in­
tegrated Plan if considered necessary, could be made as and when an occa­
sion arises. The Committee emphasise that an integrated plan of action 
(or meeting the credit needs of the priority sector should be finalised expe­
ditiously. This plan of action should also aim at reducin~ imbalances in 
the credit distribution in the various regions of the country. 

2.36. The Committee note witb concern that notwithstanding the COll­

certed efforts made by the 14 major Indian Scheduled Banks to increase 
their lending to agriculture and other priority sectors, the major share of 
the amount of loans was avaDed of by comparatively bigger farmers anel 
the small farmers and agricultural labourers could 'not utilise the loaa 
facilities to the desired extent. . 

1.31. The Committee are unhappy at this trend. They cannot too 
litro .... y stress that nationalisation of banks would have a real meaAing aud 
impact If the credit requirements of the weaker sections of society a" 
sllUlll/euarpw farmers and apultaral labourers are adequately ..... 
'I1Ie Committee 'wouW like Government to _ure that etfective and deter~ 
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,..u.eci measures are taken by tbe banks to meet the credit needs uf tbe 
lIIII8Il/marginai farmers 8S well as the weaker sections of society in the 

. country. 

%.38, The Cummittee nnte that regional rural banks are being set up to. 
'uter to the credit requirements of small/ marginal farmers, mral artisan! 
and landless labourers etc. The Committee would like a close watch to be 
kept Un the working uf thcse banks specially the opening uf new branches 
to ensure that the ubject nf meeting the credit needs uf the weaker sectiuns 
and pC.fsons of small means in the deep rural areas is being really achieved 
by these banks. Corrective measures should be taken contemporaneously 

'in the light nf experience f!ained in the working of these banks 

%.39. The Committee note with regret that the Government of India 
have 'no information relating to the Credit needs of mral pupulation parti­
cularly of different categories of agriculturists, rural artisans. Attempts 
have hO,wever been made thrnugh decennial All India Rural Credit and 
Investment Survey since 1951-52 to' quantify the credit needs uf rural 
populatiun. The Committee note that lately the All India Debts and In­
vestment Survey pllt their a~regate debt positiun as on 30 June, 1971 at 
Rs. 3848 crorcs. The Committee are of the view that it is necessary that 
,lie quantum O,f rural indebtednes~ is known to the Government in precise 
terms so that concrete measur~ could be taken to. eradicate this ever in­
creasing mena~e in the life of mral poor. The Committee desire that the 
surveys conducted in thi4i r~rd should throw up meaningful data and 
these should be conducted every five years so. that the informatiun ('uuld 
'be utilised while drafting the plans. The last surve~' was undertaken In 
1971-72. (;O\'ernment should louse no. time to. have anuther survey cun­
ducted with a view ttl taking cuncrete measures during the next plan to­
wards prnviding adequate fund~ to meet the credit needs of the rurol sector. 

%.40. The Committee have been informed that recently the National 
'Comm:~sion on Agriculture (1976) assessed the graduated requiremmts for 
varioll~ pro~rammes of aJ"'iculfure developments by 1985 at Rs. 9400 crores. 
which inter alia include Rs. 4000 crores fnr short term luans and RCi. 5000 
crores for medium and long tel:n loans. By 1985 the Commit;sion expects 
the Cooperative sectur to reach the level of agricultural lending at Ks. 4250 
crores and the Commercial bank4i at Rs. 4050 crores. It has been estimated 
that by 1985 the cooperative sector would be able to. meet the filII needs of 
agriculturists havin~ irrifl8ted land and 60 per cent in case of those own­
fn~ unirrifl8ted land. The Committee desire that the estimates made bv the 
Nfttional Commission on Agriculture regarding the credit requirements for 
a l'I'icultural develupment hy 1985. should be carefully considered ~'hile 

4202 LS-3. 
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drawilll up roles of the cooperative sector and the commordal banks iD 
meetina the requirements of tbe agriculturists. 

(b) Progress of Credit to Priority sectors 

(i) Decline in growth mte of ll£ivances to priority sectors 

2.41. The Committee in paragraph 2.29 and 2.30 of their 62nd Re­
port had noted that four years after nationalisation, public sector banks 
had been able to increase credit to priority sectors by Rs. 854 crores i.e. 
from Rs. 441 crores in June, 1969 to Rs. 1295 crores in June, 1973 
constituting 24.3 per cent of their total crl!(\it, The Committee found that 
in the first year of nationaiisatil1n ad" anees to the priority sectors rose 
from Rs. 441 crores in June, 1969 to Rs. 769 crores in June, 1970, regis­
tering an incre'1Sl! of 74 per cent. But from the second year onwards. 
this growth rate had not been sustained, in fact, there had been a decline. 
The annual growth rate of advances during the following three years 
ranl.?ed between .} 7 per cent to 22 per cent. Even when reckoned as a per­
centage of total credit, the increase which was 6.4 per cent in the first year 
(from 14.9 per cent of total credit in June, 1969 to 21.3 per cent in June, 

o 1970) had been only 3 per cent during the foIl owing three years, being 24.3 
per cent at the end of June, 1973. The Committee had further noted that 
after 2 years of nationalisation, Government themselves realised that the 
decline in growth rate of advances to the priority sectors was "a matter 
of great concern" and they could not go on "taking refuge behind reasons 
like consolidation and emphasis on recovery". Government had stressed 
on banks the need for proper planning of credit for those sectors with 
feasible action programmes and rationally conceived targets. 

2.42. The Committee were not convinced that the nationalised banks 
were able to meet the genuine requirements of credit of weaker sections 
in whose name nationalisation scheme was implemented. The Committee 
had observed that this was mainly due to lack of systematic follow up. 
The Committee expressed the hope that Government would take steps to 
strengthen the planning machinery at various levels so that the banks 
credit to priority sectors increased at a substantially bigger rate. The 
Committee desired that the planning should be done from the grass root 
level to enable the banks to extend greater credit facilities which were 
required in the larger national interest for productive purposes. The Com­
mittee recommended that Government and the banks should study the 
requirements of weaker sections in detail at the branch, area and regional 
levels and have a realistic plan with accent on production without com­
promising with the chances of recovery of moneys to the advanced. 
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2.43. The Department of Revenue and Banking in their reply stated 
that there were two important factors which had to be taken note of in 
any assessment of progress made by public sector banks in extending 
credit to priority sectors. First, the credit requirements of the small 
borrowers are not only vast but also increased with the provision of very 
infrastructure facility, such as, an approach road, extension of power line, 
a bank office etc. Even with vastly improved net work of branches, banks 
would not be able to even physically reach out to all the borrowers in 
these sectors. Secondly, as happens in any organisation, in the case of 
banks also, organisational financial and manpower constraints limit and 
determine the pace of expansion of activities. 

2.44. The Department further stated that on the eve of nationalisa­
tion, the advances of the public sector banks to priority sectors were quite 
low. There were only 2.60 lakhs borrowal accounts and the advances 
to the priority sectors accounted for 14.9 per cent of the total bank ad­
vances. In the first year of nationalisation, with a view to making a 
determined thrust towards covering a large number of small borrowers, 
the banks had stepped up their advances to the priority sectors without 
waiting to make satisfactory organisational arrangements for giving ade­
quate trained manpower support. It was, therefore, inevitable that in the 
following years there should have been sustained efforts at consolidation 
and organisations restructuring in the various banks. The banks also 
started looking more closely into the qualitative rather than the quanti­
. 1tive. aspects of their lending to priority sectors. 

2.45. The D~partment, however, agreed with the suggestion of the 
Committee that with the more detailed grass root planning and proper 
coordination with the concerned State Government departments and 
other agencies responsible for providing necessary infrastructure facilities 
the advances to the priority sectors could be increased at a faster rate 
than had been possible so far. It was towards this end that the banks had 
started adopting "area approach" and also undertaken indepth studies in 
the command areas of selected branches for selected activities. Through 
the mechanism of Lead Bank Scheme, necessary coordination with the 
State Government Departments and other agencies was also being esta­
blished so that there was a proper tie-up between the credit advanced 
on the one hand and the provision of technical guidance, supply of inputs, 
marketing faciliti~ etc. on the other. 

2.46. The Department have stated that in regard to Fifth Five Year 
Plan the broad picture drawn up was that out of the additional anticipated 
deposits of Rs. 10,560 crores, about 40 per cent would be locked up in 
Government securities and cash balances. Roughly about Rs. 5000 
crores would be available for giving credit out of which Rs. 1500 croreg 
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(30 per cent) would be required for public sector ente.rprises of the 
Central and State Govemments and the remaining (Rs. 3500 crores) 
would be available for meeting the credit needs of the rest of the economy. 
For priority sectors they would notionally like to reach 33.3 per cent 
of the total advances as against the present 24.3 per cent. 

2.47. The Committee, in paragraph 2.31 of their 62nd Report stressed 
the need that unless concerted action was taken by all concerned, it would 
not be possible to achieve the objective of increasing credit to prioirity 
sectors from present leveJ of 24.3 per cent of 33.1/3 per cent in the fifth 
Plan, the Committee desired to be informed of the concrete measures 
which were being taken to realise the objective. The Department in their 
reply (October, 1974) stated that the public sector banks were being 
requested to take necessary steps to ensure that the proportion of ad­
vances to priority Sel"tors reached 33.U3 per cent by the end of the Fifth 
Plan period. The banks were also advised that plans for lending to pri­
ority sectors should form an integral part of their performance budgets, 
wherever this had not already been done. 

2.48. The Department of R~'.'cnue and Banking was again asked 
(September, 1976) to state the concrete measures taken by the banks to 
achieve the target of 33.3 per cent of credit to priority sector and the pro­
gress made in regard to the plans for lending to the priority sectors. They 
were also asked to state whether the specific targets and programmes for 
elttending credit assistance to weaker sections were being mentioned in 
the performance budgets prepared by the banks. 

2.49. In their reply (November, 1976) the Department have stated 
that all the public sector banks have been advised to intensify their efforts 
for enlarging the flow of their credit to hitherto neglected sectors SO that 
by the end of 5th Five Year Plan they account for at least 33.3 per cent 
of ,their aggregate outstanding .·advances-vide their circular dated the 
4th September, 1976 (Appendix II). 

2.50. The Department further stated that while the measures taken 
by the public sector banks to enlarge ,the flow of their credit to the small 
borrowers in the neglected sectors vary according: to their areas of opera­
tion and the specific neglected sectors in the financing of which they 
have built up some expertise, broadly speaking they include implementa­
tion of schemes of agricultural development drawn up by Agricultural 
Finance Corporation and the Agricultural Refinance and Development 
-.,rporation; setting up of Farmers' Service Societies and taking over of 
primary Agricultural Credit Societies; more intensified coverage of areas 
through seltin!! up of Agricultural Development Branches being done by 
the State Bank of India and its associated banks; formulation of various 
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schemes to extend credit to small and marginal farmers and landless agri­
cultural labou'refs, implementation of the scheme of Differential Interest 
Rate; participation in the employment promotion programme being imple­
mented by the State Government etc. Banks were also devoting attention 
to the credit needs of the smaller borrowers in the neglected sectors th:ough 
various scheme!. drawn up by them in these sectors. 

2~51. The performance budgets being formulated by the public sector 
banks spell out, in addition to the other parameters, the level of outstand­
ing credit to different neglected sectors programmed to be reached at the 
end of the year. 

2.52. When asked to state as to what was the present proportion of 
advances to the priority sectors as compared to the level of 24.3 per cent 
in June, 1973, the Secretary of the Department stated during evidence:-

"If you take the total as a proportion of the credit advances, it 
accounted for 25.5 per cent at the end of June, 1976 compared 
to 25.2 per cent at ,the end of June, 1974. I would like to 
offer an explanation here.... Between 1974 and 1976 an 
important development which occurred was that the banking 
system was called upon to shoulder a very large amount of 
advances for food procurement and storage. Earlier, most of 
it was being financed out of the budget." 

The figures in this regard for end-March, 1976 and end-March, 1977, 
furnished by the Ministry in November, 1977 are as follows:--

Advance! 10 Nt.~uclcd ,'lectors O! perren/age of total advances of public sector hanks. 

(Rs. crOff'S) 

-. _._----------------
March. :March, 

1976 1!J77 
---... _-- ---- "._--------------------_._---

I Advances to priority Sectors 

II Total Advances 

(I) aA % (II) . 

2.53. The Committee had, In paragrapb 2.31 of their 62nd Report 
(April, 1974) stressed the need for concerted efforts by all concerned to 
achieve the objective of increasing the level of aggregate of total advaDces to 
priority sectors from 24.3 per cent in June, 1973 to 33.1/3 per cent in the 
Fifth Plan. The Committee are concerned to note that although the Depart-
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ment of Revenue and Banking bad stated in October, 1974 tbat the public 
sector banks were being requested to take necessary steps in that regard, 
it was only in September, 1976 that a circular was issued to the public 
sector banks advising tbem to intensify tbeir efforts for enlarging tbe flow 
of credit to the hitherto neglected sectors so that by the end of the Fifth 
Plan. they could account for 33.1/3 per cent of their aggregate advances to 
these sectors. Tbe Committee desire that the reasons for delay of more thlln 
two years in issuing instructions to tbe banks may be enquired into and 
the Committee apprised of the action taken. The Co.mmittee would also 
like to be informed of the arra'ngements made to ensure that a lapse of 
such serious nature in following up an assurance to the Committee by 
concrete action does not occur again. 

Z.54. The Committee are distressed over the slow rate of increase in the 
percentage of advances to the priority sectors as compared to the total 
advances. The percentage has only increased from Z4.3 in June 1973 to, 
25.5 at the end of June, 1976 though it touched 27.9 per cent mark at tbe 
end of December, 1975 the net increased being 1.2 per cent in tbree years, 
wbicb is the lowest since nationalisation of banks. Further the figures 1IS at 
the end of March, 1976 and March, 1977 indicate tbe advances to this 
Sector at 25.7 per cent and 26.9 per cent respectively of tbe total advances 
made to bis sector. This shows a declining trend in the advances to tbis 
Sector after December, 1975 when this percentage had reached 27.9 per 
cent mark. The Committee are doubtful whether the bonks will be able to 
acbieve the target of 33.1/3 per cent by the end of 1978-79, if the rate 
of increa'ie continues to be as low as in the past three years. 

2.5S. The Committee are not satisfied with the explanation given for 
the low rote of growth of credit to priority sectors by the Department that 
banking system was called upon to shoulder large advances (or food pro­
curement and storage during the period. In the opinion of the 
Committees this development should not have been allowed to affed 
adversely the credit needs of the priority sector. They would like Govern­
ment to ensure that determined and concerted efforts are made by the Banks 
to incr('ase the percenta~e of credit to ~"iority sectors ~() th9t the target of 
33.1/3 per cent is achieved by the end of the 1978-7'. A close watch 
should be kept on the progress made in this re~ard so tbat remedial steps 
may be taken in time, as necessary. It should be ensured that banks both 
in rural and metropolitan areas are geared to lendings to priority'sectors and 
remedial action should be taken specially in case of lendings by the banks in 
the metropolitan sectors. 

(ii) Performance Budgets 

2.56. The Committee in paragraph~ 2.34 and 2.35 of their 62nd 
Report had noted that thougl1 the instructions issued by Government on 
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December, 19/2 required the banks to introduce pertormance budgeting 
froin 1973 onwards, later on it had been proposed to make it effective 
from 1974 in a phased manner region-wise, completing it in all the offices 
of banks by 1976. The Committee, however, recognised that though the 
preparation of performance budgets needed a special efforts yet they were 
not convinced that it should', have taken the banks more than one year to 
translate the idea into reality. The Committee emphasised the importance 
of preparation of the performance budgets on the right lines so that they 
could provide an instrument of realistic planning, management control and 
appraisal of achievements. The Committ!'e. therefore, suggested that bank!. 
should take guidance of the Reserve Bank of India; National Institute of 
Bank Management and other leading organisations, in this regard. 

2.57. The Department of Revenue and Banking in their reply stated 
that the commercial banks in India have had a long tradition of operating 
on the basis of ad hoc targets which were fixed by the top management 
without any prior dialogue with operative units at various levels of the 
banks' hierarchy. Performance budgeting in its proper sense, however, 
involves a complete overhauling of this traditional system. While the top 
management has to shoulder the responsibility of blsuing hroad guidelines 
within the broad frame of which the performance budgets of individual 
branches or areas are to be prepared, a well integrated perform:mce 
budget can emerge only through a participative process in which the ope­
rative units at various levels set before themselves specific levels of achieve­
ment in each key performance area. 

2.58. Thus, for example at the branch level. the hranch Manager has 
in consultation with and with the help and cooperation of the staff, to 
demarcate the command area for his hranch, collect the environmental 
data relating to the command area and analyse the data, identi,'y the various 
business possibilities, plan cut proper strategies and quantity the target!> in 
different market sagments. This process has to he built up from the lowest 
hranch levels upwards, fhrough the Re~in'lal,'Divl"b!1al level to the top level. 
Th(' Committee had also reco<~njsed that preparation of performance Rudget­
ing involved special efforts. The burden of various preparatory "teps in the 
syc;tem of performance hudgeting which could be implemented effectively in 
a bank as a whole was quite onerous, One of the !nost important pre­
requisites for implementation of the system was training and orientation of 
staff at all j('vels for proper appreciation of new concepts and methodoJol!v 
of business, planning and execution. The view. therefore, wae; taken that 
the proper course would be to implement the svstem in a phased manner 
with its initifll introduction in one or two Division IRegion<; of a hank in 
a year and ite; extension in stagee;, in two or threeye3rs to the hanks ns a 
whole, as the preparation. training. etc. proceed :md llt10w eac" hank to 
learn hy its experience. 
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2.59. In reply to Committee's recommendation at paragraph 2.35 of the 
62nd Report, the Government stated that the different public sector banks 
were aware of the importance of Performance Budgeting and were taking 
re9uisite steps for its implementation. The National Institute of Bank 
Management had set up a Review Committee for the purpose of evaluating 
the work done by the banks for implementation of the system of perfor­
mance budgeting and draw up plans for future action and give requisite 
guidance to the banks. The Jnsti'ute had also conducted from time to 
time training programme by training of key personnel of banks in the tech­
niques of Performance Budgeting. The Reserve Bank of India was also 
in touch with the banks in regard to the progress in the introduction of 
Performance Budgeting and was rendering all possible assistance to the 
banks in this regard. The recommendations of the Committee was being 
brOUght to the notice of the banks for suitable action. 

2.60. The Department of 'Revenue and Banking were asked to furnish 
a note indicating: the recommendations of the Review Committee set up. 
by tbe National Institute of Bank Management and the action taken thereon. 
as also specific improvements made by the banks in this regard. 

2.61. The Department of Revenue and Banking in their reply stated· 
that the main function conceived for the Review Committee set up by the 
National Institute of Bank Management (NIBM) was to assist the public 
sector banks wherever help was sought in the introduction of the Perfor­
mance Budgeting system by suggestion to them the necessary sequential ~tep!; 
in the light of the prevailing circumstances in each such bank; in 1ddition to 

providing p.uidance for bringing about improvements in the system in tho 
light of the experience gained, by making necessary adjustments. NTBM 
has been organising a number of seminars and programmes to familiarise 
the senior executives of the banks with the concept of Performance Budget­
ing system along with the mechanics of its implementation and dis~emi­
nation to the different levels besides actually assisting various levels. During 
1974, the NTBM had organised 8 workshops on a regional basis wtlerein 
200 banks officials of all levels participated. Currently it is engaged in an 
evaluation study of the !!ystem operating in the State Bank of India. 

2.62. While it appears to be too early to attempt an assessment of the 
specific improvements in the Performance Budgeting System as adopted· 
by the banks, greater attention was now being paid to the content. quality 
and feedback aspects by the extension of the system to all levels and incor­
poration of such refinements of mid-term review etc. Some banks had' 
also introduced quarter Ihalf yearly break-up of the budgets for better 
con trot. 
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2.63. It had also been reported that though the principle behind the 
s:ystem of Performance Budgeting and the techniques pertaining thereto 
are now understood practically at all levels, application of these techniques 
on the part of suitable number of branch managers and others stilI required 
considerable degree of refinement. 

2.64. During eviden~e, the Secretary (Banking) stated that in the light 
of the experience gained on the performance budgeting, NIBM was planning 
a further review. 

2.65. The Ministry furnished the following note in November, 1977:-

Government had assured the Estimates Committee that the rublic 
sector banks would complete the requisite preparation, train­
ing of staff etc. and implement the system of performance 
budgeting by 1976. This assurance given by the Government 
was brought to the notice of the public sector banks. Public 
Sector Banks have intimated having introduced the system of 
performance budgeting. It was also brought to the notice of 
the Committee subsequently that though the broad principles 
behind the system and the techniques pertaining thereto were 
understood at different levels in banks, a considerable degree 
of refinement in the application of these techniques was still 
required on the part of a large number of branch managers 
and others. 

The main findings are as follows:-

(i) The Banks do not follow the financial year system i.e. April 
to March. 

(ii) While the State Bank of India was the first to introduce the 
system of performance budgeting in 1972. it was not 
introduced in its subsidiaries from that year. The fourteen 
nationalised banks have introduced it from 1973 onwards. 

(iii) The budgets are generaUy formulated at the branch level 
and region-wise targets are set by most of the banks. In the 
Bank of India the system has yet to extend to the branch 
level. 

(iv) The budgets are normaUy bifuTcated into convenient 
segments and zone-wise targets for deposit mobilisation, 
deployment of credit, priority sector advances, branch 
expansion, manpower, etc. are projected. 

(v) The concept of overall activity budgeting, however, has not 
yet been adopted by any bank. No attempt appears to have 
been made to budget for marketing for bank services .. 
customer services, salvaging sick accounts etc. 
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(vi) While some of the banks review the targets set every quarter, 
others do this on a half-yearly and at the end of the year 
basis. The mid-term .revision of deposit targets exists. in 

Canara Bank but the bank has yet to introduce the system 
of securing feed back date after rendering a continuous 
review. 

As regards the Central scrutiny of the performance budgeting of 
the public sector banks. the process has since been initiated 
in the Department. Performance budgets of a few banks for 
the current year were reviewed. It is felt that for an easier 
and more purposeful scrutiny, it will be desirable to have a 
common format for performance budgets in the public sector 
banking system as a whole. The National Institute of Bank 
Management has, therefore, been requested to undertake 
devising of a common format to be made available to all public 
sector banks. The National Institute of Bank Management 
has informed us that "initially we had planned to hold a 
seminar in 1976. As background material for the workshop, 
we thought we could study the performancc budgeting system 
in a few public sector banks. However, we found that the 
process of budgeting varies considerably from hank to bank 
and it would be necessary for us to complete the study in 
respect of the banks beforc the workshop can be contemplated. 
Thi~ study has since been carried out by a team of Faculty 
Members and the Report is in the final process of preparation. 
In view of this unavoidable time-lag in the preparation of the 
background material. it has since been decided to hold the 
performance budgeting workshop on 2nd, 3rd and 4th of 
December this year (1977). It is our intention that the I!';sue 
of preparation of a common format for performance budget­
ing in banks would have to be discussed extensively in this 
workshop." 

The Ministry sub!';cquently informed that the workshop was actually 
held 'as Scheduled. 

2.66. The Committee in paragraph 2.35 of their 62nd Report had 
sUlNested that banks should take guidance of the Reserve Bank of India and 
National "nstitute of Bank Management and other leadin~ organisations In 
preparation of performance budgets. The Committee were informed that 
different pnblic sector bank~ were aware of the importance of performance 
budgetiD~ and were takinJ! requisite steps for its Implementation. The 
National Institute of Bank ManaJ!ement set up a Review Committee for the 
J)Urpose 0' evaluatint! the work done bv the Banks for implementation of 
the system of nerforms1K'e hud,etinJ! and drawinl! on Dlans for future action 
and givhl~ requi'iUe J!lIidance to banks. The JnstihJte "as also conducted 
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trom time lU h.lUll training programmes by trainio~ of key personnel of 
.baoks iD the techniques of perfolllUlDCe budaeting. CurrenUy, the institute 
is engaged in aD evaluatiou study of the system operating in the State Bank. 
The Committee were informed that though the prmciple behind the system 
of performance budgeting and techniques pertaining thereto are understood 
at all levels, application of these techniques on the part of large number of 
branch managl .... s and others sUIi requires considerable degree of refinement. 

2.67. Tbe Committee need bardly empbasis the importance of prepara­
tion of performance budgets by the banks on right lines as they provide an 
effective instrument for realistic planning, management control aJld appraisal 
of acbievements. Tbe Committee would therefore like the Ministry to 
ensure that performance budgets are prepared by all banks regularly and in 
time. Any deficiencies iJi the preparation of the budgets should be brought 
to the notice of tbe banks concerned with a view to improving them. Tbe 
Committee further stress that there is also a need for effecting continuous 
improvement in the preparation of performance budgets in the interest of 
correlating monetary and physical targets and for evaluating achievements. 

2.68. The Committee note that the National Institute of Bank Manage­
ment bad appointed a Review Committee for evaluating the work done by 
the banks for implementation of the system of performance budgeting and 
draw plans for future action and give requisite guidance to the banks. They 
further note that this Institute is planning further review in the light of the 
experience gained. A performance budgeting work!ihop to discuss devising 
of common format for all public sector banks for preparation of performance 
budget .. in a uniform manner was held by the NIBM in December, 
1977. The Committee tnlst that the National Institute of Bank Manage­
ment must have by now finalised the common format for the purpose. The 
Committee desire that the NIBM would lose no time in preparing guide­
lines for the preparation of performance budRets by the banks so that these 
budgets contain vital 81J1d meaningful information and are prepare() on 
right lines. 

(iii) Credit to large Borrowers 
2.69. The Committee in paragraphs 2 . .<10 and 2.41 of their 62nd 

Report had observed that the legitimate credit needs of the large industrIes! 
borrowers may be met by the banking institutions but the moot point was 
whether the existing procedures were effective enough to ensure that 
finances from public institutions were in fact going into productive uses in 
the larger public interest. The Committee had emphasised that hrlnking 
institutions in the puhlic sector should so regulated their procedures and 
scrutiny as to make sure that the money is taken from them by I:u)'c 
industrial houses/borrowers were put to productive use and were not 

·'')wed to be diverted for any unsocial or unproductive purro~es. The 
Committee had recommended that a review of the po1ici~ (-lnd proccdure~ -.-
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fallowed by the banks for granting loans to large industrial houses, and 
borrowers. should be undertaken without delay and effective, action taken 
to plug tbe loopholes in this regard. 

2.70. The Department of Revenue and Banking in their reply stoated 
that prior to nationalisation, there was no specific mechanism in commercial 
banks to ensure a close watch over large borrowal accounts. Broadly 
spe:Jking, banks were a]Jowing credit to l'arge borrowers according to their 
application so long as ample security was alTered. Banks did not concern 
themselves either with the real purpose of the borrowal or the actual 
end-use of money. From November, ] 965 a credit authorisation procedure 
had been in operation under which the banks had to obtain the prior 
authorisation of the Reserve Bunk before granting limits of Rs. I crore 
or more to any single party or any credit limit that would take the total 
Hmit of a pa1'1O', from the entire banking system, to Rs. 1 crore M more. 
The Reserve Bank did not have detailed arrangements for scrutiny cf such 
cases. The scheme was revamped in June, 1970. Subsequently, in M.y, 
1971, tht scheme was extended to term 10an~ exceeding Rs. 25 lakhs and 
repl1yablF' over a period of more than three years. 

2.71. Apart from rationalising and strengthening the credit auth(\fjsa­
tion scheme, the following steps were stated to have also been taken to 
ensure avoidance of excess credit to large parties. 

(i) Since March, 1970, banks arc required to levy a commitment 
charge, on the un utilized portion of credit limits of Rs. 10-
lakhs and above, at the rate of 1 per cent per annum. This 
imposes a discipline on the borrowers to estimates their limits 
with care so that large credit limtts are not unnecessarily pre­
empted. 

(ii) The use of bank finance for speculation in shares is being 
posjtively discouraged. A commercial bank which grants or 
renews credit limit of over Rs. 50,000 against the security 
of shares is now required to stipulated that the shares will have 
to be transferred to its name and it should have exclusive 
voting rights in respect of shares which may be exercised in 
.my manner whatsoever. No bank, however, is al10wed to 
exercise voting rights in respect of shares held by it as pledgee, 
exCept with the prior approval and in accordance with such 
directions as may be given by the Reserve Bank of India. 

(iii) The practice of accepting personal guarantee of Managing 
Director" and managerial personnel, to make up for the 
weak financial position or lack of viability of the unit without 
undertaking detailed credit analysis, is being discouraged after 
nationaIisation. In July, 1970. banks were advised to eosul. 
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personal guarantees are not taken as a matter of course, and 
that where such guarantees become necessary for protecting 
their interests, these are not used by the directors or other 
managerial personnel as a source of remuneration from the 
borrowing concerns. 

(iv) Another measure to introduce financili1 discipfine among the 
borrowers was the introduction, in November, 1970, of a 
scheme for rediscounting of Bills of Exchange which arc trade 
Bills evidencing sale and dcsp-Jtch of goods. The traditional 
practice of bamblls been to provide snort term finance in 
the form of cash credit against collateral book debts and this 
tends to elongate the period or credit more than what is 
necessary or desirable. The bill rediscounting scheme is 
designed to encourage the use of genuine bills of exchange. 
thereby requiring the purchaser to pay his dues within the 
stipulated period envisaged in the bill and plan his financial 
commitments ill a realistic manner. 

2.72. The Reserve Bank has also advised all scheduled commercial 
banks with deposits exceeding Rs. 25 crores to institute immediate scru­
tiny on a continuous basis of the largest 50 borrowal accounts in c'ach 
bank in order to ensure that the amount of credit utilised by these large 
borrowers is of no more than the minimum required by them and also' 
to ensure that no part of such< credit has been diverted to any other 
purpose. 

2.73. Reserve Bank has constituted a Study Group to. inter alia for­
mulate guidelines for banks to ensure proper end-use of funds and suggest 
the types of operational data which may be obtained to serve the objective. 

2.74. The Department of Revenue and Banking were asked to inti· 
mate whether the reviews undertaken by all Scheduled Commercial Banks 
to institute scrutiny on a continuous basis. were actually being carried 
out by them and reports sent to the Reserve Bank. They were also asked 
to furnish details of the guidelines formulated by the Study Group consti­
tutcd by the Res~rve Bank to ensure propcr USe of funds by the commer­
cial banks and whether thoc;e guidelines had yielded any results in the pro­
per utili~ation of credits. 

2.75. The Department of Revenue and Banking in their reply stated 
that in July. 1974 in the context of supervision of end~use of funds. 
Reserve Bank issued instructions to all scheduled commercial banks with 
deposits exceeding Rs. 25 crores to obtain data from borrowers and ex­
... mine these with a view to emuring that the amounts drawn by the borrow­
ers were the minimum required for their immediate legitimate needs and that 
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such amounts were used for the purposes for which they were drawn. The 
scheduled commercial banks were also advised to make immediate 
arrangements to watch the accounts of their fifty biggest borrowers, to 
begin with. 

2.76. From the scrutiny reports and the information submitted by the 
banks, the Reserve Bank has observed that by and large the amounts 
drawn by borrowers were required for their legitimate needs. Having 
regard to the pace of production, levels of inventories, offtake of finished 
goods, etc., the drawings have been used for the purposes for which they 
were drawn and there was no significant evidence of misutilisation of 
funds or hoarding of credit for deployment e1sewhere by the larger borr,;,w­
ers. 

2.77. With the same end in view, the Reserve Bank had also. consti­
tuted, in July, 1974. a Study Group under the Chairmanship of Shri P. L. 
Tandon, then Chairman of Punjab National Bank, to frame guidelines 
for follow-up of bank credit. As mentioned earlier, the first round of 
scrutiny conducted by banks in respect of their largest fifty accounts did 
not reveal any significant misutilisation of funds. In the meantime on the 
basis of the Tandon Committee Report on the follow-up of bank credit, 
"mprehensive guidelines have been issued to commercial banks to ensure 

implementation of the various recommendations of the Group. In view 
of this, it was O(lt considered necessary to call for further scrutiny report 
on the first fifty borrowa1 accounts of banks. Further, while considering 
proposals under the Credit Authorisation Scheme in respect of larger 
borrowers, having credit limits of Rs. 2 crores and above for borrowers 
in the private sector and Rs. 3 crores and above for borrowers in the 
public sector, it L~ ensured that they do not preempt credit and that their 
size for bank credit is related to their production requirements. 

2.78. The recommendations of the Studly Groups set up under the 
Chairmanship of Shri P. L. Tandon, then Chairman of Punjab National 
Bank, have been accepted by the Reserve Bank and conveyed to banks 
for implementation. In main, these relate to norms for inventory and 
receivables, approach to lending, style of credit, information system. fol­
low-up and supervision of credit, and financial structure of borrowing 
companies. Some of the salient features are as follows: 

(i) The main functions of a banker, as a lender, is to supplement 
the borrower's resources in carrying a reasonable level of 
inventory and receivables and other current assets in relation 
to his production requirements. 

(ii) In order to ensure that inventories and receivables are reason­
able in relation to production requirements, norms have been 
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sugested in respect of 15 major industries. Even in respect 
of other industries, the banks have been enjoined to ensure 
that inventories are reasonable having regard to the borrow­
er's past practice and the practice of other borrowers in the 
same industry. 

(iii) For working out the maximum permissible bank borrowings 
to meet the working capital gap, based on current assets, as 
per norms three methods have been suggested. Each suc­
cessive method increases the borrowers' contribution from his 
long ... term funds, comprising borrowers' own funds and term 
borrowings in providing the working capital margin. 

(iv) In respect of making available the entire credit limit in a 
cash...credit account for a year, which does not permit any 
control by the bank on the day-to-day drawings, the Group 
has suggested that it may be bifurcated into a 12-month loan 
representing the minimum level of borrowings which the 
borrower expects to use throughout the year and a demand 
cash credit limit to take care of his fluctuating requirements. 
Thi~ cash credit limit will be operating on the basis of a.-:tual 
need for credit as reflected in the quarterly data. 

(v) As a part of the integrated system, several comprehensive 
suggestions for follow-up and supervision of credit for ensur­
ing proper end-lise have been made by the Group. Annual 
operating statements and funds flow statements for the cur­
rent year as also the next year, based 011 planned production, 
together with the actual and projected balance sheets, are 
envisaged to be submitted by the borrowers to their banks 10 
form the basis of fixation of their overall credit limits taking 
also into account norms for inventory and recciv:.lbks. There­
after, borrowers will have to submit quarterly operating data 
and the hanks would ensure the quarterly operatin~ plan is 
more or less in tune with earlier expectation, plus-minus ] 0 
per cent deviation being permissible. The actual drawings 
within the sanctioned limits will he determined by the CUl\-

tomer's in-flow and out-flow of funds as reflected in the 
quarterly funds flow statements. A watch will also be kept 
by banks on the use of fund!i on the basis of Quarterly data. 
The banks would also stipulate terms and conditions regulat­
inl!' the conduct of the advances and there would be fin1ncial 
foDow-up by obtaining half-yearly proforma balance sheefs. 
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Monthly stock statements would continue to be obtained as 
hilherto with reconciliation of opening and closing stocks and 
stock inspections will continue to be carried out. 

2.79. (c) Most of the borrowers did not have the necessary infrastruc­
ture to provide the comprehensive data. The banks also did not have the 
requisite trained staff to scrutinise the data. Reserve Bank has, therefore, 
asked the banks to insist on quarterly data, to begin with, in respect of 
borrowers having credit limit, of Rs. 1 crores and above from the entire 
banking system. The intention is to progressively extend the system to 
borrowers with limits of Rs. 10 lakhs and above. The inventory norms, 
methods of lending and style of credit have, however, been already ex­
[Cnded to borrowers with limits of Rs. 10 lakhs and above. 

2.80. The recommendations of the study group are comprehensive and 
are of a far-reaching nature. The banks, as also the borrowers, have been 
getting themselves familiar with the new approach. The banks have em­
bark~d upon extensive programmes of training of their staff as also 
educating the borrowers. ]n order to ensure that the new decisions are 
implemented effectively, Reserve Bank has asked each bank to constitute 
a Committee of Direction to oversee the progress of implementation. 
Reserve Bank of India has also constituted a Central Committee of Direc­
tion on which commercial banks are represented to consider problems 
arising in the implementation of the recommendations. The Committee 
has been meeting frequently. The new system has stmted making on 
impact on the systems of credit appraisal and ensuring end-use of funds. 
There is no doubt that there is now much greater awareness, on the 
part of banks as well as the borrowers of the need for credit discipline 
so as to ensure optimum utilisation of credit resources for assisting and 
maximising productive efforts. 

2.81. Durin!! the course of evidence of the representative'S of the Depart­
ment of Reven-ue and Banking, when asked to state the progress with 
reg.ud to constitution of Committees of Direction by the banks, the Secre­
tary of the Department stated:-

.. A Committee of Direction has been set up at the Central level 
in the Reserve Bank and the banks have reported that they 
have constituted Committees in the banks and they have 
been seeking advice from the Reserve Bank from time to time 
in regard to the prohlems arising out of implementation of the 
Tandon Committee's recommendations. 

• • • 
The banks were advised in August, 1975 that the Reserve Bank 

had accepted the recommendations of the Study Group and 
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were asked to initiate immediate actioll to irnplCDlClDt the 
Study Group's recommendatiollS. To enable the Committees. 
to keep a close watch on the compliance, the Reaerve Bank.. 
bas asked the banks to send quarterly progress reports in pres­
cribed proforma, and most of the banks have been sending 
quarterly progress reports regarding implementation. Where 
the banks have not been sending, the Reserve Bank has been 
following up. As a result of review of progress reports and 
suggestions made by banks in respect of application and modi­
fication of lending Dorms in general as well as with reference 
to partiCUlar sectors, some Dorms have been modified-and 
some for temporary period-depending on the circumstanceS 
prevailing in each case." 

2.82. The Committee note that in July, 1974, in the context of verifica­
tioD of end-use of funds, Reserve Bank of India bad issued instructions to 
aU sckdulcd commercial banks with deposits exceeding Rs. 25 crores t~ 

obtain data from the largest fifty borrowm and examine these with a view 
to ell5Dl'ing that the amount drawn by the borrowers were the miDimam 
required for their immediate legitimate needs and that such amoaats were' 
used for the purpose for which they were drawn. Based on the scrutiny 
Df reports submitted by the banks the Committee have been infonncd that 
by and large, the amounts drawn by borrowers were required for their 
legitimate needs. 

2.83. The Committee note that the guidelines have been framed by tbe 
Tandoo Committee On follow-up of bank credit. These Guidelines are 
of far reaching nature. An important recommendation of that Committee 
is that while couidering proposals onder the Credit Autborisation Scheme 
ill respect of larger borrowers having credit limits of as. 2 creres and 
above, for boD'Owers in the private sector and Rs. 3 crores and above for 
borrowers in the pnblic sector, it should be ensured that they do GOt pre­
empt «:redit and fhat their si7.e for bank credit is related to their produclioa 
requirements. Other recommendations of the Tandon Committee relate to 
norms for inventory and supervision of credit and financial structure of 
borrowing companies. The Committee hope tbat the implementation of 
the ret'ommendatioD.4i would go a long way in ensuring that the funds 
advanced to the 18JlIle borrowers are nsed fQr the purpose for which they 
were advanced and not for unsocial and unproductive uses. 

2.14. The Committee need hardly emphasise that the Central Committee 
of Direction set np by tbe Reserve Bank 8IJId similar Committees set by 
other Banks should function. effectively so as to, see that the recommenda­
tiUDS of the Tandon Committee which have bee. accepted by the Reserve-

4202 LS-4. 
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Bat .-e lmpIemeDtetl by all banks ia letter and spirit ill rigid eamestaeII. 
TIle Committee desire that the Central COIIIIDittee of Diredioa of the R~e 
a.t should keep • dose watch on implementation of file recommeJUlatioBs 
aDd scrutiDJse the progress reports furuislaed by the bllDb in an objectiYe 
lII8IIIIeI' and resolve the problems faced by banks in implementing tile 
Tandon Committee recommendations. It should also be ensured that the 
progren report!; are furnished by all banks regularly. 

2.8S. The Committee would Uke this important upect to be specilallJ 
dealt with in the aanuaI reports of tile Banks, iDdudlDg die consolidated 
Report on die BaDks iD the public sector which are IaJd on the TaMe .1 
file Doase. 

(iv) Exploitation of Concessions 

2.86. In paragraph 2.47 and 2.48 of the 62nd Report the Committee 
expressed their distress that in the name of weaker sections of society 
certain other sections had taken advantages of the schemes by setting up 
'ben ami' units. The Committee desired the authorities to review the posi­
tion in detail and take effective measures to prevent the abuse of conces­
sion intended for weaker sections. The Committee had learnt from the 
Questions raised on the floor of two Houses of Parliament that there have 
been certain cases involving fraudulent transactions while incidence of 
such transactions might not have been very large, Committee desired that 
the evil should be nipped in the bud by taking deterrent action against 
delinquent officers and tightening up procedures to obviate recurrence of 
such cases. 

2.87. The Department of Revenue and Banking in their reply stated 
that the abuse of concessions in the banks' lending schemes applicable to 
weaker sections and the backward areas, in the initial stages, could be 
attributed, among other things, to the absenCe of adequate number of bank 
offices in the areas concerned, the time required for propagation of details 
of the schemes to the weaker sections for whom they were intended, and 
the lack of familiarity on the part of the banks' staff concerned to identify 
eligible borrowers under these schemes. The banks have however, taken 
several organisational and other measures to improve the position. The 
banks were giving adequate publicity to the details of the schemes in their 
respective areas and have imparted suitable training to their staff to identify 
eligible borrowers and to handle their loan applications speedily. The 
banks have also been steadily expanding the number of their offices in 
the relatively backward areas and have set up special cens in the Head 
Offices to guide the branch staff in the matter of identifying eligible bo£row­
-ers and channelling larger ftow of credit under the various scheme!';. Effect-
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iDs .these improvements was a continuous process and the position was 
-constantly kept under review of the banks. 

2.88. The Department of Revenue and Banking have further stated 
that with a view to reducing the incidence of corruption and taking effective 
deterrent action against delinquent officials involved, all nationalised banks 
have already set up vigilance cells in their organisations, headed by a senior 
officer. Cases illvolving corruption on the part of bank officials are fully 
enquired into by these Cells and, wherever necessary, cases are also entrust­
ed to the Central Bureau of Jnvestigation. All the nationalised banks 
have also accepted the jurisdiction of the Central Vigilance Commission. 

2.89. In the Department of Banking also, a Vigilance Cell has been 
functioning which co]sely coordinates and oversees the working of vigilance 
units in different public sector banks and also maintains close liaison with 
the Central Vigilance Commission and the Central Bureau of Investigation . •. , 

2.90. On the basis of the findings of its own inspections and after 
going through the modus-operandi of the various frauds committed in 
the banks, the Reserve Bank had also been advising the banks on the 
steps and precautions to be taken for the prevention of these frauds and 
suggesting organisational precautions and safeguards, such as, periodical 
rotation of officers holding important operational jobs, strengthening of 
internal audit, devising a system of close and systematic control, watch 
over the day to day operations of the officers by the Regional and Head 
Offices, timely reconciliation of inter-branch statements, etc. 

2.91. The Department of Revenue and Banking were asked to intimate 
the specific steps taken to prevent the abuse of concessions intended for 
weaker sections. The Department of Revenue and Banking in their reply 
stated that with a view to preventing misuse of funos meant for weaker 
sections of the society, a system of voluntary registration of small scale 
industrial units has been introduced. The proformae prescribed by the 
Ministry of Industry for the sman scale units require the applicants to 
furnish, among other things, information as to whether any large or medium 
scale industny has any interest in the proposed unit and whether proprietor I 
partner/director has any interest in any trading firms supplying Taw miltc-
nal to the unit. 

2.92. Before sanctioning loans, banks verify the antecedento; of the 
app1icants and have the opportunity to find out whether the entrepreneur 
himself is the real owner or not. 

1.93. Tbe Committee Rote that the banks have taken several organlsa­
.,... and other measU1'e6 to see that the concessions mellDt for weaker 
'8eCtioas whh regard to bauk credit are not miso.'Ied by IDeIIglble borrowel'l. 



36 

:.8aDb .. ave also been expanding the number of their olfices in relatively· 
'backward areas and have set up special cells in the Head Oftices t4)guide 
die branch stalE in the matter of identifying eHgible borro.wers and channelis­
JJIg large flow of credit under the various schemes. With a vie\v to reducing 
iDeideuce of cormpdon and taking effective deterrent action against delin­
qwent ofticials, aU the nationalised banks have set up vigDance cells in thew 
organisations. AI banks line also accepted the jurisdiction of the Central 
VJgOlIIlCe Commission. A Vigllanee Cell has been set up in the Department 
of BanIdDg to coordinate and oversee the working of vigilance units in 
dilrerent public sector banks and maintain liaison with the Central Vigilanc'e 
Commission and Central Bureau of Investigation. Besides a system of 
voluntary registration of small scale industrialmdis has been introduced 
under which before sanctioning lOaDS, banks verify the IUdecedents of the 
applicants to fiDeI out bonafide of the eutrepreneurs. For this parpose a 
proforma has been prescribed hy the Ministry of ludustry. The Committee 
~ .. phasise that more inten.'Iive supervision from the regionnl level should 
be elEccted and all cases of misuse of concessions available to the weaker 
sections should be dealt with promptlv and sternly nnd loopholes coming 
to notice shoald be pI ... d. . 

(v) Credi.t Squeeze 

2.94. In paragraph 2.53 of the 62nd Report (1973-74) thc Committee 
had observed that in a situation of inflation such as the one prevailing, it 
was but natural that there should be a policy of credit squeeze. The Com­
mittee had, however, expressed hope that while applying the squeeze, the 
hanks would ensure that the genuine requirements particularly of weaker 
sections faUing in the priority sectors were not adversely affected and that 
they continued to get reasonablc facilities and financial accommodation in 
t~e interest of achieving larger production and social objectives with which 
the banks were nationalised. 

2.95. The Ministry in their reply stated that in framing the credit 
policy measures, the Reserve Bank duly take into account the emerging 
economic trends in the system. In the present phase, when the inflationary 
pressures had put the economy under strain, the accent of the policy was 
on exercising the maximum possible restraint incredit creation while ensur­
ing at the same time that both the quantum as also the distribution of credit 
were such as would be conducive to augmenting production and achieving 
the social and economic objectives. The point made by the Committee 
was an accepted tenet of the Government nolicy. 

2.96. The Ministry were asked to state the extent to which the credit 
squeeze by banks due to inflationary trends had affected tbe weaker sections. 
falling In the priority sector. 
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2.97. The Ministry in their reply stated that the policy of credit restraint 
10110wed by RBI does not affect the flow of credit to the weaker sections 
,of the community which has shown a rising trend. As at the end of June, 
1976, the outstanding advances of Public Sector Banks to priority sectorS 
amounted to Rs. 2489 crores; as compared to Rs. 441 crores in June 1969. 
During the same period the number of borrowal accounts increased from 
2,60,142 accounts to 46,39,R78 accounts. Besides this, the Differential 
Rate of Interest Scheme is also meant primarily for the weaker sections 
of the community. As at the end or June 1976, outstanding advances of 
public sector banks under this scheme rose to 'Rs. 28.78 crores covering 
0.24,692 borrowal accounts, and at the end of March, 11J77, the :I'TIO!:nt 

advanced rose to Rs. 51.37 crares with 11,06,182 borrowal aocounts. 

2.9S. Regarding the extent to which credit poHcy had been libera]i-,~d 

for weaker sections of society the Ministry stated that the Government had 
-directed public sector banks to reorient their lending schemes Banks had 
been asked, among other things, to review their organisational machinery, 
delegation of loan sanctioning powers and streamline proceduTe for sanction 
of loans so as to ensure expeditious disbursement of loans. 

2.99. Instructions had also been issued to banks to secJlrc disposal of 
Joan applications involving credit limit of Rs. 10,000 or less within a 
period of 3 to 4 weeks from the date of receipt of such applications, 

2.100. During the course of evidence the Secretary, of the Department, 
'however, assured the Committee that they would impress upon the banks 
that in respect of poJicy on credit restrictions, the priority sectors would 
be insulated from the operation of the squeeze. 

2.101. The Committee note that In the wake of inHationary pressures 
the Reserve Bank have to exercise maximum possible restraint on credit 
crution, whUe ensuring at the same time that botb tbe quanhua aad dIstrl· 
'budon of credit will ),e conducive to augmenting production aac1 achieve­
ment of social and economic obJedlves. TIle Committee have been assured 
'tllat the policy of credit restraiat followed by the Reserve BalIk of India 
'has not atlected tJae flow of credit to weaker sectioas of society, which ha.'I 
shown a rIsiDg tremI. The Secretary, Department of BaDldag abo 8I51lrcd 
duriag eviclencetbat It would be impres.'ied on the banks that priority sectors 
should be insulated from the operatif,.ts of pOlicy of eredlt squeeze. The 
Committee would like Govemment tn issue guldeli.. .. thtli regard and 
keep·fIIe position utader contbiuouS review 10 ..... 8te genuine require­
.... of tile weaker sedImIs or. society .ellOt .cIWneIy atfe&4 hy 
1IIe eretIt· restnlnt 'pODey ;ot 6e: •• lIene ' .... 
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2.102. The Committee note tbat baoks llave been asked among ... bet" 
tbiDp, to review their orpnisatioDftl macbinery, delegation of loan sanc­
tioning powers and streamline pro.cefJures to eDSUl'e expeditious disbune­
ment of loans. Instructions han also Men issued to secure disposal of 
Juan applications involving credit limit o~ Rs. 10,000 01' less within a period, 
of 3·4 weeks. While noting tbese measures whicb are weD iDtentionetl" 
the Committee would like a walch to be kept so that these are implemented. 
.., the banks in letter and spirit. 

C. Disparity in disbul'sement o[ Credit amoDI( States. 

2.103. The Committee in paragraphs 2.58 and 2.59 of the 62nd Report 
had noted that there has been disparity in the disbursal of bank credit 
among the various States under every sector. While some States got larger 
share of banks credit others lagged far behind. Of the total advances given. 
fo agricultural sectOr upto September 1972, about 42 per cent had been 
given in the three States of Tamil Nadu, Andhra Pradesh and Maharashtra., 
Similarly in small scale industries sector, 35 per cent were given in Tamil 
Nadu and Maharashtra. in professional and self-employed sector 39 per 
cent were given in Maharashtra and Karnataka; in education sector 73 per 
cent were givcn in the four States of Gujarat, Maharashtra, Kamataka and: 
Tamil Nadu etc. The Committee realised that to a certain extent this 
may have been due to inherent difficulties of availability of infrastructure 
etc. in certain States. But this alone should not have resulted, in such 
wide disparities. Moreover. the nationalised banks were made 
responsible to disburse credit in such a manner as to bridge these dispari­
ties and not to accentuate the same. The plea that in certain States the num­
ber of small scale units was larger and hence greater amount of advances 
were given is also not wholly tenable, as the banks could have attracted 
small scale industries to under-developed States by offering credit on easy 
terms and in coordination with state Governments helped in the creation, 
ef necessary infrastructure. 

2.104. The Committee had stressed that one of the major roles of 
the Iiationalised bank was to narrow down the regional imbalances and 
to ensure an equitable distribution of bank credit among the various States. 
The Committee therefore recommended that the Department should make 
a study in depth of the factors leading to thc existing imbalances in the 
extension of bank credit including publicity aspect and issue suitable instruc­
tions to the banks so as to secure a more equitable distribution of credit 
among the various States. 

2.105. The Committee in paragraph 3.28 of the 62nd Report empha­
sised that the nationalised banks were expected to serve as instruments' 
f('r correcting regional imbalances and ensuring-that there was greater utili;.. 
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saticD of deopsits in the area itself. The Committee desired that geJlUioe 
credit demands of the various areas were met aqd they saw no reason why 
the credit deposit ratio should continue to be less than SO per cent in 
SC\eral States. The Committee urged the Department of Banking and 
the banks to take concrete measures immediately for bringing about tangible 
improvement in the credit deposit ratio of various States like Orissa, Assam 
Bibar, Uttar Pradesh, Madhya Pradesh, etc., particularly those where it 
has registered a declining trend, at the earliest. 

2.106. The Department of Revenue & Banking in their reply dated the 
23rd October, 1975, stated: 

;,' .. 

'r 

" ' 

I 

"The regional disparities in the matter of utilisation of bank credit 
are not the cause but the effect of more basic imbalances which 
cover much wider and fundamental facets of economic deve­
lopment such as natural endowments, transport, communica­
tions, power, entrepreneurial aptitude of the people, availability 
and size of markets, etc. These are the factors which basicaUy 
determine the level of economic activity and lower the level 
of economic activity, the lower would be the absorptive capa­
city for funds· which financial institutions might be willin~ to 
provide. In such a setting. mere availability for credit, even 
if a part of it is to be on favourable terms, cannot by itself 
push to the demand for credit. Given the preponderance of 
short term deposits in their deposit mix, the CODlJIlCl'Cial banks 
also cannot lend substantially for building up the much needed' 
infrastructure facilities. Thus the problem will have to be 
looked at as part of the annual and Five Year Plans. with 
the financial institutions playing a supporting role." 

This does not, however mean that banks should not or are not taking, 
steps to increase their credit support in under developed areas. 
The public sector banks in particular have put in considerable 
efforts to step up advances to the smaller borrowers in the 
hitherto neglected sectors like agriculture, cottage industries. 
small transport, retail trade and small business etc., and the 
under-banked and the under developed areas have received 
a larger proportion of incremental advances to the priority 
sectors in the country as a whole than before. For example, 
the four states of Bihar, Madhya Pradesh, Orissa and Uttar 
Pradesh accounted for only 12 per cent of the total priority 
sector advances in the country as at the end of June, 1969 

, , and December, 1973, however, these States accounted for 
over 18 per cent on a much larger base. The opening of large 
number of new offices in these States and the efforts for coordi-
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nation with the district authorities under the Lead Bank Scheme 
in formulating viable schemes covering various groups of bor-
rowers like small farmers, artisans etc., have belped considec­
ably in stepping up advances to the priority sectors in the 
underbanked States." 

"Another avenue which the banks have been exploring to increase 
resource deployment in under-developed States is increasiu8 
investment in State Government securities and in bonds and 
debentures of State-associated bodies. For instance, of the 
net increase in Scheduled Commercial banks investments in 
securities of Slate Governments and State associated bodies 
between March, 1970 and March 1974, the additional invest­
ment in the fOUT States of Bihar, Madhya Pradesh, Orissa and 
Uttar Pradesh was 23 per cent as against a share of only 15 
per cent for these States as on 31 st March, 1970. As a result, 
the Credit + Investment to Deposit Ratio has improved in. 
these four States from 55 per cent to about 59 per cent bet­
ween end-December, 1969 and end-June, 1973." 

"The Credit deposit ratio in under-developed regions, can thus, 
be significantly changed only over a period of time. The pace 
of change would largely depend on the additional economic 
activity generated by plan programmes. In the meantime tlie 
banks are gearing up their machinery not only to step up their 
advances to the priority sectors but also to ensure that no 
bankable development programmes suffer for want of credit 
in these States". 

2.107. The Department of Revenue and Banking was asked to indicate 
the ~atest position regarding extent of imbalance in sharing of bank credit 
by backward regions/districts in the country and also details of measures 
taken to remove this imbalance. In their written reply (November, 1976) 
the Department stated: 

''The Planning Commission has declared 237 districts as industrially 
backward districts in the country. As at the end of December 
1974 the total deposits of scheduled commercial bank branch­
es in these districts amounted to Rs. 246S.49 crores. Compared 
to the a •• te deposits of scheduled cOOlmercial banks in 
the country 81 a wbote amounting to Rs. 11611.80 crares, the 
deposits in the backward districts accountea for 21.2 pee CCIlt 
of the total. On the same date, the aggregate advances of 

·sdJeduled· commercial baDts in these batkward districts 
-ameunt.ed to· Rs. 1179 crores accoUllting for 14.3 per cent of 
the aurezate advances i.e. Rs. 8249 crores. 
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The pattern of deployment of bank credit is to a significant extent 
determined by the level of economic activity obtaining in 
different regions of the country, particularly in the organised 
sector of trade and industry. Given the industrial backward­
ness of the identified districts, the level of economic activities 
in the organised sector of trade and industny i!\ appreciab!y 
lower in these districts than anywhere else. Large scale absorp­
tion of credit can therefore, be promoted only through deve­
lopment of industry and trade sectors which is expected to 
come about through the i~plementatiol1 of plan programme 
specifically directed toward .. development of backward districts. 
However, recognising the peecl to channelise credit into these 
backward areas, public sector banks have been endeavouring 
to concentrate more on enlarging the flow of credit to small 
borrowers in the neglected sectors of agriculture. small indus­
tries. road and water transport, retail trade and small business, 
artisans and craftsmen etc. While district-wise detan~ of the 
ftow of bank credit to the neglected sectors is not available, 
it would be seen from the enclosed stated (Appendix lIn 
that such credit has registered an appreciably higher growth 
rate in baclcward States which comprise comparatively larger 
number of. backward districts. The Differential Tnterest Rate 
Scheme under which the weaker sections of the community 
are being provided production credit at a concessional rate of 
4 per cent per annum is being implemented in the industrially 
backward districts. in addition to a few others where SFDAI 
MFA,L programme are tfider implementation." 

2.108. In November, 1977. the Mini'>try furnisbed the data for end­
June 1975 and end-June 1976 with regard to total deposits and advances 
in the indWJtria11y backward districts by the s<:heduled commercial banks 
as foltows:-

(Rs. lakhs) 

As on the end of 0' • 
J')Ulc:n2S~ 

June over 
Particulars the 

1975 1976 ~r 

D6/IOsits 
(I) Total 1116,,08 151~ '9'94-
(II) In Backward c:listrictI 68719 S2r-6,58 19'6g 
(S) (II) as % (T) 21.26 111.22 

..u-.. 
(4) Total 911870 1163916 27·6.t. 
(5) In Backward diatrictl ISII6a 151fa6 20'14 
(6) (5) u % of (4) I ....... 1,.61 
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2.109. From the State-wise classification of Public Sector Banks' credit 
to priority sectors in June, 1969 and December. 1975 (Appendix-Ill) it is 
noticed that though the deployment of credit has registered an appreciably 
higher growth rate. the gap between various regions continues to be large. 
In the North-eastern regions, the amount outstanding, being credit to the 
priority sectors. increased from Rs. 197 lakhs in June, 1969 to Rs. 2182 
Jakhs in December, 1975 whereas in other regions, viz., the Northern Region. 
it increased from Rs. 4043 lakhs to Rs. 3408 lakhs, in Eastern Region 
from Rs. 3080 lakhs to Rs. 25935 lakhs, in Central Region from Rs. 4589 
aakhs to Rs. 30,689 lakhs, in Western Region from Rs. 14021 lakhs to. 
Rs. 64973 lakhs, and in Southern Region from Rs. 18003 lakhs to Rs. 
74369 lakhs, during the same period. 

2.110. "During the last one year a new institution in the form of Re­
gional Rural Banks has been brought into existence to provide credit to 
small and marginal farmers and artiS'3D'S and craftsman in the rural areas 
in selected areas which are at present inadequately served by the commer­
cial banking system and where the cooperative credit strUICture either does. 
not exist or is very weak:. So far 31· such Regional Rural Banks have 
been set up in the country, of the industrially backward districts, 45@ dis­
tricts are included in the operation areas of the Regional Rural Banks. As 
at the end of August 1976. the aggregate deposits of. these advances were 
around Rs. 3 crores. It is expected that with the gaining of experience and 
opening of more branches these banks would be able to make perceptibie' 
impact in the difficult areas which they have been caned upon to serve." 

2.111. When asked as to what role the banks were playing in correct­
ing the imbalance between various parts of States, apart from removing 
imbalance among States, the Secretary of the Department of Banking stated· 
during evidence: 

"Banks have a role. but the primary responsibility for improving 
the economic conditions in the backwad areas of a State is. 
that of a State Government. Banks can give loan. but the 
main responsibility is that of State Governments." 

2.112. When asked to comment on the view that certain parts or 
regions of the country suffer very badly due to the absence of proper bank­
ing facilities, the Secretary of the Department stated:-

"I fully accept that point that the presence of a bank itself alsO' 
helps. I did say that I myself subscribe to the view that banks 
themselves should be the catalysts of change. Therefore. I 
have little difficulty in accepting this main point. But r would' 

----. _. ----_._---_. 
'As per infonnation in Nov. 77 tht" number is 48. 

- @As peT infonnation fvrni,hed in No\'. 77 the number is 87. 
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lay that eastern India was very poorly served by the banking 
system. To give you some figures, in June 1969 when the 
national average of population per office was 65,000 in the 
Eastern region, every state had a population average much 
higher. In Bihar it was over twO lakhs of persons per office. 
In Orissa also it was over two lakhs of persons. In West 
Bengal it was 87,000 in Andaman and Nicobar Islands it was 
82,000. As far as the north-eastern region is concerned, the. 
position was worse. This was in 1969. Now June, 1976) in 
Bihar from two lakhs per office it has come down to 59,000 
per office and even at 59,000 it is twice of what the national 
average today is. In Orissa it is 57,000." 

2.113. The Committee Dote that although the percentage increase .... 
the amount outstanding on account of public sector banks credit to priority 
Hetor, between June, 1969 and December, 1975 has been 1007.6 peor cent 
ia the North Eastern regions, 567.7 per cent in tbe Central region 363.4 
per cent in the Western and 313.1 per cent in the Southern region, the 
llIDOunt of outstanding credit varies very widely In these regions which 
..... s from Rs. 21.82 crores in the North Eastern region to as. 743.69' 
crores in the Southern region •. Moreover, there is also wide disparity ia 
file amount of outstaading credit to the priority sector at ,tbe end of Decem­
_, m5 betweea the varions State~. The outstandJng credit in the States. 
wItIa less population is far more than that in the more populous States. For 
eumple, the amount of outstanding credit at the end of December, 1975 
was Rs. 434.80 crores in MahalUhtra, as. 295.56 crores in TamD Nadu. 
Rs. 208.84 crores in Kamataka, Rs. 219.60 crores In Gujarat, wtdIe It was 
ollly Rs. 219.57 crores, in Uttar Pradesh, Rs. 86.82 crores in Madhya Pra­
desh, Rs. 83.98 crores in Bihar and Rs. 56.73 crores In Rajasthan, Rs. 17.44" 
crores in Assam. and Rs. 149.83 crores in West Bengal. It is thus obvious 
that the development of these States has suffered adversely In the absence 
of adequate bank credit. 

2.114. The Committee realise that the deployment of bank credit is, to 
an edmt, detennined by the level of econonilc activity obtaining in differ­
ent regions of the country particularly the organised sector of trade and in-
c1astry. At the same flme, the Committee feel that if these cODsiderations 
continue to determine the deployment of bank credit, the gap In the qua­
tum of bank credit in these States wID not only tend to perpetuate but is 
likely to ~w further. 

2.115. The Committee need hardly stress that one of the major roles 
of nationa1i~ed banks is to narrow down tbe regional ....... ance and to· 
engnre and eqnitable distribution of bank credit among the ...nom; S~. 
E'-denfly the blinks have IIOt fulftllecJthl~ tast to any si,mRcant dearee. 
De' Committee therefore recomme.' that the hanks should take a I .... ' 
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and positive interest in the development of industry, trade and economic 
.activity in the IJacltwardstates IUld regions and should bring forward attrac­
tive BCheDH'8 of advancing book credit in these area to generate additional 
iadustrial and economic activity. The Committee would also like Govem­
ment to issue suitable instructions to the public sector banks to take more 
direct interest in the matter so that not only the gap in advancing credit to 
the various States is abridged but there is more equitable distribution of 
credit among the vHious States and regions. 

2.116. The Committee note that fhe Planning Commission has declared 
237 districts as industrially backward districts in the country. As at the 
end of December, 1974, the total deposits of the scbeduled commercial 
bank branches in these districts amounted to Rs. 2465.49 crores, account­
ing for 21.2 pt.'r cent of the total deposit of Rs. 11611.80 crores. Against 
this, tbe aggregate advances of scheduled commercial banks in these dis­
tricts amounted to Rs. 1189 crores, accounting for 14.3 per l'ent of the 
aggregate advances i.e. Rs. 8249 crores. Tbe percentage of total ad"aDces 
in ,this sector further declined to 13.6 per cent of the total advances as at 
the end of June, 1976. It is argued tbat deposit ratio in uader-de ... eloped 
regions can sigaificantly be changed only over a period of time, dependill~ 

. on the additiOnal economic activity generated by the plan prograDUDe8. 
The Committee, however, feel that the scheduled comJJlerdal banks have a 
special responsibility for the development of these backward district. Ta.ey· 
are expected not only to advance credit equal to the deposit.. of. the5c-tli1t-:: 
triets but even to increase the quantum of credit beyond their deposits to 
bring abont a rapid economic transformation in these areas. The Com­
mittee would like concrete steps to Ite taken in this reprd. The Committee 
recommend that die backward districts should.1te made the focus of d .. e-

·lopmeDt by Government as well as the banks and the pace of development 
in these districts should be accelerated by channeUsiDIl Dlore and more 
credits for productive purposes in these areas. 

2.117. The Committee note that 48 Re(lional Rural Banks have been 
sct up in the country aDd 86 industrially backward districts 'have been 
covered by their activities. The Committee feci that the scheduled com­
mercial banks/public sector ·banks. regional lWal banks and othel' lending 
institutioas shOuld work in a coordinated manner so as to briRg abouttbe 
economic development in. the backwud distri~ts and alIo remove the credit 
imbalances between the various regions and States. The Committee w081d 
like to emphasise that apart from other measures, providing the banUng 
fadlMies ill die altRPkMand .... r ...... areas iIIa.e. bIlekward dbtrldsl 
s. ..... in ... ' .... -. n ........ .., .. Ie .. WIlY .. lao ...... In tile ..... 
1o,.eat .,· ..... e .... It .. ·well·....,. ".h· .... /States,whidl..., .,.....y s ..... ),y. the, ....... 5,.....', ...... ti jevelop at' .. _e. paee,:1IIf 
............ f .... wWelt.eo., ..... ..,.~ .. re· ••• ~ .1ae,1Itieti. _ 
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Committee would, therefore stress that in the programme of branc'h expan­
sion, priority may be accorded to tbe opening of new bank branches in the 
compamtively unbanked and under-banked areas as per a well researched 
plan based on socio-economic survey is to be carried out iii that behalf. 
Specific mention of tbe progress made in this regard should be made in the 
Annual Report of the Departmmt of Revenue and Banking. 



CHAPTER III 

.. GROWTH OF BRANCH EXPANSION AND CREDIT EXTENSION TO 
BACKWARD /NEGLECTED AREAS 

A. Branch Espaasion 

.(i) Planning Programming and State-wise/ Area-wise progress 

3.1. The Committee in paragrapb 3.4 and 3.5 of their 62nd Report had 
observed: 

"The Committee note that during the period from 1970 to Septem­
ber, 1973 a total number of 6748 new branches }rave been 
opened by all the commercial banks including the 22 public 
sector banks. The Committee also note that while a target of 
opening 1350 new offices was set for 1970, the actual achieve­
ment was 1155 offices, resulting in a shortfall of 195 offices in 
that year. No 'Such targets were, however, laid down for 1971 
though actual achievement was 1805 offices. For the follow­
ing three years 1972-74, a cumulative target of opening 5000 
new branches was laid down under the perspecwve plan and 
in 1972 the nwnber of new branches opened was 1763. In 
1973, the concept of planning for a 3-year rolling pl-an was 
changed and a tentative target of opening 1500 offices was 
fixed for 1973. Targets for 1974 are yet to be settled, though 
three months have already elapsed. The Committee also note 
that no bank-wise targets for branch expansion were set down 
during all these years." 

"The Committee are constrained to observe that there have been 
frequent changes in the pOlicy of planning for branch expan­
sion programme of the banks during all these years. They 
expect the Department and the Reserve B-ank of India to take 
concrete steps at least now for ensuring timely finalisation of 
the programmes and annual targets under the 3-year rolling 
plan. The Committee would also like the Department and 
the Reserve Bank of India to set region, area and hank­
wise annual targets for branch expansion under the 3-year 
rolling plan and keep a watch by a periodic assessment of the 
performance of the banks in this behalf!' 

46 
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3.2. The Department of Banking while accepting the above recom­
Imendations stated in their reply (October. 1974):-

"Till 1973, the branch expansion plans were formulated largely in 
aggregative term'S. ThUs. for example, for the three-year period 
1972-74 an aggregate of 5,000 new branches was indicated to 
the banks with suggestion that keeping this broad target in 
mind they should chalk out their own plans. A coordination 
between the plans of different banks was brought about by the 
Reserve Bank of India at the licensing stage so that on the one 
hand. avoidable overlapping was eliminated 'IUld on the other 
the essential objective of taking banking to unbanked areas 
duly pursued. 

3.3. As a result of the decision taken at a meeting of chief executives 
-of public sector banks, which was presided over by the Union Finance 
Minister and was held in January. 1973 a more detailed system of plan­
ning has now come into use. The banks are now required to work out 
three-year rolling plans. Within the three--year frame, the plan for the first 
year is fairly detailed and indicates the names and other particulars of the 
centres where a given bank proposes to open branches in that year. The 
plans for the remaining two years are in aggregative terms. As one year 
is finished, a fresh three-year plan is then prepared. 

3.4. On the basis of the detailed information furnished by each bank 
indicating names 'aIld other particulars of the proposed centres fo be taken 
up in the first year, steps are taken to bring about the necessary coordina­
tion between the plans of different banks. Thu~ a fairly detailed system 
of planning for branch expansion has now emerged and every possible care 
is taken to ensure that branch expansion follows a pattern that would be 
in furtherance of the objective of reducing inter-State and inter-district 
inequalities in the matter of availability of banking services." 

3.5. In the consolidated Report on the working of the Public Sector 
'Banks for the year ended December, 31, 1975, it has been 'Stated that in 
September. 1975. the Reserve Bank called upon the commercial banks to 
furnishing rolling plans for branch expansion in the three-year period 1976-78. 
The banks have been asked to ensure that a large number of offices conti­
nue to be opened in States and Union Territories. especially in the Eastern 
and North Eastern Regions so as to reduce Inter-state and inter-district di!>­
parities in banking facilities. The plans are required also to cover centres 
with high deposit potential, unbanked growth centres identified by lead 
banks and also those where State Governments required additional bank 
offices for the purpose of implementirig their development plans The 
banks have also been advised to lay special emphasis on opening offices at 



places where they have undertaken or propose to undertake financing of. 
special schemes with refinance assistance from the International Develop­
ment Association, Agricultural Refinance and Development Corporation, 
etc. as also in Adivasi and Tribal belts. 

3.6. The Committee desired to know whether plans for branch expan­
sion for 1977-79 have been received by the Reserve Bank of India and 
!.itudied. In a written reply (March, 1977). the Department of Revenue 
and Banking have stated:-

"According to the latest report from the Reserve Bank of India 
dated February 17, 1977 perspective plans have been received 
from 25 banks. 41 banks are yet to submit their plans. They 
have been asked to expedite the submission of the plans and' 
the matter is being pursued by the Reserve Bank with the de­
faulting banks individually. 

The plans so far received are being scrutinised by the Reserve Bank 
of India and the data tabulated so that decisions on requests 
for op.ening branches at unbanked rural centres could be taken 
expeditiously. " 

3.7. In a lotter dated 11 October, 1976 from the Reserve Bank of India 
addressed Banks regarding preparation of Perspective Plan for Branch 
expansion during the period 1977-79. it was stated:-

"We had set a target of 5,000 branches for the opening of new 
offices by commercial bank& during the throe-year period 1975-
77 of this, banks havc already opened 3,040 offices during the' 
period 1st January, 1975 to 30th June, 1976. As on the 30th 
June 1976, banks had about 2900 licences/allotments pending 
with them. A sizeable number of these licences is pending 
with the banks for quite some time. While we concede that 
there arc difficulties in opening branches in some cases, we 
expect the banks to put in more efforts to utilise the long out­
standing licences. While consi~_ering the plans, the licences 
pending with the banks will be taken into account by us." 

3.8. In November, 1977, the Ministry informed that the total number 
of Dew branches opened by commercial banks durin!! 1975-77 (upto 
30.6.1977) was 6704 as against the overall target of 500 branches for the 
three year period 1975-77. 

(b) Data relating to the total number of licence" issued for opening 
new branche5, number of licences utilised nnd number of licences pend­
ing during the period 1975-77 (upto 30.6.1977) are set out betow:-

T"tal number of lice nco iIIucd during '975-77 (upto June 30, '977) 7221 
Ofwhieh Dumber of licencea utiliaed 4217 
Number of licence pendinp; goo+ 



49 

3.9. The Ministry further informed that "the Reserve Bank of India 
lIave reported that all the public sector banks have suhmited their perspec­
tive plans for the period 1977-79. The plans for the year 1977 have been 
IClUtinised by the RBI. Proposals for opening offices at unbanked rural 
centres and banked centres (rural, Semi-urban and Urban) have been con­
sidered and licences/allotments have been issued by the RBI for opening 
new offices at these centres as per details given below:-

-----_._--- ----------- ------------------
Unballked Centfrs 

Rtu'al . 2 173 

Ran!red C •. :.' re., 

Rural . 

Semi-urban 

Urban 

Tutal 

Proposals for opening offices in Metropolitan/Port Town centres arc 
under consideration of the Reserve Bank of India. 

State-wise/ Area-wise Progress 

flO. The Committee in pragraphs 3.13 and 3.14 of their 62nd Report 
(1973-74) observed as follows: 

"The Committee note that in the first year after nationalisation the 
number of offices of public sector banks in rural areas 
increased by 73 per cent but in subsequent years this growth 
rate had not been sustained, in fact it had declined to 15 per 
cent in 1973. Similar is the position regarding offices in 
semi-urban areas. In metropolitan port towns the rate of 
growth of bank offices has gone up from 10 per cent in 1970 
to 20 per cent in 1972." 

"The Committee would like the Department and the Reserve Bank 
of India to analyse the fact that have retarted the growth 
rate of opening of bank offices in rural aOO semi-urban areas 
and take immediate remedial measures not only to sustain 
but improve upon the growth rate from year to year." 

The Department in their reply (October, 1974) stated: 

"In the wake of nationalisation, in a determined bid to expand 
hranches were opened in rural areas between June, 1969 and 
the bank launched a massive programme of branch expansion. 

4202 LS-5 
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particularly in rural areas. As a result, as many as 3464 
branches were opened in rural areas between June, 1969 and 
December, 1972. Having achieved this initial thrust, the 
banks naturally adopted a more selective approach with a view 
to balancing the limitations set by resources--financial, organi­
sational and manpower-and the requirements of the rural 
areas. 

Another factor to be taken note of in this connection is the fact 
that with the massive coverage, in the initial years, of the 
unbanked centres which offered growth potential, thc banks 
were left with somewhat more difficult areas to be covered 
in the subsequent years. There has been a steady decline in 
the number of rural centres having requisite infrastructure as 
also necessary potential for supporting a bank office. For 
instance in Madhya Pradesh, Uttar Pradesh and Bihar, out 
of 632 unbanked centres examined for their suitability by the 
State Government for opening of offices as many as 444 Jaad 
population levels between 1000 and 3,000 each, 107 had 
population levels between 3,000 and 5,000 each while only 
81 centres had population exceeding 5,000. Besides having 
low population levels, many of these centres also lacked basic 
infrastructure facilities, like approach roads, suitable premises 
etc., without which the bank offices could hardly be expected 
to function efficiently and economically. 

Government are of the view that the available capacity of the 
banks to undertake development banking sliould be utilised 
judiciously and in such a manner as to ensure that no large 
geographical areas remain devoid of banking facHities for long. 
Emphasis in this approach is shifted from mere population 
coverage to a mix of population and area coverage. In pur­
suance of this objective, the geographical pattern of branch 
net work in the underbanked states is now being studied with 
a view to exploring the possibilities of reorienting the branch 
expansion programme of the banks in such a way as to ensure 
that as many of the unbanked blocks as poss:ble are covered 
within the next two to three years. This analysis would also • 
bring to focus the minimum infrastructural arrangement to 
be provided by the concerned State Government" 10 facilitate 
opening of bank offices in thrn;e blocks where these are cur­
rently absent." 

3.11. Asked to intimate the results of 1tIe analysis made with a view ~ 
to utilising judiciously the available capacity of banks to undertake develop-

s 
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ment banking in such a manner that no large geographical areas remain 
.devoid of banking facilities for long, and also the measures taken to correct 
the regional imbalance in the banking facilities in the country, the Depart­
mont of Revenue and Banking furnished the following written informatioa 
in November, 1976: 

"To ensure that no large geographical area remain devoid of bank­
ing facilities for long, the geographical spread of bank brhllches 
in underbanked States of ,Madhya Pradesh, Uttar Pradesh, 
Orissa, West Bengal and the States and Union Territories of 
North-Eastern Region was specifically examined in terms of 
Community Development Blocks. It was observed that in 
the States mentioned above, there were about 750 Commu­
nity Development Blocks without banking facilities when 
the studies were undertaken. In respect of these unbnnk­
ed blocks, the public sector banks had agreed to take 
up 443 centres which had the necessary minimum infra­
structure facilities and development potential for branch 
opening during the period 1975-78. The latest available 
data show that branches have already been opened 
at ] 84 centres. Banks have plans to open branches at 91 
more centres during the current Iyear. In respect of remaining 
centres, they have been advised to expedite the implementation 
of the programme so that banking facilities at these centres c.ln 
be made ,available before the end of March, 1977. "Sub­
sequently the Department informed in July, 1977 that 112 
more blocks had been' covered during the current year." 

'1n respect of the State of Bihar also the spread of branch net­
work of commercial banks was recently examined. In Fe-

I 

bruary. 1975. 190 of the unbanked blocks were allocated 
amongst different banks. 38 more unbanked block 
have been allocated during May. 1976. The follow­
up review has reserved that of the identified 228 un­
banked blocks, banks have already opened branches in 65 
blocks. 44 more unbanked blocks are proposed to be cover­
ed during the current year. Subject to provision of minimum 
infra-structural facilities, it is expected that the remaining 119 
blocks will be covered by the banks by the end of 1977." 

"To ensure that regional disparities are progressively brought down, 
the Reserve Bank have advised the Scheduled commercial 
banks to pay special attention to the needs of districts havin~ 
population per bank office in exce~c; of 50,000. They have 
also formulated ~de1illes for preparing the nerspective phn 
of brancb expansion covering period 1977-79. 
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3.12. In a note furnished to the Committee subsequently in March" 
1977, the Department of Revenue and Banking have stated:-

"According to information made available to the Department of 
Revenue and Banking (Banking Wing) by the Reserve Bank 
of' India or the State Governments concerned, the total number 
of Community Development blocks in the country which were 
devoid of banking facilities as at the end of September, 1976 
numbered about 900. In November, 1977 the Ministry in­
formed that the number of Community Development blocks 
which were devoid of banking facilities had come down to 544 
as at the end of June, 1977 as detailed below:-

Statement showing Region/Statewise dispersal of unbanked community 
development blocks as on 20-6-1977. 

Region/State/Union TerritO! y 

--,--._-----,------
Nnrthtrtl Rtgion 

Himachal Pradesh 

Jammu & Kashmir 

Re,iaethan 

Total: 

Allam 

Manipur 

Meghalaya 

Nagaland 

Arunachal Pradesh 

Mizoram 

No. of 
unbankrd 

com­
munity 

Develop-
ment 
l:locke 

2 

9 

12 

34 

16 

lit 

II 

10 

17 

------.............--.. ,--, _.,." ---- "-,, " ... ,. ,,_._--_ ..... _----



-----.. _--
.. -_.- . ---_ .... _---_. 

HiiJar • 

Or_ 

W esl nelJl~1l1 

i\lIdaman & Nicohar Islands. 

Total 

Gc,:lrQ/ Regum 

Madhva Pradesh 

Uttar Pradesh 

Total 

W,sUrn &gion 

Maharashtra 

Soulhem R,gion 

Tamil Nadu 

Kerala 

Total 

ALL INDIA . 

53 

aOI 

197 

JO 

9 

10 

544 

3.13. So far as the programme for opening of branches in these un­
banked blocks i~ concerned, the Ministry have stated that. the banks have 
been advised to ensure that all unbanked Community Development Blocks 
are provided with at least one bank branch by June, 1978. The State­
level Banker's Committees have been asked to draw up agreed and time 
bound programme of branch expansion in these unbanked blocks and keep 
a watch on the implementation of the programme. Follow up action taken 
by these State-level Bankers' Committees is proposed to be kept under 
watch by the Department of Banking also. 

3.14. In paragraph 3.15 of the Report ibid, the Committee, had ob­
served:-

"The Committee also note that the classification of different centres 
on population basis for branch expansion viz. Rutal, Seml­
urban, Urban and Metropolitan was decided in 1968. It is 
likely that under this classification, which defines rural centres 
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as those having a population upto 10,000, most of the new 
bank offices may have been located near the sub-divisional or 
district towns and not in the interior rural areas. ObviouSly, 
there have been significant changes in the rural scene with the 
development of transport communication, water, power and 
other infrastructural facilities since 1968. The Committee re­
commended that the classification of, rural semi-urban. urban 
areas, etc., may be reviewed with a view to classify centres 
with population upto 5,000 only as rural so ,as to locate 
branches in really rural areas and thereby help in their growth 
potential." The Department in their reply (October, 1974) 
stated:-

"It has been the endeavour of the public sector banks to select 
such rural centres for branch opening as are not in close 
proximity to other banked . centres, particularly the urban 
ones. Banks have achieved this objective to a large extent. 
For instance 615 of the 667 offices opened by the ,State 
Bank in rural areas since July, 1969 are located at a dis­
tance of more than 8 Kms. from district towns of semi­
urban areas. Likewise, the proportion of rural branches 
located at centres more than 8 Kms. from the nearest semi­
urban areas is more than 85 per cent in the case of United 
Bank of India and Union Bank of India." 

3.15. The idea underlying the recommendation of the Committee that 
rural branches should be located at such centres as yield an effective cove­
rage or genuinely rural areas is an unexceptionable one. It is with this 
objective in mind that the Department of Banking have undertaken an 
examination of the pattern of geographical distribution of bank branches 
in under-banked regions. It is now proposed that the branch expansion 
programmes of the banks should be re-oriented towards opening at leut 
one office in each of the unbanked blocks, subject to the availability of a 
certain minimum development potential and infrastructure facilities. 

3.16. A change in population norm for rural centres alone cannot~ 

however. be effected without affecting the classification of other centres. 
Further the changes should not also be such as to affect comparability 
with the past data. The whole question of classification of centres on 
population basis is under examination by the Reserve Bank of India." 

3.17. Askcd to intimate the ollt~ome of the examination by the Reserve 
Bank of the question of classification of centres on population basis for 
the purpose of location bank branches in rural areas, and the decision taken 
on. the findings/recommendations. the Department furnished the following 
written information (November, 1976):-
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"The Reserve Bank have reported that emphasis now is to ask 
banks to open ,as' many offices as possible in unbanked/un­
derbanked rural and semi-urban areas, and underbanked and 
backward districts/States/Union Territories so as to minimise 
inter-district and inter-State disparities in the matter of pro­
viding banking facilities. The Reserve Bank have also reported 
that many of the unbanked blocks headquarters are those 
with population of less than 5,000. The setting up of Regi­
onal Rural Banks, .it has been indicated, will also accelerate 
the process of providing banking faci1ities at smaller rural 
centres. 

3.18. Thus, while ,the classification of the branches is being retained 
unchanged, the present branch expansion policy is directed towards opening 
more and more branches at Centres with less than 5,000 population." 

3.19. During the evidence of the representatives of the Department of 
Revenue and Banking, when asked to state the reasons for the classifica­
tion of the bank branches being retained unchanged, the Secretary (Bank­
Ina) stated:-

"We had consulted the Reserve Bank on this matter, and they fell 
that because much larger emphasis is being given to unbanked 
rural centres, perhaps this categorisation of rural centres up 
to 5,000 population is redundant." 

3.20. When his attention was drawn to the retarded growth rate of 
opening bank offices in rural and semi-urban areas, the Secretary (Bank­
ing) stated:-

"We have looked . into this problem of slower growth of rural 
branches over the last two or three years. We have taken 
up this matter with both the banks and the Reserve Bank .... 
The Reserve Bank's latest policy, announced in December. 
1976, is that out of six branches which banks may open, at 
least four must be in unbanked rural centres ... " We are 
also separately taking up with the Reserve Bank, the question 
of seeing that unbanked blocks were all banked according to­
a time bound programme." 

(li) Credit Deposit Ratio 

3.21. In paragraphs 3.27 and 3.28 of their 62nd Report, the Committee 
had observed:-

"The Committee note that there has not been much improvement 
in the credit-deposit ratio of several States Oike Assam, Bihar" 
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Raja<;than, Orissa, Uttar Pradesh, Madhya Pradesh, Haryana) 
as was expected at the time of bank nationalisation in 1969 
and it continues to be less than 50 per cent in most of these 
States. In fact, in some of these and other States (Orissa, 
Uttar Pradesh, Madhya Pradesh, Himachal Pradesh etc.) it 
has registered a declining trend. 

"The Committee need hardly emphasise that the nationalised banks 
were expected to serve as instruments for correcting regional 
imbalances and ensuring that there was greater utilisation of 
deposits in the area itself. While the Committee would like 
that genuine credit demands of the various areas are met, they 
see no reason why the credit deposit ratio should continue to 
be less than 50 per cent in several States. The Committee 
would urge the Department and the banks to take concrete 
measures immediately for bringing about tangible improve­
ment in the credit-deposit ratio of various States ,like Orissa, 
Assam, Bihar, Uttar Pradesh, Madhya Pradesh, etc. parti­
cularly those where it has registered a declining trend, at the 
earliest. " 

3.22. The Department of Banking in their reply stated:-

"The regional disparities in the matter of utilisation of bank credit 
are not the cause but the effect of more basic imbalance which 
cover much wider and fundamental facets of economic deve­
lopment such as natural endowments, transport, communica­
tions, power, entrepreneural aptitude of the people availability 
and size. of markets, etc. These are the factors which basically 
determine the level of economic activity and lower the level of 
economic activity, the lower would be the absorptive capacity 
for funds which financial institutions might be willing to pro­
vide. In such a setting, mere availability of credit, even if 
a part of it is to be on favourable terms, cannot by itself such 
up the demand for credit. Given the preponderence of short 
term deposits in their deposit mix, the commercial banks also 
cannot lend substantially for building up the much needed in-
frastructure facilities. Thus the problem will have to be look­
ed at as part of the annual and Five Year Plans, with the 
financial institutions playing supporting role. 

This does not, however, mean that banks should not or are not 
taking steps to increase. their credit support in underdeveloped 
areas. The public sector banks in particular have put in OQD-

siderable efforts to step up advances to the smaller borrowers 
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in the hitherto neglected sectors like agriculture, cottage indus­
tries, smull transport, retail trade and small business etc., and 
the underbanked and the underdeveloped areas have received 
a larger proportion of incremental advances to the priority 
sectors in the country as a whole than before. For example, 
the four States of Bihar. Madhya Pradesh, Orissa and Uttar 
Pradesh, accounted for only 12 per cent of the total priority 
sector advances in the country as at the end of June, 1969. 
Of the increase between June, 1969 and December, 1973, 
however, these States accounted for over 18 per cent, on a 
much larger base. The opening of large number of new 
offices in these States and the effort!> for coordination with 
the district authorities under the Lead Bank Scheme in fOfl11U­
lating viable schemes covering various groups of bOI1'owcrs 
like small farmers, artisans etc., have helped considerably in 
stepping up advances to the priority sectors in the underbanhd 
States. 

Another avenue yvhich the banks have been exploring to incrcw.c 
resource deployment in underdeveloped States is increasing 
investments in State Government securities and in bonds 
and debentures of State Associated bodies. For instance, of 
the net, increase in Scheduled Commercial Banks investments 
in securities of State Governments and State associated bodies 
between March, 1970 and March, 1974, the additional in­
vestment in the four States of Bihar, Madhya Pradesh, Orissa 
and Uttar Pradesh was 23 per cent as against a share of only 
15 per cent for these States as on 31st March, 1970. As a 
result, the Credit-Investment to Deposit Ratio has improved in 
these four States from 55 per cent to about 59 per cent bet­
ween end-December. 1969 and end-June, 1973. 

The credit deposit ratio in under-developed regions can. thus be 
significantly changed only over a period of time. The pace 
of change would largely depend on the additional economic 
activity generated by plan programmes. In the meantime the 
banks are gearing up their machinery not only to step up their 
advances to the priority sectors but also to ensure that no 
bankable development programmes suffer for want of credit in 
these States." 

3.23. The Department of Revenue and Banking have furnished figures 
relating to distn"utlon of depositS and' advances of Sched~led Commercial 
baDb on the basis of popUlation groups viz., Rural, semi-urban, Urban and 
Metropolitans~ ShoWing ·tbe' credit deposit ratio. for the years ending June, 
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1973, June, 1974 and June, 1975 (Appendix-IV). The analysis of the 
information comparing the rural and metropolitan groups of population, 
reveals that in June, 1975, the advances to the rural population constituted 
only 5.9 per cent of the total advances as compared to the deposits which 
constitute 8.1. per cent of the total deposits. In contrast, in metropolitan 
areas the advances were 55 per cent of the total advances as agaily.;t 45 
per cent of the deposits in those areas .. Similarly, the Credit-Deposit ratio 
in rural areas works out to 52.1 per cent as against 88.2 per cent in metro­
politaD. areas, during the same period. The figures furnished by the De­
partment for. the year ending December, 1976 (Appendix-V) indicate the 
credit deposit ratio to be 57.4 per cent for rural areas as against 102.4 
per cent in metropolitan areas. 

3.24. During the evidence of the representatives of the Department of 
Revenue· and Banking when their attention was drawn to the above ana­
Jysis, the Secretary (Banking) stated:-

"I would submit another way of looking at the same prcblem is 
to see how much of advances are given by banks out of the. 
deposits they get in the rural areas. Even here the position 
until recently was not very satisfactory in the sense that the 
ratio of credit to deposits in the rural areas of the rural bran-' 
ches in 1969 was 37.5 per cent which meant that instead of 
even using the deposits which the banks got in the rural areas 
the banks were transferring the deposits to the urban areas. 
That was the situation which we have been trying to correct. 
And if you take that particular type of statistics, the figure had 
risen from 37 in June 1969 to 52.1 per cent in 1975 in the 
rural branches . 

• • • • 
The idea that the banks should at least reach the level of advances 

in proportion to the deposits in rural areas is one Iwhich I per­
sonally fully support. This is a matter, where we need to see 
how we would achieve it. When considering these things, 
we are only looking at the deposits and advances. But banks 
increasingly have been also making money available for vari­
ous State Government projects by investing in State Government 
securities and debentures, in State Finance Corporation bonds 
and in various State Industrial Development Corporation bran­
ches as \ wen as in Rural Electrification Corporation. I am 
only mentioning this to get a correct perspective of what they 
are doing. We should also take this into account. Some­
times the I assistance that is given for rural purposes is not' 
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always made at the rural branch. It is sometimes made in 
the larger office of the bank. Similarly, for purchase of agri­
cultural ,implements, very often it is not made at the rural 
branch, it is made in the nearest town." 

(iii) Performance of new branches 

3.25. The Committee in paragraphs 3.35 and 3.36 of their 62nd 
Report made the following observations/recommendations:-

"The Committee note that the new bank branches have been able 
to mobilise annual deposits of the order of Rs. 11 lakhs and 
make advances of Rs. 6 lakhs per branch, on an average. 
They also note that no review has so far been conducted to 
find out precisely as to how many of the new branches were 
making profits and how many were running at a loss or 
no-profit-no-Ioss basis. Government expect that though 
initially the rural branches would incur losses, due to a large 
number of technical and extension staff employed there, in 
three or four years time, they should start making profits. 
During evidence the need for conducting a detailed review 

of the working of the new bank branches and economy in 
establishment costs by laying down suitable staffing criteria 
was recognised by the representative of the Department. 

The Committee recommend that Government should immediately 
have a comprehensive review, conducted of the functioning 
of all new bank branches/offices opened after bank nationa­
lisation with a view to finding out the true state of affairs of 
their working" reducing over-heads, econoIDlsmg in their 
establishment costs by prescribing suitable Qtaffing criteria 
and work norms and placing on sound footing such of the 
branches as do not show promising results even after the 
normal gestation period of three years. The Committee would 
also like the Department to keep the performance of new 
branches constantly under review by having suitable built-in­
mechanism in this behalf." 

3.26. The Department of Revenue and Banking in theIr reply (Octo­
ber, 1974) stated:-

"Banks undertake a detailed review of the working of the newly 
opened branches with a view to evaluate their perfonnance 
and in respect of branches whose performance has not been 
satisfactory, they consider the adoption of the types of 
special measures which have been indicated by the Com-
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mittee to put the working 01 those branches on a sound 
footing. Hanks have also initiated steps to introduce a sys­
tem of performance budgeting and a proper system of c\)n­
troIs for keeping a watch 011 the performance of the branches 
vis-a-vis their budgets and, in course of time, this wuuld 
serve as a suitable builL-up-in-mechanislll for a continual re­
view of the working of the branches. The Reserve Bank 

has advised the banks in I<'ebruary, 1974 to review the posi­
tion of branches working at a loss and devise ways and 
means to put their working un a profitable basis. In view of 
the special importance attached by the Committee to the 
working of newly opened branches, the observations of the 
Committee arc being brought to the notice of all the public 
sector banks. " 

-3.27. In paragraphs 3.37 and 3.38 of the report ibid the CommiLlee 
observed:-

"The Committce further IlQtc that the main criteria to open new 
branch~ has been to provide them 'where there have 110t 
been any banking facilities' subject to the availability of 
necessary infrastructure. While the Committee arc in favour 
of opening of new branches particularly in rural and back­
ward areas, they expect the Banks to work out carefully the 
financial implications of establishing each such branch so 
that decisions could be taken having regard to all important 
factors and to facilitate review of the working of the new 
branch with reference to the assumption made at the time 
of opening. The Committee suggest that in the light of this 
review, guidelines should be laid down for opening of new 
branches in the interest of achieving best results." 

"They also observe that in the past under the branch expansion 
programme, drawn up with the approval of the Reserve Bank 
of India, there have been SOme cases where more banks weft' 

given licences to open branches in an area than was nece~­
sary, with the result that there has been overlapping and 
unduly large complement of banks' staff deployed to serve 
a particular area. As assured during evidence, the Com­
mittee hope that remedial measures would be taken to avoid 
recurrence of such over-lapping in future." 

In reply, the Department have stated:-

"Banks do have a system of carefully assessing the business potcn­
tial of centres where branches are proposed to be opened. 
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A study of th.: (kd)' working results that the branches are 
expected to show is also made by the banks, before taking 
decisions regarding opening of branches. I he point high­
lighted by the Committee will be borne in mind at the time 
of formulatioIJ of the plans for opening of new branches." 

"As observed by the Committee, it is necessary to ensure that 
more branches than arc neces-sary are not opened in any 
area, It has been the endeavour of the Reserve Bank of 
India, and will conlinuc to be so, to avoid such overlapping." 

3.28. The Department was asked to state the results of the review 
conducted by banks on the advise of the Reserve Bank of India to exa­
mine the working of til\! branches working at a loss, and *the concrete 
measures taken to put their working on profitable basis. 

3.29. The Department, in their written reply stated that although 
profitability par se has never been the sole objective of the branch exp~m­
sian programme of the public sector banking system, consideration of 
economic viability have not been lost sight of. Working results of the 
branches may require a relatively longer gestation perioe!. Onee the urbani 
results have revealed that the branches in urban and metropolitan area~ 
start making profits in about 5 years' time whereas rural and semi-urban 
brunches may require a relatively longer gestation period. Once the urbani 
metropolitan branches become profit earning, these would be in a position 
10 counter-balance and offset the losses that would, for some tim." be 
inescapable at several of the rural/semi-urban centres. The objective has 
always been to optimise the mix for each bank as whole rather than seek 
profitability for its individual units. Low deposit credit ratio, higher ope­
rational costs, relatively poor business, particularly in rural branche~, 

predominantly concessional lending in the rural areas, while there depo­
sits are mostly interest bearing, have been identified as the main causes 
]eading to the losses at the loss-making branches in the gestat ion period. 

3.30. The working of the loss making branches is kept under conti­
nuous review. By and large, public sector banks have reported perceptible 
improvement in the working of these branches as a result of remedial 
measures, such as, enlarging their advances portfolio so as to optimise 

• their credit deposit ratio, regulation of cash flow at an appropriate level 
and strict economy in respect of expenditure and establishment costs. 

3.31. During the evidence the representative of the Reserve Bank of 
India stated:-

"'. . "In the Reserve Bank, we had taken a sample survey of some 
branches working at a loss. This was done about two years. 
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back. On that basis we issued instructions or guidance to 
banks as to what are the improvements that could be brought 
about in functioning of these branches. As and when our 
officers go and inspect tbe branches in an area of a centre 
they discuss the problems of these branches with them and 
advise them what could be done to improve their function­
ing." ' 

3.32. When asked, whether the branches which continuously showed 
lossed, were not closed down, the representative of the Reserve Bank 
stated:-

"On that we are very firm. We do not allow the branches to be 
closed down." 

3.33. The Secretary (Banking) on this point added:-

"Apart from thc visits of officers of the Reserve Bank, the banks 
themselves have periodical reviews of their branches. parti­
cularly the neWly-opened branches which according to them, 
are not making profits." 

3.34. Asked to state whether it was ensured that more branchc~ than 
were necessary, were not opened in any area and that whether there have 
'been cases of overlapping of bank branches in some areas, the Secretary 
,(Banking) stated during evidence:-

"Before the Reserve Bank gives a sanction for opening branches, 
they see that they are opened at different centres, in differ­
ent areas, and that there is no overlapping. But some timeos 
it becomes unavoidable for a bank to open a branch where 
there is already another bank. It is possible that one bank 
has a branch in a particular area and the business in that 
area expands to a point when service in this branch also 
becomes insufficient. Therefore, it could be that there is a 
need for another bank in that area. Secondly, sometimes the 
banks which are located in one state want to have, link 
branches in other States where they are permitted tc open 
branches." 

3.35. In paragraph 3.5 of their 62nd Report (1973.74) the Committee 
bad recommended that the Department of Bankin~ and the Reserve Bank 
of India should set region, area and bank·wise annual tar~ts for branch 
expansiow undl'r the three year roiling plan and keep a watch by periodical 
88sessment of the perfonnance of the banks in this regard. The Committee 
note that the bank.c; are no,w worklnJE ont fltree year roBing plans. Whne 
the plan for the first year is fairly detailed and indicates the names and other 
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particulars of the centres wbere a bank proposes to open branches, tbe p_ 
for the remaining two years is in aggregated terms. After the completion of 
ODe year, a fresb three year plan is prepared. Moreonr, "bUe sanctio .... 
brancb expansion, the objective of redudng the inter-state and Inter-district 
iaequality in the matter of availability of banking service is also taken care 
of. The Committee suggest that a periodical review sQld be carried Old 
to ensure that inter-state, inter-regional and inter-district disparities in bran .... 
expansion are reduced at the earliest. They would like the Department ef 
Banking/RBI to oversee and coordinate tbe follow-up action taken by tbe 
various banks in reducing the disparities area-wise! potential-wise. 

3.36. The Committee note tbat all the Public Sector Banks have sub­
mitted their perspective plans for brancb expansion for the period 1'77-79 
but there has been considerable delay I'n submission of the reports by some of 
the banks. The Committee desire that a time limit for the submission ef 
the perspective plan.4I be laid down and it may be ensured that the plans are 
received in time so that these can be scrutinised by the authorities concerned 
and decision taken for opening branches in unbanked rural centres expedi­
tiously. 

3.37. The Committee note that banks have been advised to open branches 
where they have undertaken/propose to undertake financing hy special 
schemes with refinance assistance from the International Development Asso­
ciation, Agricultural Refinance Development Corporation etc. ali also ill 
Adivasi and tribal belts. The Committee further note that a~inst the tar~t 
of opening 5000 branches durin2 the period 197!-77, the banks had opene4 
6704 offices upto 30 June, 1977. As on 30 June, 1977, banks had about 
3004 licences' allotments pendi~ with them. The Committee are concel'll­
cd over the larae number of licences pending with banks. The Committee 
desire that reasons for these licences being pendin~ may be analysed and If 
necessary re-allocation of new bank officl'S/branches in the overall Interest 
of development in a particular area may be considered. TItey further desire 
that the openlnf! of new offi('es, particularlv in nlral and unbanked area .. , 
underbanked and backward districts and States may be expedited. .. .. .. 

3.38. In paraJrraph 3.14 of their 62nd Report, the Committee had desired 
that the reasons for retarded prowth rate of openiJl1! hll'nk hranchE''! In rnral 
and semi-rural areas after the initial increase of 73 per ('ent in the first yf'AI' 

of bank nationalisation, 'ihould be analvsed and remedial measures taken to 
improve the f!l'owth rate. Tn their reply the Government stated that in the 
wake of nationallsation in a determined bid to nnand hllnk '.ervices fa 
bftherfo neplected anrl backward areali, banks had lann('lJefi a m~F .. h'e pro­
,,-amme of bmnch expansion b these area.'i. Rot In mbs('(Ju!'nt '''ar~. the 
1Janks adopted a more selective approach. with a view to balancinl! the 
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fiwmcial, o.J1PU1isatio.na1 and manpo.wer limitatio.ns vis-a-vis the require-
ments o.f the rural areas. WHh the massive co.verage in the initial years o.f 
the unbankcd centres which o.ffered gro.wth po.tential, the basks were left 
with co.mparatively difficult areas to be co.vcred in the subsequent years. 
Besides, having low populatio.n many o.f the unbanked ccntres lacked basic 
infm.;tnlcture facilities like appro3ch roads, suitable premises ctc. The 
Committee are not convinced by tbe reaso.ns advanced fo.r slo.wing do.wn 
the growth rate o.f bank branches in rural and semi-rural areas. They fcel 
that with prop"!' initiatin~ and drive and close co.-o.rdinatio.n with State Go.v­
ernments, the minimum infrastructure facilities can be provided at mo.st o.f 
tbe unbankcd centres, in rural arcas. Tbcy, thercfore, stress that determined 
ef[orts may be madc wilh due rc~ard to. the eco.no.mic factors to. o.pen bran­
ches in rural area .. in the interc'"'t of their rapid development and consequen­
tial availability of emplo~'ment opportunities. 

3.39. The Committee note that as at tbe end o.f June, 1977 the total 
number o.f Community nevelopment Blocks i"1 the country which had no. 
banking facilities, numbered abo.ut 544. The number o.f unbanked commu­
nity development blocks i!l 90 in u.P., 104 in Bihar, 62 in Orissa, 107 in 
Madhya Pradesh and 33 in West RC'llgal. I~ is a moot point whether tbe 
lack of banking facilities has not come in the way of equitable dcnlopmcnt 
of these States. The Committee desire that more serious attention should be 
paid to providing banking facilities in these States. 

3.40. The Committee note that banks have been advi .. ed to cnsure that 
all unbanked co.mmunity blocks arc pro.vided with at least o.ne bank brancd 
by June, 1978. The State level Bankers CommiUees have been asked to 
draw up an agreed and time bound programme of branch expansion in these 
UDbanked blocks and keep a watch over the implementation o.f the pro­
gramme. The Co.mmittee also 'note that according to. tbe latest policy 
announced by the Reserve Bank o.f India in December, 1976, out of every 
6 brancbes opened b~· banks, at least 4 must be in unbanked arens. The 
Committee welcome this chanl!e in emphasis in opening 'Dew branches. The 
Committee co.nsider that provisio.n of banking facUities is one of the impor­
tant InfrastrucbJrl~ for development. It is therefore imperative that suitable 
insh"tutlonal arrangements for bankin~ may be made in rural areas. The 
Committee desire that the bankin~ faciUties in the unbanked Community 
Development Block"! in the States should be provided on priority basis. 

3.41. The Committee desire fhat tbe Department of Bankin~ and the 
Reserve Bank of India may keep a close watch over the progress o.f prepara­
tion and implementation of a time bound prol!:"amme for opening bank: 
"ranches in unbanked blocks and ensure that all unbankecl community blocks 
are proTltted with at least ODe or more bank branches by Jnne, t 97ft 
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3.41. The Committee suggest that in the estabUshment of bank branclaes, 
the availability of oJily the barest minimum iJlfrastructure may be insisted 
Upoll. 

In cases where such infrastructure may not be available, concerted 
efforts may be made to arrange (or such faciHties being provided at the Ilar­
liest through the State/district authorities. 

3.43. In paragraph 3.15 of their 62nd Report the Committee had recClm­
mended that the classification of rural areas might be revised with a "iew 
to classUying centres with population uplo 5000 as rural instead of the pre­
sent limit of 10,000. The Committee have been informed that whUe the 
existing classification is being retained unchanged, the present branch expan­
sioll is directed towat'tls opening more and more branches at centres with 
less than 5000 population. The Committee feel that if more bank branches 
are to be opened in rural cellCres with less than 5000 population, there should 
be no. difficulty in chan~ing the classification of rural areas as desired hy 
them. They, thel'efore, reiterate that in order to put the position beyond IllIY 
doubt, necessary amendment may be made in the existing classification of 
rural areas. 

3."4. In paragraph 3.28 of their 6200 Report, the Committee had recom­
mended that the Department of Banking and the Banks should take CO'll­

crete :mea~ures for hringing about tangible improvement in the Crcdit­
Deposit ratio of various Statcs particularly those where it had registered a 
declining trend. In their reply, the Department stated that the regional dis­
parifi(~s in the maUer of utilislltion of bank credit are not the cause but the 
efi'l.'ct of more basic imbalance which COver much wider and fundamental 
facts of economic development, such as natural endowmenfs, transport. 
communications, power, entrc:preneural aptitude of the people, a"ailahilify 
and size of markets etc. T'hl'sl~ were the factors which basicalll determined 
the econ()mic activity as also the absorptive capacity of bank credit. While 
the Cnmm;!tl'f,' agrec thal the credit deposit ratio in underdevelopt;d reJ,tionsi 
States is rdatcd to the el'onomic activitl generated in thoso area~, thc) ~ecl 

tbat the banks have a significant role to play in this hehalf. The Committt!c 
desire that banks should intensify effort.. to introduc(" suitable hankahle 
s~'hemes in these regions:Stah'~ to suit the spec1al needs and make 3"I1i1?hle 
requisite finance for c;uch bankabll'1 developmenf scheme. 

3.45. From the figures furnished by the Department of Revenuc and 
Banking, the Committee find that during the year ending December, 1976 
the advances to the rural sector constituted only 6.7 per cent I,f the total 
advaaces as against their deposits amounting to 8.9 per cent. In contrast, 
the advances to the metropolitan areas during the same period "'orked out 
to 58.9 per cent of the total atdvances as against their deposits amollntin2 to 
44.15 per cent only. The credit-deposit ratio in rural areas worked out to 
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57.4 per cent as against 102.49 per cent in metropoUtan areas, during the 
year eading December, 1976. It is thus evident that tbe advances made by 
the banks to .rural areas continue to be very low as compared to metropoU­
fan areas. The Committ ... e would like to sound a note of caution that the 
Government should guard against the deposits from rural areas being divert­
ed to meet the ereent needs of metropolitan and other urban areas at the cost 
of rural areas. It is distressing that the .rural areas where there is a crying 
need for development, should remain neglected and should lack even the 
absorptive capacity of the deposits generated there, with tbe result that even 
the deposits mobilised in backward and rural areas find way to urban areas 
thereby accen!lIating the disparities further. The Committee cannot too 
strongly stres~ that th(\ banks should. identify the economic and industrial 
potentialities or the backward and rural areas in conjucfion with the. State 
Hu1hnrities concerned and assist them in availing of the credit facilities in 
larger measure to implement suitable developmental schemes. The Com­
mittee desire that not only the deposits generated in the rural and backward 
areas may be utilised there but necessary additional funds may be made 
available for developmeat of these areas in the interest of narrowing the 
marked disparities in the level of development obtaining at present. 

3.46. During CYidence, the Secretary (Banking) agreed that banks sbould 
at least reach the level of advances in proportion to the deposits in the rural 
areas. While the Committee appreciate that banks assistance is also given 
for rural rurposes by i,.westing in State Government Securities and deben­
tures, State Finance Corporation Bonds. rural electrification etc •• this should 
Dot slacken the efforts of rnnll branches of banks to step lip .he level of 
direct advances to rural sector. 

3.47. In pllra~raph 3.36 of their 62nd Report. the Committee had 
recommended tha' C;overnment should have a comprehensive review con· 
ducted of the fnactionino, of new bank/branches/offices opened after bank 
nationalisation with a view to finding out the true state o( affairs of their 
working, rcducinJ: m'cr·hcads. economising in their establishment costs by 
prescribed suitable staffing criteria an:l work norms and placing on a sound 
fouting Stich of the hranches as have not shown promising results even after 
the normal gestation period of 3 years. In their reply, the De~arfruent of 
Revenue 8 , ... d Banking stated that banks undertake Ii detailed review of the 
workin~ of the neWly opened branches with a view to evaluate their perfor­
mance and in respect of branches whose performance has not been sati.,fac­
tor~·. special measurt's were adopted to put the workin2 of tbese branches on 
a ~ound footin~. Further the j'ntroductjon of the system of performance 
blldgetinfl serves as a slIitable bnnt-in mechanism for a continual review of 
the working of tbe branches. The CommitteI' have been informed that the 
branches in urban and metropolitan areas started making profit in about 
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S years' time whereas rural and semi-urban branchos required a relatively 
longer gestation period. Low deposit credit ratio, higher operational cost, 
relatively poor business, particularly in rural branches have inter alia been 
identified to be the main causes leading to loss. Tbe Committee cannot 
.00 strongly emphasise that concerted measures should be taken by the banks 
to observe utmost economy and effect necessary improvements in the bran­
ches which are running at a loss so as to put them on a sound footing. 

3.48. Tbe Committee note that 04 the basis of a survey of some branches 
working at a loss conducted by the Reserve Bank of India, instructions were 
issued to banks to effect improvement in the fuDdioning of these branches. 
The Committee desire that the Reserve Bank, the Department of Banking 
make suitable arrangements for continuous monitoring of getting feed-back 
information with a view to ensuring that the guidelines issued by them for 
improving the working Of the loss making branches are actually followed by 
the banks and perceptible improvement is brought about in their working. 

3.49. Tbe Committee desire that no new branch opened in the rural 
areas should be allowed to be closed down. Periodical review of the work­
ing of loss making branches should he carried out with a view to analysing 
the reasons for losses and taking remedial measures. 

3.50. The Committee also emphasise that with a view to ensuring 
develo,pment of rural sector proper coordination should be established by 
commercial banks with Regional Rural Banks and State Government autho­
rities at regional and district levels in promoting banking facilities in rural 
areas. '- .. -

3.51. The Committee suggest that the Department of Banking may 
consider the question of j'ntroducing suitable built-in incentives in the wages 
of employees in order to encourage them to play a more dynamic role in 
improving the working and business of the banks and serving the people. 
The perFormance of the employees in thi!'i rell8rd may also he suitably 
rt'fleeted in their sen'ice records. The Committee hope that this question 
would be subject to a careful study. 

B. Lead Bank Scheme 

3.52. The Committee in paragraphs 3.45 and 3.4() of their 62nd 
Report (1973-74) had observed: 

"The Committee note that though the Lead Bank Scheme was 
introduced as far hack as 1969. so far survey reports have 
been prepared in respect of 318 districts out of 338 districts 
allotted ~to various banks and District ,Level Consultative 
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Committees have been set up in 223 districts only. They 
also note that the quality of the survey reports has not been 
upto the mark and that the consultative committees too do 
not seem to have played their role effectively so far. The 
Committee further observe that the Lead Banks have yet to 
grapple with their basic tasks of involving themselves in 
the process of economic development of the district con­
cerned by evolving suitable credit plans and programmes." 

"The Committee cannot help expressing their disappointment at 
the very slow and tardy progress achieved under the Lead 
Bank Scheme. They would like the banks and the Depart­
ment to immediately gear up their lead banks machinery so 
as to complete without delay the pending work of preparation 
of proper survey reports, setting up appropriate consultative 
committees in the remaining districts by adhering hl a time 
bound programme and formulate suitable credit schemes in 
conjunction with the State development authorities tor the 
economic advancement of the district concerned. The 
Committee also expect the Department to watch the pro­
gress of the scheme by a periodic stocktaking of the position." 

3.53. The Department of Revenue and Banking in their reply 
(October, 1974) stated that the first task for each lead bank WaS that of 
familiarising itself with the economic and social profile of the area under 
its charge and to identify action points for harnessing the development 
potential. This meant undertaking surveys. The first round of this job 
is over and the banks have completed surveys for all the 338 districts 
covered under the Lead Bank Scheme. The survey reports have yielded 
useful bench-mark data relating to growth centres, credit gaps, occupa­
tional structure, main crops and several other economic and social 
aspects. The collection of economic and social intelligence of this type 
is, however, not a once-for-all job. Banks have all the time to keep 
themselves abreast of the developments that keep on taking place in their 
lead areas. Steps have been taken by the banks to discharge this part of 
the job on a continuing basis. 

3.54. The second task that had to be tackled by each lead bank 
was that of intensifyin!! the banking network in the area under it~ 

responsibility. Each lead bank has played a significant role in identify­
ing centres for branch opening which are then taken up either by' tho 
1970 and cnd-June 1974, 6847 new branches were opened in the country. 
lead bank concerned itself or by some other banks. Between January 
of which as many as 2660 were opened by the bank-s in their lead dis-. ~ 

tricts. Thus. by and I·arge. the banks have by now built up a good nct 
work of branches in their lead areas. 
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3.55. The third task that each lead bank had to undertake was that 
of making the local community banking-minded, so that it utilises the 
banking services in the form of making over to the banking system its 
savings as also tapping the system for getting funds from it for productive 
endeavours. This is a challenging task requiring action on several fronts. 
One of the steps taken to handle this task on a systematic basis was to 
create the machinery of District Level Consultative Committees. In all 
districts, except Kinnaur (where the first bank office was opened very 
recently) this machinery has come into existance. Subsequently in 
November, 1977, the Ministry informed that as reported by the Reserve 
Bank of India, District Consultative Committees have been set up in all 
the districts under the Lead Bank Scheme except in the undernoted dis­
tricts which have been recently constituted for administrative convenience. 
The question of formation of separate committees for these districts has 
been taken up by the Reserve Bank of India with the· State Bank of India, 
the Lead Bank for the districts:-

Nam~ or State U"ion Territory 

Meghalaya 

A'l:Ia'n \n & Nicnhar hi and. 

Name of District 

_.-- .. _--.----------
East Khasi Hills. 

West Khasi Hilb. 

Eaat Garo Hills. 

West Garo Hills. 

Andaman 

Nicobar. 

-----.------------------
The main objective of Consultative Committees is to provide a forum 
under which banks, other financial institutions and State development 
agencies could discuss developmental problems and the type of contribu­
tion that the banks could possibly make towards them. 

3.56. It should be recognised that the task of promoting development 
of a given area or district is one which has to be tackled by a number of 
development agencies, including banks, which have all to act in unison. 
It would be unrealistic to imagine that :this ta~k can be performed 
adequately by anyone single set of institutions, say the banking and 
financial institutions. They do have an important role in promoting 
development but cannot possibly handle such a gigantic task entirely 
on their own. Development agencies in charge of planning. agricultural 

• development, promotion of industries and social services etc. have to play 
a major role in identifying schemes of investment and developmen 



70 

3.57. With a view to making an effective contribution to the task 
of developmentfi lead banks keep themselves in continuous touch with 
the different development authorities operating in a given area. Several 
banks have prepared in-depth studies relating to credit requirements ot 
certain selected areas. Detailed credit plans have also been prepared for 
~ve districts. These attempts have reveald that, with the constraints on 
the physical and financial resources of the banks, it will not be possible for 
them to simultaneOUSly take up the work of carrying out in-depth studies 
and preparing credit plans for a large number of distircts: nor will it be 
possible for them to meet on their own the entire credit demands in tbe 
lead districts as assessed in these· studies. For example, the State Bank 
of India, which has recently prepared a detailed credit Plan for Gorakhpur 
district, has come to the conclusion that even after opening of branch:s 
as proposed in the credit plan, the commercial banks would be able to 
directly meet only about 15 per cent to 20 per cent of the credit expansion 
envisaged in the agricultural sector unless the cooperatives at the primary 
level are strengthened and made suitable. Comprehensive and detailed 
plans consume a lot of time in their formulation and can at best serve as 
models. On the other hand, the in-depth studies confined to command 
areas of selected branches and relating to specific activities are somewhat 
easier to undertake and are also more useful from the operational point 
of view and the banks are preparing such studies in an increasing numbers. 

3.58. The progress in the matter of the implementation of the lead 
bank responsibility in different areas comes in for detailed and critical 
examination not merely at the meetings of the District Level Consultative 
Committees but also in other forums too, such as State Level Consultative 
Committees, meetings of the Finance Minister and officials of the Depart­
ment of Banking with Chairman and other executives of banks etc. It 
will be thus observed that the importance stressed b, the Committee in 
regard to periodical stock taking has been recognised by the Government. 

3.59. The Department were asked to furnish details of the programme, 
if any, to carry out in-depth studies relating to the credit requirements of 
areas/districts in respect of which such studies have not been made so 
far and also to prepare credit plans in respect of those areas/district!!. 

3.60. The Department in their written reply (November, 1976) 
stated: 

"No time bound programmes have been prescribed for carrying 
out in-depth studies for preparation of credit plans by the 
Lead Banks in respect of their lead districts. According to 
the reports ceceived by us, credit plans have been prepared 
for 51 districts, which are in various stages of implementa­
tion. Besides, the Lead Banks have undertaken in-depth 
studies in certain block/districts. The Study groups on the 
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working of the Lead Bank Scheme in Gujnrat and Mahara. 
shtra have in theic report made recommendations on the 
general line of action to be followed in regard to preparation 
of credit plans. They have suggested that banks should set 
about the task of formulating individual, viable and bankable 
schemes which can be immediately implemented and com­
pleted over a reasonable time span of 3 to 5 years. These 
schemes should be in the broad area of the priority sectors 
and to the extent possible should be capable of being fitted 
in the major schemes such as MFAL, SFDA, DPAP etc. It 
has also been indicated in the report that the schemes should 
be based as far as possible, on the existing infrastructural 
facilities available so that the scheme would be ready for 
immediate implementation. Certain other ground rules have 
also been laid down for the preparation of schemes and 
implementation thereof." 

3.61. Regarding the progress made on formulating and implementing 
District Credit Plans, the Department has stated in a subsequent reply 
furnished in March, 1977: 

"Banks have now been advised to take up the task of formulating 
District Credit Plans on a priority basis and endeavour to 
have such plans ready for implementation in all the lead 
districts by the end of the Fifth Five Yenr Plan. A watch 
is being kept on the performance of the banks in this regard. 
It has, however, to be appreciated that given the magnitude 
of the work involved and with the obtaining financial and 
technical man-power constraints of the banks it will be 
unrealistic to expect them to take up the task simultaneously 
in all the districts. However, banks have now been advised 
to l'ak~ up the work in their lead districts in accordance with 
a programmed schedule. 

In view of the fact that more important than the formulating of 
District Credit Plan is its implementation, the lead banks 
have been advised to ensure that the District Credit Plans 
formulated by them have the necessary support and approval 
of the participating institutions and are dovetailed into the 
development plans for the Districts wherever such plans have 
been drawn up. It has also been emphasised that the Lead 
Banks should consult and involve the other participating 
financial institutions and District Planning Agency in the 
process of plan formulation so a'S to secure better all round 
cooperation in its implementation. The lead banks have 
been advised to keep the implementation of thc programmes 
under constant review and to have the progre~s in that 
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regard reviewed at the meetings of the District Consultative 
Committees. The lead banks. as also the banks not having 
lead responsibility in a particular district are expected to 
ensure a proper feedback to the Head Offices in regard to the 
implementation of credit plan programmes. Government 
have also recently asked the lead banks to furnish a six-
momhly report regarding the implementation of the credit 
plans wherever they have been formulated and are under 
implementation. 

The process of formulation and implementing District Credit Plans 
has, however, been already started by the lead banks in many 
districts. as part of their leadership responsibility under the 
scheme. Available information show~ that the banks have 
so far formulated 123 credit plans for Its many districts." 

3.62. The Department of Revenue and Banking were asked to state 
\\hether any reviews had been made to assess the Lead Bank Schemes 
which were framed to serve the purpose of providing easy credit facilities 
to the weaker sections and removing credit imbalance in regional and 
sectoral banking development. 

3.63. The Department in their reply (November, 1976) stated: 

"Pursuant to the decision taken at the Western Regional Consulta­
tive Committee held on the 2nd August, 1975, Reserve Bank. 
constituted two Study Groups to examine the working of the 
Lead Bank Scheme in the States of Gujarat and Maharashtra. 
The Group submitted a combined report in view of the 
similarity of the problems relating to the operation of the 
Load Bank Scheme in both the States. Although the study 
covered only two States, the conclusions drawn and the 
recommendations made in their report have relevance for the 
operation of the Scheme in the cO'mtry as a whole. As a 
follow-up measure. copies of the report have been forwarded 
to the Lead Banks, other banks without lead status and all 
State Governments with a request to initiate action on the 
recommendations of the Study Groups. Further, based on 
the suggestion made in the report, a High Power Committee 
has been constituted in the Reserve Bank with one of the 
Deputy Governors as the Chairman. Pursuant to the 
!'uggestion made by the above Committee at its meeting held 
in March, 1976 Reserve Bank has suggested to all the State 
Governments that there should be a focal point at the State 
Government level in the form of a cell attached either to the 
Secretariat of the Chief Minister or to the Planning and 
Development Department and similar cells at the District 
level so as to maintain effective liaison between the Lead 
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Banks and the State Government at the, State and distrIct 
levels. The matter is being pursued by the Reserve Bank 
with the State Governments. 

Pursuant to the decision taken at the first meeting of the High 
Power Committee, ali Lead Banks have been called upon to 
submit half-yearly progress reports as at the end of June 
and December every year in respect of each district allotted 
to them under the Lead Banle Scheme indicating the progress 
made and the difficulties . encountered in the implementa­
tion of the Scheme. The first progress report relating to the 
period ended June 1976 is expected shortly. These reports 
will be studied for the purpose of keeping the overall progress 
of the Lead Bank Scheme under critical review and for issuing 
suitable guidelines for its effective implemenation.'" 

3.64. Asked during evidence whether the progress reports of the 
Lead Banks for the period ending 30th June, 1976 have been received by 
the Reserve Bank, the Secretary (Banking) stated: 

"The progress reports were to be submitted to the Reserve Bank 
by the Lead Banks for the period ending 30th June by 30th 
September, 1976. We are informed that 19 Lead Banks 
have submitted complete reports in respect of all the dis­
tricts . 

• • ... • 
Three lead banks have submitted reports in respect of some of 

the districts and three lead banks are yd to submit their 
reJXlrts we have asked them to submit the reports . 

... ... ... • 
The reports that have been received, are under study and ex­

amination. It is. however, observed that this being the first 
type of reports that have been submitted, the reports are not 
complete in some cases in all resp~;:ts. Therefore, the 
matter is under correspondence. It is somewhat early to 
draw any conclusions from the Reports that have been 
submitted. 

3.65. Subsequently in November 1977, the Ministry in a note stated 
as follows: 

"The Reserve Bank of India have reported that the first progress 
report for the period ended June 1976 as well as the sub­
sequent one for the half year ended 31st December, 1976 
have been received by them from the lead banks in respect 
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of all the districts allotted to them except in respect of 25 
lead districts fot the latter half year. As regards the pro­
gress reports for the half-year ended 30 June 1977, the 
Reserve Bank of India have so far received reports in respect 
of 126 districts only. While 8 banks have submitted reports 
in respect of all the S6 lead districts allotted to them, 3 banks 
have submitted reports in respect of 70 lead districts out of 
95 districts allotted to them. Th: remaining 13 banks have 
not so far submitted reports in respect of any of their lead 
districts. The matter regarding non-submission of the reports 
is being actively pursued by the Reserve Hank: of India with 
the defaulting banks. 

3.66, The reports for the period half-year ended June/December. 
1976 have been scrutinised by the Reserve Bank of India and it is observ­
ed by them that the particulars furnished therein relate mostly to bank­
able schemes prepared by the lead banks for their lead districts and 
launched before formulation of the relative district credit plans. A!: such 
most of these schemes are outside the credit plans and have been framed 
from the banks' own point of view. Where the bankable schemes covered 
by the credit plans have been launched in consortium with other banks, 
information regarding the lending level achieved by other banks have not 
been furnished in most cases and the main difficulty expressed by the 
lead banks in this regard is that the relative information has not been 
forthcoming from other financial institutions. The matter is being taken 
up by the Reserve Bank of India suitable with the concerned authorities. 
The scheme as indicated in the progress reports cover the entire district 
or one or more blocks in the districts and are intended to be implemented 
over periods generally ranging between two and five years. In several 
cases, banks have only mentioned in general terms, the nature of the 
schemes introduced without indicating the actual lendings in re:~pect 
thereof. In cases where the actual lendings have been given, it ha~ not 
been possible to assess the progress in the implementation of the schemes 
in the absence of information about phasement of the credit deployment. 
In certain cases, information has also not been given about the total out­
lay involved in individual schemes and its allocation amongst the finan­
cial institutions operating in the district. The deficiencies observed in 
the progress reports are being taken up individually by the Reserve Bank 
of India with the banks. 

3.67. According to the information given in the progress reports for 
the period ended 31st December. 1976 credit plans have been prepared 
in respect of 179 districts and they have been launched for implementa­
tion in 68 districts, for the remaining districts, the plans are at various 
stages of preparation and are expected to be completed by March, 1978." 
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3.68. With regard to the composition of the District level Consulta-
tive Committees, the Estimates Committee in 'paragraph 3.47 of the 
Report ibid had observed:-

"The Committee need hardly stress that the composition of the 
District level Consultative Committees should be broad 
based. Besides including persons who are active in indus­
try, commerce, education, social uplift and representatives 
of Zila parishads, it should be ensured that adequate repre­
sentation is given to representatives of weaker sections of the 
society who are actively engaged in the work of improving 
the economic and social conditions of the weaker sections." 

3.69. The Department in their reply (October, 1974) stated: 

"The District-level Consultative Committees, as compact bodies 
serve primarily as a forum for seeking coordination between 
the financial institutions and the district authorities in charge, 
of development programmes. Though not as a matter of 
couTSe, representatives of associations representing various 
interests like small scale industries, plantations etc. have been 
occasionally associated with the deliberations of these com­
mittees, in some districts. In the interest of efficient func­
tioning of these committees, it is considered necessary that 
their membership should not be allowed to become too 
unwie1dly. However, to start with, it is proposed to a'5sociate 
non-officials with District Consultative Committee of one dis­
trict in each State on an experimental basis. On the basis of 
the experience gained, the performance of these Committees 
will be reviewed before the scheme is extended to other dis­
tricts." 

3.70. The Study Group on the working of lead bank schemes in the 
States of Gujarat and Maharashtra identified various deficiencies and 
drawbacks in the functioning of the District Consultative Committees 
which were indicative of the fact that effective repon between tllC Lead 
Banks and the Government at the district level which is an important 
prerequisite for the operation of the scheme had not been fully esta­
blished. They have also suggested that the rapport between the banks 
and Government and the involvement of official with the banks' financial 
programme should not be restricted to the district headquarters, but 
should percolate to the branch level. 

3.71. The Department were asked to state whether the question of 
revitalisation of District Consultative Committee had been considered 
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with a view to cover rural and backward areas and hitherto neglected sec­
tors. The Department in a written reply (November, 1976) stated that 
the Study Groups on the working of the Lead Bank Scheme in Gujarat 
and Maharashtra have in their report laid down certain guidelines for the 
operation of the Lead Bank Scheme. These guidelines contain certain 
specific suggestions for revitalisation of the District Consultative Com­
mittees. The Suggestions cover aspects such as constitution, composition 
and functions of these committees. Copies of the relative report have 
been forwarded to the Chairman of the Lead as well as non-lead banks 
with specific instructions to arrange for circulation of the guidelines drawn 
up by the Groups among their branches. In addition, officers of the 
Reserve Bank of India attend the meetings of the District Consultative 
Committees so as to provide necessary guidance for the etlective function· 
ing of these committees. 

3.72. When asked to intimate the progress made with regard to repre­
sentation on the district level Consultative Committees of the weaker sec­
tions of society and the experience gained by associating nOli-officials 
with these Consultative Committees, the Depa·rtment informed the Com­
mittee that the Reserve Bank has advised the lead banks to assoc;nte non­
officials in the districts indicated in their circular letter March 19, 1976 
and report their assessment about the contribution made by the non-oHi­
cials in the deliberations of the committees, by the mlddl~ of 1977. On 
I'eceipt of the reports from the banks, the question of extending/continu­
ing the experiment to other districts will be considered. 

3.73. The Department in a subsequent note further stated that they 
have asked the designated banks to constitute State-level Bankers' Com­
mittees so that State level problems requiring consideration from the 
banking system at least at the middle management levels and froblcms 
remaining unresolved at the district levels could be sorted out by the 
Zonal jRegional Managers of the banks at the meetings and necessary 
guidelines/instructions issued to the bank branches. The convener banks 
have been specifically advised to invariably invitp. the representatives of 
the State Cooperative Banks and Land Development Banks to the meet­
ings of these committees. Committee meetings are also attended by officers 
of the RBI. Such Committees have been organised in all the States. The 
Planning and Development Departments of the ~onvener banks provide 
the secretarial assistance to these committees and aho keep a watch on 
the follow-up action taken on the decision arrived at. On specific issues 
having an all-India bearing such as opening of branches in unbanked 
blocks, the Department of Banking also keeps a direct watch on the 
follow-up action. 
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3.74. The Department of Revenue and Banking informed in a written 
note that the High Powered Committee of the Reserve Bank, at their 2nd 
meeting, considered the matter of bringing about a better appreciation 
and understanding of the objectives and implementation of the Lead Bank 
Schemes by the State Government officials and the concerned personnel 
from commercial banks. In order to bring these two sets of functionaries 
together for a better appreciation of each other's problems, it was decided 
to have a programme of training in consultation with National Institute 
of Bank Management at the National level, State level and the District 
level. Initially it was proposed to arrange for such training prC'gramme 
in the States of Uttar Pradesh and West Bengal. 

3.75. On the question of training of State 
personnel of commercial banks, the Secretary 
evidence: 

Government officers and 
(Banking) stah .. d during 

"The Reserve Bank has reported to us that in respect of the train­
ing of State Government officials and personnel of commercial 
Banks, a three-tier programme is being envisaged. One is at 
the national level for development planners from the States 
and very senior executives of the banks. This natiDn:!1 level 
conference, as they call it, will look into the basic policies in 
regard to the operation of lead banks' schemes will, a view 
to arnvIDg at a consensus for future action and ~trategy. 

Then at the State level, there will be a two-day work shop 
at which the participants will be at the level of district admi­
nistration, the people in the Development Commissioner'S 
office and the regional bank managers. The third nne is a 
longer duration course for three days for district officials and 
for the branch managers of the lead banks in the distract con­
cerned. In this conference at the district level the specific 
local issues will be discussed. We are trying to have three­
tier system. As regards the question as to when t!1e pro­
gramme is to be started, the National Institute of Bank 
Management has been entrusted with the task of trying 10 

organise this Conference. It is going to be initiated in the 
States of Uttar Pradesh and West Bengal. After seeing the 
experience, they will try to extend it to other area~. The 
organisation of this course will naturally take some time. Tt 
is expected that in the first half of 1977, this cour~e will be 
started in U.P. and West Bengal." 

3.76. The Ministry informed in November, 1977 that the NIBM 
which was entrusted with the finalisation of the training programme is 
expected to start it in Uttar Pradesh soon. After the planning of the 
Uttar Pradesh programme is over, NIBM would take up similar steps in 
West Bengal. 
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3.77. In paragrapb 3.26 of their 62ad Report the Committee had 
expressed their disappointment at the very slow and tardy progress made 
nnder tlae l..cud Bunk Scheme introduced as far back as 1969 and had 
stressed immediate gearing up of the lead bank machinery at all levels. 
The ('ommiUec haw been informed that the lead banks have since com­
pleted surveys of 011 tbe ~38 di!Jtricts covered under the scheme and that 
t1,ese suney reports huve ).iclded useful benchmark data, relat;ng to growth 
centres, credit gaps, occupational structure, main crops and several other 
economic and social aspects. The District Consultative Committees have 
been set up in all districts excepting 4 districts of Meghalaya nad 2 districb 
of Andaman and Nicobar islands. But the credit plans have so iar been 
prepared in respect of 179 districts as per progress reports for the period 
ended 31 December, 1976 and these plans have been launched for imple­
mentation in 68 d;stricts. For the remaining districts the plans arc at 
various stages of preparation and were expected to be completed by March, 
1978. P~.'lIl. 

3.78. The Committee are concerned at the slow progress made in the 
preparation of ('redit plans by tbe banks. The Committee urge that deter­
mined effort .. should be made bv the Deparhnent and -the Reserve Bank to 
ensure that remainin~ credit plnns orc finalised as scheduled and arc launch­
ed for implementation without any loss of time. A -close watch should 
be kept over the progress made in the formulation of these plans so that 
remedial measures are taken wherever necessary at the earliest. The 
Committee hope that tbe district credit plnns are being formulated by the 
barks with the necessary co-operative support and approval of all the par­
ticipating institutions and developmental agencies so that viable schemes of 
investments and development are identified and there is no problem in their 
implementation within a time bound programme. 

3.79. The Committee need hardly stress that the schemes included in 
the credit plans should be implemented within a time bound programme 
and a periodical review be made to watch the implementation of the 
s('hemes . 

. 3.80. The Committee note that based on the suggestions of the study 
groups on tbe lead bank scheme in the States of Gujarat and l\1aharashtra, 
8 High Powered Committee had been constituted in the Reserve Bank with 
one of the Deputy Governors as the Chairman. Pursuant to the recom­
mendation made b:v the Higb Powered Committee, the Reserve Bank ha't 
sU~l!ested to the State Governments to set up focat points in the form of 
cells at the State Government level and district levels to maintain effective 
liaison between the lead banks and the State Government at the State and 
District levels. The Committee desire that the setting lip of tbe cells 
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should be vigorously pursued with the State Governments for the effective 
Implementation of the lead bank scheme. 

3.81. Pursuant to the decision of the High Powered Committee, all 
lead banks have bee.l asked to submit half-yearly progress reports at the 
end of lune and December every year in respect of each district aUotted to 
diem under the lead bank scheme indicating the progress made and the 
difficulties experienced in the implementation of the schemes. The Com­
mittee have been informed that the progress reports for the period ended 
JUDe, 1976 as weD as subsequent ones for the hal(';;year ended 31 Decem­
ber, 1976 have been received by the Reserve Bank from the lead banks in 
respect of all the districts allotted to them except 25 lead districts for the 
latter half year. For the half year ended 30 June, 1977 the Reserve Bank 
have so far received reports in respect of 126 districls only. Only 8 banks 
have submitted reports in respect of the S6 districts aUotted to them 3 
banks have submitted reports in respect of 70 districts out of 95 districts, 
aUolted to them and the remaining 13 banks have not so far submitted 
reports in respect of any of their lead districts. The Committee take a 
serious view of the dt'lay in submission of progress report by banks. They 
desire that tbe need for timely submission of progress reports should be 
impressed npO.1I defaulters. 

3.82. The Committee note that scrutiny of the progress reports for half 
year ended June/December 1976 has revealed many deficiencies. The Com­
mittee would emphasise that the R.B.I. should prepare a formnt fOt" these 
reports indicating fhe various aspects on which information ie; desired aud 
in!list on timely suhmission of the progress reports which should be COlD­
plete i'li all re"pects. These reports should be critically examined by the 
Reserve Bank with a view to arriving at definite conclusions and issuin~ 

suitable guidelinl's for the effectiVe implementation of th~ scheme. 

3.83. The Committee note that two study (.rollps appointed by the 
Reserve Bank on the working of the Lead Banks Scheme in Glljamt and 
Maharashtra have in their report (December, 1975) identified variolls 
deficiencies and drawbacks in the functioning of the District Consultative 
Committees. According to the Study Groups effective rapport ",etween the 
Icad banks and the Government authorities at the district level whicb is an 
important pre-requisite for operation of the scheme, had not been fully 
e~tablished. The Working Group have laid down ".;deJincs for revitnli<;a­
fion of the District Consultative Committees. The Committee desire that 
a close watch should be kept to ensure that tbe ~';delincs 01'(' followed hv 
an lead banks for the stren~hening of these COllsultative Commitfee~. and 
that necessary rapport between the banks and other development authori­
fie'i is established af fhe district level. 
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3.84. In paragrapb 3.47 of the 62nd Report the Committee had 
recommended that non-officials particularly tbe representative of the weaker 
sections should also be associated with the District Consultutive Commit­
tees which provide a forum (or discussion of developmental problems of 
the district and contribution to be made by the banks towards their solu­
tion. The Committee have been informed that the Reserve Bank have 
advised the lead banks in March, 1976 to associate non-otficials at least 
in o'1le district and report the assessment about their contribution to tile 
deliberations of the Committee by the middle of May, 1977. Tbe 
Committee feel that the association of members of weaker section in these 
committees would help in highlighting their pro.blems at this forum. They 
would therefore like their representatives to be associated with these 
committees. 

3.8S. The Committee note that the designated banks have been asked 
to constitute State level Bankers' Committee so that State le~'el problems 
requirin~ consideration from the banking system at least at the middle 
management level"i and problems remaining unresolved at the district levels, 
could be sorted out by the Zonal/Regional Managers of the banks at the 
meetings and necessary guidelines/i'nstructions issued to the bank bran­
ches. Such Committees have been organised in aU the States. The 
Committee hope that these State level Bankers' Committee will be effective 
in resolving the varions problems whiCh remain unresolved at the district 
levels. 

3.86. The Committee note that High Powered Committee at its second 
meeting decided to have a 3-t~er programme of training of hllllk official" in 
consultation with the National Institute of Banking Management (NIBM) 
at the nat:c;u; : _, d, State level and district level in order to bring about 
better appreciation alld understanding of the objectives of implementation 
of the lead bank scheme bv the State Government officials and those from 
the commercial b:mks. '~itially it is proposed to arrant~e for such train­
ing programme in fh" State of Utta" Pr"flesh and \\-est 8ent!lt1 in the first 
half of 1977. Subsequentlv, the Ministry informed ill Nm'embcr, 1977 
that the NlBM was expected to start the trainiRI! programme in the State 
of Uttar Pradt>"h "OIlD ,,~d n~tl'r the plannin~ of the littar IJradesh Pro­
~ralT'me was over, NIBM would take up' similar sters in West Bengal. 
The Committee trllst that the training prorramme has been orj!sni4led in 
the States of Uttar Pradesh and West Bengal. They desire that based on 
the experience Wlined from the tralninJ! programme in the States of uttar 
Pradesh and West Bengal, the same would be extended to olber State'!. 
with suitable modifications wherever Recessary. . ,~ •• 
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c. Regional Rural Banks 
3.87. In a note fUTDished to the Committee,' Department of Banking 

:has stated that after nationalisation of 14 major Indian Scheduled banks, 
concerted efforts were made to increase the commercial bunks' h!l1ding to 

.agriculture and allied activities and other priority sectors. Howcver, it was 
.noticed that in agriculture, major share of amount of loans were availed 
of by comparatively bigger farmers and the small farmer~ and agricultural 
labourers could not utilise the loan Ifacilities from these banks to the 
desired extent. In view of this it was felt that new institutions may be 

. started on the basis of attitudinal and operational ethos entirely different 
from those obtaining in the public sector banks. A Working Group 
headed by Sh. M. Narasimhan was, therefore, appointed to examino 
the setting up of new institution. particularly to serve small and marginal 
,farmers, agricultural labourers and to rural artisans, small entrepreneurs 
and persons of small meam engaged in trade commercc or indusrty or 

. other productive activities. The Group suggested establishment of 
'Regional Rural Banks, to cater to all kinds of productive credit of small/ 
marginal farmers, rural artisans and landless labourers both directly as 
wen as though farmers service societies within the notified area of the 
'Bank. They will also grant consumption loans to the poorer sections of 
their clienele within specified limits for specified purposes. 

3.8R. The Organisation of Regional Rural B;mk~ was expected to go 
hand in hand with tne strengthening of rrimary societies at the base level 
and universalisation of membership of the societies and cstablishment of 

. Farmers' Service Societies. 

3.89. On the basis of the recommcndation~ of the Study Group, the 
'("jnvernment promulgated an Ordinance in 1973 and thereafter the 
Ordin:lllce was replaced hy the Regional Rural Banks Act, J 976. 

3.90. The Regional Rural Banks are being set up under the Rl'gional 
'Rural Banks Act, 1976. The first batch of 5 'R,egionaJ Rllral Banks 
were established on the 2nd October. 1975. These banks have for­
mulated various schemes for financing small/marginal farmers, rural 
artisans and agricultural labourers. While farmers arc provided produc­
tion and investment credit. thc agricultu.ral lahourers are given loans 
mainly for undertaking allied activities like d,tirv. poultry. piggery etc. 
tc augment their income. These banks have also formulated scheme~ for 
financing non-agricultural activitic'l like haskct-making. pottcrit·". doll, 

making and other small trades of local .,aturc. 

3.91. Loans arc provided on easy ·erms. kccpinl' In view their 
requirements and repaying capacity. without insisting on tangible 
security or margin money. Loans are ~xtcnded on per~onne1 or group 

·guarantee basis. Tt has been the policy to charge intere~t at rate<; on 
'par with those charged by the cooperatives in the area. 
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3.92. In another note (November, 1977) furnished to the Comittee •. 
the Department have stated that the Government have so far established: 
~ Regional Rural Bws in 16 States cO'vering 87 distrjct~. A complete' 
),ist of these banks is given at Appendix VI. 

3.93. The following criteria have been adopl~d for ~clccling locations 
for Regional Rural Banks: 

(i) Presence of adequate developmental potentiality. 

(ii) Weak co-operative credit structure and 

(iii) inadequale coverage hy commerdal hanks. 

COl/stilI/lion of Board of lJircctor.1 of Rl'~i()nal Rural Balik\' 

3.94. The Committee asked whether officers of lhe Central Govern­
ments/State Governments!Lead Banks arc represented on the Board of 
Directors of Regional Rural Banks. In a nOle (November, 1977) the 
Ministry stated that the section 9( I) of the Regional Rural Banks Act, 
1976 which lays down the constitution of BOiHlI of Director~.of a 
Regional Rural Bank provldes:-

The Board of di.rectors shall consist of the Ch:lirman appointed under 
sub-section (1) of Section 11 and the following other members, namely: 

(a) not more than three directNs, 10 he nominuted by th~ Central 
Government. 

(b, not more th~n tW(l djre~·t(lrs. to he nominated hy the con­
cerned State Government and 

(c) not mOre th:m three diroctors, to be nominated by the Sponsor 
Bank." 

2. In pursuance of the above proVIsIons, Central Government, the­
concerned State Government and Sponsor Bank have nominated 3.'2 and 
3 directors respectively on the Board of each Regional Rural Bank. 

3. The Directors nominated by central Government have been drawn 
from the following sources: 

(i) one from the nep;lrtl1lcnt I);' Fconolni,: Afl'airs (Banking' 
Division). 

(ii) one from Reserve Bank of India. 

(III) One from the Department of Agriculture or Department oC 
Rural Development in the Ministry of Agriculture and Irriga­
tion or from Depa.rtment of Co-operation in the Ministry of' 
Civil Supplies and Co-operation. 



4. In a few cases persons of eminence belonging to the concerned 
State have been nominated as Central Government Diretcers in Beu of 
ofJicers mentioned at (iii) above. 

5. Nomineees of the State Governments and Spooesor Banks he., 
~neral1y been their own officers; some State Governments and Sponsor 
Banks have however nom~nated their own officers as well as non-officials." 

3.95. So far no specific study of the working of the Regional Rural 
Manks has been made by Government. However, the performance of 
these banks is being watched by Government continually. Every Re­
gional Rural Bank is required to furnish its monthly progress report in a 
prescribed proforma to Government immediately after the c1oS\! of the 
month. The progress of these banks is also monitored by the Steering 
Committee on Regional Rural Banks under the Chairmanship of Shri B. 
Sivaraman, Member, Planning Commission. 

3.96. The former Minister of Revenue anci Banking also held two 
meetings, one in July 1976 and the other in January, 1977-with the 
Chairman of Regional Rural Banks and reviewed the progre<; ... made by 
them. 

3.97. Regional Rural Ranks generally charp~ interest at rates which 
arc being charged by the cooperatives in their areas of operation. The 
rates charged by cooperative vary from area to arca. These rates 
generally range between 13-1/2 per cent and J 4- 112 per cent. 

3.98. The rates of inters! charged by thc public sector banks 011 

agricultural advances range between R-l /2 per cent 16112 per cent. 
Keeping in view the socio-economic objective of promoting small 
endeavours and helping weaker sections, the public sector banks as a rule 
give small borrowers a preferential treatment in advancing credit as also 
in the rate of interest. For this purpose, gradcd rates of interest are 
charged by the public sector banks on agricultural advances according to 
tIIcf. size of land holdings wherein farmer with smaller holdings arc charged 
lower rate of interest than that from bi~ger cultivators. Besides, under the 
scheme of DJR the weaker amon~ the weak in various sector~ including 
agriculture arc given bank tinance at 11 nominal rale of interc<o;t of 4 pCI' 
cent. 

3.99. While the rates of interest charged by Regional Rural Banb 
are on par with those charged by the cooperative, in certain cases thc~e 
ra~s are higher than those charged by the commerciol banks. While 
the rates charged by the Regional Rural 'Banks in certain case!:, in certain 
otHer cases, these are higher. This is because there is an clement of 
.t4ffetentiation in the rate!: of interec;t c"ar!!ed by the Commercial Banks 
trom different categories of agricultural horrowet"l. Since the entire 
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clientele of the Regional Rural Banks belongs to the weaker sections there 
is no !ICOpe for discrimination in (he matter ot rate of interest cbarged 
by a Regional Rural Bank. Moreover, care has to be taken to see that 
the introduction of Regional 'Rural Banks in the rural sector does not 
jeopardise the growth of the cooperative system. Taking this aspect ill 
view. it has been deliberately decided that Regional Rural Banks would 
charged interest at rates charged by the cooperative in their areas of 
operation. 

3.100. Asked as to how it was ensured that the branches of Regional 
Rural Banks were set up in the most bank starved area first, the Secretary 
(Banking) stated during evidence: 

"There is a steering Committee set up for monitoring the pro­
gramme of rural banks. It is headed by Shri Sivaraman, 
Member of the Planning Commision for the location of rural 
banks on the ba.sis of that criterion. taking into consideratio. 
the requirements and supp),y of cr.!dit and the credit ~ap and 
the prerdominance of small and marginal farmers and rural 
artisans who are expected to the served by this institution. 
Once this Steering Comrnitt"e recommends the list of locations, 
they have to be approved by the Prime Mini~ter. After that 
the banks are established." 

3.101. Asked whether there was any time-bound programme for the 
establishment of these banks, the Secretary (Rtnking) stated: 

"As far as the time-bound programme h; concerned, we had 
originally anticipated that we will set up 50 rural hanks by 
the end of March, 1977. In addition to thec;e 50, we have 
cleared ten more r,ural hanks and only the locations an.' tCl he 
decided by the Steering Committee. Only the head offtco 
the bank has to be in a town because it has to have contact 
with the State Government agencies." 

3.102. Asked to state the measures taken by these banks for their 
effective coordination with the primary ~ocieties and other lending 
institutions like Land Development Banks and Cooperative Banks. the 
ttpresentative of the Department stated: 

"So far as the regonal rural hanks arc concerned, there is a very 
effective way of doing it because their board of directors 
meets very often, once in very two months or even oftener. 
They consist or the representatives of the State Government 
,eneratty a person from the cooperative department. is 
nominated-plus the sponsoring banks's representatives and 
the representatives of the department of banking and the 
Ministry of Agriculture." 
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3.103. The attention of the representatives of the Department was 
drawn to the observation of the working group on Rur:ll BlUlks that there 
was a large unfilled gap in the share of cooperatives as source of clutiva­
tors' borrowings and deposits made by them. Their pro1:,'fess in this 
regard to areas covered being uneven, it had shown widened regional dis­
parities in cooperative functioning. The Secretary (Banking) stated: 

''The basis for the recommendation for setting up rural banks 
was that in certain areas of the country the cooperative 

movement, for various reasons, had not progressed very far. 
and as a result of the failure of the cooperative movement 
to develop in certain areas, agricultural credit was inadequate 
and the rural bank could step into such areas where coopera­
tive system had not struck deep en'lugh root!>. It was not 
the aim so much to rcrnnY\! th~ disparities amon~ the co-
opetrative societies between one state and anolber, but to go 
in their places where they were not functioning well. How­
ver, it is also an accepted policy that the rural banks, as far 
as possible, wou·ld operate in the closest cooperation with 
cooperatives and the farmers' service societies. In fact. the 
idea was that where there were farmers' service !iiocietics, the 
rural bank should lend through them or help organise such 
societies, and only wbere there was no such society they 
could engage in direct lending. so, it was a measure meant 

to supplement the existing facilities." 

3.104. Asked whether any I!IChemell had been formulated by these 
banks for the rehabilitation of freed bonded labourers. a representative 
of the Department stated: 

"The rural banks are for small farmers, agricultural labourers and 
weaker sections, So. 100 per cent of their activities is confined 

to the weaker sections. We have not yet got figures of the 
actual number of freed bonded labourers who have been 
financed, but is meant for them also ~o far as rlU'al banks 
are concerned, direct lending has been only to agricultural 
labourers, small and marginal farmers, freed bonded labour." 

3.tOS. On the question of deployment of deposits generated in rural 
areas in tbose areas themselves, the Secretary (Banking) stated: 

"Tbe funds that are generated in the rural areas by way of deposits 
should be deployed in those areas themselves. This is what 
the working group had also recommended. In order to arrest 
the reverse trend, we try to get the commcrci3l banks to engage 
themselves more in lending in the rural areas. As far as 



the rural banks are concerned, they are fairly new institu· 
tion, but when they get depositS. they will put them back in 
the rural areas . 

• .. .. • 
The working group had also said i:h Jt jf they have to sati9fy 
thefr Investment requirements in terms of the Banking Re­
gulation Act, Ithen those investments should have local 
orientation. " 

3.1 06. Asked Whether any review has been conducted witb regard to 
the functioning of ""Regional Rural Banks, the Ministry informed ill 
November, 1977 that the Reserve Bank of India have set up, in Jane 
1977, a Committee under the Chairmanship of Prof. M. L. Dantwala to 
review the working of the Regional Rural Banks. The terms of reference 
of the Committe are as follows: 

1. To evaluate tht performance of the Regional Rural Banks in 
the light of the objectives for which they were set up. 

2. To indicate ffieir precise role in the Rural Credit Structure. 

3. To make recommendations with regard to the Scope methods 
and Procedures of their functioning and other matten germane 
to the enquiry. 

The report of the Committee is expected shortly. 

3.107. The Committee 'note that accordbaal to informatioa received ia 
Nonmber, 1977, 49 regional rural banks have beeD estabUsbed in 16 
States covering 87 districts. Tbe Committee have been informed tbat the 
criteria adopted for locating tbese banks in the various areas are, presence 
of adequate developmeDtal potentialities, weak cooperative credit structure 
ad laadequate coverage bv commerdal blDlts. De Committee desire that 
"'sed on the experience of working of the regional I'ImII banks, some of 
whkh were set np in 1975, tbe Steerin~ Committee which is responsible for 
monitoring the progntmme of rural banks, may undertake a soevey to 
identify the areas for tbe setting up of these rural bank.; and prepare a time 
bound detailed programme for their setting up so as to cover the eligible 
areas as early as possible. 

3.108. The Committee note that the regional mral bWllk'i have beN 
established to provide proliuctlon and ('on~~lmDfion credit to small and 
ma~inal farmers. r"l'81 arfl~lln~ and lanillcs'i l!1h:mrt'r<; within their are!l", 
"hUe the 'anne" are pr?vided production ('redlt, the .,,-iculfural labourers 
are given loans for nndertakin~ nmed activities like dairy. poultry, pi?,gery 
etc. Mo~ver, schl'm~ have also beea formulated by tbese banks for 



JiDaocial nOD-agricultural activities like basket makiag, doO makiDK etc., 
.by the rural community. 'J be Committee have beeo iDlormed Uaat die 
Reserve BalIk set up in IUDe 1'77, 11 c.;UIDIUitt,,'e uDder the Cbairmaa'ildp 
of Prof. M. L. Dantwala to ftview the workiq of tbe RegioDaI Rural Baab. 
The, Committee bope that the review committee would complete 'beir work 
expeditiousll· Tbe Committee would like to he apprised of tbe recom ..... 
datioas of this Committee and action taken thereoD. Considering tbat .... 
major share of commercial baDks lendiag to agricultural sector was availed 
,of by comparatively bigger farmers, the Committee would Uke thc re\'~" 
,Committee to critically comider this aspect aad suggest necessary measures 
. ",bereby tbe beneftt of 108'D8 granted by the regional rural banks actuaU, 
·should reacb the small and marginal fanners as well as the landless labour­
~rs for which tbese were set up. 

3.109. Tbe Committee note that the regional rural baab paeraIIJ 
charge luterest at rates between 131% aad 141% wldeh are at par with .... 
-cooperatin credit societies in their areas of operation. The Committee 
:note that these rates of interest are lu certain cues bigher thaD thOle 
charged by commercial banks/public sector baaks on agricultural adTaaces 
wbib range between 81% to 16%t, depending on the size of the aRrlculturai 
lboldlngs. De Committee consider tbnt kcepj.JlR in vie" the clientele of 
the rural baab viz., tbe smaO and marginal farmers and tbe IlIricuJta .... 
·labourers etc., the rates of interest charged by tbem appear to be OB the 
higber sIde. The Committee suggest that tbe feasibility of lntrodaeIDc 
scbemes like DIR lind graded rates of interest by the regional rural baDb, 
may be examined particularly wben the clientele served by them, are the 
weaker sections aad the rural poor. 

3.110. The Committee note that tbe rural banks will operate in do8e 
<'ooperation with tbe cooperatives and Farmers Service Societies. They will 
provide loaDS tbrouh tbe Service Societies where they are functioning aad 
will belp to organise the Farmers Service Societies into viable multipurpose 
'societies which may provide inputs of production, storage, marketing etc., 
to their members. The Committee have no doubt tbat tbe~e Banks would 
<'oordinate their activities and planning with the development plans of their 
1Ireas which would conr no' only agriculture but the entire economic activit. 
of the people of tbese areas. The Committee need hardly sires!'! tbe impo.­
tBDce of formulating integrated BDd viable schemes by these baab for na. 
overall improvement in the economic condition 01 tbe areas of tbeir oper ... 
don. 

3.111. The Committee would like to point out that fhese rural banks 
are set up to impart a D~W direction and reorientation to banking operations 

\ \10 in rural areas. The J;uc-eess of these banks would be J •• d!.!ed b~' Ihe implld 
that they make in bringing about ~rOSpt'rity and cc-onomic wrlt.being in 
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die I'11I"II areas of their operation. With the drying up of traditional aoUlte8· 
of funds i.e., the money lenders in rural areas a great responsibUity bas· 
laDen on these bub. The Committee would like these bub to 611 up 
file gap and meet the filUlllc:ial Deecb of tbe rUJ'a1 poor. They further desire 
allat die Regional Rural Banks should Dccord priority to formulating 
aemes for the rebabilitation of freed booded labourers and provide tbem. 
witb necessary loan facilities. 

3.112. The Committee need hardly emphasise that as tbe~e banks would, 
be operating in rUJ'81 areas, they should be stalled very ecoRomicaily Dod 
ill coosonance with rural eovironment. It is also necessary that the staff . 
• f these banks is imparted training at the field level so that the staft bave' 
• deep in-8Igbt and delr appreciation of the requirements of rural people' 
and the cooditions of the rural areas. The success of these banks would 
depend 0.1 (he dedLalcd personn!1 appo·nted to run them, nnd the innova~ive' 
practices which :h ~y employ in dealjn~ with the credi needs of their illiterate 
aDd semi-illiterate clientele. It would be desirable if these banks not only 
provide adequate credit to tbeir dients in time but also assist in educating 
diem on the end-use of such loans and thereby create conducive cUmate for 
repayment of loan instalments. 

3.113. The Committee are anxious that the Regional Rural Baob· 
should provide fUJ'al enviromnent to the credit structure alDd simplify their 
rates and procedure~. They sbould ensure that the administrative and over­
head charges are kept to tbe minimum. It shollid al~o be ensured tbat the 
deposits mobilised by the Regional Rural Banks are deployed in giving 
advances and loans in the respective rural areas so that there is no flow of 
funds from tbe rural area.. to urban areas. The Committee consider that 
In view of the important role assigned to tbe Regional Rural Banks in 
meeting the credit needs of rural areas, it is of utmost importance thai 
their working is l"Ontinllally monitored by the Reserve Bank of India to 
ensure tbat the objectives for which they were set up are acbieved i~ actua.­
practice. 

D. Re-structuring of the Booking System 

3,114. The Committee in paragraph 3,53 of their 62nd Report ob­
eerved:-

"The Committee note that Government have not accepted the re­
commendation of the Banking Commission on the restructur­
ing of the banking system as they feel that the present 22 
banks. structure i~ 'not doin~ badly', and jf they are merged 
'all kind of complications will arise'. The Committee, would 
like Gov('mment to keep under review the question as to what 
would be the most aporopnate structure for the banking sys­
tem within the existing constraints and bring forward concrete' 



proposals at the appropriate time to ascertain public reactionl 
and parliamentary approval before effecting any major struc­
tural change." 

3.11S. In reply. the Department of Banking informed that they had 
taken \ Dote of the recommendations of the Committee. 

3.116. The Department was (in Scp·cmb.:r, 1976) asked whether they 
had reviewed the question of restructuring the banking system within thc 
existing constraints, alld whether any concrete proposals in this regard 
bad been framed. 

3.117. The Department in their reply (November, 1976) stated:-

"Government of India have on 28-7-1976 set up a Commi~sion 
to review co:nprehensively the existing organisational struc­
ture of the twenly-two public sector banks (viz. State Bank of 
India, its seven subsidiaries and . the fourteen nationalised 
banks) keeping in view their existing and prospective geogra­
phical and functional coverage, the present stage of manage­
ment development obtaining in them and also the need for pre­
serving and promoting factors motivating the employees and 
recommend such changes in the structure of these public sec­
tor banks, including their regrouping I and re-organisation, into· 
optimum number of units and other measures as it may deem 
necessary to secure:-

(a) a deeper and more direct involvement of public sector banks 
in the process of rural development; 

(b) an accelerated progress towards a more balanced regional 
devlopment, both in terms of availability of banking ser­
vices and deployment of funds; and 

(c) closer links between the public sector banks and other credit 
and development agencies at different levels to facilitate 
joint and coordinated action in formulating and imple­
menting banking plans within the framework of national 
planning. 

3.118. The Commission ,has been asked to submit its report to Gov­
ernment within a period of not exceeding 12 months." 

3.119. When asked to indicate the progress made by the C"mmission 
In the work assigned to them, the Secretary (Banking) stated during evi­
dence:- i 

HWe are informed that the Commission has been taking evidence 
from Chief Ministers, officials of different State Governments. 
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Members of Parliament, dift'erenl chambers of commerce and 
industry etc. regarding credit gaps in banking needs in diffe­
rent parts of the country and in different sectors of the 
economy. They huve made considerable progrec;s in their 
work. They have been asked to submit the report within 12 
months. We cannot remind them. They are making good 
progress. We expect that they will submit the report within 
12 months. It is a high-powered Commission." 

3.120. In a subsequent note dated 1-6-1977 furnished to the Com­
'mittee, the Department of Revenue and Banking informed that the Chair-
man of the Commission. resigned from the Chairmanship of the Com­
missrctl with effect from 10th February, 1977. When the question of 
appointing a new Chairman of the Commission came up for consideration, 
the Government also took the opportunity to review the question relating 
to the continuance of the Commission and its terms of reference. After 
careful consideration of all the related issues, it was decided. with the appro.­
val of the Cabinet. to wind up the Commission and accordingly it was 
wound up with effect from 22-4-1977. 

3.121. The Commission had commenced its delibcrations in August, 
1976. It had sent out a questionnaire and collected written and oral 
evidence. All the data thus collected by the Commission, till the date 
it was wound up, will be proces~ed in the Banking Wing ill consultation 
-with the Reserve Bank of India, wherever nccessary. The Commission 
had not sumbitted any interim report. 

3.122. ne Committee in paragraph 3.53 of their 62nd Report (19'73-
74) had desired the Government to keep under review the questioD of the 
most appropriate structure for the bankinR system in the country. The, 
note that Government have wonnd up the Banking Commis.~oD whkh was 
set up In July, 1976 to review, inter alia the exisdng organisational structure 
of the 22 pubBe sector hankrl and to recommend suitable chan_s in . the 
structure of these public sedor banks iac1udlnj! their r~roapinlt and Fe­

o~anisation etc. The Committee ronsider that as the dafJonali~d bank.s 
are workin~ for aboot 8 ~eftrs now, it Is biJ!h time that ft comprehen!live 
review be made to evolve tbe most appropriate rltructllre for the bankin~ 
system in the coontry and concrete proposals in tbis relard are broueht 
forwllrd by Go.vemm(:nt to ascertain pubOc reactioo and parliamentary 
approvai. 

E. Credlf ev.tension to bach'ard districtshlrca'l 

3_123. 1n par;wrnnhs 3.61 & 3:62 of their fi2nrl Rrrrrt. the Com­
mittc-e h:ld noted wilh con-cl~rn that thou~h one of the .obiectives of bank 
nrltionalisation was to stimulate !!rowfh and development of backward 
districts/areas. no special measures hnd yet been taken- by the nationa-
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Used banks in this direction. While recognising the develo~cnt uf back­
ward districts/ areas to be the main respoD5.ibility of the State Govern­
ments, the Committee had expressed the view that the nationalised baw 

.bad also been entrusted with a specific responsibility in this behalf. The1 
had expressed the hope that the Department and the banks woukl take 
concrete steps towards the fulfilment of this objective by formulating 
special bankable schemes for development of backward districts/areas 
and bringing about suitable changes in their method of operatioll. 

3.124. The Department of Revenue and Banking in their reply 
(October. 1974) stated that any effort aimed at forcing the pace' of cco-­
nomic development in backward regions presupposed a capacity and 
willingness of that regions to undertake heavy long-term often non-n> 
coverable. investment in creating basic pre-requisite for development. The 
magnitude and complexity of the task and the' degree of expertlsl! needed 
to draw up and implement different projects is such that only sustained 
Government implemented plan programmes can make any discernible 
impact on the problem. It has also been stated that State Governnlcnts 
will have to offer incentives sufficient enough to compensate entrepreneuR 
for the disadvantage of location and encourage them to ~et up industrial 
ventures in the backward areas. The Department expressed the view that 
the banks, given the short term nature of their resource base and the COS! 

of mobilising these resources, will not be able to constitute substantially 
to such long term investments. The Department further stat"d that "though 
expanding their branch net work and actively associating themselves with 
the district authorities in formulating special schemes the banks have 
been able to step up their advances to the small borrowers in the differ­
ent priority sectors in these areas. They have also geared up their machi­
nery to ensure that no viable development scheme suffers for want of 
credit." 

3.125. Commenting on the reply, in paragraph II of their 84th Re­
port, the Committee made the following observations: 

"While the Committee realise the magnitude and complexity of "\e 
task of stimulating the growth lind development of a bade· 
ward areas, they would like to stress the need fnr making sus­
tained efforts in this direction by the banks in coordination 
with the Sta!·' Governments and local authorities. At the 
same time thy would also like to emphasise that t~(' matkr 
should not be wholly left to the State Governments. Th\! 
Committee would su~~cst that precise prol'Tcss made in ~or­
mulating schemes. th~ extent of coordinaljon with Di<;trict' 
Government authorities as also the progress and achieve­
ment made should invari;:l.bly be mentioned in the Annual 

Reports in specific terms." 



3.126. The Department of Banking were asked to indicate (i) the 
I&cps takc:n by banks to formulate schemes for stimulating the growth and 
development of backward areas in coordination with Stale Governments 
and local authorities (ii) and whether the progress made in this direction 
had been mentioned in their Annual Reports in specific terms. 

3.127. The Department of Banking in their reply (November, 1976) 
stated that government had accepted the recommendations of the Com­
mittee and issued suitable instructions to banks on 17th September, 1976. 
According to their iDatructioDi, Banks were asked to formulate bankable 
schemes in the backward districts declared by the Planning Commissiop 
and to mention the progress made in the formulation of schemes, achieve­
ments thereof and the extent of lcooperation with the district/Government 
.. u.lJorities in their Annual Reports. 

3.12S. Asked why the Department issued the instructions to Banks 
as late a:; in September, 1976, the Secretary (Banking) admitted during 
the evidence that there was available delay on their part and that the in­
Jtructions should have been issued earlier. 

3.129. The Committee in paragraph 3.63 of their 62nd Report oh­
aerved: 

"The Committee find that certain measures have been taken by the 
long term financial institutions for stimulating greater flow of 
credit to backward districtsiareas under the umbrella of the 
Industrial Development Bank of India but these too do not 
seem to have made much of impact as yet and the .position 
remains substantially the same as before. The Committee 
also note that the Government is seized of the matter as to 
why there has not been the desired socio-economic transfor­
mation of the backward areas. The Committee would like the 
Government to. examine in a comprehensive manner as to 
why the backward districts/areas have not made any percep­
tible progress deposits planning and developmental efforts 
during all these years and take. effective measures to locate 
problem areas and ptan an integrated developmental approach 
by all concerned agencies for the improvement of these 
areas." 

3.136. The Deaprtment in their reply (October, 1974) stated: 

·'WhDe considerl'lbte progress has undoubtecny been made during 
the Fourth Plan period for laying down the ~oundwork for a 
systematic acceleration of the process of development of back­
ward areas, it would be premature to expect any sizeable impact 
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on the problem over a short period, es~cialJy since many of 
tbe relevant measures were initiated in the mid-plan period. 
Moreover, special programmes for backward areas inevitably 
run into a lot of teething troubles. These also require the sus­
tained allocation of adequate funds by the State Government .. 
to support the activities initiated through Central projects and 
programmes. It has also to be realised that the provision of 
concessional finance by the financial institutions and subsidies 
by the Central Government and concessions in tax etc. might 
not. by themselves, bring about th.: desired results. 

The main constraints in the industrial development of backward 
regions are that the strategy for the development of these area. .. 
has not been completely mapped out in terms of the inbereat 
problems which have accounted for industrial backwardness 
and the organisational arrangements necessary to spearhead 
and support the industrial development programme in back­
ward areas both at Centre and in the States are inadequate. 
The problem of backwardness is a long term problem wh~h 
can be tackled only over a long period of time. The alloca­
tion of adequate financial resources is only one of the many 
steps necessary for the accelerated development of these areas. 
In the Fifth Plan. therefore. the Planning Commission propose 
to create appropriate machinery capable of identifying indus­
tries suited to the needs and potentialities of the backward 
areas. The exact nature of the machinery, both at the Central 
and the State levels, to be used/set up for the purpose is under 
their consideration. 

In view of the indivisibility of the plan and non-plan activities and 
the basic administrative structure the States would have to 
continue to hear the main responsibili~ for the development 
of their backward areas; though the Central Government would 
also actively participate in this task by making speci'al alloca­
tions for hilly and tribal areas and also by (i) providing techni­
cal support in respect of planning as well as programme deve­
lopment (ii) channelising institutional resources on a priority 
crasis, (iii) continuing and further extending the liberal patterns 
of Central assistance; and (iv) providing special incentive~ for 
the flow of private investment to identified backward area.'!. 

3.131. The Department of Banking was asked to state whether the deci­
,.ion had been taken by the Planning Commission for setting up the machi­
nery capable of identifying industries suited to the needs a'1d potentialitie§ 

.of the backward areas both at the Central and State level. 



3.132. The Department of BankIDg in their rcpl~ (November, J lJ76} 
staled: 

"'Ibe question of setting up an appropriate macbinery lor the deve­
lopment of industries in the backward areas is still under COQ-

sideration. 

While the plan in Planning Commission has not separately identi­
fied the industries to be set up exclusively in the backward. 
areas teams sponsored ~ the industrial Development Bank of 
India have carried out industrially potential surveys of most 
of the industrially backward States and Union Territories with 
a view to identify industrial project ideas. Besides, the Small 
Industries Service Institutes and a number of State Govern­
ments have also carried out such surveys of most of the selected 
backward districts in order to identify small scale and other 
industries suitable for development in those districts taking 
into account the local resources etc." 

3.133. Asked about deci'Sion taken by the Planning Commission on tilt: 
question of setting up of appropriate machinery for the development of 
iDduatries in the backward areas, the representative of the Planning Com­
mission stated during evidence: 

"You will appreciate that it is essential to make a careful 'aSSl'ssment 
of the outcome of various attempts made so far to develop the' 
backward areas in order to have a clear view about the strategy 
to be followed for achieving the objectives. Certain issues 
connected with this strategy are now under consideration, in 
consultation with the Ministries concerned. After a view has 
been taken on these issues. it would be possible to take a deci­
sion about the appropriate machinery to be ~ct up for the deve­
lopment of backward areas. It is rather difficult at this sta!!c 
to indiC'ate the specific time when a final decision would be 
reacbed in this regard. The matter is under consideration for 
a year and " half." 

3.134. Asked whether the final decision had been taken by tIl(' Plan­
Ding Commission on the question of setting up of appropriate machinery 
for the development of industries in the backward areas, the Ministry stated 
in a written reply (NoYc:mber, (977) that the approach to the economic 
development of backward area~ i" heing reviewed by Planning Commission 
in the contc)!:t of the sixth plan. A deci,;Ull ,111 "hethcr any new Agencies 
are required for the purpose will be taken within the next 12 months. 

3.135. In paragraph 2.4 of their 69th Report (1974-75) on the Deve­
lopment of Backward areas the Committee had expressed their dismay over 
6e delay in finalisation of thcreport of the Committee constituted by the' 



Planning Commi!.Ston in 1972 to examine details of the strategy and other 
matters relating to the evolution of objective national criteria for demareal­
jag ·backward areas, fiscal and monetary incentives to support development 
programmes in such areas and institutional arrangements for rhe formula­
tion and implementation of the integrated development programmes. fhe 
Committee had urged that the report of the Committee should be finalised 
without further delay and in the light of the report Government should; 
define their strategy for development on back ward areas during tht' Fifth 
Plan. In Paragraph 3 of their 95th Action Taken Report (1975-76) the 
Committee again expressed their unhappiness at the inordinate delay in, 
finalising the report and urged Government to take effective measures to 
ensure its fin'alisation without delay. The Committee also dcsiri?d In he 
informed about the action taken hy Government on the report within a 
period of three months. 

3.136. A~ked about the progress made by the said Committee of the' 
Planning Commission in the task assigned to them, the repre!!enlahvc of 
thc Planning Commission statcd during evidence: 

"lbe Committee was set lip on 14-10-72 as .1Il inkrnal commi' tcc 
of the Planning Commission under the orders of the Planning' 
Minister to go into the question of evolving strategy for d\:vc­
lopment of backward areas in the context of prcparin!! an 
Approach paper to the Fifth Plan. Based on the deliberations 
of the Commitee. Chapter 10 on Regional Tmh:dances in Ap­
proach to the Fifth Plan, was drafted. The Committee was 
reconstituted in April, 1974. No time limit has becn ~pecifkd 
for the Committee to give it'S report 

3.137. In a suhs('quent note (March, 1(77). th:~ Department of R~'ve­
nue and Banking have stated: 

"The Committee of the Planning Commission is examining ;lIfrr 
alia details of the strategy and other matters rdating tll the 
l'volution of objective national criteria for dcmarcalin!! hack­
w:lrd ar('a~. fis('-al and monct:lry incentivcs to '"rpmt develop­
mcnt programme in such areas and the institutional arrange­
ments for implementation of the integrated development pro­
grammes. Tn pursuance of the observations made by the Esti­
mates Committee in the 69th Report, the work of the Com­
mittee on Backward Areas WJS expedited. Tn view of IhL" ta,d,s 
before the Committee; considerahle effort has been involved in 
collecting and analysing the relevant information and in (;(\n~i­

denn!,! tfle alternative slrate!!ies and experience with backward' 
areaS development. The Committee's draft report is nnw ready 
and every effort is beinl! made to finalise the same at the' 
earliest. ,. 
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3.138. In paragraph 3.62 of the 62nd Report (1973.74) the Committee 
.had suggested tbat the Government and Banks should take concrete steps 
towards development of backward distriefs areas by formulating speciul 
bankable schemes for development of backward districtslareos. In parll­
:graph 11 of the 84th Report (1975-76), the Committee had suggested that 
the precise progress made in formulating the schemes, the cxte.nt of coordi· 
aation with tbe District/Government authorities as also the progress and 
achievements made should invariabl), be mentioned in the Annual Report. 
of tht' bank.1i in 'pecific terms. The Committee note thllt necessary instruc­
tions in this regard "cre i~sued by the Department of Banking in Septem­
ber, 1976 only. Thus there has been delay of more than one year on the 
part of the department in issuing instructions to the banks in this regard. 
The Committee hope that 01 least now it will be ensured tltat bankable 
schemes in the backward districts are prepared by the banks in comultstion 
with th,' districtiState Government authoritiC!\'i and ilmplemented expeditious­
ly. The progre.~s made in this rt~~ard should be mentioned in the Annual 
Report of the Banks concerned. 

3.139. The Committee notf, that the main constraint, in the industri:tI 
development of the backward area~ are fhat the strate~ for the develop­
ment of the'i~ ar~as has nol hee>n completcl~' mapped out in temts of the 
inherent prohlems which have accounted for industrial hnckwardness and 
that the ()~anisationlll arran~emcnt necessar~' to spear-head and suppHrt 
the industrial develoll,ment pro~rammc in backward area~ both at the Centre 
lind Stale ... arc inadequate. The Committee were informcd in October. 
1974 that the Plannin~ Commission proposed to create in the FiffCh Plan 
appropriatc ma('hiner~' capahl(' of idenlifyin~ industries suitable to the need~ 
and potentialities of hackward areas. The Committee were informed ia 
~()vember, 1976 that the Plannin\! Commis'iion have not separately identi­
fied industrirs to he set up exclusively in backward areas. However, the 
Industrial Development Bank of India. the Small Industries Servil'(' Institute 
lind a nllmber of State Governments have carried 01lt slIrve,'s of indu"ltrinh" 
·backward States! dil,tricts with a view to Identifying industries suited to their 
needs and potentialities. In Novemher, 1977, the Committee were inform­
ed that the approach to fllte economic development of backward areas i~ 

hein\! rl'viewl'd h~' Planning Commission in the contnt of the Sixth Plan 
and II decision on whetht'r pny new agencie~ are required for the P'lIrpo"C 
will he tnkcn within the next twelve month~. The Committcl' hope thnt the 
exact nature of marhinery to be set up for the development of industries in 
hackward areas wiD now be decided by tht' Plannin~ Commission before 
lonf! and ~et up nt the earliest to ensure development of industries in back-
ward areas. 

3.140. The Commltfee expect that the results of 'he surveys of back­
-ward areas already made will be carefully studied and analysed. The COlD· 
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mittee need bardly emphasize thai tthe backward areas whleh have beea 
ignored for a long time should be developed on priority basis. 

3.141. In paragraph 2.4 of their 69th Report (1974.75) and paragraph 
3 of their 95th Report (1975·76) the CUlDmiltee had expressed their dis~ 
may and unhappiness over the inord'nate delay in the finalisation of tho 
Report of the Committee constituted by the Planning Commission in Octo­
ber, 1972 to examine the details of strategy and other matters relating to 
evolution of objective national criteria for demarcati"g backward areas, 
fiscal and monetary incentives to support development programmes In such 
areas, and the institutional arrangemen's fo.r the formulation and implemen­
tation of the integrated development programmes. The Committee are per­
turbed that this report has not yeot been finaJ:sed even after lap!o:e of more 
than 5 years. The Committee desire that this report may be finalised witb­
out further loss of time and uecessary foUow up actiOll taken on tltls recom­
mendations. The Committee would like tQ be Informed about the pro­
lP"ess made in this regard within 3 months. 

F. Differential Rate of Interest Scheme 

3.142. The Committee in paragraphs 3.71 and 3.72 of their 62nd 
Report noted that though the instructions for implementation of the differen­
tial interest rates scheme were issued by Government in June, 1972, it was 
only from March, 1973 that the scheme 'picked up tempo'. Up:o September, 
1973 (Le. in 15 months time) a total amount of Rs. 6.81 crores had 
been advanced by the banks under the scheme which constitutes about 
0.13 per cen~. of their aggregate lending in a year. The performance of 
most of the banks has been much below expe<:tation. Even the target of 
lending t to 1 per cent of aggregate advances of banks everJ year un~ 
t1le scheme, which was already low, had not been reached. 

3.143. The Committee expressed their unhappiness wIth the progress 
made under the scheme which was designed to improve the economic lot 
of weakest among t!1e weaker sections of society. The Committee desired 
to be informed of the concrete measures taken to emure tIlat the target 
of extending 1 per cent of aggregate advances of beneficiaries in backward 
areas and those coming from the lower income groups wall achieved in 
the current year (I 974) . 

3.144. The Department of Revenue and Banking stated in their reply 
(October, 1974):-

"The Finance Minister, while announcing the Differential Interest 
Rates Scheme on the floor of the House on 25th March, 1972, 
had indicated that the banks were expected to knd about 

4202 ~8 
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t per cent of their aggregate advances in !he various years 
under the scheme. While commuo:cating the details of the 
scheme to the public sector banks, Reserve Banks of India, 
in its instructions dated 3rd June, 1972, inter alia, pointed out 
that while no specific targets for districts were being indicated, 
it was exp~cted that the quan!um of lend~ng by each bank 
would broadly correspond to about t per cent of its aggregate 
lending at the end of the previous year. Thus 1 per cent of 
the lending at the end of the previous year is the target against 
wlaich the performance of the banks is being reviewed from 
time to time. 

The latest quarterly progress reports received from the public sector 
banks reveal that as at the end of June, 1974 the total out­
standing amount of advances extended under the scheme bas 
reached Rs. 11.20 crores, spread over 2,71,389 accounts. 
Though these figures compare well wit'h progress achieved 
as at the end of June, 1973, the aggregate level of advances 
is still very much below the target set. The attention of the 
public sector banks to the poor progress has again been drawn 
and the need for making every possible effort towards achiev­
ing the target as early as possible has been impressed upon 
the Chief Executives." 

3.145. Commenting on the reply of the Department, the Committee 
in their 84th 'Report (1975-76) observed as follows:-

"The Comm:ttee would like to stress that efforts shou'ld be made 
to ensure that the target of extending ! per cent of aggregate 
advances to beneficiaries in backward areas and those coming 
from lower income groups is achieved." 

3.146. The Department was asked to intimate the concrete measuro 
taken to achieve the target of extending t peT cent of aggregate advances. 
to beneficiaries in backward areas and those coming from the lower income 
groups, and results thereof. 

3.147. In their reply (November, 1976) the Department stated:-

''1he progress made by public sector banks' in achieving the target 
of advancing t per cent of their aggregate advances under the 
D.R.I. Scheme is kept under constant review. As a result 
of concerted efforts the outstanding advances of the Public 
Sector Banks under the D.R.I. Scheme rose from tbe Rs. 13.44 
crOTe!! 8.41 at the end of December. 1974 to Rs. 20.7 crore& 



as at the end of December, 1975 covering 4,65,000 borrowaJ 
accounts as against 3,14,600 accounts a year ago." 

3.148. In the Consolidated Report of Public S~ctor Banks for the yeat 
ending December, 1975, it has been stated that the scheme is at present 
being implemented by 7052 branches of public sector banks in 275 back­
ward and SFDA/MF AL district'! in various States and Union Territories. 

3.149. When asked to as to when the target of i% of the aggregate 
advances is likely to be achieved, the Secretarj( Banking) stated during 
evidence: 

"In June 1976 the amount that had been lent was nearly Rs. 29 
crores and the number of accounts 6.24 lakhs. Actua1 per­
centage was 0.38. In the beginning, when the scheme was 
launched. progress was rather slow. In fact, upto June, 1975, 
the proportion had reached 0.22. We have been taking up 
w:th the banks the necessity to step up this percentage. From 
June, 1975 to June 1976, this percentage has gone up from 
0.22 to 0.38. In fact, the amount has nearly doubled. But 
to th~ specific question when the target will be reached ". we 
are trying to reach it. If we maintain the progress achieved, it 
should be reached." 

3.150. Subsequently in a written note furnished in July 1977 the Depart­
ment have informed that at the end of December, 1976 the number of 
borrowal accounts in Public Sector Banks under thIs scheme reached 9,99,582 
with outstanding advances amounting to Rs. 46.21 crore~ which were 
0.55% of the aggregate advances made by these banks. 

3.151. Again in November, 1977. the Ministry furnished the following 
figures in this regard:-

Year 

\.{ arch. 1977 

No. of Amount Aft a% 
RorrowaJ 011'- 2!l'grr!!a'" 
Attl)unh ~'llndin!{ adVllrC("5 

(R •. lakhs) of Ihe" 
public 
~ctor 

banks 

0·g8 
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3.152. Asked to state whether the authorities granting loans under 
this scheme ensure that such loans are strictly given to eligibJe persons, 
the Secretary (Banking) stated during evidencc:-

"Before sanctioning the loan, the banks try to satisfy themselves 
through local enquiries as to whether the borrow;!rs fulfil the 
conditions. Besides, when tne 'Reserve Bank inspects the 
banks accounts, they try to sec whether these loans have been 
given to persons who are eligible to get th~m. That is how 
the banks check." 

3.1S3. Asked whether the condit!ons of eligibility for loan under the 
scheme have been reviewed to suit the changing economic conditions in 
the country, the Secretary (Banking) stated:-

"The eligibility criteria have been reviewed from lime to time and 
have been liberalised. For instance first, the number of 
districts that are covered have been raised to 317 because all 
districts have also been brought into SWDA (Small Farmers' 
Development Agency) irrespe-ctive of the classification of indus­
trial backwardness etc. Secondly, the original income criterion 
is fixed at Rs. 3000 in urban areas and Rs. 2500 in rural 
areas. Thirdly, irrespective of their land holdings, all members 
of the Scheduled Castes and S·:heduJed Tribes have been 
brought under the scheme. Fourthly, th~ maximum amount 
that can be given has also been raised. The benefits of thet 
sch~mes have been extended to refugees and women's homes 
etc. throughout the country," 

3.54, In accord'\nce with a dec:sion t.lken b:1 the (lc;vemment revising 
the Differential Rate of Intcrest (DRI) Scheme. the Department of Revenue 
nnd Banking vide their letter No. 8(l7)!77-CPT dated the 24 May, 1977 
have issued fre~b gnidelines. The scheme now extends to th:! entire coun-, 
try. To ensure flow of adequate benefits of the scheme to the rural areas and 
to the persons belonging to the Scheduled Castes and S·::heduled Tribes 
it has been stipulated that the banks will ensure that at least 213nl of 
the-ir total advances under the scheme are made through the rnral/semi­
urban branches. It has also been stipulated that at least l/3rd of tbe 
total D.'R..T. advances will be given to the members of scheduled castes 
aM scheduled tribes. It is expected that the re~ional imbalanc~s in the 
existin!! pattern of th~ di~per~al of banks' lending under the scl1emc. if 
any, will be corre:::tr.cl hv the ind'vidual banks in a::cnrc1:lnc~ with these 
norms latest bv Ma~h 1979 and that the fl·ow of credit will be biased in 
favour of underd~veloped States. The revised guidelines prov'de that 
for the J'urpose of eligibility for grant of loan under this scheme the famiJ] 
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income of the borrower from all sources should not exceed RI. 3000/­
per annum in urban or semi-urban areas or Rs. 20001- per annum in 
rural areas. 

l.155. 1be Committee note that adv8DCes of the public sedor banb 
aader the D1fterential Rate of IDterest Scheme rose from Rs. 6.81 crores i.e. 
o.ll per cent of aaregate lending) in September, 1971 to as. 46.11 crora 
at the end of December, 1976, the percentage havint risen to 0.55% of 
aaregate lendiag as agalast the target of i per ceDi of aggregate lendlag as 
bed UDder this scheme. WhOe the CollllDittee wisbecI that the percentage 
e( fDDds to be made available nnder this scheme would gradually rise, they 
were dismayed to find that, as at the end of March, 1977, tbe quantum of 
advauces made UDder this scbeme declined to 0.46'/0 of the .... te 
leadiag. In view of the fact tbat the scbeme bas now been exteaded to 
co.ver a mucb larger section of population In the entire country, the 
Committee would like tbe Government to raise substantially the present 
target of i per cent lending uoader this scheme, so as to achieve the under­
lying object of providing adequate funds to improve tbe economic lot of the 
weakest among the weaker sections of society at an acceleratt'tl pace. 

l.156. The Committee note tbat the Differential Rate of Interest Scbeme 
bas been recently revised by the Government. The Scheme DOW extends 
to tbe entire country. To ensure flow of adequate henefits o( the scbeme 
to tbe rural areas and to the persons belonging to _he scheduled castesl 
scheduled tribes it h:ls been stipulated fhat the banks will en'iurl' that nt 
least 2/lrd of their total advances p .. der the scheme :lrc made through 
the rural/semi-urban branches. It has also been stipulated that at least 
l/lrd of the totnl n.R.I. advances will be given to the membcr~ of scheduled 
castes and scheduled tribes. It is expected that tw,e rCj!ional imbalances 
in tbe existing pa1tf'rn of the dispersal of llanks' lending under the scheme. 
if any, will be corrected by tbe il;Jdividual hankli in accordance wifh tbese 
norms latest by Mlncb 1979 and that thl' now of credit will ht, hiased in 
favonr of nnder d4'veloped State!ll. 

l.157. The Committee dl'slre that the prol!ress of the revised :o.cbcmf'~ 

should. be closely monitored b" tbe Department of Banking '0 ItS to ('nsllre 
implementation of revisf'.) guidelines by all hank..;. Tbe\' also suggest thnt 
adequate publici,y should be J?iven fa the sl.'1lt'ntr and tb~,t u periodical 
review should be calTied out of tbe working of the scbeme with a ,-iew fo 
eDsoring that tbe existin~ regional imbalances in the pattern of di<ipl'rlilll o' 
bank lendin~ onder tbis scbeme are corrl'cfed. as planned, b~r the Scheduled 
dafe (March. 1979) and the Row of credit is bin .. ed In favollr of under· 
developed State'!. The CommWet' would also like that procedllre for 
l'I."lease of lo.qns onder this scheme ~hould he- kept under review 80 a. to 
..tnfmi~e delay!! in the r~ of funds. 
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J. 158. Tbe Committee ~ould like tbe Gover;ament to make slire tbal 
benefits of tbe scheme reacb the small/marginal [armers, members oftbr 
scbeduled castes/tribes and rural artisans in full measures. The Commit·.,. 
aho suggest tbat efficiency of the scheme sbould be kept under scrutiny. 



CHAPTER IV 

SECTOR WISE OPERA TlONS. SCHEME AND PROGRAMMES 

A. Agriculture Sector 

4,1. The Committee in paragraph 4.4 of their 62nd Report 'observed:-

"The Committee regret to note that the pro1:ress in regard to the 
implementation of the various guidelines for agricultural finance 
has been slow and tardy. Under the strategy of area approach. 
out of a total of about 5.67 lakhs villages in thecounry. only:" 
6870 villages had been .adop:ed -by the banks, that too mainly' 
·by the SBI Group. Powers to the extent envisaged do not 
seem to have been delegated to branch managers. with the 
result that there are delays in sanction and disbursement of 
loans. Credit norms for various. groups have not' been worked' 
out precisely by branch managers and the consultancy service' 
to the small farmers is available to a limited extent. only." 

4.2. In their reply (October, 1974) the Department of Revenue and 
Banking stated:-

"The banks are taking steps to adopt more and more villages under . 
the strategy of area approach. Upto the end of. June, t 973 
about 19000 villages are reported to have been adopted by 
the different public sector banks. (including the villages adopt-

I 
ed by the State Bank of India Group). 

According to the information furnished by the public sector banks. 
the banks have so delegated powers t~ their branch manageN 
that they could dispose of about 80 per cent of the loan appli­
cations at their level. Only loan proposals involving larger 
amounts are required to bt referred to the higher authorities . • The loan applications are normally disposed of within a period 
of 2-6 weeks depending upon the type. and quantum of loan 
applied for and the extent to which the required information 
is furnished by the applicants. For schemes w.hich have 
special features, more time is taken. 

By and large, the public sector. blnb adopt the credit norm'! for , 
different crops as are advised by Field Workers ConflrCDce/ 
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Technical Group constituted at the district level for the Cen­
tral Cooperative Banks, with reference to the use of fertilizers 
and other inputs and adoption of improved agricultural practice 
in that area. But Field Officers of the banks often improve 
upon these norms in special cases, where the I circumstances so 
justify, provided the borrowing farmer expects to improve his 
repaying capacity by the increased investment. 

As regards consultancy service to small farmers, the banks' 
field staff are more active in the adopted villages". 

4.3. With regard to the progress achieved by the public sector banks in 
Che field of agricultural finance, in the Consolidated Report of the Public • 
Sector Banks for the year ending December. 1975, it has been stated ,that 
during 1975, the number of accounts covering agricultural advances by 
public sector banks rose by 37 per cent. to 30.33 lakhs the relative out-

I 
standing advance having gone up by 32.8 per cent, to Rs. 936.91 crores. 
The total number of borrowal accounts which stood at 1.65 lakhs at the 
end of June, 1969 and outs tan dings at Rs. 162.33 crores, have registered 
an increase of nearly 1 R times and 6 times respectively up to the end of 

I 
1975. 

4.4. Public sectOr banks are providing finance to all facets of agricul. 
tural operations, as also for allied activities like dairying, poultry farming. 
piggery, bee-keeping. fisheries, etc. Term loans are also being provided 
by them for development purposes on an increasi~g scale. Banks nre also 
evolving special schemes. after identifying important economic activities in 

I 

compact areas, with particular reference to small farmers e.g. schemes to 
finance sheep rearing. purchase of pump sets, coconut garden development, 

I 
lift irrigation, setting up of agricultural machinery centres etc. Various 
schemes have been drawn up to provide credit and technical support, parti-

I 

cularly to the weaker sections of the society. For instance, schemes for 
extending financial assistance to landless agricultural labourers who are 
being allotted land, for providing homesteads for landless agricultural la­
bourers, for fulfilling the credit needs of the poorer sections in the rural , 
areas following the legislation regarding liquidation of rural indebtedness 
and for extending financial assistance for. development of irrigation facilities 
are only a few of the !\cheme!\ formulated by public sector banks, 

4.5. An important feature of credit deployment of public sector banks 
I 

has been the increasing coverage of relatively small borrowers. A~ at the 
end of September, 1974. small borrowers having upto 5 acres of,land hold­
mgs accounted for 70.5 per cent of the total numbcr of borrowal accounts • and 41.7 per cent of the amount outstanding as short term I agricultural 
roan.1I Tn respect of medium and Ion!! term a!!r1cultura' advances. this 
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category of farmers accounted for 37.6 per cent of the total number 01 . . 
accounts and 17.6 per cent of the total amount outstandini as on that date. 

4.6. As per figures furnished by the Ministry in November, 1977, small , 
farmers having upto 5 acres of land holdings accounts for 74.12 per cent 
of the number of the agricultural borrowal accounts and 50.80 per cent 

I 
of the amount outstanding as "hort term agricultural loans, as at the end 
of September, 1976. As regards the term loans, the category accounted for 
45.S per cent of the agricultural loan accounts' and 23.64 per cent of the 
amount outstanding at the end of September, t 976. , 

4.7. Besides advances given directly to farmers, public sector banks are 
also assisting farmers indirectly by extending loans through primary agricul­
tural credit societies under a scheme formulated by the Reserve Bank for 

I 
the purpose. As at the end of December. 1975 the scheme was in operation 
in all States. As on that date, 400, branches of 18 public sector banks 
were participating in the scheme. The total outstanding advances to 1948 
societies amounted to Rs. 25.40 crores. Since the inception of the scheme. 

I 

2,46,721 new members have heen admitted to the societies taken over by 
the public sector banks. In a statement furnished to the Committee (Novem­
ber, 1977), the Minister of Finance stated that the figures of total out· 
standing advances made by the commercial banks (including public sector 

I 
banks) through primary agricultural credit societies as at the end of .June, 
1976 and December. 1976 (latest avail~lhje) nre as follows:-

(Rs, ill Lakhs) 

Short term Medium Term 

As on go-6-'976 As on gl-uz-'976"' AI on 30-6-'976 As cn 3'-lll-'!:i6 

No. of Amount No. of Amount No. of Arrrt'nt No. of JlIf fl'T t 
'ocieli('s oulsland- societirl outs land- 80drtiu ouw.r.d- fcdnies ,\. Irar('· 
Involved ing invoh'ed ing involvt'd illg ill"dvcd ir.g 

2634- 2242'72 11548 3057.76 98 406. 66 105.5 494· gl 

The decline in the number of societies financed (short term) is a sequel 
to their reorganisation/amalgamation in States. 

4.8. An important development in the recent past is the setting of f:.lr­
mers' service societies which nre regis1ered as eooprative institutions and - , 
function as mUlti-purpose agencies at the base level. taking care of all the 
needs of the farmers of the area. These societies not only meet the credit 
needs (short. medium and long term) of their members but also undcrtakt' 
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supply of inputs, custom amI repair services, markcti~g of ,Produce, &ale 
of consumer goods etc. In short, the farmers can now look to a single 
agency ·{or all their requirements. Farmers S;:I-vice Societies are financed , 
either by a district ccnral cooperative bank or by a commercial bank. 
Public sector banks arc playing an important role in organising and fillanc­

I 
ing such societies. By the end of December, 1975, 14 public sector banka 

\ 
had organised 47 farmers service societies in 12 States, viz., Andhra Pra~ 
desh, Bihar, Haryana, Jammu & Kashmir, Karnataka; Madhya Pradesh, 
Maharashtra, Manipur, Rajasthan, Tripura, Uttar Pradesh and West Bengal. , 

4.9. Public sector banks arc moving away from scattered lending and 
concentrating in compact areas, for meeting the total credit requiremcn~s , 
of all types of farmers, while ensuring effective supervision over the end-usc 
of funds. Under the Village Adoption Scheme, the nationalised banks 
(excluding State Bank of India Group) have adopted 18146 villages upto 
the end of June, 1975. The State Bank of India Group adopted 10974 

1 

villages as at the end of September, 1975. As part of the strategy of area 
approach, the State Bank of India Group had opened 216 Agricultural De­
velopment Branches up to the end of 1975; these branches had financed 
3,67.626 borrowers, the amount outstanding being Rs. 82.96 crores. Tho 
·number of villages adopted by the S'ate Bank of India Group and other 
nationalised banks as on 30-~1976 is 14193 and 25206 respectively (total-, 
ling 39399 villages) as intimated by the Department in July, 1977. Tho 
number of agricultural development branches opened by State Bank of India , 
Group rose to 234 as on 30-6-1976 and 290 as on 30-~ 1977. 

4.10. Pub1ic sector banks continued to assist the identified participants 
in SFDA/MFAL areas. As at the end of November, 1975 loans disbursed 
by commercial banks to the identified farmers in these areas amounted to 
Rs. 26.94 crores against Rs. 16.48 crores at the end of Nov~mber, 1974. 

4.11. The Ministry informed the Committee in November, 1977 that 
the loans disbursed by the commercial banles (including public sector banks) 
to the identified participants in the SFDA/MFAL agencies areas during 
the years 1975-76 and 197~77 (April-March) are as follows:-. 

(Rupt"~! in lalrhs) 

.. - -.----~ --~------ ~.---. 

IIl7')- 76 IQ7f)-77 IQ,,~-.,6 
(A ·)ril-\0{ lrch) (April-M"rch) (April-March) 

Tenn LOBue 

107(;-77 
(April- Marcb) 
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The cumulative figmes for term loans by commercial banks (including 
public sector banks) since inception of the Schemes and upto the end of 
March, 1976 and March, 1977 were Rs. Zk75.06 lakhs and Rs. 5'045.93 
lakhs, ,respectively. Similar fil:.'Ures for short tl;rm loans were, however, 
not available. 

4.12. Asked to state whether any study of the experience of the banks 
in the field of agriculture has been made to ensure adoption of :iound 
practices by them and whether improvements were etTected so that the 
credit reached the small and marginal farmers, the Secretary (Banking) 
stated .during evidence: 

"Several banks have made their own studies on agricultural !inancc 
especially about small and marginal farmers, on the basis of 
their experience they have formulated many schemes which 
are put up before the Banks' Management Boards for approval 
and review of their performance. Pollicy guidelines arc issued 
not only by these banks but by the Reserve Bank also 
Reserve Bank's guidelines deal with this matter specifically, 
not only to help small and marginal farmers, but also how 
they should been a position to have effective supervision of 
the credit so that the credit goes to them at the right time 
and utilised by them in a proper manner:' 

4.13. Asked to state wbethre loans were disbursed to the borrowers 
in time and it is ensured that no undue delays occur the Secre:ary 
(Banking) stated during evidence:-

"It is to be seen by somebody, I would also go to the extent of 
saying, that the loans ate given in proper time. It is the 
intention that the loans should be given in right time a.nd 
at the correct rate. I am aware of the ground 1n several arest 
why that is not being done in right time. Many banks nave 
agricu'tural finance specialists who advise on how the Joans 
should be given and by what time and so on. In fact if the 
Joans are not given at proper time, it can become a problem. 
TheJ"e is no adequate fund for the crop. It is our intention 
to bring the idea of supervising the credits so as to see that 
they are put to rigit use and at the same time we are enabled 
to recover that in the interest of the banks, they should sec 
that they make available to them the credits at the right time." 

4.14. Asked about the present position with regard to the settin~ up 
and functioning of the Fanners' Service Societies and progress 
made is this regard, tbe Secretary, Department of BaDkin, 
stated:-

"In response to the recommendations of the Natioft21 Commission 
on Agriculture, 250 farmers' service .soc:ietics have been let 
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up all over the country and there is a programme of organisin& 
such societies in areas with special development schemes 10 

that farmers would have facilities of credit as well as other 
services at one local contact point." 

4.1S. Elaborating the postion further, the representative of the Depart­
ment Itatcd:-

"lbe main recommendation has been that farmers should get 
integrated service from these societies including technical advice 
on their problems. They can get working capital, shon term 
credit and also long term credit and inputs through the same 
society. The society will be having a full time secretary 01 

'sanchalak'; the society will also be given some extension staff 
by the state government in which case they will be able to tell 
him about agronomic practices, crop varieties which he could 
select. Once it gets more business, it will become more viabk· 
and will also get more profit, and it can also employ a l'ro­
fessional secretary br manager. In the initial stages the 
adopting bank, will meet the expenditure on the secretary on 
a sliding basis. Integration will be done like this. Some 
societies will be farmers' societies and taken over by the 
central cooperative banks and also supplemented by the lead 
bank or commercial banks or the regional rural bank by a 
dialogue with the state government authorities." 

4.16. Asked whether there w('re schemes for providing credit in the 
drought/flood-prone areas also, the representative of the Department 
Itated:-

"This is a very vital question connected with the bankability of 
schemes in the drought prone area itself, A lot of science and 
technology has to go into the schemes themselves. Under 
the Ministry of Agriculture there is an organisation both for 
research and development. the Dryland Research Tnstiute in 
Hydcrabad. makinr recommendations about various methods 
to he used in drought-prone areas, inc1uding selection of the 
particular varities of crop which can stand drought condi­
tions. harvesting methods. special schemes of irri~ation etc. 
If the proper schemes is selected and reallv made bankab~e, 
there is less chance of risk in recovery. At the same time. 
these drought-prone areas being very susceptible to natmaJ 
cal:'lmltie~. the question does come from timf" to time. Tt is 

rather difficult to avoid this situation altogether. but when jt 
comes to our notke. a it has harmened in a recent cas~ due 
to ftood/drought. we take- the initiativr to advi~ hanb to 
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reschedule repayment of loans. Here is a question of finding 
proper technology for areas which have got very difficult 
problems." 

4.17. Subsequently, in a note (November, 1977) furnished in this 
regard the Ministry stated that the drought prone areas programme aims 
at improving the economy of the drought prone areas selected for the 
purpo:;e in various States. Under this programme, the commcrical and 
cooperative banks provide finance under various schemes such as dry 
farming operations, soil conservation, minor irrigation, cultivation of 
drought resistent varieties of crops, dairy, poultry, piggery, horticu~ture, 
etc. The emphasis is on the integrated development of the dry regions to 
attain economic stability of farm output. 

4.18. The Reserve Bank of India is extending the necessary financial 
assistance to cooperative banks in these selected areas for financing the 
special programmes under implementation. 

4.19. Government have urged public sector banks to accord priority 
in providing required credit for implementation of the programme, nnd 
also to evolve schemes for rehabilitation of victims of flood and other 
natural calamities. Similar instructions have been issued by the Reserve 
Bank of India to the private sector banks. 

4.20. As regards recovery of loans granted under the programme, botb 
commercial and cooperative banks adopt a flexible approach wherever 
necessary. If the borrower is unable to repay the loans owing to crop 
farures, short-term IOlns arc converted into medium term loans. To 
facilitate these conversions the RBI grants loans to cooperative Banks from 
out of its stabilisation fund. 

4.21. Asked whether any credit schemes has been formulated by 
public sector banks/Regional Rural Banks for the agriculturists in North­
Eastern R"gion where:he system of 'community ownership is prevalent. 
the Mlnistry stated in their written re!,ly (November, 1977) that in the 
North Eastern Region the ownership of land i~ ve<;ted in ViJ1age Councils! 
Anchal Sami'ies. Thi~ stands in the way of commercial banks' financjn~ 
agricultural development. A working Group was appointed by the RBI 
to study the problems of bank credit in the North Eastern region. The 
Group recommended fiat the commercial banks may lise different ageno:e~/ 
intermediaries and/or lend dir~~tly so as to reach the remot~ places nnd 
disburse credit in the region. The Group also recommended that in case 
of term loans to agriculturists where they do not have mortgageabk rights 
on land but who are in continuous possession of su~h Jand, a certifi:ato 
of possession signed by a Village and Anchal chief and counter-signed by a 
Revenue Official should suffice. Further, they suggested that till iOUch 
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time as land records are updated oc wberetenurial sysemffransfer or 
Property Act is not in vogue, banks should lend on a group guarantee 
basis amounts upto Rs. 3000/- for crop loan/working capital nnd 
Rs. 7000/- for term loans. The SBI is following this procedure and the 
banks operating in the region have been instructed by the RBI to imple­
ment the recommendation in question. 

4.22. Two Regional Rural Banks have also been set up in the North­
Eastern Region--one covering the whole State of Tripura and the ()ther 
covering the Districts of Darrong, Kamrup and Goalpara in Assam. These 
banks arc granting advances to small and margional farmers in the area 
of their operation and to rural artisans and others. The system of com­
munity ownership does not exist in the area of operation of these banks. 

Co-relation of cost of agricultural inputs with the amount of loans. 

4.23. Asked whether the amount the amount of loans given to the 
agricultur!st!l for specified operations are co-related with the cost of 
agricu:tural inputs or agricultural operations, the Ministry informed in a 
written reply (November. 1977) that the scales of finance for various 
ClOpS grown are worked out by commercial banks on the basis of relevant 
data pertaining to the area and after taking into consideration all the 
inputs required as well a.s the off-farm income or resuurces available to 
the cultivators. 

4.24. As regards cooperatives banks, scales of finance· for crop loan 
are so designed as to covcr both the cmt of agricultural inputs and opera­
tions. The scale of finance, as per the crop' loan system recommended 
by the RBI, is 33-1/3 per cent of the total estimated value of the gross 
produce to eove.r cash expenses. In addition to this, the cost of agricultural 
inputs which are generally fixed wi h reference to the recommended d':lses 
and general usage and price of inputs prevailing in the market also forms 
part of the loan. 

4.25. In regard to long term loans by land development banks for 
agricultural investment or development, the quantum of loan is related to 
the cost of development or machinery and the period of loan will depend 
'On the repaying capacity of the borrower and the useful life of the asset; 
the period normally ranging from 5 to 15 years. Repaying capacity is 
assessed with rega.I to the proposed cropping pattern and the incremental 
income therefrom. 

4.26. As with regard to the procedure of giving agricultural loans jn 
kind, the Ministry have stated in their written reply (November, t 977 ) 
that wherever the 10:\0 is linked with the acquisition of a particular a~set 
in the sllape of agricultural implement, machinery, tube-wel's, pumping 
sets, fertilisers, seeds, pesticides etc., the banks grant loans Ito the fanner 
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but release the money only to the supplier of such goods after verifying 
the actual instatlatJion/purchase of the mach;nery and equipment. This is 
done in order to prevent misutiIisation of agricultural advances given by 
banks for purchase of inputs/equipments. 

4.27. A list of approved dealers common to all banks is required to 
be maintained by banks and the borrowers thus have the opportunity to 
choose inputs/implements which they wish to buy. The final choice of 
the dealer is also entirely that of ,the farmer. Banks on their part also 
verify that tbe cost is competitive and there are arrangements for after­
sale-service. 

4.28. There bave been some complaints about disbursements of loans 
in"kind but the existing system is preferred because it prevents any scope 
for diversion misutilisation of the loan money and the investment goes to 
promote a productive function and generate additional income for the 
borrower. 

loint Land holdings 

4.29. Asked whether banks advance loans to the small and marginal 
farmers, who have joint land holdings. in proportion to their share of 
land in the joint holdings, the Ministry stated in their written reply 
(Nov., 77): 

"Loans arc granted by commercial banks to anyone of the joint 
holder as ered!t eligibility of the cul:ivator is worked out on 
respect of his share in the holding. In the former case, the 
banks ob:ain consent letters from other joint hOh!..:r!i. In 
case loans are required for the entire land cultivated it is 
customary for banks to insist on their joint holders executing 
documents as co-borrowers or guarantors. In either case the 
quantum of loan is determined on the basis of the actual re­
quirements of credit. 

Coop. banks also grant loans to farmers who have joint land hold~ 
ings so long as the loan applied for by such persons arc in 
respect of land actualJy cultivated by them. The quantum of 
loan is fixed on the basis of operational holdings of such joint 
holder as credit eligibility of the cultlvator is worked out on 
the basis of "operational holdings" and not on the "owner­
ship holdings". 

As regards land development banks, according to the loan policy 
and procedure followed by most of them, loan to a joint 
holder is required to be limited to the extent of llis share." 
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Rate of In:ereSI 

4.30. Asked about the rates of interest charged on agricultural ad­
vances and method of its calculation and recovery the Ministry in their 
written reply (November, 1977) stated that the minimum and maximum 
rates of interest charged by public sector banks on their agricultural ad­
vances vary between 8t per cent and 16t per cent. Banks charge rela­
tively lower rates in respect of advances to small borrowers and those 
who are covered by the SFDA/MFAL schemes. Under the scheme of 
Differential Rate of Interest, the weakest among the weak are given bank 
finance at the rate of 4 per cent per annum. In addition public sector 
banks charge graded rates of interest on agricultural advances from farm­
ers according to the size of their land holdings, i.e. farmers with !'maller 
'holdings are charged lower rate of interest, than those with bigger hold­
ings. 

4.31. In the case of loans refinanced under the Agricultural Refinance 
and Development Corporation schemes the rate of interest slipuiated by 
the Corporation is invariably adopted. This is 10! per cent per annum 
for minor irrigation and land development schemes and 11 per cent for 
other purposes. 

4.32. According to the guidelines issued by the Government. the 
lending rates of interest charged by Regional Rural Banks should not be 
higher than the rates charged by the Cooperative Societies operatin!! in 
the area. The rates are in line with those charged by the Cooperative 
Societies. The rates of interest charged by primary agricultural credit 
societies to the ultimate borrowers range from 11.25 per cent to 14.50 
per cent per annum for short-term agricultural loans and from 11.75 pel 
cent to 14.50 per cent per annum for medium-term agricu1tural loans in 
a State where three-tier credit stmcture is obtaining. In other States nnd 
Union Territories. the range is between t I and 15 per cent for short-term 
loans and 12 to 15 per cent for medium term. In exceptional cases 
where the societies provide finance largely from their own resources, they 
charge interest upto 16 per cent. 

4.33. The RBI have left it to the discretion of the State Cooperative 
Banks to grant concession in the rate of interest to be charged by the pri­
mary cooperative societies from the marginal and small farmers. In some 
States concessions in the interest rate rangc bctween 2 to 4 per cent de­
pending on the size of the ho1ding of the small and marginal farmers. 

4.34. The rates of interest charged by land development banks in 
various States vary from 10! per cent to 11 per cent. 
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4.35. Recovery of interest on agricultural advances is being made by 
'eommercial banks including Regional Rural Banks alongwith the pay­
'ment of principal/instalments of principle which are so fixed so as to 
coincide with the harvesting and marketing of his crops. For term loans 
interest is generally calculated at 'a half-yearly basis. 

4.36. The State and Central Cooperative Banks recover the interest 
cn quarterly and half-yearly basis. Interest on current dues is not com­
'pounded. 

4.37. In accordance with the guidelines issued by the Reserve Bank 
'Of India to the commercial banks, all small loans up to Rs. 5000/- (in­
-eluding direct agricultural advances but excluding plantations) are ex­
empted from the levy of penal rate. In the case of direct agricultural 
advances of over Rs. 5000/- (excluding plantations) banks are required 
to give a time of at least three months to the borrower for making pay­
ment before charging penal rate of interest, which should not exceed 2.5 
per cent over and above the normal rate and the overall rate of interest 
inclusive of penal rate, should not exceed the ceiling rates of interest pres­
'Cribed by the RBI in respect of interest rates for various classes of banks 
i.e. 16.5 per cent or 17.5 per cent as the case may be. 

4.38. As regards cooperative banks, penal rates are usually charged 
-at 2 to 5 per cent above the normal rate at the borrower level. In pursu­
ance of the recommendations of the Study Team on Overdues of Coope­
rative Credit Institutions, the Reserve Bank of India has advised the co­
operative banks to charge penal rate at 3 per cent at the society level and 
that it may be charged from the date of default." 

4.39. The Committee desired to be furnished with a note stating 
'( a) the agencies which are provided financial assistance for agricultural 
development by the I.n.A. (b) The rate of interest charged by I.D.A. 
"for such agencies (c) the rate of interest charged by those agencies from 
the agriculturists against loan "advanced to them. The Ministry in their 
Teply (Nov. 1977) stated: 

"The IDA loans are given to individual national Governments to 
be passed on to the appropriate institutions within their juris­
diction under projects approved by them, These are interest 
free loans for 50 years with a moratorium of 10 years repay­
able thereafter in ! yearly instalments. Only a service charge 
of 3/4 per cent is levied. 

The principal borrower is the Government of India. A project 
which is financed by IDA may consist of two distinct elements: 
(1) Items of expenditure which are normally a charge on the 

4202 LS-:9 
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Budget of the State or Central Government, and (2) Items. 
of expenditure usually incurred by the beneficiary and for 
which the banking system provides resources.. In respect of. 
the expenditure on the items mentioned at (2), the A R DC 
has taken the position of principal borrower from the Govern­
ment of India and in turn provides refinance to the member­
banks for financing the farmers. The Government of India' 
passes the rupee equivalent of the credit to the ARDC at the 
rates of interest applicable to public financial institutions from' 
time to time. The present rates of interest charged by Gov­
ernment of India to ARDC are 6-3/4 per cent per annum in 
respect of loans for periods upto 9 years and 7 t per cent per 
annum for periods in excess of 9 years, but less than 15 year~. 
A rebate of ! per cent per annum is allowed for prompt re­
payment. 

The ARDC has adopted one interest rate structure whether the' 
resources come from IDA or otherwise. It charges 7J per· 
cent p.a. on its refinance for minor irrigation and land deve­
lopment schemes and 8 per cent p.a. for other diversified 
purposes to the member banks. The member banks in turn 
are allowed a margin of 3 per cent over the ARDC rate. Thus 
the banks charge the ultimate borrowers a rate of interest not 
exceeding 10} per cent per annum for minor irrigation and' 
land development scheme and 11 per cent p.a. for other pur­
poses. Where, however, the State Land Development Bank 
in a State for operational reasons decides to charge a rate of 
11 per cent instead of lOt percent, the commercial banks in 
the area are also permitted to charge the same rate for these 
purposes. " 

4.40. The Committee note that under the strategy of the Area Approach 
adopted by the public sector banks, out of about 5.67 lakhs villages in the 
country only 6870 villages had been adopted by the banks up to March, 1973. 
The Committee were later informed that up to the end of June, 1973 about 
19000 villages were adopted by the different public sector banks under the 
Area Approach. As per the consolidated report of the Public Sector banks 
for the year ending December, 1975, the nationalised banks have adopted 
18146 villages up to the end of June, 1975. the State Bank of India RJ'OUp 
bave adopted 10974 ,-iIIages as at tbe end of September, 1975. Tbe figures 
as at the end of June. 1976 indicate that the nationalised BlInks and the 
State Bank of India Group had adopted 25206 and 14193 vDlages respec­
tively (totalling 3.399 vlRages). As a part of the strategy of the Area 
Approach., tbe State Bank of India Group have also opened 290 agricul­
tural development branches upto 30 Jnne, 1977~, TJta Committee find that 



115 

there was a spectacular increase in the IDumher of villages adopted by the 
Banks during the period March, 1973 and June, 1973 i.e., from 6870 to 
19000. The progress during the next two years was not upto the mark. 
The Committee desire reasons for this slow pr6gress should be looked intOo 
by tbe Department. The Committee need hardly emphasise that the public 
sedor banks and tbe commercial banks should intensify their eftDrts to 
adDpt more and more villages. The Committee wDuld like the Depart­
ment to' lay down a target in this regard fDr the 5th Five Year Plan. 

4.41. Tbe CDmmittee nDte tbat the banks bave so delegated powers tOo 
their branch managers tbat they CDuid dispose Df about 80 per cent Df loan 
applicatiDns at tbeir level aDd only proposals involving larger amounts are 
required to. be referred to' the bigher authDritieS. The CDmmittee desire 
that it should be ensured that tbe delegated powers are used by the Branch 
Managers in a judiciDus manner and delays do. nDt Dccur in sanctiDn Df IDans 
especially in case Df small bDrrDwers. The Committee need bardly empha­
size that bank credit ShDUld be made available to. the farmers at the right 
time Df crDp season. 

4.42. The CDmmittee understand that the public sedOr banks have 
adDpted the credit norms fDr different crDps as advised by Field WDrkers 
CDnference/Technical GrDup cDnstituted at the distrid le.el for tbe Central 
CDDperative banks, witb reference to' tbe use Df fertilisers and Dther inputs 
and adoption Df improved agricultural practices in the area of their opera­
tion. The CDmmittee recommend that effDrts sbDuld be made by banks to. 
review the credit nDrms fDr different crops Dn a cDntinual basis. The cnn­
sultancy services made available to. small farmers by the banks, field staff 
SbDUld alSo. be imprDved. 

4.43. The CDmittee note that in response to the recDmmendatiDns o.f the 
National CDmmission on Agriculture, an i'nnDvatiDn has been made in set­
ting up the Farmers' Service Societies which are registered as cODperative 
institutiDn and function as multi-purpDse agencies at the base level, taking 
care of the needs Df the farmers in the area of their operation. With the 
settin~ up of tbese sncieties, the fanners can look to a sin~le a~ency for all 
their requirements. 250 such societies have been set up all Dver the cOlln­
try and tbere is a programme of organising such societies in otber areas 
having special development schemes. The Committee welcome this step 
and bope that the Farmers' Service SDcieties would go a lon~ way in 'ierv­
ing the needs of small fanners at one contact point by providing an integ­
rated service including technical advice. The Committee, hnwever, feel 
tbat tbe number of societies set up so far is inadequate. They su~est that 
a time bound programme sbould be evolved to set up a large number of 
such Farmers' Services Societies all over the country and a ,,'atch kept 
regarding tbe implementation of the programme. 
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4.44. The Committee attach much imoprtance to coverage of relatively 
small borrowers by tile credit deployment of public sector banks. Accord­
ing to the information furnished to the Committee, small farmers haviog 
land bolding.4i upto 5 acres accounted for 74.12 per cent of tbe agricultural 
sbort term borrowal accounts and 50.8 per cent of the amount outstanding 
at tbe end of September, 1976. As regards tbe term loau, this category 
accounted for 45.8 per cent of the loan accounts aDd 23.64 per cent of tbe 
amount outstanding at the end of September, 1976. Although the smaU 
farmers account for a substantial percentage of tbe short-term loan accounts, 
the outstanding amounts advanced to tbem does not proportionately consti­
tute tbe same percentage of the total amount. The percentage of outstand­
ing amount is significantly low under term loans. The Committee there­
fore desire tbat concerted efforts should be made by tile public sector banks 
to increase coverage aDd quantum of bank credit to small borrowers having 
land holdings upto 5 acres. 

4.45. Besides the advances given directly to farmers, tbe public sector 
banks are indirectly assisting them tbrough agricultural primary credit 
societies. At tbe end of December, 1976, the total outstanding sbort term 
advances made by commercial banks (includl'ng public sector banks) 
amounted to Rs. 30 crores involving 2548 societies and medium term ad­
vances amounted to Rs. 5 crores involving 1055 societies. The Committee 
consider that the amount of loans and the number of societies involved in 
the whole country is very low. It should be examined what measures are 
necessary to increase credit through primary credit societies. 

4.46. The Committee note that the Public sector banks also assist the 
identified participants in Small Farmers Development A~encles/Margillal 
Farmers & Agricultural Labourers areas. During the year 1'76.77, the 
loans disbursed by the Commercial banks (includln~ pllblic sector banks) 
to the identified participants in SFDA/MFAL agencies increased to Rs. 30 
crores from Rs. 16 crores during 1975-76. The Committee desire that 
the progress made in disbursement of loans to identified participants in 
SFDA/MI-'AL areas should be kept under close watch. 

4.47. The Committee note that in the case of the North Eastern Re~ion 
where the ownership of land is vested in VillaJle Councils/ Anchal Samities, 
a Study Group appointed by the Reserve Bank of India has inter-alia sug­
~ested that banks should lend on a ~roup j!Uarantee basi... The State Bank 
of India is following the procedure and the other blinks operating in the 
re"ion have been inilitructed by the Reserve Bank of India to implement 
the recommendations. The Committee desire that t6e matter should be 
pursued with the banks and it should be enllured that the credit needs of 
the farD ers in the North Eastern Region are adequately met. 
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4.41. Tile Committee note that there have been complaints about dis­
bursement of loans in kind, but the existing system is preferred because it 
prevents any scope for diversion or misutilisation of .. loan money and 
the inv~tment goes to promote a productive function and generate addi­
tional income for the borrower. The Committee desire that in alI cases 
where serJous complaints are made about the disbursement of loans in 
kind, it should be ensured that proper innstigations are made and neces­
sary remedial measures are taken. 

4.49. The Committee further note tbat the Government have urged 
the public sector banks and pri"ate sector banks to accord priority in pro­
"iding rt..'quired credit for implemt!'ntation of the drought prone areas pro­
gramme and also to nolve schemes for rehabilitation of victims of flood 
and other natural calamities. As regards the recovery of loans under the 
programme, both commercial and cooperative banks adopt Oexible approach 
wherever necessary. The Committee are anxious that credit schemes 
evolved for drought prone and flood prone areas which are susceptible to 
natural calamities should be kept under rev.iew with a view to improving the 
economy of the areas and relieving the hardship of the affected people. 
It should be ensured that in case of crop failure, the recovery of interest on 
loan is suitably postponed. 

4.50. The Committee note that rates of interest cbarged by pubUc 
sector banks on tbe agricultural advances vary between 81 per cent and 
16} per cent. Banks cbarge lower rates in respect of advDnces to small 
borrowers and those are covered by SFDA/MFAL Schemes. The Primary 
Agricultural Credit Societies charge between 11 per cent and 15 per cent 
8nd land development banks from 101 per cent to 11 per cent. 

4.51. The Committee note further that the recovery of interest on agri­
cultural adv8lJlces is being made by commercial banks alongwith the pay­
ment of principal/instalmenl.. of principal which are so fixed so as to 
coincide with the harvesting and marketing of his crops. For term loans 
interest is generally calculated at a balf-yearly basis. The State and Central 
Cooperative Banks recover tbe interest On quarterly and balf-yearly basis. 
Interest on current dues is Dot compounded. In accordance with tbe ~ide­
lines issued by the Reserve Bank all small loans upto RB. 5000 (including 
direct agricultural advances but excluding plantations) are exempted from 
the levy of penal rate. In case of direct agricultural advances of over 
Rs. 5000 (excluding plantations) banks are required to ~ve a time of at 
least three months to tbe borrower for making payment before charging 
penal rate of interest which should not exceed 2.5 per cent. Over and 
above the normal rate and over an rate of interest inclusive of penal rate 
of interest prescribed by R.B.I. in respect of interest rates for various c18~" 
of banks i.e. 16.5 per cent or 17.5 per cent as the case may be. TIle 
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Reserve Bank has advised the Cooperative Banks to charge peDal rate at 
3 per cent at the society level and that it may be charged from the date of 
default. 

4.52. The International Development loans which are received free of 
interest by Government of India are passed on to the ARDC at the rates 
of interest applicable to public financial institutions from time to time, the 
present rates being 6-3/4 per cent per annum in respect of loans for periods 
upto 9 years and 7-1/4 per cent in respect of loans for periods exceeding 
9 years but less than 15 years. The Agricultural Refinance Development 
Corporation charges 7! per cent on its refinancing fQr minor irrigation and 
land development schemes and 8 per cent for other diversified purposes to 
the member banks. The member banks charge the ultimate borrowers at 
the rate of interest of 10! and 11 per cent. 

4.53. The Committee feel that with a view to keeping prices of agricul­
tnral produce under check, it is necessary to make agricultural credit 
cheaper. The Committee therefore suggest that it should be carefully 
examined how the agriculture credit given by tbe various lending agencies 
could be made cheaper aDd the penal rates for delay in repayment less 
harsher particularly when snch delays are caused by failure of crops 
drought, flood and other natural calamities etc. 

unctionir..g of Cooperative Banks 

4.54. The Committee asked (a) whether any study had been conducted 
by the Reserve Bank of India on the functioning of the Cooperative Banks 
and whether any shortcomings in the functioning of these Banks have come 
to their notice. the Ministry in their reply (November, 1977) stated that 
the Reserve Bank, through specially appointed Study Teams, have so far 
undertaken special studies of the following States to examine the financial 
and organisational position of cooperative credit institutions and to sug­
gest remedial measures to overcome problems obstructing free flow of 
credit for agriculture:-

1. Kerala (1972) 

2. Maharashtra (1972) 

3. West Bengal (1972) 

4. Bihar (1974) 

5. Rajasthan (1974) 

6. Madhya Pradesh (1975) 

7. Uttar Pradesh (1975) 

Such special teams have now been set up .for Jamma and Kashmir and 
Himachal Pradesh. 
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Besides, in 1972, the Reserve Bank set up a Study Team to suggest 
measures to tackle the problem of overdues of cooperative institutions. 

Some of the general defects noticed during the course of the studies are 
listed below: 

(i) Existence of high level of overdues largely due to wilful defaults 
.aggravated by ineffective supervision, defective lending poli­
cies, apathy of the managements and the absence of a favour­
able climate for repayment for which the State Governments 
themselves could be held responsible. 

'(ii) Absence of reasonably well-managed and viable institutions 
specially at the primary level and the need for the reorganisa­
tion of primary agricultural credit societies and rehabilitation 
of central cooperative banks. 

{iii) Lack of trained and competent personnel at almost all levels 
of cooperative credit institutions. 

,(iv) Inadequacy of institutional credit to cater to the needs of the 
tribal population, needs of the hilly, arid and semi-arid regions 
etc. and other weaker sections of the farming community. 

4.55. The recommendations made by the Study Teams have been 
'Conveyed by the Reserve Bank to the State Governments concrned for 
:speedy implementation. Follow up action is being pursued by the RBI. 

4.56. In addition, the Reserve Bank has been inspecting the State and 
'Central cooperative banks since 1966 on statutory basis. Inspection of 
land developments banks are being done on a VOluntary basis. The short­
comings observed during the inspections are brought to the notice of the 
bankslRegistrars of Cooperative Societies concerned for early rectification. 

4.57. Important outstanding issues and problems in different States 
1Il'e also discussed by the Executive Director of the Reserve Bank during 
bis annual round of discussions with the State officials and Registrars of 
'Cooperative Societies. 

4.58. Asked to indicate the latest position regarding action taken on 
1he recommendations of the Hazari Committee regarding Integration of Co­
-operative Credit Institutions, the Ministry in a written reply (November, 
77) have informed that the Government of India have not yet taken a 
'final view on the recommendations of the Hazan Committee on Integration 
'Of Cooperative Credit Institutions as views from some of the State Oov­
-emmerm are still awaited. 
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4.59. However, the Government of India have accepted the recom­
mendation of the Hazari Committee with regard to grant of loan by Land 
Development Banks on the basis of a charge on land instead of insisting on 
a mortgage as at present, and have commended this to the State Govern­
ments for implementation which is an endorsement of the recommendations 
of the Madhava Das Committee. The Governments of Karnataka, Orissa 
and West Bengal have accepted this recommendation. The Government of 
Karnataka have already amended its Cooperative Act. T,he other two­
State Governments propose to amend their co-operative laws in due course 
The Government of Uttar Pradesh has adopted this recommendation by 
issue of an Ordinance in the Command Area Development Authority Area 
in the State. 

4.60. The Committee note that the Reserve Bank of India through its 
Study Teams has so far undertaken special studies of the financial and 
organisational position of the Cooperative Credit Institutions ill the State 
of Kerala, Maharashtra, West Bengal, Bihar, Rajasthan, Madhya Pradesh 
and Uttar Pradesh. Such special teams have been set up for Jammu and 
Kashmir and Himachal Pradesh. The recommendations made by the Study 
Teams have been conveyed to the State Governments for speedy impleme'n­
tation. The Committee hope that such special studies will be taken up by 
th Reserve Bank in the remaining States according to time-bound program­
mes. The Committee also desire that it should be ensured that recommend­
ations of the Study Teams are implemented by the State Governments expe­
ditiously. 

4.61. The Committee note that Government of India have not yet fakeD 
a final view of the recommendations of the Hazari Committee or the Integ­
ration of Cooperative Credit Institutions as views from some of the State 
Governments are still awaited. The Committee desire that the matter should 
be vigorously pursued with the State Government'! concerned. 

4.62. The Committee also desire that implementation of the recommend­
ations of the Hazari Committee with regard to grant of loan by Land Deve­
lopment Banks on the basis of a charge on land instead of insisting on a 
mortgage as at present may be pursued with the Sfate Governments who 
have not yet amended their Cooperative legislation. 

Review of Schemes 

4.63. The Committee, in paragraph 4.14 of their 62nd Report. while 
emphasising the importance of rapid expansion on credit to the agriculture 
sector on whiCh the whole economy of the country and well-being of the 
pepple rested, had recommended that the working of all schemes evolved by 
banks for meeting credit requirements of this sector, should be reviewed by 
an expert group. 
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4.64. The Department of Banking in their reply (October, 1974) 
stated that as the commercial banks have entered this sector in a big way 
'Only after nati'Onalisation, it may be desirable to watch for some time more 
before an expert bo.dy is set up to go into the working of different schemes. 
However, the Reserve Bank has started collecting and compiling infonna-­
tion in some detail. 

4.65. Observing that while the efforts made by the Reserve Bank for 
collecting and compiling information would not serve the purpose. The. 
Committee in their 84th Report reiterated their earlier recommendation 
that the working of all schemes evolved by Banks for meeting credit 
requirements of the agricultural sector should be reviewed by an expert 
group at an early ,date in view of the importance of agricultural sector in 
the national economy. 

4.66. The Department was asked to state the present position with 
regard to the setting up of an Expert Group to review the working schemes 
evolved by the banks for meeting the credit requirements of the agricultural 
sector. 

4.67. The Department in their reply (November, 1976) stated: 

"The Government agree to set up an Expert Group to review the 
working of schemes evolved by public sector banks for meet­
ing credit requirements of the agricultural stctor. The RBI 
are being requested for the constitution of such a Group." 

4.68. Asked to state as to when the Reserve Bank of India was re­
quested to constitute the group and progress made in this regard, the Sec­
retary (Banking) during evidence stated that the Reserve Bank was request­
ed in September, 1976 and the latter was in the process of selecting experts 
for the purposes. The group was, however, expected to be constituted 
shortly. 

4.69. The Ministry, however, informed in November, 1977 that the 
Reserve Bank of India has set up an Expert Group under the Chairman­
ship of Shri G. Desai of the Indian Institute of Management, Ahmedabad 
to review the schemes of agriculture finance of commercial banks IUId 
suggest the general pattern of new schemes which banks could fJ:ame and 
implement so as to meet the credit requirements of farmers and agricul­
turists. Representatives of the Centra] Government. commercial banks, 
Agricultural Refinance and Development Corporation, Agricultural Finance 
Corporation, Reserve Bank of India and experts in certain disciplines in 
agriculture and allied activities are represented on this Group. The Group 
has already held three meetings and is likely to submit its report in another 
two months or so. 
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4.70. The Committee in paragraph 4.14 of their 6lJ1d Report (1973.74) 
.laad recommended that the working of aU schemes for agricultural finance, 
evolved by the banks, should b.e reviewed by an Expert Group. The Com­
mittee reiterated this r.ecommendation in their 84th Report which was pre­
sented ia August, 1975. The Committee note that the Department of Banking 
approached the Reserve Bank to constitute the Expert Group only in Septem­
ber, 1976. The Committee trust that the Expert Group under the Chair­
manship of Sbri G. Desai have completed their work as scheduled. The 
Committee would like to be Informed of improvements made in the schemel 
for agricultural finance Hnd new pattern of schemes framed to meet the 
credit requirements of farmers and agriculturists. 

Pass Books jor .Farmers 

4.71. The Committee in paragraph 4.32(i) of their 62nd Report obser­
ved that to facilitate giving loans speedily, the idea of issuing pass books 
to farmers containing full record of the land owned by them, should be 
vigorously pursued with the State Governments. According to the in­
formation available only Madhya Pradesh Government was stated to 
have started this expel1iment. The Secretary of the Department agreed 
that "the idea is attractive. We have everything at one place-aU the re­
levant details regarding the borrowers." 

4.72. The Department of Revenue and Banking in their reply (Octo­
'ber, 1974) stated: 

"This recommendation is one of the administrative measures re­
commended by the Talwar Committee. Government have 
been pressing upon the State Governments for issue of pass 
books to the farmers. According to the latest information re­
ceived from different State Governments, Madhya Pradesh, 
Uttar Pradesh, Haryana, Punjab, Rasjasthan, Gujarat, Hima­
chalPradesh and Karnataka State are reported to have al­
ready issued pass books to the farmers in some areas. The 
matter is being pursued with the State Governments." 

4.73. The Department was asked to indicate the latest position regard­
ing issue of pass-books by the State Governments to farmers containing 
'full records of land owned by them, to facilitate ex.peditious grants of loans 
!to them by banks. 

4.74. In their reply (November, 1976) the Department stated:-

"At the time of furnishing Government's reply to the recommenda­
tion of the 'Committee (No. 4.32 (1) of the 62nd Report), 
8 State Governments were reported to have issued pass books 
to 'farmers in some areas. 
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8 more State Governments. namely Assam, Bihar, Jammu & Kash­
mir. Kerala, Maharasthra, Orissa, Tamil Nadu and West 
Bengal and the Union Territory of Delhi have since reported 
the fact of having issued or proposing to issue the pass books 
in some areas. 

In Nagaland and the Union Territories of Dadra and Nagar Haveli. 
Arunachal Pradesh and Mizoram, agriculturists have no right 
of ownership in regard to the land. There is therefore no 
question of issuing pass books in these States/Union Territo-

·ries." 

4.75. In paragraph 4.32 (iii) of the 62nd Report ibid the Committee 
-.observed that the Scheme of issuing pass books to the borrowers, as is 
prevalent in the Indian Overseas Bank, should be introduced in all the 
banks. 

4.76. The Department in their reply (October, 1974) stated: 

"According to the information furnished by the public sector banks, 
the State Bank of India, Punjab National Bank, Canara Bank, 
United Bank of India, Allahabad Bank and the Indian 
Overseas Bank. have already issued loan account pass boob. 
Bank of Baroda has issued this in GuJarat State so far as an 
experimental measure. Dena Bank has issued pass books in 
areas where large scale development schemes have been under­
taken. -Central Bank of India has issued these in some States 
Bank of India is still considering this issue. The matter is 
being pursued with the public sector banks." 

4.77. The Department was asked whether all the public Sector banks 
were following the practice -of issuing loan account pass books to the bor­
rowers. In their reply (November, 1976) the Department have stated 
that according to the information furnished by the Reserve Bank of 
India, the position is follows: 

'''(1) State Bank of India, Central Bank of India, Punjab National 
Bank, Bank of Baroda, Dena Bank, Allahabad Bank, Bank of 
Maharashtra and Indian Overseas Bank bave issued loan Pass 
Books to farmer borrowers. 

'(2) Bank of India has issued Pass Books on pilot basis in the 
states of Uttar Pradesh, Madhya Pradesh and Bihar. On 
gaining experience, it would extend the scheme to other 
regions. 



124 

(3) Canara Bank and United Bank of India have issued Pass 
Cards and Identity Cards respectively. which contain basic 
Particulars of the borrowers and the loans. 

(4) Union Bank of India is still considering the issue of Pass 
Books to borrowers. 

(5) Indian Bank and Syndicate Bank have decided to introduce 
Pass Books shortly." 

4.78. The Committee note that in pursuance of their recommendation 
made in paragraph ~.32(i) of the 62nd Report, 16 States han issued pass­
books to farmers in some areas, containing record of the land owned by them 
to facilitate FlInt of loans speedily. The Committee recommend that the 
State Governments concerned may be impressed upon to cover aU the areas 
in issuing such pass books so that farmers, particularly smaIl and marginal 
farmers, have not to face any difficulties in getting loans. 

4.7'. The Committee further desire that the question of issuing land 
pass books to farmers may abo be vigorously pursued with the remaining 
States. 

4.80. The Co.mmittee note that 10 Public Sector Banks have issued 
loan-account pass books/cards to farmer borrowers and 2 more ba1nks decid­
ed to introduce such pass books shortly. One bank has issued pass books 
on pilot basis in 3 Stutes and it would extend the scheme to other regions 
alter gaining experience. The Committee desire that the remaining banks 
sbonld also be impressed upon to introduce this procedure of issuing pass­
books to borrowers. The Committee need hardly stress that these pass-books 
will be useful as they would serve as a ready-reckoner for banks to give 
loans and effect recoveries. 

Loans to Cane-Growers on the Guarantee of Sligar Factories 

4.81. The Committee, in paragraph 4.32(v) of the Report ibid obser­
ve,d that to facilitate grant of loans to sugarcane growers, the direct tie-up- . 
arrangement between the sugar mills and sugarcane growers, which exists 
in certain States (like Andhra Pradesh, Tamil Nadu, Rajasthan) may be 
extended to other States also (like Bihar. Punjab, V.P.). The possibility 
of extending this arrangement to Khandsari field may also be considered. 

4.82. In t,heir reply (October. 1974), the Department stared:-

"The Commercial banks have indeed tied up their loaning arrange­
ments to the cane growers with the sugar factories in selected 
areas in some States. Such an arrangement could be worked 
out where there is tie-up between the supply of cane by the 
growers to the Khandsari producing units also. This recom­
mendation has been communicated to the commercial banks." 



125 

4.83. The Department was asked to state whether commercial banks have 
reviewed the possibility of extending the tie-up arrangement between the 
sugarcane growers and sugar mills, in areas where such an arrangement 
.did not exist. 

4.84. The Department in their reply (November, 1976) stated:-

"There is, generally, a tripartite arrangement among the financing 
banks, sugar mills and registered sugarcane growers whereby 
the growers undertake to deliver cane to the mills and the 
mills agree to deduct payments due to banks from the cane 
price payable to growers and remit the same to banks which 
have financed the growers. 

Public Sector Banks have already stated financing sugarcane gro­
wers under tie-up arrangement with sugar mills in different 
states and areas, where such arrangements did not exist." 

4.85. With regard to the tie-up between the cane growers and khan­
. dsari producing units the Department stated: 

"Banks have explored the possibilities of extending credit to 
sugarcane growers under tie-up arrangements with khandsari 
units. But the scope for financing sugarcane growers under 
tie-up arrangements with khandsari units is limited owing to 
inherent organisational weakness of these units which are 
mostly rUn by individuals and partnership firms. However, a 
few banks have also financed sugarcane growers in tie-up 
arrangements with khandsari units. Wherever pos!Jible such 
tie-up arrangements are being tried with khandsari units." 

4.86. During the evidence, when asked about the working of the 
. Scheme of tie-up arrangements between sugarcane growers and sugar mills, 
·.the Secretary (Banking) stated: 

"These schemes have been in operation for a fairly long period 
But our experience so far is quite satisfactory and banks as a 
matter of policy are encouraging such financial arrangements. 
Banks have not reported any case of non-cooperation because 
the payments are tied up. The system that operates is that 
banks give credit to the sugarcane grower and at the time 
of delivery of sugarcane the bank is paid by mill. While the 
bank gets the payment from the mill, it is ensured that the cane 
grower gets his dues. For that purpose, all sugar mills accounts 
would have two segments: the cane dues account and the 
general account. The bank does not give the sugar mill 
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money for the purchase of cane unless the cane dues are paid. 
This has been in vogue in terms of a Reserve Bank Circular 
on the subject." 

4.87. The Committee note tbat under a tripartite arrangement between 
the banks, Sugar Mills and Registered Sugar Cane growers banks advance 
credit to tbe sugarcane growers who undertake to deliver cane to the Mills, 
wbleh deduct payments due to the banks from tbe cane price payable to 
the growers and remit the same to the banks. This arrangement wbich' 
ensures that the cane growers get their credit requirements in tbne, is stated 
to be in operation for a long time in some States. The credit needs of 
sugarcane growers are met by the banks in time under this arrangement. 
The Committee desire that the Public Sector Banks should make 
elorts to extend the scbeme to other States wbere sucb arrangement does 
not exist. 

Consumption Credil 

4.88. The Committee desired to be furnished with a detailed note con­
taining recommendations of the Expert Committee on Consumption Credit 
and action taken by all the concerned departments including the Depart­
ment of Rural Development for implementation of the recommendations. 

4.89. In their note, the Department of Revenue and Banking stated:­

"The broad conclusions and main recommendations of the Expert 
Committee on ,Consumption Credit are as follows:-

The Committee concluded that the lowest stratum of the village 
community having 'nil' holdings or with holdings measuring 
0.01 to 0.50 acre would need pure consumption credit as 
distinct from production ~redit. The next higher class of 
rural population viz., those possessing land above 0.50 acre 
but not more than 5 acre will also need consumption credit 
but they would be able to meet their consumption credit 
needs from the general production credit availed of by them 
from the cooperative structure and the commercial banking 
sector including the R~gional Rural Banks. 

The Committee felt that by strengthening the cooperative credit 
structure and by determined attempts by the commercial 
banks including Re'gional Rural Banks, the bulk of consump­
tion credit requirement of the latter class should be looked' 
after by the production credit system in operation at present. 

I 

In order to fulfil this role, the Committee stressed that the 
measures already prescribed by the Reserve Bank of India 
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to strengthen the cooperative ctedit structure, including uni-
t 

versalisation of membership should be implemented without 
any delay. 

On the basis of the general experience, as to the level of borrow-, 
ings of the groups of people having land 'nil' holdings and 
holdings upto 0.50 acre, the Committee recommended the 
following purpose for which pure consumption credit apart 
from production loan ~hould be given and. also the ceilings. 
of such loans:-

Type of Loan 

(a) Medical expenses relating to borrowers and members of 

Ceiling of loan fixrd 
at 

Ra. 

their familie'. 150 

(b) Education exPffiSe5 for school 100 

(c) Marriage expen8t's :250 

(d) Expenses on funeral ct'rmonies as well as birth ceremonies 75 

(e) Expenses on rt'li'giou8 cert'monit's which ar,. d("('ply rool('d and 
considered inescapable by certain s('ctions of society 75 

------------------

The Committee computed the total requirements of pure con­
sumption credit for th~ first year of the rural folk having 
'nil' holdings or holdings measuring 0.01 to 0.50 acre and 
placed. at Rs. 170 crores. 

The Committee expressed the definite view that the primary agri­
cultural credit societies organised into viable units, farmers 
service societies, ,large sized multi-purpose societies in the 
tribal areas, will be the best suited agencies to handle the 
business of providing consumption credit to the various cate­
gories of the. rural community. 

Out of Rs. 170 crores, the cooperative societies would take care­
of consumption credit requirements to the extent of Rs. 70' 
crores only. This had been recommended on the basis that 
only those primary agricultural credit societies as have full­
time paid Secretaries should alone be entrusted with the' 
responsibility of extending consumption credit. 
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Though no specific amount had been assesse,d to be provided 
through commercial and Regional Rural Banks, the Com­
mittee . recommended that these banks should provide con­
sumption credit to their clientels on the lines recommended 
for cooperatives. The Banks should also go ahead with their 
programme of organising Farmers' Service. Societies or viable 
multi-purpose societies in order to supplement the efforts of 
the cooperatives. 

The remaining. 'grey' areas in the country which would account 
for the remaining Rs. 100 crores has been recommended 
to be met out of the budgetary resources of the State Gov­
ernments. But 0 since the State Governments may find it 
difficult to mobilise this amount, the Committec has re­
commended that the State Governments and the Central 
Government should ent~r into immediate dialogue for the 
purposes. 

For the Tribal areas the Committee recommended that State 
Governments should strightaway open fair price shops 
through thcir 0 Forest and other concerned Departments in 
the areas where tribals conglomerate and where the large 
Multi-purpose Societies cannot be formed immediately. 

As there is a high degree of risk involved in extending pure con­
sumption credit to the classes of people envisaged, a risk 
margin assistance limited to 10 per cent of the total quan­
tum of loans advanced for consumption purposes should be 
given to the lending institutions. The liabilities of the risk 
fund should be borne equally by the Central Government 
and the State Governments. 

To solve the twin problem of employment and collection of con­
sumption loans, the Committee recommended that on the 
model of the Scheme introduced by the Maharashtra Gov­
ernment, the other State Governments should also work out 
for recovery of consumption loans from the wages or' the 
loanees working on such programmes. 

Action taken by Government on the recommendations of the Committee. 

4.9U. Government generally accepted the recommendations of the Com­
mittee as modified by the decisions taken at the Bangalore Conference held 
-on 16th June, 1976 and specifically accepted the following:-

(1) Out of the sum of Rs. 170 crores required for meeting the 
consumption requirements for year 1976-77 Rs. 115 crores 
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were. to be met through cooperative credit structure duly stren­
gthened and the remaining Rs. 55 crores meant for the 'grey 
areas' out of budgetary resources of the State Governmentll. 
Since the State Governments'. budgets had already been framed, 
the Central Govemmnt extended a loan equal to two-thirds of 
Rs. 55 crores to the State Governments repayable in two an­
nual instalments, the State Governments providing the remain­
ing one-third share. 

(2) The imposition of a limit of 10 per cent of the crop loan ad­
vanced to a member. of cooperative society even though the 
quantum of loan in a particular case may be well below the 
ceiling of Rs. 250 etc., as mentioned in. the Reserve Bank 
guidelines to State Governments, might be suitably modified 
by the Reserve Bank of India. 

(3) The cooperative credit structure in the country was to be im­
mediately strengthened by adopting the following m~asures:-

(a) Strengthning of the weak central cooperative banks by mak.­
ing an immediate investment of Rs. 10 crores under the 
Centrally . sponsored sector scheme in the Central Plan for 
1976-77; 

(b) State Governments to be requested to make increasing equi­
ty participation in. primary cooperative societies including the 
Farmers' Service Societies and for this an extra provision of 
Rs. 5 crores in the State Plan from the long-term Operations 
Funds, of ~he Reserve Bank of India is to be made; and 

(c) Management suhsidy to the extent of Rs. 5 crores for ap­
pointing full time paid Secretaries in the large number of 
primary societies will. have to be provided for in the Plan 
funds for the year 1976-77. 

(4) The liabilities of the Risk Fund should he borne equaUy by 
the . Central Government and the State Governments. 

(5) The State Governments might be requested to formulate sui­
table employment schemes on the model of the scheme f()C­
mutated by the Maharashtra Government. after taking into 
account the final report on the evaluation of the Maharashtra 
Scheme which was under preparation by the Programme Evalu­
ation . Organisation of the Planning Commission. 

(6) State Governments should be asked to straightaway open fair 
price shops through their Forest of other concerned depart-

4202 LS-10. 
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ments in all the areas where. tribal conglomerate and where 
large multi-purpose societies cannot be formed immediately. 

't has also been decided by Goernment that the institutions. to be utilised 
for the grant of loans in order of priorit~ should be cooperatives, Rural' 
Banks and taccavi. Local conditions should be taken into account in, 
selecting the agencies for provision of credit. 

It has further been decided that in determining the amount, of consump­
tion loan, the minimum need and the capacity to repay have neoessarily to 
be ,taken into account. A ceiling has also been sct on the amount of loan 
which an individual family can draw for two or more purposes. 

Necessary budget provision was made with regard to (1) above, and 
the amounts have been sanctioned to the concerned State Governments! 
Union Territories. 

The Reserve Bank of India has since issued the guidelines to the com­
mercial & cooperative hanks for implementing the, decisions of Government. 

The Reserve Bank of India has also been requested to suitahly modify 
the imposition of the limit of 10 per cent of the crop loan advam:ed to a , 
member of cooperative society even though the quantum of loan in a parti-
cular case may be well below the ceiling of Rs. 250. 

The Department of Rural Development in the Ministry of Agriculture 
and Irrigation has also taken up the follow-up action in respect of the re­
commendations in so far as they concern that Department. The rules for 
the establishment and utilisation. of Risk Fund for consumption Credit have 
since been finalised and the Department of Rural Development have made 
necessary budget provision in this connection. 

The Ministry of Home Affairs has also heen requested to take necessary 
follow-up action in respect of the decision taken by Government at (4) 
above. 

The State Governments have also been addressed both. by the Depart­
ment of Revenue and Banking: <Hankin/! Wing) and the Department of 
Rural Development to take urgent action for implementing the decisions 
of Government in so far as they concern them. 

4.91. Aslred to state the type of agencies recommended by the Expert 
Committee for routing the consumption credit. the representative of the 
Department of Revenue and Banking stated during evidence: 

"The Sivaraman Committee discussed this matter in great detail 
and we came to the conclusion that apart from coru:umption 
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loans which are given as part of production loan, bankin, 
institutions and the government do not have any arrangement 
at present to meet the consumption needs of the weaker 
sections of society. We also came to the conclusion that 
commercial banks did not have infrastructure necessary to 
reach the masses of people, both for providing loans and for 
recovering it. The reasons was that the class of persons were 
such that they would also require credit facilities in a lump 
sum but repayment would be spread over many months, some­
times daily or weekly instalments. If it should serve that 
class of people effectively, it should be as close to the people 
as possible. From that point of view primary agricultural 
credit society or the agricultural multi purpose society in the 
tribal areas should be properly reorganised with a manager or 
a full time secretary, that should be the best suited agency. 
While it may take sometime to organise those things, there 
wilI be large areas in the country where the needs will be 
there but the organisation may not be asbsent. Our committee 
termed it as grey areas. For these areas, thc state governments 
were asked to organise any type of suitable agency which 
could do it temporarily for one or two years. When the 
Committee made the recommendation they were under the 
impression that hardly one third of the country's area could 
be taken care of by wen organised cooperative societies but 
at the conference held at Bangalore the conclusion was 
reached that nearly two-thirds of the country's area could be 
taken care of by such reorganised cooperative societies. The 
cooperative societies have got roots in the viJIages and will 
be the best agency for doing this." 

4.92. Asked whether the State Governments had been advised to take 
steps in this direction, tho;: representative of the Departmcnt stated:-

"Three days or four days after the Bangalore conference, in June. 
1976, we communicated the decisions to the State Govern­
ments and we told them that in case where they require 
spt'Cial assistance from the central government for the grey 
areas we will send central teams for assessment. For the 7 
states the requirements for the grey areas had been assessed 
at about Rs. 27 erores, Rs. 18 crores from the centre and about 
Rs. 9 crores by the states, that comes to Rs. 27 cron~s. So 
far as the oth~r areas covered by cooperatives are concerned 
the Reserve Bank had given guidelines for getting consump­
tion cred~t from financial jnstitution~.'· 

•. 93. Asked as to what steps had been taken by the stak governments 
with regard to opening of fair price shops in the tribal areas where the 
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mUlti-purpose societies could not be formed immediately, to meet the, 
consumption credit requirement of tribals, the representative of the Minia­
try of Horne Affairs stated during evidence: 

"After the Sivaraman Committee recommendations were received. 
we had a quick review about the programme of large si2le multi­
.purpose societies. When the Sivaraman Committee was con­
sidering the problem, some States said, they would be covering 
the tribal areas by the end of the fifth plan. In that context, 
the Sivaraman Committee took the decision that for the time 
being, they should be advised to start their own fair price 
shops. But in the Chief Ministers' confereno..: held in 
November last. it was felt that credit and marketing was aD 
extremely important part of the new strategy and we cannot 
wait till the end of the fifth plan. So, a decision was taken 
that large size multi-purpose societies should be organised to 
cover the entire tribal areas by the end of this year itself. 
In the beginning of the next cooperative year, we are proposing 
to have the entire infrastructure of the large size multi­
purpose societies in all the tribal areas, In fact, a committee 
has been constituted with the Secretary, Rural Deve].opment, 
as Chairman. We have addressed the State Governments who 
are examining the proposals. So far about 587 large si~ 

multi-purpose societies are in various stages of formation and 
we are quite hopeful that all the societies will be on the ground 
by the beginning of May. 1977. There are a number of 
corporation like the Orissa Tribal Development Corporation, 
regional cooperative societies in Madhya Pradesh, etc. These 
organisations have been asked to take up this work immedi­
ately." 

4,94. In November, 1977 the Ministry, however, informed that th~ 

questions of the cooperative structure in the tribal areas and the Dace of 
setting up large sized M.P, Societies were reviewed in a meeting of Chief 
Ministers of seven States (Andhra Pradesh, Bihar, Madhya Prade!'lh, 
Orissa, Gujarat. Maharashtra and Rajasthan) held in September, 1976, It 
was agreed that instead of covering the entire tribal area by , the large­
sized multi-purpose soceties by the end of the Fifth Plan, it should be 
covered latest by the end of April, 1977. The information relating to 
the number of large sized mUlti-pu.rpose societies in the sub-plan are(ls i~ 
available only as on J st April, 1977 which is indicated below:-

Andhra Prade~h 

10 

Bihar 

Gujarat 
---------

.Primary Societie~ of the Girijan Cooperative Corporation. 
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Earnatab 6 

Kerala 6 

Madhya Pn.deab • 

Mabaruhtra 

Orilla ~!Zo 

b1jathan 

4.95. With regard to the practice of advancing of loans against the 
eecurity of gold and silver, the Department in their reply (November, 
1976) atated: 

"According to the Report of the Expert Committee on Consump­
tion Credit, the practice of advancing loans on the security of 
gold and silver, is largely prevalent in the Southern States, 
particularly in Tamil Nadu and Kerala. The Expert Com­
mittee, while examining the schemes pertaining the consump­
tion credits formulated by the different public sector banks, 
also examined the schemes for giving consumption credit 
against the security of gold and silver. The Committee re­
commended that the commercial banks should step up their 
advances against gold and silver ornaments. The recom­
mendations of the Committee have generally been accepted 
by the Government. 

However, these schemes could only be introduced on a limited scale 
in branches where proper arrangements for appraisal of gold 
and silver ornaments safe custody, insurance cover for the 
ornaments, etc. could be ensured." 

4.96. It has come to the notice of the Committee that the Bombay 
Unit of the State Bank of India have issued instructions to all tbe Branch 
Managers to introduce in 59 selected rural centres the schemes of 'Loans 
against brass/copper \"essels/wares and 'Maintenance of Imprest Account', 
i.e., the Branch Managers would keep an imprest amount of Rs. 250/­
with them ,to grant clean demand loans in order to meet the seasonal con­
sumption needs of the small and marginal farmers and villages artisans 
in replacement of traditional money-lenders. Under the schemes small 
sums of loans would be available to the eligible persons on low interest 
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and easy repayment conditions for purposes like seasonal consumptioa 
needs. sickness in the family. sundry educational needs. natural calamities 
or last rites etc. 

4.97. The Committee note that the Govemment generaOy accepted tile 
rec:ommendations of the Siva raman Committee on Consumptio.n Credit, .. 
modified by the dec:ision blken at Bangalore Conference held on the 16 ... 
June, 1976. The Committee further note that out of a sum of RB. 178 
crores required fo, meeting the consumption credit requirements for the 
year 1976.77, RB. 115 crores were to be met through cooperative credit 
structure duly strengthened and the remaining Rs. 5S crores meant for the 
'grey areas' out of budgetary resources of the State Governments. Since 
the State Governments' budgets had already been framed, the Central 
Government extended a loan equal to two-thirds of as. S5 crores to the 
State Governments repayable in two annual instalments, the State Govem­
ments providing the remaining one third share. 

4.98. The Committee find that in order to meet the immediate con· 
sumption credit requirements of the tribal areas, large size multi-purpose 
societies were to be o,ganised and as a result of decision taken in this 
regard in a meeting of Chief Ministers of seven States about 1414 such 
multi·purpose societies have been formed as on 1·4·1977. The 
Committee emphasize that in view of the unenviable predicament of the 
uno.rganised class of a~ricultural and other labourers, small farmers, etc. 
particularly in trIoal areas, all out efforts should be made to meet their 
consumption credit requirements in order to relieve them from their age 
old sufferings at the hands of traditional money-lenders. The Committee 
would further like to be informed about the proposals made in settin~ up 
the multi-purpose societies in tribal areas Bind also the further programme 
for coverage of more areas by such societies. 

4.99. The Committee note that on the recommendation of the Siva­
raman Committee, certain commercial banks have introduced schemes of 
advancing money for consumption purposes against the security of J!old 
and silver. Similarly the Bombay unit o,f State Bank of India have issued 
instructions to S9 Branch Managers to introduce in S9 selected rural 
centres, schemes like loans for consumption purposes al!ainst brass and 
copper wares and loans from 'imprest amonnt' of Rs. 2501- kept b, the 
Branch Mana~ers for the purpose. The Committee desire that the workjn~ 
of aD these schemes should be closely watched and it should he seen how 
far these have beeome pop~llar. As a resillt of fit" "''''perien''e ~ained, 
these schemes shonld be extended to the rural bank'! branches of the com­
mef(~ial/pub1ic sector banlt1 and Rej!ional Rural Banks aD over the coun-
try. -
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,Inter-Institutional relationship and co-ordination 
I 

4.100. In paragraph 4.29 of the 62nd Report the C..ommitt.!\! observ­
.ed:-

"The Committee note that the Cooperative banks stru~ture IS 

weak in a number 01' States, particularly in the Eastern 
States and steps are being taken to strengthen it ns well as 
to supplement their efforts by direct financing of primary 

.agricultural credit soclcties, etc. by the commercial banks. 
They also note that no significant changes in the existing rural 
financial infrastructure are envisaged by Government at pre­
sent. The Committee would, however, like to stress that com­
mercial banks should profit from the experience of coopera­
tive banks which have been working in agriculture ficld for 
a number of years in order to ensure that sound practices 
which are in the interest of farmers and banks, are adopted 
while those which have led to such a large incidence of bad 
debts in States in the eastern region are avoided." 

4.101. In their replies (October, 1974 and November, 1977) the 
Department of Revenue and Banking stated that the Commercial banb 
have started financing primary agricultural cooperative credit societies in 
a number of States where the concerned Central Co-operative Banks, ror 
various reasons, are unable to meet the credit needs of these soci:!ties. This 
experiment was first started in 1970 in the States of Madhya Pradesh, 
Andhra Pradesh. Uttar Pradesh, Mysore and Haryana and has since been 
extended to Orissa, West Bengal, Bihar, Jammu and Kashmir, Maharash­
tra, Assam and Tripura. It is proposed to be extended to Rajasthan and 
Tamil Nadu. The recommendation of the Committee is being communi­
cated to the public sector banks for their guidance. 

The State Governments of Gujarot, Punjab and KeTala and Union 
Territory of Delhi and Chandigarh have indicated that there is need to 
introduce the scheme in their respective areas as the cooperative banks 
are strong enough to meet the credit needs of the agricultural credit 
societies. 

The policies and procedures regarding agricultural financing are also 
reviewed by the Agricultural Credit Board in the Reserve Bank whose 
members, inter alia, include representatives from commercial banks and 
cooperative banks. The banks also share their experience in the periodical 
District and State level Co-ordination Committee meetings." 

4.102. The Department was asked to state whether any specific im­
provement have been made by the commercial and public sector banks in 
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financing agricultural sector as a result of the study of experiences of the 
cooperative banks. ' 

The Department in their reply (November. 1976) stated:-

"The Commercial Banks have made concerted efforts to increase 
their lending to agriculture and other allied activities, with 
positive bias in favour of small and marginal farmers aDd 
agricultural labourers. The banks meet their credit require­
ments on the basis of the technical feasibility and economic 
viability of the proposal and meet their full credit require­
ments. These banks are financing small and marginal farm­
ers upto specified amounts under various schemes without 
insisting on mortgage of land. The emphasis is on banks mov­
ing away from security-oriented lending to purposive, produc­
tive and incremental income-oriented lending. In order to 
induce the banks to provide mare and more credit to this 
category of fanners. the provisions of Credit Guarantee 
Scheme have been Iiberalised so as to cover a larger number 
of smaller peoplc. Banks havc also started taking group 
guarantee in respect of loans granted to very small farmers! 
share croppers. In addition. public sector banks have graded· 
interest rates according to the size of land holdings and the 
quantum of loan amount whereby small fanners get some 
concession in the interest charged from them vis-a-vis bigger 
fanners. In the districts where the scheme of differential in­
terest rates ~s in vogue, borrowers eligible under the schemc 
are extended credit @ 4 per cent only. 

With a view to cover a larger number of small and marginal farm­
ers, public sector banks have been associating themselves in 
the organisation and financing of Farmers' Service Societies. 

For the purpose of better supervision and proper follow-up to en­
sure end use of credit and effective coverage, the public sec­
tor hanks have adopted selected area approach and have 
augmented their technical field staff." 

4.103. In paragraph 4.30 of the 62nd Report ibid the Committee 
suggested that the Department should ensure that there were cordial rela­
tions and full co-ordination between the various financial agencies operat­
ing in the agricultural sector, by a periodic review of the position .. 

In reply (October, 1974) the Department stated: 

"Apart from the co-ordination effected at the ground level in the 
District Level Consultative Committee meetings, in order to'· 
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rcsolve policy issues at the National level, the Finance Minis­
ter convened two meetings in 1970 and 1973 which were 
attended by the representatives from Cooperatives/Commer­
cial Banks and other allied institutions. A National Level 
Coordination Committee has also been set up in the Reserve 
Bank of India. The issues are thus being periodically re­
viewed." 

.... 104. Subsequently, in November, 1977, the Ministry of Finance 
informed that the R.B.1. has set up the Working Group in October, 1976, 
ander the Chairmanship of Shri C. E. Kamath, Chairman, Canara Bank. 
The Group is to cOnsider (i) if two or more institutional agencies may 
function in an area. If so, the measures rto be taken to avoid difficulties 
and over-lapping; (u) whether demarcation of areas to different agencies 
is desirable. H so, to lay down the basis for such demarcation nnd make 
appropriate recommenda:ions; (iii) principles for grant 'of licences to 
Regional Rural Banks, commercial banks and cooperative banks in rural 
areas, to avoid overlapping and (iv) questions relatting to rates of interest 
and security in respect of agricultural advances. 

The Working Group has not yet submitted its Report. 

4.105. In paragraph 4.29 of their 62nd Report the Committee pointed 
oat that Cooperative Rank structure is weak in a nnmber of States pard­
cnlarly in the Eastern States. The Committee were-informed that the banks 
.. ave started financing primary agricultural cooperative credit societies iD 
• number of States where tbe concerned central cooperative banks are 
nnable to meet the credit needs of these societies. The Committee further 
.ote that experiment in tbis regard was started in 1970, in the States of 
Madhya Pradesh, Andhra Pradesh, Uttar Pradesh, Mysore and Haryana 
and has sinee been extended to Orissa, West Ben~al, Bihar, Jammu and 
Ka.'Ihmir, Maharashtra, Assam and Tripura. It i .. proposed to extend it 
to Rajasthan and TamB Nadu. The Committee suggest that on the basis of 
the experienCe gained the experbnent may be extended to all other States 
where the co.operative Rtructure is weak. 

4.106. The Committee note that the Commercial banks have made efforf8 
to increase their lending for agricultural and other allied actil'ities. The 
banks are financing smaD and mardnal farmertli up to spe<,ifled amounts 
under various schemes without insL .. tinJ! on mo...".ge of land. The empbasis 
is on moving away from securi~ oriented lendinJE to purposive, productive 
nd incremental income oriented lending. 

The Commiffee fnrther note that the banks have started takfnt! 2I'oup 
panmtee iD respect of loans granted to very ~man farmers. Ranko; have 
mtrodoced schemes of graded interest rates according to the size of land 
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1Ioldiags wbereby smaD farmers get some concession in the interest charged 
as compared to the biager farmers. Public Sedor Banks have also started 
associating themselves with and finltJlcing the newly forllled farmers' Ser­
vice Societies in order to provide IOIIDS to small farmers. A working 
group bas been set up by the Reserve Bank in October, 1976 to study the 
pro,blems arisiag out of adoption of multi-agency approach in agricultural 

;finandng. The CODIIDlttee hope that the working group will complete itI 
work expeditiously and necessary follow up action will be taken on its 

. report. 

B. Small Scale Industries Sector 

4.107. The Committee in p:tragraph 4.42 of their 62nd Report ob­
served that unlike other priority seGtors, no guidelines had been issued by 
Government for lending to the small scale inaustries laying down clearly 
the principles and the strategy for giving of bank credilt to this sector. The 
Committee regretted that although the Banking Commission in their 
repon in January, 1972, had pointed out various lacunae in giving bank 
credilt to the small scalc industries sector and had made important sugges­
tions like reducing cost or operations, reorio;'!ntation of attitudes, no in:.­
tructions had been issued in the matter. The delay of over two years in 
implemcnting recommendations of a high-powered Commission was sad 
reftedtion on the working of the Government Departments. The Com­
mittee desired Government to finalise their decision and" issue necessary 
instructions to the Banks in this regard. 

4.1 08. In their reply (October, 1974), the Department of Revenue 
and Banking stated: 

"The Committee have observed that "unlike other priority sectors, 
no guidelines have been issued by Government for lending 
to small scale industries laying down clearly the principles 
and the strategy for giving of bank credit to this sector." In 
this connection, it may be stated, that on the basis of the 
report of the Committee to review the Special Credit Schemes 
of Banks with particular reference to their Employment Po­
tential, commonly known as Thakkar Committee, Reserve: 
Bank had issued guidelines to commercial banks in March, 
1971, which are equally applicable to the small scale indus­
tries also. The guidelines refer, among others, to the im­
perative need for simplification of credit procedures, delega­
tion of powers to the branch managers, reduction of delays 
in the processin~ of loan application to the minimum, rea­
sonableness of interest rates, shift of emphasis from security 
of assets to viability of productive enterprise and counselling 
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to small entrepreneurs. Various recommendations made in 
the Thakkar Committee Report have also been implemented 
'by the public sector Banks. 

As regards delay in the implementation of the recommendations 
of the Banking Commission, it may be stated that although 
the Commission submitted its rcport in February, t 972, the 
processing of the Report in consultation with the Reserve 
Bank of India, public sector banks and the concerned Minis­
tries, could be started only in September, 1972 after the main 
report of the Commission and the reports of the five Study 
Groups became available in print. 

The recommendations of the Banking Commission, accepted by 
the Government have since been brought to the notice of the 
commercial banks by the Reserve Bank of India." 

4.109. The Committee in paragraph 4.43 of their Report ibid further 
<observed that unduly long time was being taken by the banks in process­
ing applications of small entrepreneurs and there were delays and difficul­
ties in the clearance of proposals by other concerned agencies even i. 
respect of cases where foreign exchange or help from the banks was 
assured. Besides, there were deficiencies and drawbacks in the existing 
methods of security, margins, guarantees, interest rates, service charges 
etc. The Committee recommended that the Department should examine 
all these aspects in a comprehensive manner, in coordination with the 
'Small Scale Industries Board/Department of Industries and thereafter 
Issue detailed guidelines to banks and all other concerned. 

4.110. The Department of Revenue and Ranking in their reply (Octo­
ber, 1974), stated: 

"A scrutiny carried out by the Reserve Bank of India in 63 selec­
ted branches in Delhi area in ] 972 revealed that 97 per cent 
of the applications from small scale units were sanctioned 
within a period of one month of the receipt thercof. The 
cases of delay were mostly due to incomplete information 
furnished by the intending borrowers. As regards divergence 
in the matter of obtaining security. guarantee, margins banks 
do not gene-ally reiect any viable proposal mer,'\y for w:mt 
of security !guarantee or inabilitv of borrower to provide 
margins. In deserving cases mar¢ns are reduced or waived 
and even clean advances are granted. Bank!; also do not inc;ist 
on guarantees as a matter of course. It win neither he desir­
able nor appropriate to standardise the terms and conditions 
of advances, particularly when they are flexible and relaxa-
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tions are allowed in individual cases. As regards rate of· 
interest, the public sector banks generally charge lower rates 
of interest from the smaller borrowers in the sector. In so 
far as the delays in the processing of applications and in the 
clearance of proposals by other agencies are concerned, the 
matter has been referred to the Ministry of Industrial Deve­
lopment for issue of suitable guidelines to such agencies, if 
considered necessary." 

4.111. The Department of Revenue and Banking was asked to state 
tile final action taken by them in consultation with the Ministry of Indus­
trial Development with regard to issue of suitable guidelines to the 
.,encies which cause undue delays in clearing the proposals of small entre­
preneurs. 

4.112. The Department in their reply (November, 1976), stated: 

"Government from time to time, have been impressing upon the 
public sector banks the need for expeditious disposal of loan 
applications from small entrepreneurs. Instructions have been 
issued to public sector banks to streamline the procedure for 
sanction of loans and review the delegation of loan sanction­
ing power, so as to expedite sanction of loans to small borrow­
ers, Government have enjoined on public sector banks to 
ensure that loan applications involving credit limits of 
Rs. 10,000 or less are finally disposed of by banks branches 
within a period of three to four weeks from date of receipt of 
such applications. In respect of scheduled commercial banks 
in the private sector, Reserve Bank of India have issued 
similar instructions (Copy of Department's letter No. 8 (9)-
76-Dev., dated 1st September, 1976 at Appendix VII). 

In the guidelines issued to public sector banks for dispensation of 
credit under Half-a-Million jobs programme, it has been sti­
pulated that such applications are disposed of as expeditious­
ly as possible. and in any case within a period of two months 
from date of the receipt. 

The Ministry of Industrial Development have already requested 
Governments of States/Union Territories to issue suitable 
instructions to State Finance Corporations and other State 
financing agencies responsible for disbursement of loans to 
small scale industries to ensure that the delays do no~ occur 
in clearing proposals for the grant of financial assistance to' 
entrepreneurs ... 
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4.113. In the Consolidated Repon of the Public Sector Banks for the 
year ended December, 1975 it haa been stated that the Small Scale Indus­
tries continued to receive liberal financial assistance from commercial 
banks: As on the last Friday of December, 1975, the total outstnnd.ing 
was Rs. 1,147.43 crOTes covering 2.69 lakhs units. The share of the State 
Bank of India Group in the total outstanding credit of Rs. 1,147.43 
crores was Rs. 410.19 craTes (35.7 per cent) and that of 14 nationalised 
banks Rs. 624.45 crores (54.4 per cent). Thus, the Public Scctor Bankl 
accounted for 90.1 per cent of the total outstanding credit to small scale 
industries as at the end of December, 1975 as against 89.5 per cent in 
December, t 974. The net increase in outstanding credit to small scale 
industries during the year ended December, t 975 was Rs. ] 30 crares. The' 
outstanding credit of Rs. 1,147.43 crores at the end of December. 1975 
formed t].7 per cent of the total bank credit. The net increase in the 
number of units financed during the period under review (45,036) was 
higher than in the preceding year (23,702). The average amount sanc­
,tioned per unit as at the end of December, 1975 has gone down to 
Rs. 0.64 lakhs as against Rs. 0.6R lakh in December. 1974 indicating a 
continued trend towards financing smaller units by the banks. 

4.1 14. In November. 1977 the Ministry furnished the following state.­
ment showing total outstanding advances and number of units covered 
in small scale industries sector by scheduled commercial bank-Bank 
Group-wise for the periods ending March, 1976 and March, 1977: 

(Amount in RI, Corel) 

Advances to Small Scale Industries 

i. 

i. 

;:l. 

March 1976 

Bank Group No. of 
units 

State Bank of India 
Group 1126604 

N atiol\ali~ed Banles 139623 

Other Scheduled 
Commercial Banks 11956 

Amount 
out· 
Itand· 

ing. 

391'86 

148' 52 

112' 83 

-.--~ ------,- ------------ ,. 

All scheduler! Commer-
cial Banks 278188 1155' 21 

March 1977 

Amount No. of 
outstan- units 
ding a. 
% of total 
advances 

t2' 7 

10'4 

7'4 

206658 

204 100 

149-+5 
~------ _._- -_ .. _._--

Amount 
oubtan­
ding 

479'82 

77~1" 81 

143'7'1. 

Amount 
outltan­

ding u 
% ortolal 
advance. 

111·6 

10'4 

7" 

... --- ...... _-_ .. _--. __ ... 
10'1 
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4.115. When asked to state the progress in saocti.oning and disbur~­
ment of loans to the entrepreneurs of the small scale industries by the 
State Finance Corporations and other State financing agencies, on the 
basis of instructions issued by the Ministry of Industrial Development, the 
representative of the Ministry of Industrial Development stated during 
evidence: 

"In respect of State Finance Corporations in 1975-76 there is an 
increase of 9.7 per cent in sanctions and 24.1 per cent in 
disbursements. Instructions have been issued by the Ministry 
to the various State Governments and also the State Finance 
Corporation and other agencies of the State Governments .. 
The figures that we have received show a very good response. 
As far as small-scale industries are concerned, in 1974-75 
5,721 units were given about Rs. 80 crores; in 1975-76 7,234 
units were given Rs. 92 crores. In these matters the Deve­
lopment Commissioner, Small Scale Industries is in close' 
touch with the State Director of Industries and State Finance 
Corporations, and the State Finance Corporation people have 
been in touch with the training of officers in the Corpora­
tion. Recently, there has been delegation of powers within 
the S.F.Cs. to their own officers. In some States where there 
are regional officers, they have dele£ated power to the re­
gional offices and this has shown very good results." 

4. J 16. Asked to state as to how is the coordination bet~en the office 
of the Development Commissioner of small scale industries and the State 
Finance Corporation effected for speedy disposal of loan application.;, the' 
representative of the Ministry of Industrial Development stated: 

"The Office of the Development C.ommissioner is in very close' 
touch with the State Director of Industries. Secondly. there 
are small industries services in~titute allover 'the country 
and in some States there are more than one. They are also 
in very close touch with the entrepreneurs as well as the State 
Finance Corporations. Many a time when a propo"al is 
made to the State Finance Corporation, they would liko:: to 
hnve .,ome a~sistanee t~) examine the technical viability of 
the scheme. This is done by technical personnel of the State 
Directorate of Industries and the Small Industries Service 
Institute which :l"e set up bv the Development Commissioner. 
Small Scale Industries Corporation. 

Secondly. when these applications are made, many a time there 
is also difficulty in assessing or findings out the credit-worthi­
ness of the party or the reliability of the security which he' 



has otIered. ror this purpose, field staft' of the State Direc­
torate of Industries as well as the revenue staff are utilized 
for valuation of Property." 

... til ... ... 

"In some States there is a close liaison between the banks and the 
Director of Industries organisation. There were State-lever 
coordination committee meetings every three months where 
the State Ministers of Industries meet the Chief executives 
or at least the regional managers of the banks. The staft' of 
the Directorate of Industries was clearly told that it was their 
job to find out the entrepreneurs, help them fill jn the forms 
and go to the bank manager with the form, and even the 

branch of the bank was mentioned. 

til '" ... 

These bank managers as well as industries officers were given joint 
training by the Small Industries Extension Training Institute 
at Hyderabad, which is a very good institution of its type." 

".117. Asked as to how long the bank takes in giving the loan after it 
has been sanctioned by the Directorate of Industries, the representative 
of the Ministry of Industrial Developm~nt stated: 

"The banks had said that they would clear the applications within 
three months. Where they accepted the applications and gave 
sanctioned loans. there was 110 more problem, hut where 
applications were rejected, the cases were given back to the 
Directorate of Industries and a Joint Director of Industries 
of the region and the regional bank manager then directed to 
visit the spot and see if the case could be included." 

4.118. The representative of the Ministry of Industrial Development 
fu,.tther stated: 

"The Western Maharashtra Development Corporation. Poona. and 
the Bank of Maharashtra, for instance, have even a joint form 
for disbursement of money. There is a planning commission 
scheme that 10 per cent has to be given by the State 
Government. 10 per cent to be put up by the entrepren.:ur 
and 80 per cent to be given by the bank. Hl!fe there js 
common documentation done by the bank, so that even the 
recovery of the State Government's money was done by the 
bank as part of the Scheme. This has also been recommended' 
to other similar organisations. 
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It is a question really of coordination the operations of the Director 
of Industries and the banks, and where it has beep done. it has 
not been difficult to achieve results." 

4.119. When asked to state as to what steps had been tak'l!n to simplify 
. the procedure so that the prospective entrepreneures do not have to wait 
for long for the grant/disbursement of loans, the representative of the 
Ministry of Industrial Development stated: 

"As far as the simplification of procedure is concerned, forms aD 
simplified instea'd of leach bank !having different form. a 
common form has heen accepted in some states I agree it is 
not possible for each and every person to go and ask somebody 
to chase his case. But it must be a well-organised programme 
to deal with such cases. The Minister of Industries, the 
Director of Industries, the representative of the regional bank 
should meet every three months or even every month at the 
regional level and at the district level also. There should be 
a well-organised programme where the responsibilities should 
be fixed among the authorities concerned. The banks should 
say, yes or no, within a time-limit fixed. The rejected cases 
should be examined again by the Director of Industries. All 
this will give an indication of how responsive and how efficient 
the Directorate of Industries is in dealing \\lith these cases." 

4.120. Asked whether any decision had been taken by the Govern­
ment, that the Small Scale Industries going to the backward areas, would 
get 15 per cent subsidy on their investment in advance, the representative 

·Ilf the Ministry of Industrial Development stated: 

"This decision was taken by the Ministry of Industry in .6.ugust 
and detailed instructions were issued to all State Governments. 

Where a State Corporation such as an Industrial Development 
Corporation or a Small ScaJe Industries CorporatiOll or a State 
Finance Corporation is giving financial assistance for a 
developed plot or building or machinery, when they calculate 
the cost of the plot or calculate the hire purchase terms, 15 
per cent is deducted in the beginning itself, so in effect the 
entrepreneUr gets a 15 per cent subsidy on his investment in 
advance. 

4.121. The Committee desired the Government/banks to examine 
piessed concern over the availability of finance to the handloom sector 
which provides extensive employment opportunities to weaker sections of 
society in rural areas. They noted that Sivaraman Committee was examin­
ing the credit problems of the handloom industries (including traditional 
handlooms) and desired that this Committee should expedite its recom-



l45 

meodations. 
4.122. The Committee desired th\! Government/banks to examine 

these recommendations on receipt without loss of time so as to evolve 
comprehensive guidelines to meet the genuine financial requirements of 
the artisans working in the handloom sector. The Committee also desired 
to be informed of the concrete action taken in pursuance of these recom­
mendations within six months. 

4.123. In their reply (October, 1974), the Department of Revenue 
and Banking stated: 

"As far as the handloom industry is concerned, more important 
than availability of credit are factors such as regular supply of 
yarn, adequate marketing facilities, organisational support. 
etc. The High Powered Study Team for Handloom Industry 
(Sivaraman Committee), in its report submitted recently to the 
Ministry of Commerce, has examined the various problems of 
the handloom industry including their credit requirements. 
The .report is still under examination of the Ministry of 
Commerce and final decisions on these recommendations 
1",:'''''1ining to the bank .. will be communicated to them as and 
when the~e are taken." 

4.124. The Department of Revenue and Banking was a$ked to indi­
cate the deci~ion taken on the recommendations of the Sivaraman Com­
mittee pertaining to the bank credit to handloom sector and its implementa­
ti'>n. In their reply (November, 1976) the Department stated: 

"The Ministry of Commerce have accepted the main recol1lmenda­
tions of the Sivaraman Committee. The decisions arrived at 
the respect of each of the recommendations have been indicated 
in the annexure to the Commerce Ministry Resolution No. 
4/59/76-T. IV, dated the 24th October, 1975. (Published 
in the Gazette of India, Part I, Section I, of 24th October, 
1975). 

In pursuance of Committee's recommendations Reserve Bank of 
India has already agreed that where the weakness of the 
Central Cooperative Bank is impeding the flow of credit to 
orimary weavers' cooperative societies. the Apex Bank may 
finance such societies directly and the Reserve Bank of India 
will consider sanctioning suitable Limits to the banks. 

Reserve Bank of India has also revised the per-100m scale of finance 
for working capital purposes in accordance with the recom­
mendation of the Committee. This is likely to go a long way 
in meeting the credit needs of the societies. 

Public sector banks have formulated special schemes for hand­
loom weavers outside the cooperative fold and are financing 
them on liberal terms. 

4292 L.S.-IO 
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The Commerce Ministry, being the administartive Ministry, an 

responsible for the follow up action on the Sivaraman Com­
mittee Repon." 

4.125. The Committee have dealt with in some details the problems 
of Handloom Industry including Credit Facilities for the handloom 
weavers in their Report. 

4.116. The Commitlee note that on the basis of the recommendations 
of Thakkar Committee, which reviewed the special Credit Schemes of Banks 
..-itII particular reference to their employment potendal, the Reserve Bank 
•• d imted guidelines to commereial banks in March 19"71 which were also 
applicable to the small scale Industries. These guidelines inlt:r alia have 
emphasised the imperative need of simplification of credit procedures, 
deleg.tion of powers to branch Managers and reduction of delays in pro­
cessing of loan applications etc. The Committee also note that the recom­
mendations of the Banking Commission (1972) as accepted by Govern­
ment have also since been brought to the ;notice of the Commercial Banks 
by the Reserve Bank of India. The Committee would like the Reserve 
Bank and the Department to keep a close watd. over the implementation 
of the recommendations of the Banking Commission with particular refe­
rence to those relating to the Small Scale lJ1dustries. 

4.U7. The Committee note fhat Government have been impressing 
upon the public sector banks the need for expeditious disposal of loan 
applications from small entrepreneurs. Government have in September, 
1976 enjoined on public sector banks to ensure that loan application in­
volving credit limits of Rs. 10,000 or less are disposed of by the banks 
within a period of 3·4 weeks from tbe date of their receipt. In the guide­
lines issued to Public Sector Banks for dispensation of credit under Ralf­
a-million jobs programme, it bad been stipulated that loan applications are 
disposed of as expeditiously as possible and in Rny case within R period of 
two months from the date of receipt. The Ministry of Ind!lstrial Develo.p­
ment have also requested Government of States/Union Territories '0 issue 
suitable instructio.ns to State Finance Corporation'! and other State financ­
iD~ agencies responsible for disbursement of 10a'Ds to smaU scnle indu'itTies 
and ensure that delays do. aot occur in clearing proposals for Rrant of fina .... 
cial assistance. The Committee emphasize that the Department sho.uld 
en'iure that loan applications of small eatreprencurs are disposed of all 
expeditiously as possible, at least witbin tbe time-limit, stipUlated for the 
purpose. .. . ••. 

4. U8. The Committee feel that for th~ purpose o.f speedy dispo.sal of 
Io.an applications of smaD entrepreneurs, suitable measures should be evo.lv­
~ fG establish etfectin coordination between the Development Commit-
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,sio. Of SIbaU Sc* ladustrtes, Diredor of Inclustries, State FblabCe Co .... 
porations, Banks and various other agencies concerned ~ the grant Of 
loans. The Committee suggest that periodical meetings of the .-epreseota­
. tives of the various agencies at regional and district levels should be held 
to review the time taken in the disposal of loan applications from small 
·entreperneurs with a view to ensuring expeditious dfsposal. 

4.129. The Committee also emphasise tbat simplification of procedures 
fOr grant/disbursement of loans to the prospective entrepreneurs should 
receive cODtinuai attention so that the small borrowers have not to expe­
rience difficulties. The Department should keep nnder watch how far 
Public Sector Banks ha\le streamlined the procedures· to expedite sanction 
of loans to small borrowers. 

4.130. The Committee note that the Western Maharashtra Developmeat 
Corporation (Pune) hne adopted a scheme of the Planning Commission fnto 
smaU entrepreneurs, whereunder 10 per ccnt of the cost is met by the Sbite 
Government, 10 per cent by entrepreneurs alId 80 per cent is given by file 
bank. Under the scheme the recovery of the money given by the State 
Govemment is made by the bank. The Committee desire that adoption of 
this scheme by other State Governments should be pursued. 

4.131. The Committee note that at the end of December, 1975. the total 
out.,tandin~ credits given to the Small Scale Industries was Rs. 1,147 
crores which formed 11.7 per cent of the total bank credit. The position 
as at tbe end of March, 1977 was that the amount outstanding increased 
to RI>. 1,403 crores forming 10.7 per cent of tbe total bank advances. The 
public sector banks acco.unted for 89 per cent of the total outstanding credit 
to small scale industries as at the end of March, 1977. The net increase 
in outstanding credit to this sector durin~ the year ended 1975 wa .. Rs. 130 
crores and during the period January. 76 to March, 77 it was Rs. 256 
crores. The number of units financed increased from 273188 at tbe eod 
of March, 1976 to 425703 at the end of March, 1977. This trend indicates 
more fi.nancin~ of smaller units bv the banks. The Committee desire that 
sincere efforts should co.ntinue to' be made by the Commercial Banks to 
provide loan assistance to the Small Scale Industries at a larger scale so 
as to cover the maximum number of IInits. 

4.132. The Committee note that the Ministry of Industry have recently 
1aken a decision to give subsidy to the extent of 15 per cent 011 the invest­
ments made by the entrepreneurs on small scale industries established in 
backward areas. Necessary Instructions in this regard have been issued to 
the State GO\lernments. The Committee hope that the implementatio.n of 
fhis mea~ure will give fillip for establishment of Industries in backward 
·areas, and help their develo.pment. The Committee, however. desire tbat 
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progress made in this regard may be kept under watch WIth a view to taking 
further necessary steps. 

C. Professionals BDd SeU-employed Sector and Other Priority Sectors 

4. I 33. The Committee in paragraphs 4.52 and 4.53 of their 62nd 
'Report observed that guidelines issued by the R.B.!. in March, 1971 for 
giving finance to professionals and self-employed sector 'have been taken 
up for implementation by the banks' with some modification in the guide­
line for providing technical assistance in an integrated manner. 

4.134. The Committee expressed their unhappiness that the banks had 
taken more than, three years in implementating the guidelines. They em­
phasised that the nationalised banks had a crucial role to play in helping 
to generate more productive and viable employment. They expected the 
Banks and the Department to ensure that the guidelines were fully imple­
mented with a sense of urgency and the scope of self-employment schemes 
was widened. The Committee desired the Banks to have an adequate fol­
low-up of the schemes and maintain statistics so as to know at any time 
the number of persons extended assistance (profession-wise) and the accre­
tion to net output and employment. , 

4.135. In their reply (October, 1974) the Department of Revenue­
and Banking stated:-

"The guidelines were issued to indicate broadly the areas/aspects 
which should receive the attention of the banks. Th.:! action 
to implement the guidelines is a continuous process. Although 
banks initially evolved certain basic schemes for financing 
different categories of borrowers. new Imodified schemes are 
evolved by them to meet the requirements of specific groups of 
borrowers from time to time. With the in-depth studies of 
compact areas now being carried out by the banks, additional 
schemes may emerge. The Regional/Head Offices of the 
banks make a periodical review of the progress made in extend­
ing credit under the various schemes. Apart from the fact 
that the conceptual problems in such estimation are difficult 
to solve. it will also put an enormous workload on the branches 
and the Regional/Head Offices to maintain data of the type 
suggested by the Committee. Sample studies of the contribu­
tion made by banks for development of specific areas could be 
made instead in due course." 

4.136. The Department was asked to state whether any sample studies 
of the contribution made by the banks for development ut specific areaS 
has been undertaken. 
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4.137. In their reply (November, 1976) the Department of Revenue 
and Banking stated that most of the public sector banks had undertaken 
sample studies to assess the impact of bank credit on specific schemes for­
mulated by them. While undertaking assessment of the impact of bank 
,credit on agricultural borrowers, banks reviewed, among other things, the 
progress achieved under the Scheme, the effectiveness of the, adopted stratc­
sy for the implementation of the Scheme, and whether implementation of 
the scheme led to improvement in production and productiviu, intensity of 
.cropping, better agricultural practices and additional income. 

4.138. The sample studies invariably revealed that higher incremental 
income had accrued to the borrowers. The sample study conducted by 
Central Bank of India to assess the impact of bank finance on small and 
marginal farmers in East Champaran and Vaishali district of Bihar revealed 
that the beneficiaries in East Champa ran and Vaishali brought as much as 
74 per cent and 37 per cent respectively of their land under irrigation 
through schemes financed by the bank. The resultant higher incremental 
income enabled the beneficiaries to acquire additional farm assets. Some 
of the, studies have highlighted the income of marginal farmers from farm­
ing by taking up other subsidiary occupation like dairy, piggery etc. 

4.139. Another important conclusion emerging from these studies is 
that in order to discourage the borrowers to spend the additional income 
on ~v'oidable consumption purpose, the harrowers farmers should be pre­
vailed upon to open savings bank accounts with the bank as an integral 
part .of the scheme. 

4.140. Banks take !iuitable remedial measures to overcome the difficul­
ties highlighted in the findings and suitably modify their schemes ,in the 
Ught of. experience gained. 

4.141. Asked about the details of employment oriented schemes by the 
banks Secretary (Banking) stated during evidence:-

"All the banks have formulated employment-oriented schemes for 
~he benefit' of the educated unemployed. Salient features of 
the scheme are:-

(i) Schemes for engineers and highly qualified technologists 
whose names have continued on live register of the employ­
ment exchange on first priority basis. 

(ii) Training of scheduled castes/tribes etc. for government jobs, 
where reserved quotas are unfilled. 

(iii) Training for guaranteed employment opportunities in non­
government sector. 
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(iv) Training for self-employment. 

(v) Promotion of individual/cooperative self-employmellt ventures. 
with seed capital/margin money/share capital assistance. 

(vi) Establishment of industrial/commercial estates. 

Some of the salient features of the Employment Oriented Credit 
Scheme as formulated by the banks are:-

(a) Need-based finance. 

(b) Concessional rate of interest. 

(c) Guarantees and margin waived in the deserving cases. 

(d) Reduced margins which are also waived in deserving cases. 

(e) Liberalised repayment schedules. 

(f) Linking of credit facilities with special emphasis on employ­
ment of educated unemployed. 

Some of the examples of these schemes are:-

(i) Scheme for entrepreneurial training and financing unskilled' 
unemployed youths. 

(ij) Scheme for financing professionals, such as doctors etc. in 
setting up their establishments. 

(iii) Financing controlled cloth establishments to be rUll by edu-­
cRted youths. 

(iv) Fin.'lncing road transport. 

(v) Financing industrial estates for setting up industries by tech­
nicians entrepreneurs/educated youths. 

(iv) Financing ancillary industries to be set up by engineers/ 
other technical entrepreneurs. 

(vii) Scheme for setting up of Agro Service Centres by educated­
youths. 

(viii) Manufacture of leather goods including chappals, fancy 
gaods, etc. 

(ix) Financing power looms, hosiery units, electronics items. 
manufacture of dry cells, paints etc. 

This list is an illustrative and not exhaustive one. The banks con­
tinuously monitor the progress of these schemes in terms of' 
the horrowal accounts and the amounts outstanding. Ouar-
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terly ~turns are asked for from the various banks by the 
Banking Department. We have observed that the number of 
applications received and the amounts outstanding are cons­
tantly increasing over the years." 

Half-~million lobs Programme 

4.14J. In paragraphs 4.60 and 4.61 of their 62nd Report the Commit­
tee observed:-

"The Committee note that the banks were first advised by the De­
partment in June. 1973 to involve themselves in Half-a-million 
Jobs-Programme being implemented by the Planning Commis­
sion. Since this did not tantamount to any instructions, certain 
"areas of action" were spelt out by the Department in Septem­
ber, 1973 but difficulties still continueifat the implementation 
level. The matter was further discussed in a meeting convened 
by the Planning Commission in November, 1973, as a result 
of which though "target per branch was not fix.ed...... a 
specific duty has been cast that each branch should assist the 
proposals a!l they come to the branches." The Committee 
further find that there has also not been any close follow up 
of the instructions issued by the Department.·' 

"The Committee are not impressed at the manner in which the Gov­
ernment's plan for creating Half-a-Million Jobs opportunities 
on urgent basis has been dealt with by banks. They need 
hardly point out that had there been full involvement right 
from the inception of the scheme, there would have been more 
concrete results to show. The Committee would like the De­
partment/banks to see that while all viable schemes which are 
resources generating and labour-intensive are encouraged. the 
objective is not got defeated, by casual examination and accep­
tance of schemes which are not viable and would result in 
waste of funds. The Committee would like the Department/ 
banks to have a close follow up of the implementation of the 
schemes in order to acrueve the objective of creating at least 
3.75 lakhs schemes in 1974-75 and laying a sound condition 
for accelerating the pace of implementation in succeeding 
years." 

4.143. In their reply (October, 1974) the Department of Revenue 
and Banking stated: 

"The public sector bans have been extending credit support in an 
increasing measure for professional and self-employed ventures 
ever since natioDalisation. Towards this end, the bank' have 
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formulated special schemes, e.g., the BINEDS Programme of 
Bank of India, NA YE Programme of Punjab National Bank, 
the MSA Scheme of Bank of Baroda, the self-employment 
Clinics of the Syndicate Bank and so on. The credit extend­
ed for such ventures generally figures under the approplUtte 
priority !>ector categories including the category entitled 
"professional and self-employed." 

The objective of these schemes for which the banks have already 
been extending credit and the Half-a-Million .Jors Programme 
for which the banks are now required to extent support are 
the same, viz.. increasing employment opportunities through 
promotion of self-employment ventures. The only difference 
is that under the Half-a-Million Jobs Programme, the State 
Governments take the ;nitiative for 10catin~ the entrepreneurs, 
given them training where necessary and also provide seed 
money 

The banks were first brought into the picture in regard to this 
scheme in June, 1973 and detailed guidelines were issued to 
them in September, 1973 regarding speedy disposal of loan 
applications, charging of reasonable rates of interest, providing 
for liberal margin!> etc. Necessary arrangements have also 
been made to review the performance of the banks every 
quarter. Though the performance of the banks in extending 
credit support for self-employed ventures as a whole can be 
considered to be quite encouraging, it is true that the progress 
achieved in lending support so far for Half-a-Million Jobs 
Programme specifically has not been quite satisfactory. 

While evaluating the performance of the banks in extending 
support for the Half-a-Million Jobs Programme, however, it 
has to be noted that the banks come into the picture only after 
the State Governments have identified the entrepreneurs, given 
them training wherever necessary, satisfied themselves about 
the feasibility of the proposal and also regarding the arrange­
ment for the supply of inputs, marketing of products, avail­
ability of infrastructure, etc. and referred the applications to 
the banks. The year 1973-74 was utilised by the State Gov­
ernments largely in initiating these schemes, selecting trainees 
and so on and thus there was not much that the banks could 
have possibly done at that stage. The question of their con­
tribution towards financing the projects would arise only after 
the preliminary stage of equipping the entrepreneur with the 
necessary training etc. is over. Thus the demand for bank 
funds under the scheme would arise with a certnin amount of 
time lag. 



In their quarterly progress rcports received so far, the banks have 
highlighted some typical difficulties that t'hey have come across 
in extending assistance for this programme. These difficulties 
refer to such aspects as incomeplete information being furnished 
in the applications, inadequate arrangements for the supply 
of Taw materials, marketing of products. etc. and in some 
cases lack of interest and enthusiasm on the part of entre­
preneurs themselves. A study recently conducted by one of 
the field officers of the RBI also revealed that a large number 
of proposals received suffered from one or more of the follow­
ing short-comings:-

(i) Projects conceived were not found to be quite feasible. 

(ii) Application forms were filled up in a perfunctory manner 
and did not contain even the minimum information. 

(iii) Applicants were ineligible for assistance under the scheme. 

(iv) Some of the applicants had submitted schemes for manufac­
turing sophisticated items without having the basic technical 
knowledge. 

(v) Many of the applicant? did not turn up at the bank despite 
reminders and some were not even traceable at their given 
address. Some of the applicants were ignorant about their 
own schemes. 

(vi) Projects are not viable. 

Most of these lacunae can be removed with proper coordination 
between the concerned State Government Departments and 
the banks. Towards this end, thc banks have been recently 
advised to set up special cells in their Head Offices and also 
in those States where the banks have a good net work of 
branches, to review and guide the implementation of the pro­
gramme and also for maintaining dose liaison with the con­
cerned State Government Departments.'" 

4.144. With regard to advances granted under the Half-a-Million jobs 
programme and other Self employment Schemes, in the Cansolidatcd 
Report of the Public Sector Banks for the year-ended December, 1975, 
it has been stated that the public sector banks continued to assist the 
educated unemployed to set up their own ventures during the year ullder 
review, in accordance with the guidelines issued by the Central Govern­
ment in 1973-74. Besides. they have been extending credit facilitie .. under 
their own schemes. for professional and self-employed persons. The pro­
gress in both cases has been encouraging. Upto the end of December, 
1975, public sector banks received 81695 applications under the above 
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programme, of which 37810 were sanctioned aDd 11048 were pending 
consideration. The amount of advances outstanding as on the above date 
was Rs. 48.81 crores. According to a note furnished by the Department 
of Revenue and Banking, the position at the end of June, 1976 was that 
99887 applications were received, 50578 (50.6 per cent) were sanctioned. 
3959'0 applications (39.7 per cent) were rejected and 9713 (9.7 .per cent) 
were pending. The amount of advance out-standing was Rs. 61.26 crores.. 
The position as at the end of March, 1977 was that 129105 application! 
were received, 72730 (56.3 .per cent) were sanctioned, 47690 (37.0 per 
cent) were rejected and 8685 (6.7 per cent) were pending. The amount of 
advance out-standing was Rs. 84.06 crores. 

4.145. With a view to mitigating the burden of interest payments on 
loans availed of by engineering entrepreneurs, who after receiving train­
ing at institutions approved by the Central Government set up their I)wn 
small scale industrial units, Government formulated the Engineering 
Entrepreneurs Training Programme (interest Subsidy) Scheme. Under 
this scheme, the entrepreneurs will be entitled, on their fulfilling certain 
conditions, to a subsidy from Government in respect of the difference 
between the normal interest charged by banks and 7 per cent. The 
subsidy which is limited in anyone case to Rs. 20,000 per annum will be 
available for a period of three years (five years in the case of units set 
up in specified backward areas). 

4.146. The Committee in paragraph 4,69 of their 62nd Report ibid 
observed that though the various schemes devised by the banks were 
stated to have been advertised, there was likelihood that ma~ people in 
different parts of the country may not still be aware of the schemes and 
may not be taking full advantage of these Schemes. The Committee 
desired that wider publicity should be given to these Schemes. The Depart­
ment informed (October, 1974) that the observations of the Committee 
were being communicated to the banks for their guidance, 

4.147. During the evidence of the rep.resentatives of the Department 
of Revenue and Banking when asked to state what steps had been taken 
by the banks with regard to wide publicity of schemes so ~at the eligible 
people in remote rural areas take futl advantage thereof, the Secretary 
(Banking) stated: 

"Almost every bank has brought out a brochure. Many of these 
brochures are very well written and illustrated and are printed 
in English and other regional languages. I would c;ay that 
banks are not shy of publicity. Apart from advertising. they 
distribute leaflets and brocbeures, they display posters. quite 
often they exhibit slides and fl]m~ which are in English and 
other regional languages; tttey organize and participate in 
exhibitions and mel as. Some banks have been active in 
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organizing puppet shown in the rural areas. Apart from 
thes~, branch managers and field staff go round the village~ 
and propagate their various schemes. t\ concerted effort is 
being made through various audio-visual media to educate 
the people on, and apprise them of, the various schemes which 
the banks have." 

4.148. The Committee note that for giving loans to "professiollals and 
self-employed" sectors, banks have formulated various employment oriented 
schemes. Besides, the banks were involved in the "Half-a-Million Job 
Programme" being implemented by the Planning Commission since 1973. 
Under the two programmes up to the end of June 1976 the pubOc sector 
banks received 99887 applications out of which 50578 applications (50.6 
per cent) were sanctioJted, 39596 applications (39.7 per cent) were rejected 
and 9713 applications (9.7 per cent) were pending. The amount of advan­
ces o.ustanding 8.-' on that date was Rs. 61.26 crores. The relative 
figures as at the end of March, 1977 show that the banks received 129105 
applications out of which 72730 (56.3 per cent) were sanctioned, 47690 
(37 per cent) were rejected and 8685 (6.7 per cent) were pending. The 
amount of advance outstanding increased to Rs. 84.06 crores. The Com­
mittee are disappointed over the .results of the implementatioa of the 
schemes. Co.nsidering the magnitude of unemployment amongst edllcated, 
professional.. etc., the Committee feel that sanction of 72730 applications 
daring the past several years is not enough and would not make 8 signifi­
cant dent on the problem. In view of the increasinl numbers of unem­
ployed persons, engineers, doctors and other professionals, banks should 
play a catalytic role in promoting self-employment and meetin~ the loan 
requirements of this sector. More positive and determined measures by 
tbe banks are necessary to increase the contribution to this !lector. 

4.149. The Committee understood that the public sector bank.. bave 
undertaken sample studies to assess the impact of bank credit on specific 
scbemes formulated by them. But sucb studies have been made to assess 
the impact of bank credit on agricultural borrowers. The Committee 
desire that the public sector banks should undertake sample studies to asse .. ~ 
the impact of bank credit in respect of various schemes formulated under 
the "professional and self-employment'· sector and "Hilf-a-mDlion jolt 
Programme". The sample studies should particularly look into the reasolWl 
for high rate (39.7 per cent) of rejections of applications with a view to 
evclving remedial measures. It should also be examineiJ how far difliclll­
ties experienced in the past in extendinll credit assistance under balf-a­
million jobs programme are continning and what further steps are n~es"a,",' 
to resolve them and establish proper coordination with the State {".overn­
ments who sponsor the applications under the schelDe. The Committee 
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suggest that tbese studies should be initiated immediately. 1be Coinmittee 
also desire tbat the banks sbould review tbe arrangements r5ade for giving 
publicity to tbe variolls employment oriented scbemes with a view to ensur­
ing tbat tbe Information reacbes even the remote areas of fbe country. 



CHAPTER V 

RECOVERY OF ADVANCES AND CREDIT GUARANTEE SCHEME 

A. Recovery of advances 

5.1 In paragraphs 5.5 and 5.6 of their 62nd Report, the Committee 
.Dbserved that as at the end of June, 1972, the all-India percentage of 
recovery of agricultural advances made by public sector banks in various 
States was 50.7 per cent. In some of the States, however, the recovery 
has been less than 25 per cent. Though no assessment of the extent of 
defaults Or bad debts under various sectors, had been made by Government, 
no difficulties were expected in recovery as the advances were secured 
by tangible security or covered under the credit guarantee schemes. So 
far ,59 cases involving an amount of ·Rs. 2.01 lakhs were stated to have 
been referred by banks to Credit Guarantee Corporation for compensation. 

5.2. The Committee however, cautioned the banks and the Depart­
ment that they were custodians of public money and should not lightly 
compromise the chances of recovery. The Committee recommended that 
the Department should make an immediate assessment of the recovery 
position under each of the priority sectors with a view to improving the 
poSition of banks lagging behind in this respect, strengthening the vigilance 
organisations of the banks, streamlining recovery procedures and laying 
down stricter guidelines to obviate incidence of bad debts. 

5.3. In their reply (October, 1974) the Department of Revenue and 
Banking stated:-

"The present arrangements provide for periodical assessment of 
individual advances at branch level itself. Reports of irre­
gular or overdue advances arc furnished by the branches to 
the regional/head offices of the banks. The position of irre­
gular/overdue advances is also periodically placed by the 
respective banks before their Board of Directors. Action is 
initiated to regula rise/recover these advantes and progress 
made in this regard is kept under constant watch by the regional! 
head offices of the banks. Side by side, an assessment of 
the quality of the advances is also made by the Iutemal Inspec­
tors/Statutory Auditors of the banks. The banks take follow 
up action on the basis of the findings of such asses<;mcnts. In 
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addition, the Reserve Bank also makes an assessment on the 
basis of its inspections, and on the basis of reports of Statutory 
Auditors and other information available to it periodically. 

The machinery for processing of proposals and for supervision/ 
review of advances is also constantly reviewed and steps 
are taken to plug loopholes wherever necessary. Due atten­
tion is paid by the banks to the suggestions made by the 
Reserve Bank/Auditors in this regard." 

5.4. In paragraphs 5.7 of their Report ibid the Corumittee desired 
<Government to critically examine the position in the review meetings 
mth the banks managements also so as to take remedial measures in 
time in the interest of husbanding resources for prodU'Ctive purposes in. 
the larger interest of the nation. 

5.5 In their reply, the Department of Revenue and Banking stated:-

"The findings of the Reserve Bank's inspections mentioned in 
reply to 'Recommendation No. 84, Para 5.6, are discuss~d 

by the Reserve Bank with the management of the Bank con­
cerned with a view to taking such remedial measures as may be 
necessary. As suggested by the Committee, the recovery 
position will be critically examined at the review meetings 
with the bank management." 

5.6. In paragraph 4.7 of their 62nd Report also, while expressing 
concern over the fact that the recovery of agricultural credit was only to 
the extent of 50.7 per cent, the Committee sought to know the reasons 
why this could not be improved upon by more efficient linking of recovery 
with the sale proceeds of products and a more careful scrutiny of applica­
tions at the initial stage and a closer follow up till the money was recovered. 

5.7. The Department in their reply (October, 1974) stated:--

"By and large, recoveries have been poor in respect of loans dis­
bursed in 1969-70 on account of scattered, unplanned and' 
unsupervised lending. The commercial banks have since 
adopted an 'area approach' taken to more careful scrutiny 
of applications, and ensuring the end-use of credit and follow 
up of recoveries at the time of harvesting of the crops. The 
commercial banks have increasingly become aware of the 
need for supervising credit. With the implementation of the 
Talwar Committee recommendations by the State Govern-



15~ a 

meats aad iatroduction of simplified reoovery procedures in 
difterc:m States, the position of recoveries could be expected 
to show improvement in future. Government are also BOW 
bringing the recommenaations of the Estimates Committee 
to the notice of the public sector banks lll1d emphasising 
the need fOr better performance in this field." 

5.8. The Department was asked to intimate the present position with 
regU"d to the implementation of the Talwar Committee Report by the 
State Governments and the improvements effected in the recovery of agri­
cultural credit. The Department in their reply (November, ]976) stated:-

"So far eleven State Governments, !Iamely, Haryana. Himachal 
Pradesh, Madhya Pradesh, Maharashtra, Meghalaya, Orissa, 
Karnataka, Rajasthan, Tripura, Uttar Pradesh and West Bengal 
have enacted legislation on the lines of the Model Bill. Gov­
ernment of Bihar have issued Ordinance in this regard. 

Government of Manipur have passed the Bill. President's assent 
has been commun!cated to the State Government. Govern­
ment of Assam proposed to issue Ordinance in this regard. 

Government of Andhra Pradesh, Gujarat and Punjab furnished their 
views on the Model Bill. The matter was clarified and the 
position suitably explained. Similarly Government of Kerala 
have expressed their views on the Model Bill. The matter is 
being examined by this Department in consultation with the 
RBI. 

Other Sta.te Governments are examining the Model Bill. The 
matter is being pursued with them." 

5.9. Asked whether any noticeable improvements· have been made in 
the recovery of agricultural credit as a result of the enactment of legisla­
tions in this regard by the State Governments and i'ntroouction of simpli­
fied recovery proceduTes, the Secretary (Banking) stated during evidencc:-

"Most of the States which have enacted the legislation have done 
so very recently. As such, J do not think it will be possible 
to notice any improvement immediately as a result of this 
legislation. By and large where the loan is given for pro­
ductive purpose and its use is supervilied, the recovery is 
being effected. The fact that the States have enacted the 
legislation will give further ability on the part of the banks 
to use the fac!lity of this legislation to effect recoveries." 
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5.10. Asked whether any measures were taken to improve the recovery 
position of overdue advances, the Secretary (Banking) stated during 
evidence:-

COThe present arrangements provide for periodical assessment of 
individual advances at the branch level itself and reports 
of a~ irregularity/overdue advance are furnished to the 
head office. To avoid this there are two lir three checks. 
First is the internal audit of the banks itself. They them­
selves look into the overdue position. Secondly, all the banks 
are subjected to statutory audit and the statutory audit com­
ments upon the figure. Finally. the Reserve Bank's inspection 
reports also pay specific attention to this position. We have 
certain data specifically which we have- collected about the 
quantum of overdues with regard to the Differential Interest 
Rate scheme and I would say considering the type of loan--it 
is a new activity-the recovery position is fairly satisfactory." 

5.11. Asked as to what was the percentage of overdue recoveries, the 
Secretary (Banking) stated that under the D.R.T. Scheme as on June 1976 
tbe overdue amount as against outstanding amount was 15.2 per cent. 

5.12. Asked to state the procedure adopted by the nationalised banks/ 
co-operative banks to verify the bonafides of the loanees, the Ministry 
stated in a note furnished in November, 1977 as follows:-

"Commercial banks verify the bonafides of the loanees by making 
informal enquiries through their field staff and calling for 
original documents/records such as title deeds, extracts from 
land records etc. 

As regards Co-op. Banks, the societies prepare credit limit state­
ments which are treated as the loan applications of the borrow­
ing members and obtain their signatures/thumb impressions 
and forward them to Central Co-op. Banks. These statements 
provide details of all lands proposed to be cultivated by each 
member for determining his credit eligibility. Afterwards 
the societies prepare drawnl applicatiom; and obtain signatures/ 
thumb impressions of the members and forward the same to 
the concerned central co-operative banks which satisfies itself 
that the amount indicated for drawal against each member is not 
more than what is given in the credit statement approved '" 
it and also verifies the signatures with those obtained in credit 
limit/drawal applications. 
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5.13. l,~.pa~agr~p.~ 5.1S otlPf~ 62~ ~pP.iW.th~~C~ttee observe~ 
.th~t ~e <?1!.d~t ~UiJF~ ,C~ffip.n, qf;,;t-(ljItI~.IYr'a& ~t up in January,. 
19~1;, with l'~icipat~on .~y b~~s" ~co~.;cr""it~r.fll9ilitieIL afforded by, 
vanous financial institutW, tOi.s~M~barro~ .... tI--~.; ;UpW,September, 1972, 
the advlj.~es of all. i.nsti1utiqp~ '.F.'i'r~. by :tlMo ~JatiOft amounted to, 
Rf,., .173:4~: CrD~.~$ (Le: . .in:;.l )'~~ ~,m~s ,~}~as-,'against the annual, 
average adYances of Rs. 2Jf .elore.~: of .PJ'bli~ sect()§lP'llnks alone to priority 
sectQrs. . Tbe. Comrpittee felt t~a~~ ~ppe ansJi ccweratJe of the Corporation 
needed to be cQIlSiderably e~rae4lJlDd iU. Uletl\ods amt,procedures further. 
rationalised so as to give a re,al i~~, fD,.Jendi"l~owe!iker sections of 
society 1?y..the bllllk&:, an<WOJ;.der(elopJpenhof.baQ.kwpr41.areas. The Commit­
tee the~fore, t:ecomme~! ,that ,~v~qlt'rAhQuld..,immediately have 
a review of the \Yorking .of .the. COoJ:POl'4tjon.r"n,ser~~ in order to enlarge' 
~t~ scope and coverage and bri~:the ,aw;lit'-fIWlr4Dtuscheme adminis­
tered by Reserve &ok: of , ;India. for smaILac •. ,ipdustr.ies uader ~ts amhit., 

5.14. The Department of 'R~;e;;-u~~'a~d'NB~nkin;' first informed (in 
October, ,197.4) ,that. the ,~~d~~ .,~.t.he"aommittee was under 
.considerat.jon in consultetion,,~ith 1~ ~s~ Ind~rial Development 
and the Reserve Bank .of India. and the, ..a<;t.ion,;.en ...... ould be reported 

.in due, course.' .. ,'.. . '.'.. ' ... ".. '.' .,.-.,r '0' n' .. ' . r,' 
.. . •• •• ..' ••• , ••• , ...... ""1 ...... ~ " .. ,.. • 

S.IS. The Department later (in Apdl,)27SJ i9f£pne.~.::-
"The workinl! of the Credit Guarantee Corporation of India is 
, reVreWed~ bY Rettne 'Banl"of India' peiiS(fieitfty wfth a view 

'to 'eiteodHtg"the "{tope 'i-A(rc~rtfe,~ ... tlt~ Corporation con-\ 
sisterrt with'the' ~teY"'Of. e:nbOiJYl'nv; :'b8nkassistance to, 

"wea'1cer sections and-Riifta&1~'bioCH1icitioM'are' made in the 
policy from time to time. Thus, su&l8n"ftar'tiberaHsation orr 
.the cei1in2limits.foOJ;.th •. COllCr~e ,o(:l.be"Joaas,b¥ the Corpora­
tiOD.was,-j~tro""ocd .wW\.~fr .... l~;JUWl,¥. 1972. For 
example, in the case of farmers and ~cu1turists, ceiling 
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limits earlier .. Rl'~ibed for lo~ tp. ~ co~C{Cl1. uaW:r tho 
Cor~a~~9t~~e~~, haye.~~:e~Ycd. Ta. • .wope of the 
~heme ,haS .. als~,,~n eft~~ to IOOver aU loans ganted after 
1st,.~arch, 19./.3 IP.D~ ~ Dj1f~~l ~lAterest Rate Scheme 
as well ~. fill ~o.~ji!IA~.~ ~pn-scJlst.\lled cODUDercial banks 
with e1JeCt from ,1s~ ~;l, .1974 •. JPl a4d.itjon to these libera­
Hsations; s~Die _:~~~t£vC4(. ~a~~ al~ ~C.A .. provided for the 
ilant of 10aJl!l, ,to J!':EWr ~na of ~ ,community. Hypothe­
cation char.s a~ ~}~.Ye9s W~'L~ J08Q(-i doles not exceed 
RI. 2,000/- and st~:~tements, ~llIur~e of .stocks and 
periodical inspections are not insisted upon where the loan 
does not excoed, lb. ,i.~J-.SiDC:e October, 1972, unse­
cured Joana covered by the Corporation are not reckoned as 
unsecured 10aflS ·.for the putposes of normS ib tegard to the 
grant of un!leteredloans. Adv~'oes to the level of Rs. 20,000/­
covered by ~i=Credit Ouaratntte' Corporation' bave been exemp­
ted from directives'irt, regaid to sel~.ive credit ctmtrols. All 
advances and other crediflacilities' covered by the Corporation 
are also exempt frOm' the RBI directive regarding minimum 
lending" rateS.' , ;In' '~ase any fa~a~c.e to ani~dustrial unit 
guaranteed'by the'Corpotanon IS'to''f;e refinance to the lending 
institution by drawing' funds (rom the' Ind'usttial Development 
Bank: of India; a concessional rate of in'terest at 7 per cent as 
compared to 'ffit:'lDBI's~nOtinal rate of :S.5() per cent for other 
advances, is maBe applicable. TheSe changes in the scope 
and coverage"'df"the'f'programme, Over tHe last' few years, have 
resulted in substantial increase in the volume of loans ~nd 
advances ~anted' by the commereial bank~ and covered by 

the Cr~dit OUI~rante~, C0rJ1P.ration. 

In so far as the Committee's' reCommendation to bring the c:edit 
gua"'antt~e- scheme' ro~small '!scale 'industries administered by 

1 • the R,BI within the ambit 01 the Credit Guarantee Corporation 
is concerned, the matter is under comideration in consultation 
with the .... M!~istry .. pf J~d,ust~ ~d Civil Supplies and . the 
Reserve Bank of India." 

,- ... " 
5.16, The Department Qf,,Jl.ev.en~,.,,,,d.~8,,was-,asked, to inlimate 

~e final decision taken.by, the GoverDDl~.for bringing ,the credit guarantee 
,cherne .for small scale .iaduatriu, administered by ·the Reserve Bank of 
India, 'Within the ambit of the Credu..Quarantee Corporation. The Depart­
ment in thlrir reply s~ed:- , .. r ...... ' r_ 

"The recommendiltion of the' COmmittee hs been considered in 
, • consultation" witb 'the r~n~itry :0} Jndiisl~ial DeVelopment and 

• ". ' •• '.... • .. , • ...., ... ,. •••.•• ' ,:~.. t"- • , • • 
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:the. ~frve Bank of. India. There a.fc .. certain practical diffi-
'.beCUI~. -iq . "~nwnt.iag.~ . ..recoqunen<4~n which are listed 

low:-., . 
lb guarantee fee Charged under the credit guarantee scheme 

., fOr small, uale indl1stryadmiDi~tCTedby the Reserve Bank 
of India is I1H>th of 1 ,per cettt whereas it is t per cent for 
other sdbemes' iii the prlorityiectors covered by the Credit 
Guarantee CorpOfatibn. There is· apprehension that the mer­
ger of the scheme would lead· to enhflDcement of the guaran­
tee fee charled for small scale industries whi~h would 
1IBversely effett the fnterest of' such industries. 

• r! ' 

The, aDlQ.uDts paraateed under the .Credit ,Guarantee. Scheme for 
,small ~ale industlies are subjcct to. a limit ofRs. 10 lakhs 
(Rs • .7.S laths for .working capital. loan ,aDd Rs. 2.5 lakhs 
for temrloan). In.the case of the schemes for small bot-
rOifen ,m the .otber priority sector categories, . which' are 
covered by Credit Guarantee Corporati9n, this limit is 
~ery much lower, aBEl varies from borrower. to borrower 
·depending upon the nature of the scheme; While guarantee 
under the Credit Guarantee Scheme for Small Scale Indus­
tries at present is automatic, it is not so in the case of guaran­
tees under Credit. Guarantee.· Corporation. It would be 
rather difficult to prescribe a uniform procedure for extend­
ing guarantee cover in the case of merger because the scope 
and coverage fA tile two guarantee s~mes vary consider­
ably. 

. , 
In view of the above difficulties, it is not considered necessary 

. to pursue, at this stage, the proposal for merging' the Credit 
Guarantee Scheme with Credit G~rantee Corporation." 

5.17. During the evidence, ruli~g out the apprehension that the merger 
'Of tbe scJ:t.~mes w~l.ild lead to enhancement of the guar,a.ntee fee charged 
~om smaIl scale. industries, the Secret~ry (Banking) stated:-

"This question 'of melliilg of cte.dit' guaHlnfee sch~me' opet'ated by 
the RBI on beba:If':c6. the' Ministry of Industrial Development 
aDd the Credit OaMantee Corporatimr: has 'been considered in 
constJltatiOn with tbeRBI and 'the Mitliltryof Industrial 
DeVelopment. T-oday,th-e Credit Guarantee ,Corp. charges 
aguanmfee fee of i% witerreas'the guarantee fee in respect 

·of,IM Credit .GUarantee ~hemes is .1 ro%. Tthe~ is no reason, 
why if there was a me"er, yoU cannot have two rates, because 

" •... ' . 'a.iIy'insarailce company 'cad' have . twO, ,difterOllt rates taking .•.. ' - ... ,. ~.- . . 
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.into, aCCouRt the risk factor. In '~h ihe. c~~es-l% and \10% 
fee tS supposed, to be paid by the ·bank IUDJ iJQt by the bor­
rower, The viability of the Credit Guarantee Cotp', has to' 
be kept in ~'" I: w~yld .ee no harm in there-:1>eing two 
,ra~s and !here W. no need fOI'1hjs IIppreheusion that the merger 
would'lead to enhancement of guarantee fee. It also depends 

.... on, the claim experieqce of th~ two and claim experience of 
~ Credit .Gu~tee CQrp. would seem to indicate that the 

, rate of !%:,is, reasonabJe.;",. ,,'.,~-

5.18. The Committee note that for the ~,of recovery position .11' 
the agricultural sec~or the commercial banks have adOpted 'arq approach" 
with more ~are~ scrutiny of applications at. tile ~tiar stage, edslII"ing end­
ase of cr~~ and folio" up of ~onries at'.e dare of ha"esting of the 
crop. The ,Commi~e have been in,on!,ied ,tat witli the Implementation' 
of the ~alwar COmmittee reco~m~datio~5 by, the State Governments and' 
iBtroduction of slmpllfted recovery p~~,lii cliifereDt States. the position 
of recoveries 15- e~ted to show 'l~proveme~s In future. In pursuance 
~ the recommendati0lls of. the Talwar C~mmlttee, most of the States have­
already enacted leAislation on the lines of the Model BID. The Committee 
"ire that the slate Gonmments "lid. a~ 'in the process of revie"in2 
flu! Model BID based on 't~e TaI~ar t .• ~lttee recommendations, may also' 
be perslladed ,to" illltiat~ le,gislatio~ at the ea~est~ 

5.19. With the enactment of leptation by the State Governments, the 
Committee hope that the banks .m spare' no eftorts to recover the out­
standing dues, The Committee desire that the improvements effected ill' 
recovery should be kept under constant watch. 

5.20', TIle Committee In paragraph 5.15' or diei" Ond'Report bad re­
commended tliat -the Government shOuld immediately have a review of the­
working of tbe Credit, Guarantee Co~tion in order to ~nlarge it. .. , ~cope­
and cov.erag~ and ,briDging th.e cft,4lt .guarantee .scheme for small ,sc~e' 
industries administered by, Rese"~ .Bank of India within, its SlDbit. _ TJie 
matter was considered in consultation with the Ministry of Industrial 
Developmeatand Reserve Bank'Of Imlla _ It was not eoasidered necessary 
to pursue·the proposal 1n "'View'of tWo' '4fIIkUllies. P1nfly; If the Credit 
Guaraniee Scheme administered bv the Reserve'-BBnk of India is brought 
within the -ambit of-the "Credit Giial1lDtee COtporatiOll. the lower rate of 
guarantee fee 1ft' ptesen. chirge"l bf tile- Reierve .1t~~ Of l1H1'R at 1/ 18th 
of 1 % mlJltt .... e to be eDlutftced -. f% c~ by tile Credit Guarantee 
Corporation, "hicla would adverselY deca tile fnterest' of i..u scale indus­
tries. 'Setondly the prWedare ~M iD the two lIC"'e!ll w8s not uniform. 
WltDe file pJ .... iee under ereiJlt Guarantee: Scheme for snndI scale induS­
tries is IDtomatic. It is not 80 under Credit Guarantee Corporation, Tlie-
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5ecreaa, (BaMina) cIw:at Gte eft.ace esprelled die view .... t eyea afier 
die merpr of Gte two Selle.a, ....... die nfn of parutee fee could co-
emt ad ... tIIere "118 no aeed- tot ................. r would lead 
to eahancemeat of laaraatee fee. The Comwiffee, dleRfore, reiterate their 
earlier reeoauaeadadoa iuld' desire a..t die -nole .atter slloald be re-
eDDliaed wIda •• Iew to ~ ~t, ~ ~ ...... tee sdIe.ae adaaI .... 
tered by the Relene Ban of t .... -fOr sinall Kale IadlJltria, within the 
1UIIbit of .. ~redIt GIUI11UItee ~orpontiOD. TIle Co.-lllitaee yroaId like 
~·'e 1IIfo ..... ; a~ tile outcoaie'w'iI. ... aioadli. ":.<11' 
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,'. ft~::yti ~~ragra~hi6. 7' agd' ts:s. ~~:theii ;~~~a' ~?hit "i'~ t, . 
observed that during~the~=fi yea~s period after natio~~islo~y~~ ;f~O~~r. 
1969 to end of 1972 the nationalised banks had paid dividends to the extent 
of Rs. 15.11 crores to Government, besides adding Rs. 12.04 crores to' 
their reserves. TLe net profits as a percentage of working funds have, how­
ever, declined from 0.21 per cent in 1968 to 0.13 per cent in 1972 and the­
return on capital i.e. ratio of dividends to share capital plus reserves 
came down from 6.52 per cent to 5.29 per cent during the same period. 

6.2. The Commi~tee further observed that due to social obligations after 
nationalisation, Government expected a return of 5.5 per cent from the' 
nationalised banks. While the Committee recognised that the social obli-· 
gations enjoined on banks were a constraint on earning possible profits, 
they feel that there was considerable scope of reducing servicing costs of 
the banks by better management and rationalisation of staff. There was 
also scope to instil a greater degree of cost consciousness among the na­
tionalised banks and to brinq about substantial cost reduction in their esta­
blishment, overtime nnd other expenses. The Committee desired the­
matter of cost reduction to be gone into in earnestness witli a view to 
seeing that the banks provide a worthy example of efficient and economic 
functioning in the interest of husbanding resources for national develop­
ment. The Committee emphasised that it was necessary for tbe banks 
to keep the overheads and establishment charges to the minimum. For this 
purpose, a regular cost analysis of each Branch should be conducted by 
the banks to ensure that their administrative and staff expenses etc. were­
commensurate with the workload and the resources generated. 

6.3. Tn their reply (October, 1974) the Department of Revenue and 
Banking stated that the Government acceptedtlie need for a continual 
review of the costing of various activities of the banks. On the basis of 
the findings of a cost. sutdy on the structure of costs and pricing of banks9 

services, the Banking Commission had also recommended that such studies 
should be undertaken on a regular basis so as to help the authorities to 
evlove standards for various jobs, facilitate cost control and rationalise 
service charges. These recommendations had also been accepted by the 

186 
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Oov~JW-aDGl--the 'Rl!ierie ~"1)f'I~SIa ''''Jtll'IAed~18 fill6ate s{e~ 
to contiDue--tUC~ieI(ametundertate'J~*cb 1l ~"aieai~sug8ested b/ 
the Com~n.' .. ',. ,.11 () .• .'.' ..... !. II 'J .. ' ~.:.. • • 

... 
6.4. otTM- CoIIolitlafed ·tle;btt:·Of 1be 'fiDhftc . Sector BAnts for the year 

ended [)c!IeQJberr'1~7 5"'~ 1lie wStling' tel¥rIi.v df the n·!tionalised bantcs 
as follows:··· j ; . : ••• ;;. ,," .... ri i. ,.,;riJu-u, .;.,~ .1':.. ; 

....• "The 1\lI,1lIQ;IUIy \90 ... ·· ofdtbe paidloGp' capital, I reservos, . deposits . 
. 'MV ..... l:JnCOlDO,' .. 'iituro l-and, 'puttliltled profits of thE. 

.: ....• :·,n,atiOMlise.r~. fQr!.the:,em ;.973".1~" a.,t9'15 as pet: 
published accounts is given in· tl1e'following:uble:., v I 

I. P~id up C~~tal'.;I'.: 

2. Reae"es. -~'. ... ·,,"A' . 
" .1..\', :IJI:-il" 't'.~" ~. i 

3, Deposits~' . 
t ... · ":f i 

4' Advances 

5, Income' 
.... 

6. Expenditure • 

'1 7, PdbJished Profit~ 
!f' .<t 

. 'J ... ( :, ... , 

' .. ".. . . 
,"00 

,'1 '1, bn' ,5I'g8 58· 14 
,! 'I·...irt".,,. ~rI 6 . . . 
. • ~, 270' 43 7~38' 10 
.~·I .. ~ 'n"r~ 

4123'06 479Q 'og 
"'n~ '4·".rf r 

488. 67 681'94 

p ,.' 

1975 

3" 00 

10' R7 

88R7' 27 

6026'08 

6.5, For an ''9V~f.IIl:l "'~aPQn of ,the workiAl.results of die Nationalisea 
banks, the .a~i~c-.mado ftom .proft.ilgr the years 1971 to~197S 
are indicate,cl.belo",,·· ~I " ,~ • C'J' . I 

:'.r-?· ,j , 
, ,. -J "-"'fR,.,n·'eiotes) ! pourteen Nali/HlOlisel Ba"kl : 

, .. r ';.'.lr'~4 

'971 19711 
'r<' 

1973 1974 1975 

. ,.f' ... , ,"" 

I, Balanceorproli.U"~to ." 

Govti (in t,"".qrSt'ctiOl!.I~ . . .. ~ ..... or the JJantirII Com". 
(Acqu.ition 6: Taalfe.rorUad~ -'" ;: . < .'f 

takings Act) 1970 4'43 4' IB 3'59 3'g6 4'35 
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'l. 6.6 .. It ant ~P alated jn ~ l~~t~ .~.w.rt.,;~~l .~ .,pfoDli . of , 
~e natIon ~ .'\Hinb. as fa . .PSJ.5Cnrw . .m,., ....... ~ .• ~·.~med 
m 1975 maml)' due. to the rate of iacreue in expe.ditur~ e.iDa higber, 
tIuIn the rate of rile in income. The profita poIitiOil of these banks has 
to be viewed in the cOQtext ,9fv~ ~'~;~i94a ia.~ _~Yities and 
~veJage over .. the last five ,».JfI;JIIA~, n9 ....... ""Cd.~ ~ .p\ll11ic: 
sector banks in nual, semi-urban and hitherto unbaakod centres wilt, ·take. 
some more time to break-even. Further the banks ".e made available 
credit fllCiliti .. .to weaker sedioDs of tbeosociety at I",·rate! of 'interest· 
Ban.ks havc! .... so .taken upi_veral de.dopmsat ectifiCia which involve 
sizeable 1dditioD to staff, ceit of traiJttng,' ~" le.e'l' a much larger 
number of advlHlces and ImrO!'r'relvms.,i ;"""'1"'" r.",· .'. "; 

6.7. The representative of the Reserve Banki·,-~ted dur~\c",jdence: 

"In the 'kcscrve Bank~ we had takcn ~_saJ:Dpl. SllfY«ItY of some 
of tbe branches working at a loss. nis was done about two 
years back.' On that basis we issued iIlstractions Or guidance 
to banks as to wnat are the improiemeDta tbat could be brought 
about in the functioning of these brancla... As . arid when our 

;~ officers go and inspect the branches in an area or a centre, 
~~¥ discuss the problems of ~ese brane_ with them and 
advise them what could be don. to imprMc their functioning. 

6.S. Elaborating the point further, the Secretary (Banking) stated dur-
ing evidence: ' . 

• 

"Apart from the visits of Officers of the Rcsenc Bank, the banks 
themselves periodicalty get reports from their branches about 
their functioning. No body wishes to ha.e a large number of 
branches making l05Ses. Therefore, in their own interest, the 
banks get the' pcrit>di~al reportlr'.- to how the new branches 
opened by them are operating and take correcti've measures." 

- '6.9. The Coannltfee 'IfGte that the priAil"i;r .......... hanks as per-
teiiiaget of worldntt ,IUds whlth was tr.f1 .. ceM ill 1"3 and 0.18 per 
cent in 1974 declined to 0.24 per cent i. 1975. De ~UDe has been 
attributed due to the rate of expenditure be", hiper ".n the rate of rise 
i.j;nc!l~e~,.f The higher rate of expenditure is stated to be due to openiag 
~f new banks offices in rura!L!!.J!i-orhan aaa ......... unbanked centres 
which would take sometime to break even and other de-velopment activity 
~ndertaken by banks which.:~t~"olved expenditure on additional staff and 
their training as also eipenses over a large num'" of aclYlnees with lower 
returns. The Committee feel that with better 1D~ .... t '~nique!l ond 
rationalisation of staff, the servicing costs coua.f.e aoDli4lerably reduced "y the _ks. It is ''1'peratlv, .that cost con!lCioame.' shOuld. be continoously 
instilled In the bank staff at all levels. The Committee cannot over em-
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.......... It .. of· ........ 1t8Ib ...... r·~ ........ 

. ee080ayJa .......... 10 • -... wpl~ ~ .. MIa- 1M ." t •• 
c~-to aM 0, _: -1.1tIy ...... lib ~'~ to -+.t,HUe co.tI • 
..... re"" of file cestI· of .... -.r ....... ....... WiIM.e IIIeIIUI'e8 
co ... be ..... to ... de .... _181M'''''. ,Ii.", I, 

. .. .- ,Jr:' ' 

6.10. TIle Co ........ DOte ...... tile "'.'. c .... ' ....... reco.-
meadecl ............. to e •• e ........ :. ~ ~ IIdIIdea eoatrol 
and radoulile aenice c ..... etc. .;Be eo .............. 1MIea' bdormed 
dlat file Reserve BaIIk·of I .. , ....... lIP a ...... --,- .. _. of 
the bl'8llClles woridat ... Iou. 'De C .. ." ... """'-1IIat "ctl.estepl 
should be .. ke. to e .. olve Jhe ~ .. ~ II~.,'" ••• , ... ..,. tile Baak· 
·ing Commlssloll at tile earUat. nty ,would "....... ~ ..... at ItaDdardI 
and DOrms should be reliewed perlodblly III die ...... ' of nperieace 
pilled. . 

o Borrowing and· lending rates of interest 

6.11. The Committee desired to be furnished'with a nOll'on the differ­
ence between rates of interest applicable for borrowing aDd lending by 
the public sector banks and the reasons therefor, and abo the international 
norms in this regard. The Department in their reply (May, 1977) stated 
as fonow.: 

"The maximum rates of interest payable by all scheduled commer-
. cial banks, including the Pubn~ seCtOr banIs, oti· deposits of 
different types and' of varying maturities are' Stipulated. by 
the Reserve Baat of India: All bants pay the mixiinum rates 
stipulated by the 'R.eaerve Bank. Currently the 'interest rates 
on deposits payable bY the· Public sectOr bailks tange from 
3 per cent annum for depOsits of 1 ~ da'ys to 4~ days to 10 per 
cent per annum fordej)osim of over S yean: nie savings 
deposits carry a rate of interest of 5.00 per Cent per annum. 
Current aoeountscllrry no interest. The Currebt interest 
rate sched\!te appliCable··t<) ·the -de~sjts of varyiYig 'inaftlrities 
is at Appendix-VIII. , .... '- . - ¥-

6.12. The overall I~ng: iot~rest rate str,u4ure of the banks takes 
'into account such factors .~. the cost of mobi1~ingresources, which in 
turn depends on the -types: ~f deposits. anti, t~. share in the ag!2regate 
resources, the qUaDtum. c4.,borrQw~s -funds -anc;l. interest. payments thereon, 
the operational eosts ~f :tl)e-bmks wbic:h covers· e host of items such 
as salary. structure in· the .ballk, t~·-size. of bClrrowa1 8COOuntJ. the number 
of branches opened in dischtqe' of ~mic: .responsibility which 
may be uneconomic'lespeonsibility £or ,1Qager than -th&--6Verage gestation 
period and so on. So far as the actual lending .rates are concerned. these 
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.. y~Wt.~.?t ~~!Y,!fPjlJ?S.1 t~~~p'~".,._.M.l"IP~to . .accoD' ~ 
1~g2~lfc:.w!<.?'!~ ~'1hI . .P~ .. m .u.. ... ~~·.c8pacity I -oj 

th~ DO!~~~,~cHrj~~~r.Wt,.~~Af:ln9~~.ett. '.' ,.( 

6~~~ l~l'Ntt~.k""'·_''''''wboWverr''''itied 'a'1nmi-ritu~ 
lending rate (witb-~ .......... )t.tUlbdlt .. ~y ... tlt fll!:' peri~_ 
per annum and a maximum lending rates which is currently at 16.5 per 
cent per ..... ", ·oft.>llidy~ilto :eXpot'fets aniflt1ose~cd~bred under 
the.,Selecti_J()rodttii~tJ~"nt;' (?He'l1iaxiMbm chltbtg rate . "i~ 
not applicable i t().,ftlnlii~~ D~and .. .tstn~Me ·Lt~T)iIities dfles~ thim 
Rs. 1St' crorest ... fbrtTltho'se having Dt1riatid~ahd' TliHe' Liabitrd~s b~twee'n' 
Rs.25 cNl'ls aadl Rs:':'" ~'lIt'hel miiiimuffl'rdte is·.!f'1:~ per c~nt.) . 

. 6:1 ~,~: ~e~~~~'df ~g~1l~~~s<, ~~eM~t:fr~~'~;~~~!'~fpi)~~mi,Je~ding rate' 
stiptilattons~ftre- 'ad~c~$ to Ha~.~$ own eP1pl~)'ees'1.pt~r-olYlk advances .• 

, ~dvances under '~ sc~tt:ie:t\ adt~rices 'apih'sta'pproved :sec'Uritie~, advan­
ces against deposits with' the banks, advances for exports, advances . foi 
food procurement opeJ'ations, loans and ,advanecilfWVered by tfle schemes 
of Credit Guarantee Corporation (subject to the condition that in the 
field of agriculture and anfed activities' the t6ta1 'b6rrowing limits of one' 
party' from -one bank shtiuld not 'ex~ 'RB. 50,(00), advances to smat]: 
scale induitrics (subjeCt to one unithaving"8 limit or not more than Rs. 
2 lakhs - front :ohe bank), loans 'arld 'advantes refinanced by the lOST 
which are subject to a ceiling and loans and advances given by the bankS 
on refinance frQm the ARDC; 

6.1S. Available date relating' to the average cost of funds and average 
interest charged on l~s and advances by the public sector banks available 
for the year 1915 show, that" wbile cost 'of fads colTeotarl in the form of 
deposits· aDd bQn'o;wing ranged from 5.6 per ceDtto 6;6 per cent, the 
average interest earned by these baAks, on th~irJoans and advancec; ranged" 
from 13 pel ceat to 14,3 per cent p~I annum. 

6.16. The range set out above only indicates the spread between cost 
of deposits and borrowiD!!, and return of loans and advances which 
constitute only 6 t per cent of their deposits and borrowings. The spread' 
does not, therefore, represent the differential available to the banks on their 
total resources for the following reasons:-

1. Banks are statutorily required to keep a certain proportion of 
their total Demand and Time Liabilities in Liquid assets viz. 
cash, gold and unencumbered approved securities. Currently' 
this propOrtion is 33 per cent. Batiks have to hold cash in 
hand to meet their day to day requirements whieh on an average' 
constitute 2-3 per cent of their Demand and TIme Liabilities. 
About 3()'31 per cent of these Liabilities are invested by the 
banks in 'the Central and State Goveml1'lents 'aDd' other approv-

. - ed securitie!l on wbtch the average interest' yields are less than, 
1 7 per cent per Bmmai. ' . 
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"z. .(}f~~ a~,'~~:I~ity requtr~'~ent~ hle~on~d:.,~bove, ,the 
. "binn'fllM''to'-bef'''1ritb t'tre IR~tve 1:Jati~ a~JtehalD propor­
.!: -tiOt! 'Of, their Demand and Time Uabilities as'tti~hResetve. 
, ;Cufr~fly' thisptopbrtion ~1! I at 6 fpbr deni.~': The Statut'ory 
., DliDilllum is 3 per ~ on"'hilIt-D~ iMerest-is paid by the RBI. 

~. -~,'lO.n,J~c;lbalance aJao the RBI pays'iitterests at 'the rate of only 
.~, S.s.,per,.ccatpet anBum. ,if, 

._ 6: 17. 'fMs o~t of e~etj R:!i; 100 of t>eposits'and' Bor~~ings, the banks 
are statutorily requiled to deploy Rs. 39 in ~\lch I;l manner as to have no 
or very low re~u,rn ther~n e~~~ ·,ffip .. ~gh th~ 'l:ian'~ . have to pay their 
depositors full 'interest an ·these funds. ICis' .o.nly the balance of Rs. 61 
which can be deployed 1Wtbe ba~1c~ ~i 'comme.i~~{ iate's of interest. 

~ r: .,' 'i ": ' , ' , .', I 

~.18. After all the deployments are taken' into 'a~coQnt the spread is 
narr~wer than what it ap~at~ t~·be. Agail'l this spr~ad has' to cover the 
cost .of not onlrcomme~~Pt oanle:ing op~ra,~ions but al'so of,~~e development 
oriented banking which the public sector banles have been undertaking 
during the pdt seven 'and h~tf years or so. For example, in a bid to make 
availHble' the. banking set~ices' toi larier ilurrlberof people, the branch 
net wdrk of the blinkIng system has been erllarged. As compared to 8321 
branches as on July, 19, 1969,there were 23630 branches as at the end of 
December, 1976. lit 1969 ttiere were only 1832 branches at rural centres. 
Their number, l:iy 1976: had irlCreased' to 88~0 accounting for 37 per cent 
of the totar branch network; The scale and ako the content of this branch 
expansion' programme has riot been guided solely· by commercial considera­
tions as is normally observed' el!lewbere. Public sector banks have also 
shouldered new tOlpoasibilit.ies un_ the Lead Bank S::heme and surveyed 
the districts and 'have drawn up or ,are drawing up District Credit Plans. 
Advances to the sman borrowers ill the ne,lected sectors which amounted 
tel Rs. 441 cror~s in 1969, accounting for 14.9 per cent of the aggregate 
advances of the public ,sector banks, and increased to Rs. 2S28 crores by 
June l 1976 .accoUDti~i for 2S.5 per cent of their aggre,ate credit. It has 
to be appreciated that the cost Clfservicing a large number of small accounts 
is always more than that of servicing a few large accounts. The accepted 
policy of providing bank assistance to weaker sections of the society has 
inevitably' meant adoption of innovative banking practices by the banks 
with higher than average cost on every Rupee so deployed. 

6.19. So far as international norms are concerned, we have requested 
the Reserve Bank to ascertain tbe position Data in that regard would be 
submitted when received. In the context of what has been outlined in the 
preceeding paraaraphs, however, it is doubtful if such norms would be of 
much relevance to conditions in our country!' 

6.20. The Committee notice flom a letter No. CPC. No. B.O. 18/C. 
279A-77 dated the 27th MIIY, 1977, addressed to all the Scheduled 
Commercial Banks by the Governor, Relerve Banle: that at a meeting held 



,on the 27th May, 1977 withthe.~}~z~uti, ... of Ihe major Seheduled 
,Commercial ~ the Gov~p1Or af ~ .a.at. ntTiMed .the monetary 
and credit .l.l'en". ~t tbe, bacqrQ¥D4;~ the ·~a. and prospective 
,economic situation.. .f.D tJtis 'letter ~: .oO,eAlOr bal m. • stated: 

• J 

," 

"The arowth::.ee of·Cbc economy ia 1976-n·lII .. been somewhat 
modest but this wu QOjiicidCd 'Witb a lupJ.p.a.ion of almost 
19 per cent in mODey supply, :rboqla':there has been quali­
tative diffcre~ce~D. the SO,uree of c~an.! ,in money supply 
betWeen 1976-77' and _ earlier YUiI 'in. thai fore~ exchange 

"'f' ... •• • . 
~sets and credit for foodJrain stoc~ ,)lave c,ontributed 
significantly to this monetary expan.ion, ,all.· the s-..ne, the 
,e.xce,ss liquidity so ge~er~t~~ js. boYDd .to have its effect on 
monetary demand in the comina ~ontba. 

Reftecti':lg~ the imbalanc~ ,betw~o agregatc. de~a~d and aggre­
gate supply. pressure~ ,Ila,,~' de~~lopcd pD tl1e p~e sit\lation. 
The downward trend in priccsdaring 197~-7.6 ·was reversed, 
with an increase of almost 12 per cent onr the financial year 
1976-77. Daring the current fiDQQcial y~at so far prices' have 
shown an iDCre~ pf about 2; per cent. In this cotnexi it is, 
therefore, n~ary that ~neww and credit policy ~ntinues 
to be <lirecte4 towards reltraininJ monotary expansion to the 
maximum exteat possible but at the SaDle time oriented to­
wards promoting investment.: aiding production, and exports 
and augmenting supplies of essential' consumer goods and 
mdustrial raw materials through imports ..... " 

6.21. With a view to realising'the' obj~eS outtined above. and to 
continue a degree of restraint on' credit, . the Resem' Balli: inter alia pro­
posed to revise the 'deposit rate struct"~ w:e.f. June i, 1'977. An important 
element in the change is' the distinction drawn betWeen savings deposit 
accounts which are fuitct,i~aUy trannCtiort~en~ . and others which 
more truly partake, of savings. 'nte i'e.ised depoSit ~te structure as 
compared to the existing structure. is as f<'!'11ows: 

'? ,/p,"( Intut" ~fI D,,;orils "".'1abl, by Sch8thd,tlComrM,cjQI BQ'I,lcs ,fftt/h"f'o;" }fJr, I· "'~-. 
f. .' ... ·.i· r . •• ---_. _.-_._--.- -~-----..... 

----r'" 

I. Sr'''!: !It:l>tlSltS 

5ch('c1tlk,\ Comm"rcial RankR 

(I) '" ith rI"rn 'lnr! anli tin:Jeliabi}itir-A upto 
R", to ('rort'!!!". .., •. , If 

, Exjltillp: 
01 
/0 

',11 • 

5:.5. 

(C!) with·ri,.manrl and tim~ liabi1i;i',," ~et-
wren R;J. 10 ("rorel and' Rs. '2~ . ~ .... 

Proposr-d 
% 

3% on S .. vjq~s 'D .. po~it, with 
'mr-q\lf' 'faclliti<"'l aT'n ~~' 

'on&v.infJ'.p.t'po&it.~ Accounu 
'. without. ch~~luc faciliti, s, 

(·rt")rr~. . ~ : 
h) with d"mano and time liabiliti"s abrwe ~'o 

Rs .. ~5 (If'ore,. 

'. E"(cnpt on ~avillgs {)slposits. which wrll,ta!-"OflIct ,",tn:fu.1~", 1977. 

¥' 



. _." .~' .. 
II. FiJted DelOsirs 

(I) l~ 'days'to' +Sciay. 

(2) +6 day~t~~90 daY. . . _.. . .'.' ~ ... 

.. , 

(3) 91 daYI to leu than 6 month •. 

(4) 6-iDOiiUiA To 'leu than -9 mondY 

C.5) 9 mon th. to' iCil than I yeaI' 

(6) I year to 3 years 

(7) Over 3 year. upto S years 

(8) Above:5 )lear. 

1" , ... 
. ,· .. ~tidg' 
~ ,. -' ... ".. 

7'0 

8'0 

g'o 

10'0 

.. '. ~.~, 
........ "-

s·o 
" • ..1. ". 

,.'0 

+'5 

5'0 

6'0 

'10·0 

• f 

" 
. .. 

NOTE,- I, Scheduled commercial baiIJIJ with demand and time liabilities leu th~ R': lZ5-0 
crores are aUowed to pay at their dilcretion additional interest of 1/+ per cent per 
annum on all .aviaga depolitl and on term depoliu UptoJand iilc1u.f\.e of 5 yr.an. ' 
The r~te of interest (or depoaitl above 5 yean will be onlX 19 per .cent. . 

2. No Co-operative Bank is allowed to pay i.llkrelt on depolfu in ace. of the rates 
specified below, over and above the rates prescribed above. . 

,.;; .. ~ .. , '\ . 

E~~~I rate permll1ible (lv('r the 
above rates 

State Co-operative Bank 

C~ntrar Co.opera~ive Bank 
Primuily Co-operative Bank 

1/4 per cent. 

, .. i i2 per ce~t. 
I pel' cent, 

3, Regional Rural Banks can pay o· 5 percent more on.aavin!pl and fixed cl"po8it~ 
except in the case of deposits above .5 years where fhey a~ Individually advisrd, 

6,22. With effect from lit March, 1978, the Reserve Bank of India has 
introduced the following further changes, both in the lending and deposit 
rates of the Scheduled', Commercial Banks:-.' 
Lending Rates: 

1. Maximum Lending Rate on Advances: The maximum r~t~ of inter:est 
chargeable by banks on short period advances (without prejuidice to penal 
charges) will be as follows: ,.' 

BVlks with D~mand and Timl" Liabilitiell or 

Ca) OVl"r R~. 50 crore, and banb incorporall'd oubide India· 

(h) Between RI. 25 crores and Rs. 50 crores 

(c) Below R •. 25 cl'l'lrel 

,Current 
ratel ---

per cent 

16 "'l 
,'7 "(I 

No' ceiling 

Nr'W I'/I'''~ 

--_. 
per cent 

,~ 

1'1 

16 



n"'~ 
....,.·.--Food CmJlt: The-"rate ot.~rest cbarpd by banks on creditextenaed -

;ior food proCurement by Govemment and Government authorised' agencies 
wiH17e·red\1Ce4 ftOIh n-'t5ft-cent'to' 11 per cent. _ .. _ .. __ ..... - --. 

3. Term Loans: Rates on te~ loans for priority purposes have be~n 
"reduced in the recent past. No significant change in these'is, therefore, 
.. proposed. However, as a measure of rationalisation, the' scheme of term 
,!loans has been slightly adjusted as follows: 

Current New rates 
rates 

·Per· cent Per cent 

(ai T "'m lo~nil of not leu than 3 yean for capital investment in 
priority areu 12'50 

(b) Term loans of not lesl than 3 Yl:ars for, all oth.er J)l.lrposes 

(i) B~tween 3 and 7 ,years 
(ii) AboVe 7 years 

15"OO} 14' 00 

14'00 

.. Curr~nt D'I)Qsits 

SalJinKs Deposits 

'For banks with demand and time liabilities 

,(a) Upto as. 10 cmrea • 

Rates 
prior to 
June I. 
1977 

Nil 

Per ~ent p~r a~nu~ 

Current 
rate.s 

Nil 

New Rates 

Nil 

.. que facility and 41/2 ~ posita with che· 
5 ./a· .:). 3% on aavin,. de_}' 

(h) B:~tween RI, 10 CrorM and Rs. 25 crores . -5 1/; 5% on savinp J depOIits without 
(e) Above Rs, 25 eror~ 5 cheque facility, 

Fixed D 1"~liIJ (including recurring deposits. cumulative deposits etc,) 

.ta) 15 da)'l! to 45 days .3 3 2 1/2 

(b) 46 da)'l! to go days 31/2 31/'l ~ 

(c) 91 da)'l! to leu than 6 months 5 1/ 2 4 • 
(d) 6 month' to I~s than 9 months 6 411'l .p/2 

(e) 9 months to Jen than I year 7 5 5 

(f) I year to S years " B., 6 6 

(g) OVl'r 3 years upto 5 years 9 8 7 1/'1. 

(h) A hove 5 years 10 10 9 

.. _-
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,,', \ ~he~ . .,mcrcial ~ ,wit~ 'dtposiaMilkierkl~l", ,2~'·crordi' ' 
10Q ;$Cb~cd CDOpomtiftl..baDts..:~Il;,be\ alialfttd' tel~ 1.;1Ier 'tent more 
on savm. depoai .. ~aruL_, tmedi:~rUpt'o. S-~a"':' Il_gibftal Rural 
B~s aDd Ceatral,.Caopemti1fo>.Badb,n.tHll.i. do ...... "It5."'Sft it -percent ' 
more, and •. pdmany caapcratiw -lMink8,;,J,t4!lIpc!'I.\Cerit' '1!l'<*e;I!ten sa.v4ngs 
·deposits,and _ fixed _posn. upto'15)yeafs:;,',di';,'/" ,;. ,,'lIi!), ',I" 

r, '. :' .'J:' ,,,,, .. ~ )'. '1 'J,p~.::. . . ,;' ."',~ ~,' ... 

6.23. Witb re&~d 19 r~cti'W o,()en'~&'I:I~t~e,~P.I'"Bank of 
India i~ their insU'uctiQ~s to 19~ Scbeduled ,Gom~ial, b~ks, .bioi, observed 

'that t~e ~d~fJyi~ ~p.Pfe~~~"r ~a" . .9!;eo" ~t J,i~e~le r~d,WrPOAi'shp¥ld take 
place 10 the uppe~ raq~e.~,pf mterest rates. It ,~~b~n.furtQe,~~tated that 

'reduction in lending .~at<:s s9Hu!d n<;>t. ~ coastrued .t~).I],le~~ a\fD~ve towards 
the so-called, cheap-money pobc;y." All that the dQW,Dward .revision implies 
is the redirection of focus of the hlterest rate policy 'towards what might be 
called the price of interest rate. It is hoped that low lending rat~ would 
have thorough ,reduction in the cost of productio~, a salutary impact on 
the price level. 

6.24. In justification of reduction in -deposit interest rates it has been 
-stated by the Governor, Reserve Bank, ,in his letter dated 2nd March, 1978 
010 the Scheduled Commercial Banks:-

"While bringing about the reduction in lending rates mentioned 
above, I have not overlooked the basic' objective of protecting 
the viability of banks. The real question here is one of 
balancing the two rather conflicting consiqerations of reducing 
the cost to banks of mobi1i~ation of resources and, at the same 
time, not adVersely affecthlg the savii1gs of the public. Our 
attempt'tb reduce deposit rates mariinally' has to be seen 
against this background." . • , 

6.25. An important decision taken is the merger of the two ty:-es of 
-saving accounts introduced in May, 1977. It has been decided to merge 
the types of accounts into single savings deposit account with limited cheque 
facilities which would attract interest of 4t per cent per annum. 

6026. TIle Committee no.te fat tile Ie ...... MIl depoIlt'iDterest rates hal'e 
been rel'iIed by tile Resene Bank w.eol. 1 MMdI, 18. TIle major dlan~ 
affected is to ...... about a dO .. aw .. '·Ii ..... 01 ...... :.rates'of varioull 
cate(Corieso Tllere I •• izeable ndadlou' ..... ,.,per r8IipI of'iaterest ratellJ. 
For banks witII deposit ... b ....... 'exeas 01 "0 -U c:rores, c:omat rate!! of 
'interest cba'leable by tbem at 161 per ce .. ad 17+·,. aat 'bave beeD 
brought down to 15 per cent. For baab "'til depollt HabRldes less thaD 
R.. 25 crorts, tbe new rate of ............ beea lIud at 16 '1*' e:ent. The 
rate of iaterest oafOOd c:N6It liM belli ....... 1roIII12 per cent to 11 per 
-cent. As reprds the intere" rates 08 de, ..... , CIte 1'etIuCtIonil ...... ieularly 
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. aoti~Ie1a .... QH at ....... '. 'wttr tIepoIi1I. All .......... decision • 
.. keD iI ~ ... die two . ..". at .... MCOIIIda iaao ODe IiqIe sanol 
deposit acco_ .......... :eIt .. • .... 'U ...... "II ..... tlaterest 01 

41 pel' ce ... per - .... :acc ........ 1IIe ReierYe JIIDak of ... tile attempt 
. to reduc:e die ............... .., ~_ ... IIIIDed at b ..... dq the two 

rather co~ coasideratioDl'''' redudaa ,.,. .... of BIObIlitation of re­
soarce.s aod at ~. ~ time ~t ~enely aftec:tiq die savings of tbe public. 
The sene~ ~ 10' whicJi ~ m~al~ pel cred'it pelic:ies win operat,e 
would c:oDtlnue"tO. be ODe Of over all rejtraiDt. TbeCommittee bave no 
doubt that~e 'p.dky .w~ . ..e kept a;.,er ~~utiUit'''evlew by the Reserve 
Baok of InCH.: The Committee -would h~wevei nlU!lhat international norms. 
in regard-'~' the 'deposit IIDC(clidi,t "'tes ~):,:ilso be studied and appropri8t~ 
lessons dra,vit for appliqltions- to the conditions in our cOuntry, wherever 
feasible. . . .. ." 

6.27, In paragraph 6.10 of·'their 62nd Report (1973-74) the Committee' 
had recommebde-d ·thatfor a .propet· appraisal of the performance of the 
banks, and to avoid any uninformed criticiSm about their working as also 
to ml;l~e the managements well ao,vare ,of their social and economic responsi­
biJitics,. it. wQuldbe desirable if Gov.ernmegt rna~e a comprehensive and 
clear statement of t.he Objectives and' obligations of .the nationalised banks, 
laying down inter alia their .fiocil!!.. ob]igl!tioI1,s, leJum e~pected on Capital. 
generation of surpluses, _etc. J'he CQmmit~ee _had also desired the Govern­
ment tolay the Iltateroent definiI]g, in 4etai.t thcQbjectives and obligations 
of . th~ Nationalised ,~ks on .the Table-of the- two Houses of Parliament 
so that the parameters for judging the .p\;r~O(mance of. the banks became 
clear. 

6.28. In their reply, (October,' 1974J the Department of Revenue an4' 
Banking stated that the objectives for which- the major banks were nationt!'­
lised were' indicated by the 'theft Prime· MinisteI'" in' her broadcast to die­
nation on 19th July, 1969 and in the statement made by her in both the 
Houses'of Parliam'ont.OD "lia.~ 1969: .Thepolicia·and1k'iocltles needed 
to follow to cODforin lo tM. Mtoad' .objectives oT nat1on8lisa~'onw.ere speft 
out by the Prime MiUlter and tbeFiaanoo Minister in Sel*ldber, 1969 and 
July, -1976 respettivdy. 'QlvcilbriJllent-fee1 ,that,·the ~uide1inOs contained in 
the!ie statements are aaequ_ for tRe' pUrpose: !6f. ludgingthe ; performance 
of'public 'sector ·banks:". "III;' ,. ",,' -". " :; 

.. .... . . 
6.29. n. :"Comn.iittdin . .tIatif~ Action 1'aken·"Report "I. 84th Report 

(1973-76)' 8Sa1tr· ttr~sed· dllaDCossKy;of 4tftlrin,"in deteiltbo. objectives 
and obligations:' t1f • the . dlftioMiilllplt .-banks 'which' ~~ould cover inter alia 
their social obligations, return expected on capifiT, generation of surpluses; 
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etc. and laying them on the Tables of the two Houses of Parliament so that 
the parameters for judging the performance of banks become clear. 

6.30. The Department was asked to intimate the progress made in 
defining -the objectives and obligations of the nationalised banks, as desired 
by the Committee. In their reply (November, 1976) the Department of 
Revenue and Banking stated: 

"The Government have carefully considered the recommendation 
of the Estimates Committee regarding the necessity of definin& 
in detail the objectives and obligations of the nationalised 
banks, which should cover inter alia their social obligations, 
return expected on capital, generation of surpluses etc. and 
laying them on the Tables of the Houses of Parliament so that 
the parameters for judging the performance of banks become 
clear. 

It is again submitted for the consideration of the Committee that 
the broad objectives to be pursued by the nationalised -banks 
were succinctly set out by the then Prime Minister in her 
statements to the Houses of Parliainent on July 21, 1969 briefly 
these objectives included: 

(a) Mobilisation of savings of the people to the largest possible 
extent and to utilise them for production purposes in 
accordance with our plans and priorities; 

(b) The operations of the banking system should be informed by 
a larger purpose and should be subject to close public 
regulation; 

(c) Legitimate credit needs of private sector industry and trade, 
big or small should be met; 

(d) It would be the endeavour of the banks to ~Ilsure that the 
needs of productive sectors of the economy, and in particular 
those of farmers, small-scale industrialists and self-employed 
professional groups are met in an increasing manner; 

(e) Nationalised Banks will actively foster the growth of new 
and progressive entrepreneurs, and create fresh opportunities 
for hitherto neglected and backward areas in different parts 
of the country; 

(f) Use of bank credit for speculative and other unproductive 
purposes will be curbed; 

(g) There should be development of adequate professional 
management in the banking field and -modern managerial 
techniques and practices would develop; 

4202 LS-12 
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(b) Bank staff should be provided adequate training as well as 
reasonable terms of services; and 

0) The emphasis on priorities sectors, new entrepreneurs and 
relatively backward areas will not be at the cost of economic 
viability. 

Thus the then Prime Minister's statements of July 21, 1969 cover 
all the facets of the operations of the nationalised banks and 
the nationalised banks formation with the policy framework. 
Within the broad framework of the objectives and obligations 
specific directives/guidelines are issued bjy the Government/ 
Reserve Bank of India from time -to time in response to the 
emergent needs of changing situation. These, however, con­
stitute measures to be taken by the banks towards the attain­
ment of the policy objectives enumerated above and cannot by 
themselves be considered as long-term objectives. 

Being sensitive instruments of economic administration, the banking 
and the monetary systems have to constantly keep themselves 
aligned to the changnig economic realities and have to respond 
quickly to the needs of emerging situations. In the circum­
stances, it is felt that it would neither be feasible nor practicable 
to lay down very detailed parameters within which they should 
function within the short time. 

Since the objoctives set out by the Prime Minister in her statement 
to the Houses of Parliament on July 21, 1969, which both the 
houses nad approved while enacting the Banking Companies 
(Acquisition and transfer of Undertakings) Act, 1970, con­
tin ue to be valid even today, Government consider that there 
appears to be no need to define in detail the objectives and 
obligations of the nationalised 'banks as suggested by the 
Committee." 

6.31. In paragraph 6.10 of their 62nd Report, the Committee had 
recomm.ended that for a proper appraisal of the performance of Banks and to 
JIIl8ke the maoagement well aware of their social and economic responsibili­
ties, it would be desirable for the Government to make a comprehensive and 
clear statement of the objectives and obligations of tile ;Dationalised banks 
which should inter-alia define in detail their social oiJligations, return expect­
ed on Capital, generation of surpluses etc., and lay the statement on the 
Table of the two Houses of Parliament so that tbe parameters for judgin~ 
the performance of the bank.Ii beeo,me clear. The Committee reiterated this 
recommendation in their 84th Action Taken Report. It has been stated by 
Government that the broad objectives to be pursued by the nationalised 
banks were succinctly set out by tile then Prime Minister Ia her statement 
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ia tile Houses of Parliament on U July, 1969. Within the broad framework 
of .... objectives and obUptions specific .... ectives/ guidelines are issued by 
Government/Reserve Bank of India from time to time ia respoase to die 
emergent needs of the chaaaiag situation but these cannot be cODsidereci 
as long term objectives. Government feel that it wO,uld neither be feasible 
Dor practicable to lay down very detalled parameters within which nltio.oa­
lised baaks should function within the short time. There appears to be DO 

Deed to define iD detail the objectives and obligations of the nationalised 
banks. The Committee are, however, not convinced with the arguments oJ 
the Miaistry. They feel that with a view to ensuring accountability of the 
aatioaalised banks and avoid uniformed criticism about their working, it 
ltould be desirable to defiae iD detail their objectives and obligations. Tbe 
Co.mmittee, therefore, reiterate their earlier recommeDdation made in April, 
1974 that Government should make a comprehensive and clear statement of 
die o,~jectives and obligations of the nationalised banks and lay it on the 
Table of tbe two Houses of Parliament. Any change in the detailed para­
meters necessitated by the changing economic situation can be Incorporated 
as and when necessary and the Parliament informed about dds. 

Rtconciliation of inter-branch accounts 

6.32. The Committee in pnragraph 6.13 of their 62nd Report had 
expressed their concern that there had been arrears in reconciliation of 
branch accounts in seven banks and in one of them, the position had been 
bad for quite I some time past. This was a sad reflection on the eHiciency 
of managements of these banks. The Committee expected the Reserve 
Bank of India and the Board of Directors of the concerned bank~ to take 
concerted measures immediately for clearance of the back log in account~ 

reconciliation by a specified period and also to ensure that these did not 
fall into arrears in future. The Committee desired that managements of 
other nationalised banks should also see that reconciliation of branch ac­
counts was done in time and arrears were not allowed to accumulate. 

6.33. The Department of Revenue and Banking in their repl!y (October, 
1974) stated:-

"The importance of reconciliation of the inter-branch accounts and 
balancing of books of accounts is recognised by banks. The 
Boards of Directors of the banks keep a continual watch so 
as to ensure progressive improvement in this regard. The 
observation of the Committee is being brought to the notice of 
all public sector banks." 

6.34. The Department of Revenue and Banking was asked to state the 
present position with regard to the clearance of the arrears in reconciJia-. 
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tion of inter-branch accounts in the seven banks referred to above and the 
concrete measures taken by the RBI/Board of Directors of the concerned 
banks to ensure that the reconciliation of inter-branch accoullts is done in 
time to avoid accumulation of arrears in future. 

6.35. In their repliJ (November, 1976) the Department of Revenue 
and Banking stated:-

"Subsequent to the observations made by the Estimates Committee 
in its 62nd Report, various measures have been adopted to 
speed up the work of reconciliation of inter-branch accounts in 
all the banks and especially in the seven banks referred to by 
the Estimates Committee. 

The Reserve Bank of India have been examlDlDg the position as 
regards the arrears in such reconciliation during their periodic 
inspections of the banks and suggesting from time to time sui­
table measures to speed up this work. In this connection, 
meetings of the banks have also been convened by RBI to' 
discuss the problems relating to inter-branch accounts and 
evolve modifications in existing systems and procedures. RBI 
has also issued guidelines to the nationalised banks on the 
subject. Further the Chairmen and senior executive of all the 
banks, who have been advised to periodicalIy review the prac­
tices and processes followed by their respective banks have' 
been conducting such reviews. Other measures adopted by the 
banks, for speeding up the work of reconciliation of inter-branch 
accounts are the use of machines and/or engaging the services 
of consultants having such machines or computers, and streng­
thening of the concerned departments of the banks by augment. 
ing the staff with specialised and experienced personnel. 

As a result of the above measures. it is reported by the RBI on the 
basis of information collected from the seven banks under re­
ference that considerable progress has been made in the work 
of c1earin~ old un reconciled entries in the inter-branch accounts 
of these banks. In four of the seven banks the work of re­
conciliation is by and large uptodate. In one bank reconcilia­
tion has been completed up to the middle of \ 1975, and another 
bank is in the process of completing the work of reconciliation 
of entries as at the end of 1974. 'In one bank, however, ~I­

though reconciliation has been generally made uptodate, there 
are a few old outstanding entries relating to certain periods dur­
ing the year 1967 to 1970 and certain types of transactions 
which have been reconciled only up to November, 1973." 
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6.36. Asked to state the present position with regard to the reconcilia­
tion of accounts and what precise measures had been taken by the Board 
of Directors/RBI to improve the position, the Secretary (Banking) stated 
during evidence:-

"I would say, ,since the earlier review by the Committee there hus 
been a considerable improvement in the position. In the 62nd 
Report of the Estimates Committee, there was a reference to 
one bank and the phrase used was that the position was quite 
bad in the bank. You will be interested to know that lPat 
bank is now at the stage of most uptodate reconciliation of 
accounts. 

They are most uptodate in the reconciliation of their accounts. 
They had a crash programme of reconciling their accounts. 
The Committee would like to know the measures taken by the 
various authorities, the Reserve Bank and the banks them­
selves. As far as the Reserve Bank: is concerned, it has an 
inspection system and, periodically. it convenes meetings of the 
representatives of the public sector banks to check up on the 
progress made with regard to reconciliation of branch accounts. 
They have also called upon the Chairman of the Bank con­
cerned to adjust the existing systems and procedures relating 
to inter-branch accounts, to have the reconciliation of accounts. 
Also, in July, 1976 the Reserve Bank has issued guidelines in 
respect of various issues with regard to reconciliation of branch 
accounts. The banks themselves have taken several steps. 
The boards of the banks have asked for and have been getting 
reports and reviews regarding the progress made with regard 
to reconciliation of accounts. A number of banks hav~ ins­
talled machines to expedite the process of reconciliation of 
inter-branch accounts. Som.ebanks have set up special cells 
to have crash programme of reconciliation of accounts. Having 
achieved a certain amount of improvement, we do not want 
to relapse ,again into having a large number of un-reconciled 
accounts. The regular reviews are being undertaken by the 
banks and put up regularly to the boards of the banks. As 
a result of these concerted efforts, I would say that tne position 
with regard to the system as a whole has shown considerable 
improvement." 

6.37. In a note furnished in November, 1977 the Ministry of Finance 
have stated that the "reconciliation of Inter-Branch A'ecounts is a continu­
ous process. Reserve Bank of IIndia has been examining the pOSition as 
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regards the arrears in such reconciliation during the periodical inspections 
of the banks and suggesting from time to time suitable measures to speed 
up this work. Occasionally, meetings of the banks have also been convened 
by Reserve Bank of India to discuss the problems relating to Inter-Branch 
Accounts and evolve' modifications in the existing systems and procedures. 
The banks themselves periodically review the practices and procedures fol­
lowed in the mattcr of reconciliation of Inter-Branch Accounts. For speed­
ing up the work of reconciliation some of the banks have already compu­
terised part of the work. In addition, some' of the banks have engaged 
consultants for speeding up the worle relating to the reconciliation. Gov­
ernment also,,'proposes to undertake a review of the existing position with 
a view to identify areas of arrears and suggest ways and means of speeding 
up the reconciliation work. 

Reserve Bank of India has reported that there has been some further 
progress in the matter of reconciliation of Inter-Branch Accounts in the 
3 banks under; reference. One of the banks has entrusted the reconciliation 
of arrears to a consultancy firm. Chairmen of all the 3 banks are being 
instructed to draw up a time bound programme for reconciliation of all 
arrears relating to Inter-Branch transactions. 

6.38. The Committee note that punuant to their observations various 
measures have been taken to speed up the work of reconciliation of inter­
branch accounts in all the banks. These measures include convening the 
meetings of the banks by the Reserve Bank of India to discuss problems of 
recondliatlon of inter-branch accounts, examining the position of reconcili­
ation of acco,IJDts during periodical inspection by the Reserve Bank, modifi­
cation of the existing SysteDlS and procedures, issue of guidelines, periodi­
cal reviews conducted by the banks themselves. Other measures adopted 
for speeding up tbe work of reconciHation are use of machines or computers 
and augmentation of staff. As a result of these measures considerable pro­
gress is stated to have been made in the work of clearing old unreconciled 
entries in the inter-branch accounts. In the case of seven banks referred 
to in the Committee's report, the reconcDiation work Is stated to be by and 
large uptoclate in 4 banks while in the remaining 3 banks the work is 
still in progress. The Commit1ee are concerned to note that reconciliation 
of accounts sn11 remains to be completed in respect of three banks. The 
Ministry is, however, now instructing the Chairmen of three banks to draw 
up a time bound programme for the reconciliation of inter-branch accountc;. 
The Committee stress that the work sho.uld be completed expeditiously and 
the Committee informed of the position after three months. 

6.3'. The Committee also desirt that during the inspection of banks, the 
officers of Reserve Bank of India should ensure that the guideliaes issued by 
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.. ~ Bank of ladia are seridly followed by .. tile banks and dlat arrears 
of I"KODcDiation of htter-bl1lncb aceonau .-e DlDt allowed to recur. 

B. Procedures, Selection and Trainlnl 

(i) Procedures 

6.40. The Committee in paragraph 6.28 of their 62nd Report expressed 
concern about the excessive delays in the disposal of loan applications 
after bank nationalisation, despite some attempts at simplification of the 
formats and procedures. The Committee recommended that the Depart~ 
ment of Banking should make an immediate assessment of the average 
time taken by banks in disposal of loan applications and thereafter take 
concrete remedial measures for bringing about speedy improvement of 
the position, including further simplification of the formats and proce­
dures and their standardisation, decentralisation of powers and prescrib­
ing a suitable time limit for disposal of loan proposals. The Committee 
desired the Department to examine critically the performance in this behalf 
at the review meetings. 

6.41. In their reply (October, 1974) the Department of Revenue and 
Banking stated: 

"Most banks have reported that necessary arrangements have been 
made to ensure disposal of applications without delay. To­
wards this end, matters such as delegation of powers, simpli­
fication of forms and procedures are being reviewed on a 
continuing basis and action taken wherever necessary. Re­
serve Bank has also pointed out that a survey of 63 branches 
conducted by it in Delhi region in 1972 has revealed that 97 
per cent of the applications were disposed of within one 
month, while in the remaining cases furnishing of incomplete 
information in the first instance was found to be a major 
cause for the delay." 

6.42. The Department of Revenue and Banking was asked to state 
what precise arrangements have been made by banks to reduce the time 
taken in the disposal of loan applications and the specific steps taken to 
further simplify the formats and procedures for their standardisation. 

6.43. The Department in their reply (November, 1976), stated: 

"To ensure speedy disposal of loan applications from small borrow­
ers, matters such as delegation of powers, simplification 
of forms and procedures are reviewed on a continuing basis. 
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In July, 1975, in the context of emergency the need for accelerating 
the pace of disposal of loan applications was emphasised in 
a letter written in this regard to the Chairman of all public 
sector banks. Subsequently, they were specifically advised 
to endeavour to secure final disposal of small loan applica­
tions, involving amounts of less than Rs. 10000/ within a 
period of two months. Recently, all the banks have been 
advised to further curtail the time for disposal of small loan 

applications to 3 to 4 weeks. 

As regards forms and procedures, on the advice of the Reserve Bank 
of India to simplify and rationalise the lending procedures, 
particularly in respect of financial assistance to priority 
sectors, banks have introduced simplified application forms 
in respect of advances to agriculture and small scale 

industries etc. in regional languages. Assistances is also pro­
vided by thcm t.o small borrowers for filling up application 
forms and submission of the required data, wherevl.!r neces­
sary." 

6.44. The Department of Revenue and Banking was also asked to st3te 
whether Reserve Bank had undertaken any further survey of bank!§ in 
this regard like the one undertaken in 1972. In their reply (November, 
1976), the Department stated: 

"Reserve Bank have reported that they have not made any further 
survey of the disposal of applicatiollls for loans by the banks 
after the one conducted in 1972. While, in the absence of 
such a survey it is difficult to specifically quantify the time 
taken for small loans, many banks have reported that the 
applications from small borrowc;,rs are being finally disposed 
or by the branches within 2 to 4 weeks." 

6.45. Asked whether any survey has been contemplated by the Reserve 
Bank in near future, the Secretary (Banking) stated during evidence that 
without waiting for another survey, the Department had taken decisive 
measures that all small loans should be sanctioned. The Secretary (Bank­
ing) further stated that the Banks had been advised to simplify the pro­
cedures and print the forms for loan applications in regional languages. 
The loans were sanctioned within three to four weeks from the date of 
submission of the application. 

6.46. The Committee note that to ensure speedy disposal of loan appli­
cations from small borrowers, the baaks have taken certain' measures like 
delcgatioll of powers and simplification of forms and procedures. De 
banks hI Ve also introduced simplified loan application forms in respect or 
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aariculful'e and smaU Kale iDdustries in regional languqes. The Depart­
.ent of Revenue aad Banking has also takea decisive measures tbat ... smaO 
loaDS should be sanctio.ned _the loan applicatioDs disposed of "itIaia 3 
to 4 weeks from the date of their submission. While tbe Committee consider 
tllat tbese measures are a step in the right direction, they would Uke to stress 
that the efficacy of these measures would be judged by tbe manner in which 
these are actually implemented by tbe baaks and the impact they create on 
the borrowers. The Committee would like that a perioclieal review should 
be made 10 ascertain the real utility of these measures and the time within 
lthidJ tbe loan applications particularly of the small borrowers, are disposed 
.,r. 

6.47. The Committee note that the Reserve Bank of India had conducted 
a Piurvey as far back as 1972 in Delbi region when it was fQUod that about 
97 per cent of loan applications were disposed of wiilain one month. The 
Committee feel that it is high time tbat another survey is undertaken by the 
Reserve Baak of India. The survey sbould inter-alia include backward areas 
to as~ess the time taken in the disposal of loan applications in the prio.rity 
",ector particularly from the weaker sections of society. The difficulties 
nperienced by the intending borrowers owing to their illiteracy and igno­
rance of rules/regulations governing grant of loans may also be stadied in 
the survey so that suitable remedial measures may he taken in this regard. 

(ii) Recruitment (lnd Selection 

6.48. Tn paragraph 6.37 of their 62nd Report the Committee noted 
thaI the measures were in hand to improve the procedures of r~cruitmcnt 
of staff in Ihe Banks. The Committee expressed hope that a suitable uni­
f CJ III system for stal! recruitment in all the nationalised banks will soon 
be evolved and given effect to in the interest of attracting best tall'nt. 

In their reply (October, 1974) the Department of Revenue and 
Banking informed that the Government had since accepted the recommen­
dation of the Banking Commission to constitute statutorily a common 
recruitment agency both at clerical and junior officers' level on the lines 
of the Union Public Service Commission. Necessary legislation for the 
purpose had been approved by the Cabinet. Subsequently, the Depart­
ment informed that the necessary legislation had been enacted by the Par­
liament in 1975. In a written reply (November, 1976) the Department 
further informed that the Banking Service Commission Act, received the 
assent of the President on the 7th August, 1975, and steps were being 
taken to establish the Commission shortly. 

6.49. Asked to state the present position with regard to the setting 
up of the Banking Service Commission, the Secretary (Banking) stated 
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during the evidence that the Department· W'8s eitgated ilt setting up the 
Commission. Necessary procedural processes sUtlh a8 thecboiee of tfl~ 

pel'SOonel sad their approval by * highest authority etc., had to 'be 
unpeI1one, The .Department had, hOWever, put up the proposals in this 
regard. 

6.50. Subseqoently, the Department of Revenue and Banking inform­
ed that the Banking Service Comnii&llion bas been established with effect 
from 21st Feb.-uary, 1977 and in ·due eourie it will start conducting exa­
minations for selection to the junior officer and clerical posts in the Public 
Sector Banks. 

6.51. The Act provides that the Commission should conduct examina­
tions for appointments in each public sector bank to-

(a) posts in the clerical and allied cadres and the junior officers 
cadre, and 

(b) such other posts of, or posts in the cadres of, officers as the 
Central Government may, by notification specify. 

Public Sector Banks will communicate to the Commission all the vacancies 
in the clerical and allied cadres and twenty five per cent of the estimated 
total number of vacancies in the junior officers cadre. It has also been 
provided that reservations in favour of SqST and other categories of per­
sons shall be made in such manner and to such extent as the Government 
may specify. 

6.52. In November, 1977. the Ministry, however informed that "the 
Banking Service Commission Act, 1975 has been repealed and the Bank­
ing Service Commission has been dissolved with effect from 19th Sep­
tember, 1977, through an Ordinance promulgated on 19th September, 
1977. 

6.53. Asked to state whether it was permissible under the rules to 
transfer officers from one nationalised bank to another bank, the Ministry 
informed:-

The Government appointed a Committee in July, 1973 under the 
Chairmanship of Shri V. R. Pillai commonly known as Pillai 
Committee for standardisation of pay scales, allowances and 
perquisites to officers of nationalised banks. The Committee 
was also asked to recommend the principles that should govern 
transferability of senior officers among the various nationalised 
banks. The Committee submitted its report on 30th May, 
1974. 
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After considering the question of transferability of officers, from 
one nationalised bank to another, the Committee h'3s come to 
the conclusion that transferability of officers between banks at 
the senior managemettt level, i.e., officers drawin~ PRy upto 
3000/ - p.m., may not be practicable. They have, however, 
suggested transfers at the top managements level i.e., officers 
drawing pay of Rs. 30001- p.m. and above, among the various 
nationalised banks, for purposes of strengthening staft struc­
ture in weaker banks, filling succession gaps and removing ves­
ted interest. The Government have accepted the recommen­
dations of the Pillai Committee. The extent to which trans­
fers can be effected will depend on the circumstances of indi­
vidual cases, after the banks have implemented the other re­
commendations of the PiUai Committee regarding standardi­
sation of pay scales, etc. 

6.54. With regard to the present procedure of selection of officers of 
Regional Rural Banks, the Ministry stated in a note (November 1977) as 
follows:-

"(a) The present Chairman of all the Regional Rural Banks are 
Officers taken on deputation from the concerned Sponsor 
Banks. It was earlier decided that selection of permanent in­
cumbents to these posts should be made by ad hoc. Selec­
tion Committee consisting of one representative of each of the 
following and the selection may be made from among can­
didates belonging to the concerned State: 

1. Central Government. 

2. State Government concerned. 

3. Sponsor Bank concerned. 

4. Reserve Bank of India. 

2. The ad hoc Selection Committee have interviewed candidates only 
for 6 Regional Rural Banks so far. It has since been decided that further 
action regarding selection of Chairman would be taken in the light of the 
Tecommendations to be made by the Committee set up by the Reserve 
Bank of India to review the working of the Regional Rural Banks. 

3. Selection of Branch Managers and other officers/staff of the Re­
gional Rural Bank is made either by the Board of Directors or by the 
Selection Committee of the Bank. The se1ection is generally mad::: on the 
basis of results of a written ,test and personal interview. Candidates for 
Branch Managers are drawn from among those residing within the State. 
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preferably from within the arca of operation of the Regional Rural Bank. 
Candidates for other posts are drawn from within the area of operation 
of tbe Bank. Government of India have suggested uniform recruitment 
qualifications for adoption by the Regional Rural Banks. 

6.55. On the question of appoinbnent of non-officials on the Board of 
Directors tbe nationalised banks and tbeir perquisites, the Ministry inform­
ed (November 1977) as folIows:-

"The composition and procedure followed for appointments of non­
officials Directors are explained below:-

Central Board of the State Bank of India: 

The Central Board of the State Bank of India shall include:-

(i) The Presidents of the Local Board of the State Banks (ex­
officio) . 

(ii) 2 to 4 Directors to be elected from share-holders depending 
upon the private share holding of the State Bank. 

(iii) Not less than 2 and not more than 6 Directors to be nominated 
by the Central Government in consultation with the Reserve 
Bank from among persons having special knowledge of the 
working of co-operative institutions and rural economy or 
experience in industry, banking or finance. 

State Bank Local Board: 

(i) one member to be elected from amongst the share holders. 

(ii) 6 Members to be nominated by the Central Government in con­
sultation with the R.B.!. 

Nationalised Banks: 

6.56. The Board of Directors of a nationalised bank shall include:-

(i) Representative of the depositors of the banks 

(ii) Representatives of the interests of workers 

(iii) Representative of the interests of farmers. 

(iv) Representatives of the interests of artisans. 

(v) Persons having special knowledge or pradical ex­
perience in respect of one or more matters wIlich 
are likely to be useful for the working of the na-

-1 
-1 
-1 

-1 

tionalised banks Not more than 5 
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These are nominated by the Central Government in consultation with the 
Reserve Bank of India. 

These non-official Directors in category (v) above are drawn from 
different walks of life having special knowledge or practical experience of 
matters likely to be useful for the working of these banks. The fields of 
knowledge and experience considered useful in this connection are Econo­
mics, Management, Accountancy, Administration, Engineering, Co-opera­
tion, Industry, Commerce, etc. All these non-official Directors may be 
appointed for a tenn not exceeding 5 years. 

The names of the suitable persons for appointment as Directors for 
public sector banks are obtained from various sources like the State Gov­
ernments, Chief Executive of Public Sector Banks, the Secretaries to the 
Union Government in the Department of Agriculture, Industrial Develop­
ment, Commerce, Foreign Trade and the Bureau of Public Enterprises, 
the Director General of Backward Classes (for Scheduled Castes and Sche­
duled Tribes candidates), specialised bodies like the Development Com­
missioner, Small Industries, Handloom and Handicraft Boards, H.H.IE.C., 
Indian Council of Agricultural Research, Agriculture Universities. and 
from non-official bodies like the Institutes of Chartered Accounts, Institute 
of Cost Works Accountancy, Chambers of Commerce and Industries, So­
cial Organisations, etc., etc., Members of Parliament and important per­
sons in various walks of life also send their recommendations. 

A panel of all eligible names received is prepared and suitable names 
are se]~ted with the consultation of the R.B.I. and the approval of Finance 
Minister. While selecting the directorate cons;deration is given to the 
characteristics of the bank, its geographical spread, representatiOn of special 
interest and backward areas etc. The names selected by the Department 
are submitted for the approval of the Appointments Committee of the 
Cabinet and on receipt of such approval, the names are notified. 

(b) There is no bar to the selection of social workers of repute as 
Directors of Nationalised Banks. 

6.57. The Committee note that the Banking Service Commission Act, 
1975, has been repealed and the Banking Service Commission has been dis-
80Ived with effect from 19th September, 1977. The Committee, however, 
hope that the Government would consider the desirabilltv of evolvin~ a uni­
form system for staff recrulfment in aU the nationaUsed banks in tbe interest 
of attracting the best talent for bankin~ service On merit. keeping in view 
the policy of Government regarding reservations. 
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(iii) Training 

6.58. The Committee in paragraphs 6.45 and 6.46 of their 62nd 
Report noted that each bank was having its own training arrangements 
rather than promotnig training on a comon basis as was envisaged at the 
time of bank nationalisation and there were a iotal of 16 training colleges 
and 90 training centres of public sector banks. They also noted that a 
Committee on Direction for Formulation and Implementation of Trainina 
Programme had been constituted by the Department to c!lrect the training 
programmes of public sector banks and its suggestions regarding full utilisa­
tion of training capacity, defining training backlog and clearing it, job 
rotation, change in contents of courses, etc. are under implementation by 
the ban)es. 

6.59. The Committee felt that the utilisation of present training capacity 
and contents of courses needed a thorough reorientation so as to ensure that 
there was no waste of scares resources and the training was designed to 
meet adequately the growing demands of banks for the right ty.pe of per­
sonnel for mailDing the new branches. The objectiVes of banks nation IUisa­
tion and the sympathetic treatment required 10 be meted out to the weaker 
sections of society had to be brought home to trainees through regular! 
referesher courses. The Committee desired that departmental Committee 
of Direction for formulation and implementatIon of training programmes 
should keep this objective prominently in view while finalising training 
programmes. 

6.60. In their reply (October, 1974) the Department of Revenue and 
Banking stated: 

"Government agree with the views expressed by the Estimates Com­
-mittee regarding fuller utilisation of the existing training capa­
city and reorientation of the conlentsof the courses with a view 
fo motivating trainees to sympatbeticaUy viewlhe needs of the 
weaker sections of the society and for achieving the broad 
objectives of the bank natlonalisation. These objectives are 
being constantly pursued by the Committee of Direction and the 
Committee has taken the following steps in this connection: 

1. It has devised a system of statistical reporting with regard to 
training in public sector banks so as to monItor training plans; 
training performance and ~tilisation of infrastructure faci­
lities. 

2. It has desi.gncd a system of feed-back to ens.ure the efficiency 
of traiWog methods and trainirig courses. 

3. It has defined the core traiuing programmes as: 

(i) Courses for newly appointed rural branch managers; 

(ii) Courses on priority sector lending. 
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4. It has recently appointed a SulH:iroup to design a common 
training proifllmmes for all public sector banb for directly 
recruited officers:" .. ~ . - -

6.61. The Department of Revenue and Banking was asked to state the 
progress made by the sub-group appointed by the Committee of Direction 
to design a common training programme for all public sector banks for 
directly ·recruited officers. The Department in their reply (November, 
1976) stated: 

"The report of the sub-group on trai~ini of probationary officers 
was considered by the. Committee of Directioll.for Formulation 
and lmplementati.on of Training P[ogramm~ of Public Sector 
Banks in the Sixth and Seventh meetings held on 18th Novem­
ber, 1974 and. 14th February, 1975. The report of the sub­
group was broadly approved by the Committee of Direction 
and the banks have been asked to take further action." 

6.62. Asked to state the specific steps were taken by the banks with 
regard to training of the probationary officers directly recruited by the 
banks, the representative of the Department of Revenue and Banking stated 
during evidence:-

"This probationary officers' training course was recommended at a 
time when common recruitment was thought of. The recom­
mendations of the training Group were accepted and the course 
is being implemented in all the public sector banks where there 
is direct recruitment. In 1975. 1926 probationers were trained 
by the public sector banks. Tn 1976, upto June, 484 have 
received the training." 

6.63. Asked, what were the Schemes for refresher courses and training 
for other officers, the representative of the Department stated during 
evidence: 

"For clerks and other, there are different schemes for training. 
About 56,000 people are trained every year. In 1975 alone, 
33,000 clerks were trained for the public sector banks." 

6.64. The Committee note that the Committee ~.f Direction for formu­
)~ting and implementing the training programmes, has devised various train­
in~ programmes as also a system of feed hack to ensure the efficiency 01 
training methods and training courses. The Committee further note that a 
5uh-group of the Committee of Direction which wi.. appointed to design a 
common training programme for probationary officers of aD public sector 
banks, has submitted its report which has been broaclfya)tproved hy the Com­
mittee of Direction. Under the training course designed by the sub-group, 
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1926 probationers were trained in 1975 and upto June, 1976, 484 more 
probationers have received training. Under other schemes of trainiag for 
diftereDce categories of std, about 56,000 people are stated to be trained 
enry year. The Committee desire that a detailed programme should be 
evolved for imparting training through regular/refresher courses to aU cate~ 
gories of tbe existing staff in all tbe public sector banks oa a uniform basis. 
The Committee suggest tbat as in the case of probationary olicers the traia­
iog of the std alld their recruitment should be so linked that the i.cumbents 
INIdergo necessary training immediately after their recruit.eat a.d are put 
on the job only after successful compledon of the training course. Tllc Com~ 
mittee have no doabt that tile training courses have beea designed keepi-.g in 
"iew the objectives before the nationalised banks and to i.culcate a spirit of 
dedication in the officers/staff in order to achievc those objectives so that 
tbere is a spectacular change in their outlook and also service rendered to 
t~e people. 

C. Calitomer Service 

6.65. In paragraph 6.34 of their 62nd Report. the Committee observed 
that they were very much perturbed to note that work motivation in 
banks had become less and service to the clients was not receiving ~ppro­
priate attention. The Committee desired to remind in this context the 
promise of "improved service" to the general public made at the time 
of bank nationalisation. The lowering of efficiency and work standards 
in a sensitive organisation like banking was a matter of deep concern. 
The Committee further desired that the matter be examined in depth 
and a sustained drive launched to improve the image of banks as a service 
organisation to the public. 

6.68. In their reply (October, 1974) the Department of Revenue .and 

Banking stated:-

"It ha'l been the constant endeavour of public sector banks to 
take appropriate measures to irpprove their efficiency and 
the quality of service to their customers, such as changing 
suitably the scope and content of the tralOlDg pro!!rarnl1le~. 

recruitment of technically qualified staff. simplification of 
forms and procedures, decentralisation of administrative 
structure, delegation of powers at regional and branch levrls 
and promotion of better relaHons between the employees and 
the management with a view to improving customer service. 
Recently, Government have accepted several of the recolll­
mendations contained in Chapter 11 of the Banking Commi!'!-. 
sion's Report entitled "Bank Operating Methods and Proce­
dures", covering various areas in the functioning of banks" 
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including customer service. The banks have been advised 
that expeditious steps should be taken to give effect to these 
recommendations which are primarily designed for iJDproving 
the functional and operational efficiency of banks." 

•. 67. The Department of Revenue and Banking was asked to indicate 
the details of measures taken to improve the customer service in com­
mercial banks, particularly in rural areas and areas inhabited by weaker 
sections of the society. 

, . 

6.68. ~n their reply (November, 1976) the Department stated: 

"Special steps have been taken by 
area during the last onc year. 
succeeding paragraphs. 

Government in this sensitive 
These are detailed in the 

As a sequel to the Prime Minister's address to the Secretaries. 
and her broadcast to the nation, public sector banks have 
endeavoured to bring about definite improvements in the 
content and quality of customer service through administrn­
tivc efficiency by focussing attention on punctuality, cleanli­
ness, discipline, activisation of vigilance procedures, better 
staff relations, reduction of over-time, elimination of all res­
trictive practices, accelerated disposal of work through im­
proved structure of delegation of powers and improved loan 
appraising machinery. Special arrear clearance drives were 
also undertaken. The two weeks commencing 21st July, 
1975, and lst March, 1976, were observed as "arrears clear­
ance weeks". Encouraged by the results achieved during 
these two special drives, the month commencing July, 1976 
was observed as the "arrears c1earance month". 

In order to identify the problems affecting Customer Service and to 
find· out solutions, a Working Group under the Chairmanship of Shri R. K. 
Talwar, former· Chairman, State Bank of India, was constituted (in 
March, 1975) to report on the customer service in banks. The Group 
submitted its interim report in August, 1975. The Working Group has 
indentified the critical service areas needing urgent attention as:-

(i) Deposit accounts, remittances and col1ections, areas needing 
immediate attention, encashment of cheques, issuance of 
receipts, statements of accounts, coll~ction of cheques and 
bills, and remittances including issue and encashment of 
drafts; 

(li) Loans; 

(iii) Staff attitudes. 

42G2 LS-13 
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Chairman of public sector banks were advised on 25.9.75 to set ., 
illtoraal committee to implement 86 out of 97 ,recommendations, CXclM­
iDg 11 recommendations involving further detailed examination in cOCUi.l­
tattoo with Reserve Bank of India and to monitor the progress of imple­
mentation. It was also suggested to them, that these committees sbeulci 
include repr~sentatives of employees. Banks were also instructed 6at 
they should send to this Department a fortnightly report indicating *e 
progress achieved in the implementation of these recommendations dlllillg 
the following three months, the first report covering the fortnight eadiag 
15th September, 1975. 

The progress of implementation of the recommendations as reflected 
in the fortnightly reports has been quite satisfactory. While the impact, 
as pointed out by the Group, is likely to be felt only after some time the 
salielrt features of the process are broadly as follows:-

(a) AU public sector banks have set up Implementation Cam­
mittees in the Central/Head Offices and these committees 
have been periodically meeting to oversee the progw., of 
implementation. 

(b) With the exception that a few banks have some reservati.ns 
about the ceiling of Rs. 2500/- for the purpose of teller sys­
tem (because of an existing ceiling of Rs. 1000/- whiclt is 
prescribed in the Bipartite Settlement), they are aU a~ 
about the imperative need and the usefulness of this sytOl.ts 
and have plans/have locally introduced this system in tlae 
branches where the work-load justifies it. 

(c) All suggestions/recommendations regarding maintenance (If 
discipline, punctuality etc., have been implemented on ".b 
have reported perceptible improvement in various facet~ of 
their working. 

(d) With the exception of a few recommendations like those t"e-
lating to receipt of cash upto Rs. 2500/- by the tellers, re­
imbursement of loss of interest for delays in collection of 
cheques, credit of outstation cheques upto Rs. 2500 and 
payment of cheques/traveller cheques etc. lIpto Rs. 2500 
without reference to advices, which some banks feel require 
some more examination and even settlements at the industry 
level, the balance of recommendations (leaving those 11 which 
are being considered by the Government in consultation with 
the Reserve Bank of (India) are in the process of bein~ ia-
plemented. 'f 
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(e) Recommendations relating to re-orientation of training aDd 
self-supervision which by their very nature are likely to take 
a lODger time have not been implemented so far, but steps to 
see that these are put in practice have been initiated by almost 
all public sector banks. 

(f) Government propose to introduce suitable legislation in the 
forthcoming session of the Parliament to amend the relevant 
provisions of banking Regulation Act for providing nomina­
tion facilities in respect of individual deposit accounts. 

(g) Action has been taken to entrust Government business to pub­
lic sector banks in phases. 

6.69. As regards rural areas, the measures prescribed in the foregoing 
paragraphs to improve customer service equally apply to branches situated 
in such areas. Public sector banks have also taken a number of steps de­
signed to render financial and other ussistance to the different categories 
of persons belonging to weaker sections in rural areas. Schemes have 
been formulated for' providing financial assistance to new :l1lottees of 
land including freed bonded labour; (2) landless labourers and (3) poor 
agriculturists and artisans requiring consumption credit. Area-wise pro­
gammes are being drawn up for the development of hand]ooms and 
other traditional arts. Reserve Bank of India have also advisad the banks 
to provide finance in rural areas for the rural poor and for the low income 
groups in urban and metropolitan areas. The newly set-up regional rural 
banks are also quite active in the field of providing credit to the rural 
JIIOor and village artisans etc." , 

6.70. Asked to state the progress made with regard to implementation 
.f the Talwar Committee recommendations, the Secretary (Banking) 
stated during evidence:-

"They have identified 97 critical areas of customer dissatisfaction, 
and they made a large number of recommendations in their 
interim report. Some of these, 11 recommendations, for 
instance, refer to legislative measures which have to be taken. 
Some of them refer to the operation of clearing house, some 
of them refer to government po1icy. I would classify the5e 
recommendations into two broad categories; one which were 
within the purview and ability of the banks themselves to 
correct by taking suitable action, and two, those areas where 
banks by themselves could not do anything unless certain 
other steps were taken. For example, there was a recom-
mendation about nominee accounts and deposits. This was a 
legislative disllbility in terms of our present law. The Gov­
ernment have taken a decision and a legislation is going to be 
introduced in the coming session of Parliament. There is 
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another thing. As a part of the administrative reforms that 
we are now making, it has been decided that the public sec­
tor banks would be increasingly involved both in receiving 
payments for Government and making payments on behalf 
of the Government, for example pension transactions. Cer­
tain public sector banks have been designated as banks for 
certain departments of the Government to receive and 
make payments on their account. After the interim report. 
Government have taken certain decisions on some recom­
mendations. There was another recommendation regarding 
conversion of Saturday into a non-husiness working day. The 
Government did not accept this recommendation, because it 
felt that on Saturday, also people would like to avail them­
selves of these facilities. 

With regard to the recommendations where the banks themselves 
could take corrective action, we have obtained action taken 
report from the banks with respect to each one of these re­
commendations. " 

6.71. The Department of Revenue and Banking subsequently informed 
(May, 1977) that the Final Report of the Working Group on Customer 
Service in Banks has been received by them in the first week 
of April, 1977. Various recommendations made therein are under ex­
amination. 

6.72. The Working Group on Customer Service, in Chapter I of their 
Final Report (Part I) identified areas of customer dissatisfaction. The 
group have in their report inter alia stated that the totality of customer 
dissatisfaction can be attributed to-

(a) delay and inaccuracy in pUlling through transactions, 

(b) delay and inadtl:}uacies in correspondence, 

(c) delayed, faulty and unhelpful decision-making, 

(d) absence of elementary discipline, 

(e) undue emphasis of staff on observance of rules and proce­
dures and generally, lack of organisational support for rea­
sonable and bonafide departures, 

(f) in regard to credit applications, particularly-

(i) scheme-designs lacking the essential adaptability or ftexibi­
lity to cater to individual customer needs, 

(ii) questions asked and data required, not always relevant andl 
or available and, perhaps, expensive to obtain, 
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(iii) aU queries not raised at one time, 

(iv) complicated documents and cumbersome procedures re­
garding documentation. 

(v) lack of counselling and, 

(vi) malafides of bank staff, 

(g) lack of uniformity in bank charges-some of these are also 
perceived by customers to be high, , 

(h) customer bein~ viewed as 'faceless' unit of business-and, the 
resultant absence of any meaningful banker-customer com­
munication, and 

(i) general attitude of unconcern and apathy for client. 

6.73. The final Report of the group is an integrated report containing 
also the recommendations made in their Interim Report submitted to the 
Government in August, 1975. The Final Report, however, contains 176 
recommendations. 

6.74. In their letter dated the 31st" March, 1977, addressed to the 
Secretary, Department of Revenue and Banking (Banking Wing), appended 
to the Report, the group have inter alia stated: 

"At the stage of implementation of such of our recommendations 
as are accepted by the Government, we propsc to appoint a 
team of 3/4 ollieials, who have done useful work for our 
Report and whose services will be available to various banks 
for the purpose of better understanding the spirit of our re­
commendations. This exercise is, in our view, necessary in 
the light of the implementation of our Interim Report." 

6.75. The Committee note that a Wo.rking Group was constituted in 
March, 1975 to identify the problems effecting customer service in banks 
and to find out solutions. The Working Group submitted its interim report 
in August, 1975 in which it identified the critical service areas iIIeeding urgent 
attention. The Committee also note that the Chairman oj pubUc sector 
banks were advised to set up internal committees to implement the recom­
mendations, and there has been satisfactory progress in implementation of 
the 86 out of 97 recommendations. The Government were stm examining 
the remaining 11 recommendations in consultation with the Reserve Bank of 
India and were taking steps/decisions to formulate legislation for imple­
menting recommendations which required legislation. 

6.76. The COmmittee further note that the Working Group on Customer 
Service have submitted their final report to the Government in April, 1977. 
The final report which contains 176 recommendations is an integrated report 
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containing recommendatioo.s made in the interim report also. The recolll­
mendations are under examination of the Department of Revenue aad 
Baaking. 

6.77. The Committee need hardly stress that the prime function of baaks 
is the creation and delivery of customer-satisfying service. To accomplisia 
this aim, banks have to be conscious of the aspirations and the needs of the 
co.mmunity that they are expected to serve and endeavour to rise to the 
occasion by providing efficient aDd dedicated service to their cUents. The 
banks 'have to realise that their task is to anticipate the needs of their cus­
tomers and provide positive responses. The Committee desire that the Depart­
ment of Revenue and Banking/Reserve Bank 0.1 India, on their part, should 
expedite examioati_ 01 the recommendations of the Working Group on 
Customer Service and take immediate steps for implementation of the opera­
tive recommendations which have been accepted by them. The progress ia 
implementation of recommendations should be watched by the Department! 
Reserve Bank in a purposeful manner so as to ensure that a spectacular 
change in the cnstomer service in banks could be noticed by the dientele 
served· by the banks, at the earliest. 

NEW DELHI; 

April 20, 1978. 

Chaitrl'l30, 1900 (Saka) 

SATYENDRA NARAYAN SINHA, 

Chairman, 
Estimates Committee. 
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A,gregate De<posits (excluding inter banks deposits) of scheduled comml"" 
cial banks in India 

-----
Outstanding as 011 Pcrcp.ntage Increase 

Name of Bank - ---- ----
18-7·69 27-12-74 26-12'75 Dec. '75 Dec. '75 

over over 
(Rup<'es in crare!) Dec. 'i4 Dec. '69 _._--_._._ .. 

J, Statt Bank oj India 
(SBI) Group 

1259 3332 3821 14'7 lI03'S 

I, State Bank oflndia, 969 2706 3/02 14'6 220' I 

2, Subsidiaries of SBI 290 626 719 14'9 147'9 

IJ, Nationalised Banks 2626 6436 7667 Ig' I 191'9 

J. Central Bank oflndia 442 952 1068 12'2 14"6 

2, Bank oflndia 358 767 899 17'2 151'1 

3, Punjab National Bank 358 777 885 '3'9 '47'2 

4, Bank of Baroda 283 658 7112 ,8'8 176 'g. 

5, United Commercial Bank 203 443 494 II' 5 143' 3' 

6, Canara Bank '48 497 621\ 26'4- 324'3 

7, United Bank ofIndia, '46 410 495 :Ill' 7 239'0 

8, Dena Bank • HIS 294 336 '4'3 168'8 

g, Syndicate Bank 110 375 461 22'9 319' I 

10. Union Bank of India 115 359 489 36'2 325'2 

J ,. Allahabad Bank 114 228 21i!l 18'0 136'0' 

J2, Indian Bank 79 261 328 25'7 3.15'2 

13. Bank of Maharashtra 78 202 2S0 23'11 220' 5, 

J4' Indian Ovel'leaa Bank 67 2'5 2B:{ 31 '6 322'4 

15. Total (Public Sector 
Banb) 3885 9768 114RH 17'6 195'6 

IJI, Other Indian Scheduled 
Commercial Banb, 301 103 1 1303 26'4- 332'9 

IV. Foreign Banb . 484 788 839 6'5 73'3 

TOTAL (All Scheduled Com-
mercial Banb) • • 4670 11587 13630 17' 6 191 - 8 
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To. 

Sir, 

APPENDIX n 
F. No. 9(7)I76-ESA 

GOVERNMENT OF INDIA 

DEPARTMENT OF REVENUE & BANKI~G 

(Banking Wing) 

New Delhi, dated the 4th Sept., 1976 

SUBJECT:-Advances to neglected sectors oj agriculture etc. 

The question of enlarging share of neglected sectors in the aggregate 
bank credit· extended by public sector banks has been raised at various 
forums, including the mcetings of the Committees of Parliament. The 
Government have indicated to the Parliament that public sector banks, would 
continue to make efforts to enlarge the flow of credit to the neglected sec­
tors, so as to constitute at least 33 1/3 per cent of their aggregate outstrtnd­
ing credit as at the end of 5th Five Year Plan. 

Statements containing bank wise data on the advances of public sector 
banks to the neglected sectors at the end of December, 1975 are enclosed. 
It would be appreciated if measures are initiated urgently to raise the pro­
portion of advances to neglected sectors to the level· indicated above as early 
as possible and in any case before the end of the 5th Five 'Year Plan perioti. 
The Government may be apprised of the steps being taken to secure the 
objective in vie\\. 

Kindly acknowledge the receipt of this letter. 

Yours faithfully, 

Sd/-

(KM. KUSUM LATA MITAL) , 

Joint Secretary to the GOvt. of India. 
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APPENDIX m 
State-wise classification of PubUc Sector Bank¥ credit to priority sectors­

Tune, 1969 and December, 1975. 

(Amount in lakhs of rupees). 

Region/State 
Total Priority Seeton 

June, 1969 December, 1975- Percentage 
increase 

No. of Amount No. of Amount in amount 
Aceounts out· Accounts out· outatand· 

Units standing Units standing in!\, 
between 

June, 1969 
and Dec. 1975 

----------
(I) (2) (3) 1 (4) (5) (6) 

1. Northern 

Haryana 2523 70 7 115620 6.j.60 81 3"7 

Himilchal Pradesh 33 10 15733 491 .j.1110" (I 

Jammu & Ka.~hmir 72 30 232 3:i 79n :25/)0-0 

Punjab 5524 1423 81 769 12381) 767- 6 

Rajasthan 4548 625 95321 5671 H07" 7 

Chandigarh 86 344 3253 1205 250 -3 

Delhi 1988 899 Iw!g6 7027 681'(\ 
-------- _. __ . __ ... _-

TOTAL 14774- 40 43 3116205 34043 742 '(1 

--------.-.. -----~-------------------

II. North·Eastern 

Assam 428 11.17 33658 17H Us ,d. 
Meghalaya 46 7 46H 143 1942 -9 

Manipur 3 "~074 103 

Nagaland 4- 2 333 35 16so-o 

Tripura 11084- LtG 14500"0 

Mizoram • !O .5 

Arunachal Prad<:'Sh. 22 6 

TOTAL 482 197 53655 211l~ 1007'6 

• Provisional. 

201 
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-~ .. ------. 
2 3 5 6 

II 1. Eastern 

Bibar~ 1692 4'12 152060 83gB 164-2'S 

Orissa 40 5 170 887I1 2519 1381' 8 

West Bengal 5224 24-28 23 1873 14:983 517' I 

Andaman & Nicobar Islands, 4: 104:8 35 

TOTAL 7325 30110 4:73692 25935 712'0 

IV, Central 

Madhya Prad!'sh 4991 1362 157639 8682 537'4 

Uttar Pradesh 84:81 3227 305428 !H957 580°4 

TOTAL'] 134722 4589 4:63067 30639 567'7 

V, Western 

Gujarat :2430 9 3394: 195725 20260 4:96'9 

Maharashtra" 334116 104:63 358428 4:34:80 315'6 

Goa, Daman & Diu 900 164 14995 1202 

Dadra & NagaI' Haveli. 505 31 

TOTAL 58635 14021 569653 64973 363'4 

VI, SOlllhmJ 

Andhra Pradesh 28132 34:10 5195 10 17634 417- 1 

Kerala 16942 2754: 4:2001 4- 106460 286-6 

Karnataka 58653 3572 526538 20884 484:'7 

Tamil Nadu 604:37 8220 720705 24556 198-7 

Laksbadweep 175 2 

Pondicherry 663 4:7 24306 647 1276'6 

TOTAL 164827 18003 2211328 74369 313' 1 

Union Territories. (not sped-
fied) _ 627 164 

TOTAL (All India) . 260142 4:4097 4097800 23!U,P 426-. 

·Provisional, 
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APPENDIX V 

Distributwn oj D,posits and Advane,s oJScheduledCnmm6rciai Banks (Poplllation Group-wise 
a,l on th, last Frida, oj December, 1976. 

(AmoWlU in Lakhs of rupees.) 

DepOlits. Advances. Credit! 
Population Group, Deposit 

Amount % to total Amount. % to total Ratio 

(I) (2) (3) (.4-) (5) (6) 

Rural 1576.7 1 (8' 96) 905.62 (6' 71) 57'4+ 

Semi-Urban 3913,17 (22' 24) 1862.06 (13' 79) 47' 58 

Urban 4337.67 (24' 65) 2774.46 (20' 54) 63'96 

Metropolitan 7767.36 (44'15) 7960,71 (S!l' 96) 102'49 
--------

TOTAL 17594,91 (100' 00) 13502•85 (100' 00) 76 '74 ._---_ .. _-- ... _ .. _--_ .. _- ----~-- ..... --
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To. 

Sir, 

APPENDIX VII 

F. No. 8(9)/76-Dev. 

Government of India 

Department of Revenue & Banking 

(Banking Wing) 

New Delhi, dated the 4th Sept. 1976. 

All the Public Sector Banks. 

SUBJECT:-Ex/Jeditious disposal of small loan applications. 

At the third meeting of the Regional Consultative Committee-Centrat 
Area, held at Bhopal on June 19, 1976, the question of expediting the pro­
cessing of loan applications received by the bank branches came up for 
consideration.', It was decided that loan applications involving credit limits 
of Rs. 10,000 or less should be finally disposed of by bank branches within 
a period of 3-4 weeks from the date of the receipt of such applications. 

It would be appreciated if suitable instructions in this regard are issued 
to all the .branches and the measures followed up. 

Kindly:acknowledge the receipt of this letter. 

208 

Yours faithfully, 

Sd/-
(J. C. ROy), 

Director. 



APPENDIX VlU 

s.s of interest on depo.sits payable by Schedul(ld Corrrmercilll Btmks 
(elective from 23-7-1974)* 

"'" 
Thoposit CattgOry (Per cent per annum) 

A. Crmrm, DtpMts • Nil 

B. Savinp Deposits • 

C. T_IkJIosits 

I. Up to 14 days. Nil. 

2. Fordepoliufor IS days t04S days. 0'3 

3· For deposits (or 46 to go days. 3'5 

4· For deposibfor 91 days and above but leu tban6montbs. 5' 5 

5. For df'polits for 6 months and above but less than 9 months. 6· 0 

6. For df1)Csits (or 9 months and above butlesa than 1 year. r. 7' 0 

,. For deposits for, year and above but 1_ than 3 years. 8· 0 

8. For deposits for 3 yrars and above but up to and inclu'ive of 5 years. 9' 0 

9. For deposits above 5 years 10'0 

·Schl!dult"d Commercial Banks with demand and time liabiUties oneil than RI. 125 CI'OreIJ 
are allowed to pay, at their discretion, a rate higher by o· 25 per cent per annum on term 
deposits up to and inclusive of.5 years. The pt"r annum rate o( intt"rest (or deposits above .$ 
y'ean will be only 10 per cent. 

Scheduled Commt"rcial Bank, incorporated in India and having aggregate demand 
and time liabilitif'1 of Rs. 10 crares and above but leu tho RI. 25 crol'Clshall pay interelt at 
5' 25 per cent per annum on their savings deposits. Scheduled Commercial Bank. incorporated 
in Jndia and having aggregate demand Rnd time liabilities of'less than RI. 10 CI'OreIJ will pay 
intemst at the rate uf 5' 50 per cent per annum on depoIitlmaintainedin savinp accountl. 

NOTE: TheRr~i(lnalRuralBanksshallpayintCl'Clltatrates higher bYO'50 per c:eotper 
aIll1WU ove\" the prescribed r~c:I on their term depoe,1S (or periods up to and 
inclu~i\'!'of 5 years. 
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SummGry of Recoltlmentiations/Conciusions contained in the Repon 

Sl. No. Reference to 

1 

1 

2 

Para No. Recommendations Conclusions 
of the Report 

._--." ---_._ .. _ .... __ .. _---

2 3 
-----_ .. ,,---_._ ... _-- .... --.---.-----

2.13 
2.16 

2.17 

The Committee note that during the Fourth Plan, 
the average increase of deposits of public sector tmn.ks 
was to the extent of Ri. 996 crores per year. For 
the Fifth Plan: the share of the public sector banks 
for the resource mobilisation is of the order of 9000 
crores which works out to an increase in deposits at 
the 'rate of Its. 1800 crores per year. The Commit­
tee would like to observe that this rate of increase 
would be deflated if the price-rise is taken into con­
sideration. 

The Committee, however, note that the perform­
ance of the various nationalised banks in deposit mobi­
lisation during the year 1975 varied widely. The per­
formance of some of the banks has been commenda­
ble. These banks included Union Bank of lIldia 
which recorded an increase of 36 per cent fellnwed 
by Indian Overseas Bank with an increase of 31.6 per 
cent. The Committee suggest that the schemes and .. 
promotional technique adopted by these banks may 
be commended for adoption by other nationati~ed 
banks also in order to improve their performance. The 
Committee also suggest that the reasons for deticien­
cies in the performance of the banks which have re­
corded comparatively lower percentage in deposits, 
may be studied and remedial action taken. 

The Committee note that the increase in doposi&s 
during the year 1975 approximated to the an.llo}. in­
crease of Rs. 1800 crores envisaged for the Fifth 
Plan. The percentage increase in deposits duriag the 
period ,of 18 months from January, 1976 to June, 

210 



211 

---- ---_. __ ._----_ .. - ---
.1 

.j 

2 

2.18 
.2.19 

3 

1977 also exceeded their annual target. The Com­
mittee hope that the banks would continue to devote 
special attention to the mobilisation of public savings 
schemes and giving publicity to them. The Commit­
tee also desire that the Reserve Bank should keep a 
close watch over the fulfilment of the targets by the 

• 'nationalised banks in order to hike remedial measures 
in cases where the performance of banks has not becn 
satisfactory . 

The Committee note with concern that though the 
Commercial Banks have been relatively successful in 
deposit mobilisation in rural areas, their credit dispen­
sation in rural branches has not been adequate as 
compared with urban and metropolitan areas. The 
figures as at the end of December. 1976 show that 
the deposits of the scheduled commercial banks in 
respect of rural population group rose to Rs. 1576 
crores while the advances increased to Rs. 905, the 

I 
credit deposit ratio being 57.44 per cent. The com-
!parative figures in respect of urban and metropolitan 
'poptJlation groups for the same period ,show that their 
·deposits increased to Rs. 4337 crores and Rs. 7767 
crores respectively while the advances rose to Rs,. 2774 
croresand Rs. 7960 crores respectively, the credit 
<aeposit -ratio in these groups being 63.96 ~r cent 
and 102.49 per cent respectively. It is a m:lttcr of 
concern that rural branches of banks which operate in 
weaker areas of the country, far from being media of 
transmission of funds from centres of money markets 
to agricultural economy, are providing to be instru­
'lDents for reverse transmission of funds from· rural 
areas to the urban areas and metropolitan centres. 

The Committee are unhappy at this reverse traas­
mission of funds from rural areas to urban . areas 
which goes against the concept behind the nationali­
sation of banks and prorioon~ed policy' of Govern­
ment to improve the rural economy and direct funds 
from the central money markets to agricultural eco­
nomy and other priority sectors. The Committee, 

I 



212 

-------------_._-_.- ---_. __ . -_._-------_ .. --.--

1 2 3 
-_._. __ .- ------_. -----_._--_._---_.-

4 3.34 

therefore, stress the urICnt need to arrest this reverse­
trends so that the funds generated in the rural areas. 
are deployed largely for the development of these 
areas. The Committee consider it of the utmost im­
portance that the deposit mobilisation schemes for 
rural and under-developed areas . should go hand in. 
hand with the formulation of development schemes. 
and district plans so that the funds mobilised frol1\. 
the rural areas are utilised for the development and 
uplift of these areas. 

Government had enjoined on the public sector 
banks the duty to initiate appropriate action for step­
ping up advances to priority sectors in a planned and: 
systematic manner so that overall target of lending 
to the priority sectors i.e. 33.3 per cent of aggregate 
advances is achieved by the end of 1978-79. As 
regards the question of making a total assessment of 
the credit requirements of the priority sectors the 
Secretary. Banking Wing. informed the Committee 
that several district plans had already been prepared. 
While a district plan gives an idea about the need' 
for credit to a district, the sum total of these district 
plans would not constitute the national credit plan. 
The :National Credit plan has to take into account 
certain macro-variables (i.e. factors that affect mone­
tary expansion) and assess the extent of credit ex­
pansion that economy can tolerate without inducing' 
inflation. Government would, therefore. have always 
to change the total credit in order to keep it on an 
even level, while dealing with the larger objective of 
keeping inflation under control. According to Min­
istry, while the district credit plans are useful they 
can act only as sign-posts for the types of lending 
at the district level. While the Committee appreciate' 
that Government have to keep credit expansion under 
watch with a view to keeping inflation under check, 
they need hardly stress that credit restraint measures 
should not adversely affect the flow of credit to the 
weaker sections of society who have suffered depri­
vation of these faciHties for decades and it should be 
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ensured that the target of lending 33.1/3 per cent 
of aggregate advances to the priority sectors by the 
.end of 1978-79 is fulfilled. 

2.35 The Committee feel that Government should also 
have a realistic estimate of the credit needs of the 
.priority sectors and formulate an integrated plan of 
action to meet their credit requirements. Changes in 
the integrated Plan if considered necessary, could be 
made as and when an occasion arises. The Commit­
tee emphasise that an integrated plan of action tor 
meeting the credit needs of the priority sector should 
.be inalised expeditiously. This plan of action should 
also aim at . red.uction imbalances in the credit distri­
bution.in the various regions of the country. 

2.36 The Committee note with concern that notwith-
standing the concerted efforts made by the 14 major 
Indian Scheduled Banks to increase their lending 10 

agriculture and other priority sectors, the major snare 
of the amount of loans was availed of by compara­
tively bigger farmers and' the small farmers and agri­
cultural labourers could not utilise the loan facilities 
to the desired extent. 

2.37 The Committee are unhappy at this trend. They 
cannot too strongly stress that the nationalisation of 
bariks would have a real meaning and impact if the 
credit reqUirements of the weaker sections of society 
and small/marginal farmers and agricultural labourers 
are adequately met. The Committee would like 
Government to ensure that effective and determined 
measures are taken by the banks to meet the credit 
needs of the smalllmarginal farmers as well as the 
weaKer sections Df society in the country. 

2.38 The Committee note that regional rural banks 
are being set up to cater to the credit requirements 
of smaIllmarginal farmers, rural artisans and land­
less labourers etc. The Committee would like a 
close watch to be kept on the working of these banks 
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2.40 

specially the opening of new branches to ensure that 
the object of meeting the credit needs of the weaker 
sections and' persons of 'small means in the. deep, 
rural areas is being really achieved by these banks. 
Corrective measures should be taken contempora­
neously in the light of experience gained in the 
working of these banks. ' 

The Committee note with regret that the Gov­
ernment of India have no information relating to. 
the Credit needs of rural population particularly of 
different categories of agriculturists, rural artisans. 
Attempts have however been made through decen­
nial All India Rural Credit and Investment Survey 
since 1951-52 to quantify the credit needs of rural 
population. Thc Committec note that lately the All 
India Debts and Investment Survey put their aggre­
gate dcbt position as on 30th June, 1971 at Rs. 3848 
crores. The Committee are of the view that it is 
necessary that the quantum of rural indebtedness is 
known to the Government in precise terms so that 
concrete measures could be taken to eradicate this 
ever increasing menace in the life of rural poor. The 
Committee desire that the surveys conducted in this 
regard should throw up meaningful data and these 
should be conducted every five years so that the in­
formation could be utilised while drafting the plans. 
The last survey was undertaken in 1971-72. Gov­
ernment should loose no time to have an other sur­
vev conducted with a view to taking concrete mea­
sures during the next plan towards providing ade­
quate funds to meet the credit needs of the rural sec­
tor. 

The Committee have been informed that recently 
the National Commission on Agriculture (1976) as­
sessed the graduate requirements for various pro­
grammes of agriculture developments by 1985 at 
Rs. 9400 crores which inter alia include Rs. 4000 
crores for short term loans and Rs. 5000 crores for 
medium and long term loans. By 1985 the Com-



1 2 

10 2.53 

11 2.54 

,,215 

3 

missioo expects tl:a Cooperative sector to reach the 
level of agRcultural JendiQa at Rs. 4250 crores and 
the Commercial· banks at: RI. 4050 crores. It has 
been estimated ·thatby 1985 the cooperative sector 
would be able to meet tM fun needs of agriculturists 
baviDg iniaated land and 60 per cent in case of 
those ownilig Uftirrigated land. The Committee de­
lire that the estimates made by the National Com­
mission on Agriculture regarding the credit require­
ments for agricultural development by 1985, should 
be careful1y considere,cl while drawing up roles of 
the cooperative sector and the commercial banks in 
meeting the requirements of the agriculturists. 

The Committee arc concerned to note that al­
though the Department of Revenue and Banking 
had stated in October, 1974 tthat the public sector 
banks were beiDa requested, to take necessary steps 
in that regard. it was only in September, 1976 that 
a circular was issued to the pUblic sector banks ad­
vising them to intensify their efIons for enlarging the 
flow of credit to the hitherto neglected sectors so that 
by the end of the Fifth Plan. they could account for 
33.113 per cent of their aggreg8lte advances to these 
sectors, The Committee desire that the reasons for 
delay of more than two years in issuing instructions 
to the banks may be enquired into and the Commit­
tee apprised of the action taken. The Commi1tee 
would also like to be informed of the arrangements 
made to ensure that a lapse of such serious nature 
in following up an assurance to the Committee by 
concrete action does not occur again. 

The Committee are distressed over the slow rate 
of increase in the percentage of advances to the 
priority sectors as compared. to the total advances. 
The percentage has only increased from 24.3 in 
June. 1973 t~25.S: at,th~ _ of June, 1976 though 
it to&u:hed 27.9 ,per cent'mark at the end of Decem­
ber, 1975 the net inc:reased being 1.2 per cent in 
'three years. which is the lowest since nationalisation 
of bank,. Fl.lrthecthe .fipeti as at the end of March. 
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1976 and March, 1977 indicate the advaucea to this 
Sector at 25.7 per cent and 26.9 per cent respective­
ly of the total advances made to tbis sector. This 
shows a ~ning trend in the advances to this Sec­
tor after December, 1975 when this ,percentage had 
reached 27.9 per cent mark. The Committee are 
doubtful whether the banks will be able to achieve 
the target of 33.113 per cent by the end of 1978-79, 
if the rate of increase continues to be as low as 
in the past three years. 

The Committee are not satisfied with the expla­
nation given for the low rate of growth of credit to 
priority sectors by the Department that banking sys­
tem was called upon to shoulder large advances for 
food procurement and storage during the period. In 
1he opinion of the Commitee this development should 
not have been allowed to affect adversely the credit 
needs of the priority sector. They would like Govern_ 
ment to ensure that determined and concerted efforts 
are made by the banks to increase the percentagl! of 
credit to priority sectors so that the target of 
33.113 per cent is achieved by the end of the 1978-
79. A close watch should be kept on the progress 
made in this regard so that remedial steps may be 
taken in time, as necessary. It sbould be ensured 
that banks both in rural and metropolitan areas are 
geared to londings to priority sectors and remedial 
action should be taken specially in case of ]endings 
by the banks in the metropolitan sectors. 

The Committee were informed that different 
Public Sector banks were aware of the importance 
of performance budgeting and were taking requisite 
steps for its implementation. The National I·nstitute 
of Banks Management set up a Review Committee 
for the purpose of evaluating the work done by the 
bIDb for Implementation of the system of perform­
ance budgeting and drawing up plans for future ac­
tion and givi·ng requisite guidance to banks. ~he 

Institute has also conducted from time to time train­
ing programmes by training of key persoRnel of 

----.-~--------------------------------------------
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banks in the techniques of performance budgeting. 
Currently, the Institute is engased in an evaluation 
study of the system operating in the State Bank. 
The Committee were informed that though the prin­
ciple behind the system of performance budgeting 
and techniques pertaining thereto are understored at 
all levels, application of these techniques on the 
part of large number of branch managers and other 
still requires considerable degree of refinement. 

The Committee need hardly emphasise the impor­
tance of preparation of performance budgets by the 
banks on right lines as they provide an effective 
instrument for realistic planning, management control 
and appraisal of achievements. The Committee 
would therefore like 1he Ministry to ensure that per­
formance budgets are prepared by all banks regu­
larly and in time. Any deficiencies in the prepara­
tion of the budgets should be brought to the notice 
of the banks concerned with a view to improving 
them. The Committee further stress that -there is 
also a need for effecting continuous improvement in 
the preparation of performance budgets in the inter­
est of correlating monetary and physical taraets and 
for evaluating achievements. 

2.68 The Committee note that the National Institute 
of Bank Management had appointed a Review Com­
mittee for evaluating the work dODe by the banks 
for implementation of the system of performance 
budgeting and draw plans for future action and give 
requisite guidance to the banks. They further note 
tha~ this Institute is plannina further review in the 
light of the experience gained. A performance bud­
geting workshop to discuss devising of common for­
mat for all public sector banks for preparation of 
performance budgets in a uniform manner was held 
by the NIBM in December, 1977. The Committee 
trust that the National Institute of Bank Manage­
moot must have by now finalised the common for­
mat for the purpose. The Committee desire that the 
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NlBM would lose no time in preparing guidelines for 
the preparation of performance budgets by the banks 
so that these budgets contain vital and meaningful 
information and are prepared on right lines. 

The Committee note that the guidelines have been 
framed by the Tandon Committee on follow-up 
of bank credit. Thc Committee hope that the imple­
mentation of the recommendations of the Tandon 
Committee on follow up of Bank Credit would g~ 
a long way in ensuring that the funds advanced to 
the large borrowers are used for the purpose for 
which they were advanced and not for unsocial and 
unproductive uses. 

The Committee need hardly emphasise that the 
Central Committee of Direction set up by the 
Reserve Bank and similar Committees set by other 
banks should function effectively so as to sec tha,t 
the recommendations of the Tandon Committee 
which have been accepted by the Reserve Rank are 
implemented by all banks in letter and spirit in right 
earnestness. The Committee desire that the Central 
Committee of Direction of the Reserve Bank should 
keep a close watch on implementation of the rc:­
commendations and scrutinise the progress reports 
furnished by the banks in an objective manner and 
resolve the problems faced by banks in implementing 
the Tandon Committee recommendations. It shoulc;l 
also be ensured that the progress reports are 
furnished by all banks regularly. 

The Committee would rtte this important aspect 
to be specifically dealt with in the annual reports of 
the Banks, including the consolidated Report on the 
Banks in the public sector which are laid on the 
Table of the House. 

The Committee note that the banks have taken 
several organisational and other measures to see that 
the concessions '1I1eant for weaker sections with 
regard to bank oredit are not misused by ineligih1e 
borrowers. Banks ba\le also been expending the 
Dumber of thoir offices in relatively b~kward areas 

---_.-•.. _----------------------
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and have set up special cells in the Head Offices to' 
guide the brIIilch 'Staff' ill the matter of identifying. 
eligible borrowers and channelising large flow of 
credit' under the '~ous schemes. With a view to' 
reducing incidence of ct7rniption and taking effective 
deterrent action against delinquent officials, all ~e' 
natiobaliaed banks hB~ 'set up vigi18bce cells in their 
organisations., '!All" 'bank! have also accepted the 
jurisdiction of the Centtial Vigilance Commission. 
A Vigilam:e Cell 'hils·been get up in the Department 

. , of Bankiftg to ooordiftate" thtd oversee the working 
of vigilancb uDits, in di~nt public sector banks 
and maiDtamliaillOn with . the Central Vigilance 
Commission and Cetrtnil" Bureau of Investigation. 
Besides a . system of '¥Oldary registration of smaIl 
scale industrial units hilS' been introduced under which 
before sanotioning lonns, ''banks verify the antecedents 
of the applicants to find out bonafide of the entr~.-

'preneiml. For this purpose a proforma has been 
prescribed by the Ministry of Industry. The Com­
mittee emphasise that more intensive supervision 
from the regional level should be effected' and aU' 
cases' of misuse of concessions available to the weaker 
sections should be dealt with promptly and sternly 
and loopholes coming to notice should be plugged. 

15 2.101 The Committee note ·that in the wake of inft.ationary 
pressures the Reserve Bank have to exercise maxi­
mum possible restrai~ on credit creation, while 
ensuring at the same time that both the quantum' 
and distribution of credit will be conducive to 
augmenting production and achievemept of social 
and economic objectives. The Committee have been' 
assured that the policy of credit restraint followed 
by tbe Reserve Bank of India has not affected the' 
flow of credit to weakor sections of society. which 
Jaas shown a rising uend. The Secretary, Depart­
ment of Banking also. assured during evidence that 
it would be impressed ,on the banks that priority 
.aeetOl'S, should, ,be j~s1Uat84" 110m the operations of 
policy., ,Ql ,~edit sq~7fe... 'Q1e Committee would 

, nke GQveramcnt to, issue ;guidelines in this regard' 
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aDd keep the position under continuous review so 
that the genuine requirements of the weaker sections 
of the society are not adversely affected by the credit 
restraint policy of the Reserve Bank. 

16 2.102 The Committee note that banks have been asked 
amoDg other things, to review their organisational 
machinery, delegation of loan sanctioning powers 
and streamline procedures to ensure expeditious 
disbursement- of loans. Instructions have also been 
issued to secure disposal of loan applications in­
volving credit limit of Rs. 10,000 or less within a 
period of 3-4 weeks. While noting these measures 
which are well intentioned, the Committee would 
like a watch to be kept sO that these are implemented 
by the banks in letter and spirit. 

§'7 2.113 The Committee note ttJat although the percentage 
increase in the amount outstanding on account of 
public sector banks credit to priority sector, between 
June, 1969 and December, 1975 ha~ been 1007.0 
per cent in the North Eastern regions, 567.7 per cent 
in the Central region, 363.4 per cent in the Western 
and 313.1 per cent in the Southern region, the 
amount of outstanding credit varies very widely in 
these regions which ranges from Rs. 21.82 crores 
in the North Eastern region to Rs. 743.69 crores in 
the Southern region. Moreover, there is also wide 
disparity in the amount of outstanding credit to the 
priority sector at the end of December, 1975 
between the various States. The outstanding credit 
in the States with less popula'tion is far more than 
that in the more populous States. For example, 
the amount of outstanding credit at the end of 
December, 1975 was Rs. 434.80 crores in Maha­
rashlra, Rs. 295.56 crores in Tamil Nadu, Rs. 208.84 
crares in Kamataka, Rs. 219.60 crores in Gujarat. 
while it was only Rs. 219.57 crores in Uttar 
Pradesh, Rs. 86.82 crores in Madhya Pradesh, 
Rs. 83.98 crores in Bihar and Rs. S6.73 crores in 
Rajasthan, Rs. 17.44 crores in Assam and Rs. 149.83 

----_._--------_._--
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cmres in West Bengal. It is thus obvious that the 
development of these States has suffered adversely 
in the absence of adequate bank credit. 

2.114 The. Committee realise that the deployment of 
bank credit is, to an extent, determined by the level 
of economic activity obtaining in different regions of 
the country particularly the orgamled sector of trade 
aDd inclustry. At tlie same time, the Committee 
feel that if these considerations continue to determine 
the deployment of bunk credit, the gap in the 
quantum of bank credit in these States will not only 
tend to pel'lpetuate but is likely to grow further. 

2.11S The Committee need hardly stress that one of the 
major roles of nationalised banks is to narrow down 
the regional imbalance and to ensure· an equitable 
distribution of bank credit among the various States. 
Evidently the banks have not fulfilled this task to 
any significant degree. The Committee therefore 
recommend that the banks should take a lively and 
positive interest in the development of industry, trade 
and economic activity in the backward states and 
regions aDd should bring forward attractive schemes 
of advancing bank credit in these areas to generate 
.ladditional indu$trial and economic activity. The 
Committee would also like Government to issue 
suitable instructions to the public sector banks to 
take more direct interest in the matter so that not 
only the gap in advancing credit to the various Statl!s 
is abridged but there is more equitable distribution 
of credit among the various States and regions. 

2.116 The Committee note that the Planning Commission 
has declared 237 districts as industrially backward 
districts in the country. As at the end of December, 
1974, the total deposits of the scheduled commeraal 
bank branches in these districts amounted to 
Rs. 246S.49 crores, accouDting for 21.2 per cent of 
the total deposit of Rs. 11611.80 crores. Against 
this, the aggregate advances of scheduled commer­
cial banks in . these districts amounted to Rs. 1189 
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crotes, accounting for 14.3 per cent of the aggregate 
advances i.e., Rs. 8249 crores. The percentage of 
tOlallidvances in this sector further declined to 
] 3.6, per ceot of th~ total .advances a5 at the eod of 
Ju,ne, 1976. It is axg1ll4d (hat deposit ratio in under­
qe\l~ed regions I;Il1l significantly be changed only 
O~~ a. period of time, depending OD the additional 
ec~ic activity ,gcneri1ed by the plan 
programmes. The Committee, however, feel 
that the scheduled commercial banks have a 
special responsibility for tbe development of these 
backwarddi'tri~ts. They are expected not only to 
advance credit equal to the deposits of these districts 
but even to increase the quan~um Of Credit beyond 
~ deposits to bring about a rapid economic trans­
format:ioll in the&ie areas. The Committee would 
like conerete s~s to be taken in this regard. The 
Committee roeoaimeDd that the backward districts 
'should be made the focus of development by Gov­
ernment as wen as' tl\e bonb ahd the pace of deve­
lopment in these districts should be accelerated by 
dlalmelising more and more credits fur productive 
-purposes in these areas. 

The 'Comllllilltee note that 48 Regional Rural 
Banb have been set up in the country and 86 in­
dustrially backward districts have been covered ~ 
their activiUes. TIle Committee feel that the sche­
duled commercial banks/public sector banks, regional 
rural banks aad other I~ng institutions should 
work ill a coordiMted manner so as to bring about 
the economic development in the backward distriots 
and also remove the credit imbalances between the 
'various regions and States. The Committee would 
'like to emphasise that aJ)an from other measures, 
'PrOViding the banlcitlg facilities in the unbanked ana 
underbanked areas in the bac~ward districts/State~ 
in a planned manner may also go a long way in help­
ingin th~ development of thqse areas. It is wen 
'known that the fe~ons/States which are poorly ser­
·vel! "by the banking system, do not develop at the 

.------.. - -----.... -- .--_ .. , ,-
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same paCe as other regions I States which compara­
tively have more banking facilities. Th, Committee 
would, therefore stress that in the programme of 
branch expansion, priority may be accorded to the 
opening of n~ bank branches in the comparatively 
unbanked and under-banked areas as per a well 
researohed plan based on socio-economic surveys to 
be carried out in that behalf. Specific mention of 
the progress made in this regard should be maue in 
the Annual Report of the Department of Revenue 
and Banking. 

The Committee note that the banks are now 
working out three year rolling plans for branch ex­
pansion. While the plan for the first year is fairly 
detailed and indicates the names and other particu­
lars of the centres where a bank proposes to open 
branches, the plan for the remaining two years is an 
aggregated terms. After the completion of one year, 
a fresh three year plan is prepared. Moreover, while 
sanctioning branch expansion, the objective of re­
ducing the inter~State and inter-district inequality in 
the mater of availability of banking service is also 
taken care of. The Committee suggest that a per­
iodical review should be carried out to ensure that 
inter-state, inter-regionlll and inter-district dispari­
ties in branch expansion are reduced at the 
earliest. They would like the Department of 
Banking/RBJ to oversee and coordinate the 
fanow-up action taken by the various banks 
in reducing the disparties area-wise potential-wise. 

The Committee note that all the Public Sector 
Banks have submitted their perspective plans for 
branch expansion for the period 1977-79 but there 
,has been considerable delay in submission of the re­
ports by some of the banks. The Committee. desire 
that a time limit for the submission of the perspective 
plans ~ laid dawn and it may be ensured that the 
plans are received in time so that these can be scru­
tinised by the authorities concerned and decision 
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taken for opening branches in unbanke,d rural cen­
tres expeditiously. 

The Committee note that banks have been. 
advised to open branches where they have under­
takcnlpropose to undertake financing by special. 
schemes with refinance assistance from the Interna­
tional Development Association, Agricultural Re­
finance Development Corporation etc. also in Adi­
vasi and tribal belts. The Committee further note 
that against the 1arget of opening 5000 branches 
during the period 1975-77, the banks had opened 
6704 offices upto 30 June, 1977. As on 30 June, 1977 
banks had about 3004 licences] allotments pending 
with them the Committee are concerned over the 
large number of licences pending with banks. The 
Committee desire that reasons for 1hese licenses 
being pending may be analysed and if necessary re­
allocation of new bank offices/branches in the overall 
interest of development in a particular area may be 
considered. They further desire that the opening of 
new offices, particularly in rural and unbanked: 
areas, underbanked a,nd backward districts and 
States may be expedited. 

The Committee informed that in the wake of 
nationalisation in a determined bid to expand bank 
services in hitherto neglected and backward areas,. 
banks had launched a massive programme of branch' 
expansion in these areas. But in subsequent years, 
the banks adopted a more selective approach, with a 
view to balancing the financial, organisational and' 
manpower limitations vis-a-vis the requirements of 
the rural areas. With the massive coverage in the 
initial years of the unbanked centres which offered 
growth potential, the banks were left with compara­
tively difficult areas to be covered in the subsequent 
years. Besides, having low popUlation many of the 
unbanked centres lacked basic infrastructure facilities 
like approach roads, suitable premises etc. The Com­
mittee are not convinced by the reasons advanced for 
slowing down the growth rate of bank branches in 
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rural and semi-rural areas. They feel that with 
proper initiative and drive and close co-ordination with 
State Governments, the minimum infrutructure faci­
lities can be provided at most of the unbankcd cen­
tres, in rural areas. They, therefore, stress that 
determined efforts may be made with due regard to 
the economic factors to open branches in rural 
areas in the interest of their rapid development and 
consequential availability of employment oppor­
tunities. 

3.39 The Committee note that as at the end 01 
June, 1977 the total number of Community Develop­
ment Blocks in the country which had no banking 
facilities, numbered about 544. The number of un­
banked community development blocks is 90 in U.P., 
104 in Bihar, 62 in Orissa, 107 in Madhya Pradesh 
and 33 in West Ben?,,1. It is a moot point whether 
the lack of banking facilities has not come in the way 
of equitable development of these States. The Com­
mittee desire that more serious attention should he 
paid to providing banking facilities in these States. 

3.40 The Committee note that banks advised to 
en~ure that an unb:mked community blocks are pr()­
vided with atlenst one bank branch by June, 1978. 
The State level BanlCers Committees have been asked. 
to draw up an agreed and time bound programme cl. 
brrlnch expan!'ion in these unbanked blocks and keep 
a watch over the implementation of the programme. 
The Committee also note that according to tile latest 
poli(y announced by the Reserve Bank of India In 
December, 1976, NIt .of every 6 branches oren cd hy 
bant·.,. at least 4 must be in unbanked areas. The 
Com.nittee wclcome thi~ change in emphl\sis 10 
openinr new hmnC'he5. The Committee consider that 
provision of banking facilities is one of the im!"lortant 
infra~tructure for development. It is therefore i~ 
per~tive that suitable institutional arrl\ngements for 
banking may be mad~ in rural areas. The Committee 
desire that the banking facilities in the unbanked 
Community Development Blocks in the States should 
be provided on priority basis . 

. _._- --_.-.-----_ .. - ---------
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3.41 The Committee desire that the Department of 

3.42 

3.43 

1.44 
i' 1 

Banking and the Res~rve Bank of India may keep 
a close watch over the progress of preparation and 
implementation of a time bound programme for 
opening bank branches in unbanked blocks and 
ensure that all unbanked community blocks are pro­
vided with 1\t least one or more bank branches by 
June, 1978. 

The Committee suggest that in the establish­
ment of bank branches, the availability of only the 
barest minimum infrastructure may be insisted upon. 

In cases where such infrastructure may not be 
available, concerted efforts may be made to arrange 
for such facilities being provided at the earliest through 
the State/district authorities. 

In paragraph 3.15 of their 62nd Report the 
Committee had recommended that the classification 
of rural areas might be revised with a view to c~assify­
ing centres with population upto 5000 as rural instead 
of the present limit of 10,000. The Committee have 
been informed that while the existing classification Is 
being retained unchanged, the present branch ex· 
pansion is directed towards opening more and more 
branches at centres with less than 5000 population. 
The Committee feel that if more bank branches are 
to be opened in rural centres with Jess than 5000 
population, there should be no difficulty in changing 
the classification of rural areas as desired by them. 
They, therefore, reiterate that in order to put the 
position beyond any doubt, necessary amendment 
may be made in the existing classification of rural 
areas. 

The Committee were informed by the Ministry 
that the regional disparities in the matter of utilisation 
of bank credit are not the cause but the effect of 
,more basic ImbalanCe which cover much wider and 
fundamental facets of economic development, such as 
natural. endowments, transport, communications. 
power, entrepreneura! aptitude of the people, avail a-

---- ----_._--_. __ ._._._ .. 
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bility and size of markets etc. These were the factors 
which basically determined the econ~ic activity as 
also the absorbtive capacity of bank credit. While the 
Committee agree that the credit depQsit ratio in un­
derdeveloped regions/States is related to the economic 
nctivity generated in those areas, they feel that the 
banks have a significant role to play in this behalf. 
The Committee desire that banks should intensify 
efforts to introduce suitable bankable schemes in 
these regions/States to suit the special needs and 
make available requisite finance for such bankable 
development scheme. 

The credit-deposit ratio in rural areas worked 
out to 57.4 per cent as against 102.49 per ccnt in 
metropolitan areas, during the year ending December, 
1976. It is thus evident that the advances made by 
the banks to rural areas continue to be very low a8 
compared to metropolitan areas. The Committee 
would like to sound a note of caution that the Gov­
ernment should guard against the deposits from rural 
areas being diverted to meet the credit needs of 
metropolitan and other urban areas at the cost of 
rurat areas. It is distressing that the rural areas 
where there is a crying need for deve~opment, should 
remain neglected and should lack even the absorptive 
capacity of the deposits generated there, with the 
result that even tbe deposits mobilised in backward 
and rural areas find way to u.rban areas thereby 
accentuating the disparities further. The Committee 
cannot too strongly stress that the banks should 
identify the economic and industrial potentialities of 
the backwurd and rural areas in conjunction with the 
State authorities concerned and assist them in avail­
ing of the credit facilities in Jarger measure to imple­
ment suitable developmental schemes. The Col1l-
mittee desire that not only the deposits generated in 
the rural and backward areas may be utilised there 
but necessary additional funds may be made available 
for development of these areas in the intcre~t of 
narrowing the marked disparities in the level of 
development obtaining at present. 

---------_.- --- -.. _--" --_ .. _-- ,. __ .----_.---------
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3.46 While the Committee appreciate that banks 

3.47 

assistance is also given for rural purposes by ill­
vesting in State Government Securities and debentures. 
State Finance Corporation Bonds, rural electrification 
etc., this should not slacken the efforts of rural 
branches of banks to step up the level of direct 
advances to rural sector 

The CClmmittec have been infOlwed that the 
branches in urban and metropolitan areas started 
making profit in. about 5 years' time whereas rural 
and semi-urban branches required a r.:latively longer 
gestation period. Low deposit credit ratio, higier 
operational cost, relatively poor business, particularly 
in rural branches have inter alia been identified to be 
the main causes leading to loss. The Committee can­
not too strongly emphasise that concerted measures 
should be taken by the banks to observe utmost eco­
nomy and effect necessary improvements in the bran­
ches which are running at a loss so as to put them 
on a sound footing. 

3.48 The Committee note that on the basis of a survey 

3.49 

of some branches working at a loss conducted bv the 
Reserve Bank of India. instruction<; were issu~d to 
banks to effect improvement in the functioning of 
these branche~. The Committee dc~ire that the Re­
serve Bank, the Department of Banking make suitable 
arrangements for continuous monjtorill~ of getting 
feed-hack information with a view to ensuring that the 
guidelines issued by them for improving the working 
of the loos making branches are actually followed hy 
the banks and perceptible improvement is broug'lt 
about in their working. 

The Committee desire that no new branch open­
ed in the rural areas should he allowed to b~ closed 
down.. Periodical review of the working of 103s mak­
ing branches should he carried out with a view to 
analysin~ the reason for losses and taking remed;a1 
measures. 
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3.50 The Committee also emphasise that with a vic,," 

3.51 

3.77 

to ensuring development of rural sector proper cu­
ordination should be established by commercial bann 
with Regional Rural Banks and State Governmeni 
authorities at regional and district levels in promot. 
ing banking facilities in rural areas. 

The Committee suggest that the Department cl 
Banking may consider the question of introducin, 
suitable built-in incentives in the wages of employcCl 
in order to encoura.ge them to play a more dynamic 
role in improving the working and business of the 
banks and serving the people. The performance cl 
the employees in this regard may also be suitably 
reflected in their service records. The Committ= 
hope that this question would be subject to a careful 
study. 

The Committee have been informed that the lead 
banks have since completed surveys of all the 338 
districts covered under the scheme and that these 
survey reports have yielded u~eful bench-mark dat. 
relating to growth centres, credit gaps occupational 
structure, main crops and several other economic anct· 
social aspects. The District Consultative CommitteCl 
have been set up in all district'i excepting 4 districtl 
of Meghalaya and 2 districts of Andaman and Nico­
bar islands. But the credit plans have so far Mea 
prepared in respect of 179, di~tricts as per progre. 
reports for the period ended 31 December, 1976 aDd 
these plans ha1'e been launched for implementatioD 
in 68 distric;ts. For the remaining districts the pJam 
are at variou.'! stages of preparation and were expect.. 
ed to be completed by March, 1978. 

3.78 The CommJttee are concerned at the stow pr0-
gress made in the preparation of crcdlt plans by the 
banks. The Committee urge tbat determined effort. 
should be made by the Departm«mt and the Resene 
Bank to ensure that remaining credn plans are ftrulIj., 
eel u scheduled and are launched for Implementatba 

------------,-" - - -"'------------------- .-. -'---~ 
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without any loss of time. A close watch should be 
kept over the progress made in the formuiation (;f 
these plans so that rcmedial measurcs are taken wher· 
ever necessary at the earliest. The Committee hope 
that the district credit plans arc being formula'ed by 
the banks with the necessary co-operative support and 
approval of all the participa:ing institutions and deve· 
lopmental agencies so that viable schemes of invest­
ments and dev)opment arc identified and there is no 
problcm in their implementation within a time bound 
programme. 

3.79 The Committee nced hardly stress that the 

33 3.80 

schemes included in 'the credit plam should be im· 
plemented within a time bound pre-grammc and a 
periodical review be made to watch the implementa­
tion of the schemes. 

The Committee note that based on the sugges­
tions of the study groups on thc lead bank scheme in 
the States of Gujarat and Maharashtra, a High Power­
eJ Committee had been constituted in the R~serve 

Bank with one of the Deputy Governors as the Chair­
man. Pursuant to the recommendation made ;)y the 
lIigh Powered Committee, the Reserve Bank has 
suggested to thc State Governments to set up fo:al 
points in the form of cells at the State Government 
level and district levels to maintain effective liaison 
between the lead banks and the State Government 
at the State and District levels. The Committee de­
sire that the setting up of the cells should be vignrous­
ly pursued with the State Governmen's for the effec­
tive implementation of the lead bank scheme. 

34 3.81 The . Committee . have· been. in'ormed . tttnl the 

• ---._--­, ' 

pro~ress repor~s for the peri"d ended June, 1976 as 
wen as subsequent ones for the half-vear enrled 3 t 
Oecember, 1976 have been received bv the Rec;erve 
Bank from the lead banks in resoe~t of all the d;-;!r'cts 
allotted to them except 25 lead dis'riCfS for thos htt('r 

half year, or the half year ended 30 June, ]977 the 
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Reserve Bank have so far received reports in respect 
of 126 districts only. Only 8 banks have submitted 
reports in respect of the 56 districts allotted to them, 
3 banks have submitted reports in respect of 70 dis.­
triels out of 9S d:stricts allotted to them and the 
remaining 13 banks have not so far submitted reports 
in respect of an,} of their lead districts. The Com­
mittee take a serious view of the delay in submission 
of progress report by banks. They desire that the 
need for timely subm'ssion of progress reports should 
be impressed upon defaulters. 

3.82 The Committee note that scrufny of the progress 

3.83 

reports for half year ended June/December 1976 has 
revealed many deficiencies. The Committee would 
emphasise that the R.B.I. should prepare a format 
for these report indicating the various aspects on 
which information is desired and insist on timel] sub­
mission of the progress reports which should be com­
plete in all respects. These reports should be criti­
cally examined by the 'Reserve Bank with a view tp 
arriv'ng at definite conclusions, and issuing suitable 
guidelines for the effective implementation of the 
scheme. 

The Committee note that two stud] Groups 
appointed by the Reserve Bank on the working of the 
Lead Banks Scheme in Gujarat and Maharashtra have 
in their report (December, 1975), identified various 
deficienc:es and drawbacks in the functioning of the 
District Consultative Committees. According to the 
Study Groups effective rapport qetween the lead banks 
and the Government authorities at the district level 
which is an important pre-requisite for operation of the 
scheme, had not heenfully establ:shed. The Work­
ing Group have laid down guidelines for revi>alisation 
of the District Cmlsultative Committees. The Com­
miUee desire that a close watch should be kept to 
ensure that. the guidelines. ate followed by all lead 
banks for the strengthening of these Consultative Com-
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.ID!ttees, and that nec\:ssaiV rapport between the b:tnks 
dnd other development authorities is established at the 
district level. 

The Committee have been informed that the 
Reserve Bank have advised the lead banks in March, 
1976 to associate non-offidals at least in one district 
and report the assessment about their contribution to 
the deLberations of the District Consultative Commit­
tee by thl! middle of May, 1977. The Committee feel 
that the association of members of weaker section in 
these committees would help in high lighting thdr 
problems at thi;,; forum. They would therefore like 
their representatives to be assoclated with these com­
mittees. 

The Committee note that the designated banks have 
been asked to constitute State level Bank<:rs' Com­
mittee so that Stale level problems requiring consider­
ation from the banking system at least at the middle 
management levels and problCJlls remaining unresolved 
at the district levels, could be sorted out by the Zonal! 
Regional Managers of the banks at the meet~ngs and 
oecessary guidelines/instructions issued to tbe bank 
brancbes. Such Committees have been organised in 
all the States. The Committee hope that these State 
level bankers' Committee win- be effective in resolv­
ing the various problems which remain unresolved at 
the district levels. 

1.86 The Committee note that High Powered Committee: 
at Its second meeting decided to have a 3-tier pro-
vamme of trainin~ of bank officials in consultation 
",Ith the National Institute of Banklng Management 
(NIBM) at the national level, State level and district 
level in order to bring about better appreciation and 
andentandin2 of the objectiv~ of implementation of 
die lead bank scheme brJ the State Government offi­
dall and those from the commercial banks. In :tiall, 
It k proposed to arran2e for- sUch trainin2 pTOl!Tamme 
.. the State of Uttar Pradesh and West Bengal In the 
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first half of 1977. Subsequently, the Ministry inform­
ed in November, 1977 that the NIBM was expectca 
to start the training programme in the State of U,tar 
Pradesh soon and after the planning of the Uttar 
Pradesh Programme was ov::r, NIBM would take up 
similar steps in West Bengal. The Committee trust 
that the training programme has been organised in tha 
States of Uttar Pradesh and West Bengal. They 
desire that bas~d on the experience gained from the 
training programme in the States of Uttar Pradesh 
and West Bengal, the same would be extended to other 
Slates, with suitable modifications wherever necessary. 

39 3.107 The Committee note that according to information 
received in November, 1977, 4'8 reg:onill rural banks 
have been established in 16 States covering 87 dis­
tricts. The Committe;! have been informed that the 
criteria adopted for locating these oanks in the various 
areas are, presence of adequate developmental poten­
tiaIit!es, weak cooperative credit- structure and inade­
~uate coverage by commercial banks. The Committee 
desire that based on th..: experience of working of the 
regional rural banks, some of which were set up in 
1975, the Steering Committee which is responsible for 
monitor!ng the programme of rural banks, rna:, under­
take a survey to identify the areaS for the setting up 
of these rural banks and prepare a time bound 
detailed programme for their letting up so as to cover 
the eligible areas as early as possible. 

'9 3.108 The Committee have been informed that the 
Reserve Bank set up in June, 1977, a Committee 
under the Chairmanship of Prof. M. L. Dantwall1 to 
review the working of the Regional Rural Banks. The 
Committee hope that the review committee would 
complete their work expeditiously. The Committee 
would like to be apprised of the recommendations of 
this Committee and action taken thereon. Consf~r­
ing that the major share of commercial banks lendin, 
to agricultural sector was availed of by comparariveJy 
bigger farmers, the Committee. would like the review 
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Committee to critically consider this aspect and sug­
gest necessary measures whereby the benefit of loans 
granted by the regional rural banks actually should 
reach the sma~l and marginal farmers as well as the 
landless labourers far which these were set up. 

The Committee note that the regional rural banks 
generally charge interest at rates between 13} per 
cent and 14~ p~r cent which are at par with the co­
operative credit societies in their areas of operation. 
The Committee note that these rates of interest ale 
in certain cases higher than those charged by com­
mercial hanks/public ~cctor banks on agricultural 
advances which range between 8} per cent to 161 
per cent, depending on the size of the agricultural 
holdings. The Committee consider that keeping in 
view the clientele of the rural banks viz., the small and 
marginal farmers and the agricultural bbourcrs etc., 
the rates of interest charged by them appear to be 
on the higher side. The Committee suggest that the 
feasibility of introducing schemes like DIR and grad­
ed rates of interest by the regional rural banks, may 
be examined particularly when the clientele s~rvcd by 
them, are the weaker sections and the rural poor. 

The Committee note that the rural banks wiD 
operate in close cooperation with the cooperatives 
and Farmers Service Societies. They will provide 
loans through the Service Societies where they are 
functioning and will help to organise the Farmers 
Service Societies into viable multipurpose societies 
which may provide inputs of production, storage, 
marketing e'c., to their members. The Committee 
have no doubt that these Banks would coordinate 
their activities and planning with the development 
plans of their areas which would cover not only agri­
cu~ture but the entire economic activity of the people 
(If these areas. The Committee need hardlv stress 
the importance of formulating integrated and viable 
schemes by th~e banks for the overall improvement 
in the economic condition of the areas of their opera­
tion. 
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42 3.111 The Committee would like to point out that these 
.rural banks are set up to impart a new direction and 
reorientation to banking operations in rural area'S. The 
success of these banks would be judged by the impact 

that they make in bringing about prosperity and eco­
nomic well-being in the rural areas of their operation. 
With the drying up of traditional sources of funds 
i.e., the money lenders in rural areas a great responsi­
bility has fal~en on these banks. The Committee would 
like these banks to fill up the gap and meet the finan­
cial needs of the rural poor. They further desire that 
the Regional Rural Banks should accord priority to 
formulating schemes for the rehabilitation of freed 
bonded labourers and provide them with necessary 
loan facilities. 

43 3.112 The Committee need hardly emphasise that as 
these banks wou~d be operating in rural areas, they 
should be staffed very economically and in conso­
nance with rural environment. It is also necessary 
that the staff of these banks is imparted traming at 
the field level so that the staff have a deep in-sight 
and clear appreciation of the requirements of rural 
people and the c.onditions of the rural areas. The 
success of these banks would depend on the dedi­
cated personnel appointed to run them, and the 
innovative practices which they employ in dealing with 
the credit needs of their illiterate and semi-literate 
clientele. It would be desirable if these banks not 
only provide adequate credit to their clients in 
time but also assist in educating them on the cnd-use 
of such loans and thereby create conducive climate 
for repaymcnt of loan instalments. 

44 3.113 The Committee are anxious that the Rcgional 
Rural Banks should provide rural environment to 
the credit structure and simplify their rules find pro­
cedures. They should ensure that the admini5trJli~e 
and over-head charges are kept to the minimum. It 

should also be ensUfed that the deposits mob:Iised by 
the Regional Rural Banks ate deployed in giving 
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advances and loans in the respective rural l!.reas SO 

that there is nu flow of funds from the rural .. Icas 10 

urban areas. TIle COlllmittee consi<.ler that in view 
of the important role assigned to the Regional Ru:al 
Banks in meeting the credit needs of rural areas, it 
is of ulmost importance that their working is conti­
nually monitored by the Reserve Bank of 'nJia to 
ensure that the objectives fOf which they were set up 
are achieved in actual practice. 

45 3.122 The Committee note that Government have 
wound up the Banking Commission which was set up 
in July, 1976 to review, inter alia the existing organi­
sational structure of the 22 public sector banks and 
to recommend suitable changes in the structure of 
these public sector banks including their re-grouping 
and re-organisation etc. The Committee consider that 
as the nationalised banks are working for about 8 
years now, it is high time that a comprehensive re­
view be made to evolve the most appropriate ~truc­
ture for the banking system in the country and con­
crete proposals in this regard are brought forward by 
Government to ascertain public reaction and parlia­
mentary approval. 

41 3.138 There has been delay of more than one year on 
the part of the department in issuing instructions tel 
the banb regarding the formulation of special bank­
able schemes for development of backward areas. The 

Committee hope that at least now it will be ensured 
that bankable schemes in the backward districts nre 
prepared by the banks in consultation with the dis­
trict/State Government authorities and implemented 
expeditiously. The progress made in this regard 
should be mentioned in the Annual Reports of the 
Banks concerned. 

47 3.139 The Committee note that the main comtraints ir. 
tbe industrial development of the backward areas art 
that the strategy for the development of these areas 
bas not been completely mapped out in fer ns r-f tilt 
iDbercDt problems which have accounted for Industrial' 
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backwardness and that the organisational arrangement 
necessary to spear-head and support the industrial 
development programme in backward areas both at 
the Centre and States are inadequate. The Com­
mittee were informed in October, 1974 that the Plan­
ning Commission proposed to create in the Fifth 
Plan appropriate machinery capable of identifying 
industries suitable to the needs and potentialities of 
backward arc as. The Committee were informed in 
November, 1976 that the Planning Commission have 
not separately identified industries to be set up 
exclusively in backward areas. However, the Indus­
trial Development Bank of India, the Small Industries 
Service Institute and a number of State Governmenl:i 
have carried out surveys of industrially backward 
States/districts with a view to identifying industric'l 
suit~d to th~ir needs and rotenti:lJitics. ~n "'Jovem­
ber, 197J, the Committee were informed that the 
approach to the economic development of backward 
areas is being reviewed by Planning Commis~ion in 
the context of the Sixth Plan and a decision 011 

whether any new agencies are required for the pur;,os.: 
will be taken within the next twelve months. The 
Committee hope that the cxact nature of machinery 

to be set up for the development of industries in 
backward areas will now be decided by the Planning 
Commission before long and set up at the carli,~,;t to 
ensure development of industries in backward areas. 

The Committee expect that the results of the 
surveys of backward areas already made wilt be 
carefury studied and analysed. The Committee need 
hardly emphasize that the backward areas which have 
been ignored for a long time should he developed on 
priority basis. 

In "<1ra~raf)h 2.4 of their 69th Report (1'>74-7.~) 
and paragraph 3 of their 95th Report (1975-76) the 
Committee had expressed their dismay and unhappi. 
ness over the inordinate delay in the finalisation of the 
Report of the Committee constituted by the Planning 
Commission in October, 1972 to examine the detail I 

----- --------------------
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of strategy and other matters relating to evolution;,f 
objective national criterial for demarcating backward 
areas, fiscal and monetary incentives to support deve­
lopment programmes in such areas, and the institu­
tional arrangements for the formulation and imple­
mentation of the integrated deve:opment programmes. 
The Committee are perturbed that this report bas Dot 
yet been finalised even after lapse of more than 5 
years. The Committee desire that this report may 
be finalised without further loss of time and necessary 
follow up action taken on as recommendations. The 
Committe;: would like to be informed about the 
progress made in this regard within 3 months. 

49 '.15S The Committee note that advances of the public 
sector banks under the Differential Rate of Interest 

scheme rose from, Rs. 6.H 1 erores (i.e. 0.13 per cent 
of aggregate lending) in September, 1973 to Rs. 46.21 
crores at the end of December, 1976, the percentage 
having risen to 0.55 per cent of aggregate lending as 
against the target of ; per cent of aggregate lending 
as fixed under this scheme. While the Committee 
wished that the percentage of funds to be made av~il­
able under this scheme would gradually rise, they 
were dismayed to find that, as at the end of March, 
1977, the quantum of advances made under this 
scheme declined to 0.46 per cent of the aggregate 
lending. In view of the fact that the scheme has now 
been extended to cover a much larger section of 
population in the entire country, the Committee would 
like the Government to raise subsequently the pre!ltnt 

target of ! per cent lending under this scheme, so as 
to achieve the underlying object of providing adequate 
funds to improve the economic lot of the weakt!!ll 
amongst the weaker sections of society at an acce­
lerated pace. 

50 '.IS6 The Committee note that the Differentia] Rate o( 
Interest Scheme has been recently revised by the 
Government. The Schemes now extends to the 
entire country. To ensure. flow of adequate benefits 
of the scheme to tJie rural areas and to the persuns 

.-- . -- .--._.- .. _ .. _ .... _-_. __ ....... -.. ---
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belonging to the scheduled castes/scheduled tribes it 
has been stipulated that the banks will ensure that at 
least 2/3rd of their total advances under the scnem~ 
are m!lde through the rural/semi-urban br:tnches. It 
has also been stipulated that at least 1/3rd of the total 
D.R.I. advances will be given to the members of 
scheduled castes and scheduled tribes. It is expected 
that the regional imbalances in the existing pattern 
of the dispersal of banks' lending under the scheme, 
if any, will be corrected by the individual banks in 
accordance with these norms latest by March 1979 
and that the flow of credit wi] be biased in favour 
of under developed States. 

3.1 57 The Committee desire tha,t the progress of thC 
rcvised schemes should be closely monitored by the 
Department of Banking so as to ensure implemen~a­
tion of revised guidelines by all banks. They also 
suggest that adequate publicity should be given to the 
scheme and that a periodical review should be carried 
out of the working of the scheme with a view to 

ensuring that the existing regional imhalances in the 
pattern of dispersal of bank lending under this scheme 
are corrected, as planned. by the Scheduled date 
(March, 1979) and the flow of credit is b~ased in 
favour of underdeveloped States. The Committee 
would also like that procedure for release of loans 
under this scheme should be kept under review so 
as to minimise delays in the release of funds. 

3. ts~ The Committee would like the Government to 
make sure that benefits of the scheme reach the small I 
marginal farmers, member of the scheduled castes! 
tribes and rural artisans in full measures. The Com­
mittee also suggest that efficiency of the scht'me 
shou;d be kept under scrutiny. 

4.40 The Committee note that under the strategy of the 
Area Approach adopted by the public sector banks. 
out of about 5.67 lakhs vittages in the country only 
6870 villages had been adopted by the banks up to 
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March, 1973. The Committee were l~r informed 
that up to the end of June, 1973 about 19,000 
villages were adopted by the different public sector 
banks under the Area Approach. As per the con­
solidated report of the Public Sector banks for the 
year ending December, 1975 the nationalised b~!lks 

have adopted 18146 villages up to the end of June. 
1975 the State Bank of India group have adopted 
10974 villages as at the end of September, 1975. 
The figures as at the end of June. 1976 indicate that 
the nationa'iscd Banks and the State Bank of India 
Group had adoptcd 25206 and 14193 villages respec­
tively (totalling 3939Q v1Ilhgcs). As a part of the 
strategy of the Area Approach, the State Bank of 
India Group have also opened 290 agricultural deve­
lo~ment branches upto 30 June, 1977. The Com­
mittee find that there was a spectacular incrensc iil 
the number of villages adopted by the Banks during 
the period March, t 973 and June. 1973 l.t'., from 
6870 to 19000. The progress during the n(,xt two 
years was not upto the mark. The Committe:! desire 
reasons for this s'ow progress should be looked into 
by the Department. The Committee need hardly 
emr-hasise that the puhlic sector hanb and the com­
mercial banks should intensify their efforts to adopt 
more and more vi11a.!!e~. The Committee would like 
the Department to lay down a target in this regard 
for the 5th Five Year Plan. 

The Committee note that the banks have so 
delegated powers to their b.ranch managers that they 
could di-;pooe of nhout 80 per cent of 101n lloplica­
tion~ at their level and only propos:l's jnvo(vin~ larger 
amounts are required to be referred to th~ higher 
authoritie~. The Committee desi.re that it should bo 
ensured that the delegated powen are used by the 
Branch Man:lgcrs in :l judicious manner and delays 
do not occur in san':tion of loans especially in case 
of small borrowers. The Committee need h~rd~y 
emphasize that bank credit ~hould be made available 
to the farmers at the right time of crop season . 

.. _._. __ .. _-------
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The Committee understand that the public sector 
banks have adopted the credit norms for different 
crops as advised by Field Workers Conference! 
Technical Group constituted at the district level for 
the Central Cooperative banks, with reference to the 
use of fertilisers and other inputs and adoption of 
improved agricultural practices in the area of their 
operation. The Committee recommend that efforts 
should be made by banks to review the credit norms 
for different crops on a continual basis. The consul­
tancy services made available to small farmers by 
the banks' field staff should also be improved. 

The Committee note that in response to the 
recommendations of the National Commission on 
Agriculture, an innovation has been made in setting 
up the Farmers' Service Societies which are registered 
as cooperative institution and function as multi­
purpose agencies at the base level, taking care of the 
needs of the farmers in the area of their operation. 
With the setting up of these societies, the farmers can 
look to a single agency for alI their requirements. 
250 such societies have been set up all over the 
country and there is a programme of organising such 
societies in other areas having special development 
schemes. The Committee welcome this step and 
hope that the Farmers' Service Societies would go a 
long way in serving the needs of small farmers at one 
contact I'oint by providing an integrated service in­
cluding technical advice. The Committee, however, 
feel that the number of societies set up so far is 
inadequate. They suggest that a timebound pro­
gramme should be evolved to set up a large number 
of such Farmers' Services Societies all over the coun­
try and a watch kept regarding the implementation 
of the programme. 

4.44 The Committee attach much importance to 

-4202 LS-U5. 

coverage of relatively small borrowers by the credit 
deployment of public sector banks. According to the 
information furnished to the Committee, small far­
mers having land holdings upto 5 acres accounted 

-- ._---- -----------



1 2 3 
--------_._--------_ ... _- ._------ . ----._------_._--

56 4.45 

57 4.46 

for 74.12 per cent of the agricultural short terna' 
borrowal accounts and 50.8 per cent of the amoUDl' 
outstanding at the end of September, 1976. As; 
regards the term loans, this category accounted fair 
45.8 per cent of the loan accounts and 23.64 per ceDft 
of the amount outstanding at the end of September,. 
1976. Although the small farmers account for • 
substantial percentage of the short-term loaa 
accounts, the outstanding amounts advanced to themt 
does not proportionately constitute the same percent­
age of the total amount. The percentage of out­
standing amount is significantly low under tenm 
loans. The Committee therefore desire that concert~ 
cd efforts should be made by the public sector banks;· 
to increase the coverage and quantum of bank credit 
to small borrowers having land holdings upto 5 acres... 

Besides the advances given directly to farmers, the 
public sector banks are indirectly assisting them 
through agricultural primary credit societies. As tr.:­
end of December, 1976, the total outstanding short 
term advances made by commercial banks (includ­
ing public sector banks) amounted to Rs. 30 crores 
involving 2548 societies and medium term advances 
amounted to Rs. 5 crores involving 1055 societies.. 
,The Committee consider that the amount of loans aId' 
the number cif societies involved in the whole count", 
is very low. It should be examined what measures 
ar~ necessary to increase credit through primary 
credit societies. 

The Committee note that the Public sector banb 
also assist the identified participants in Small Farmers 
Development Agencies Marginal Farmers and Agri­
cultural Labourers areas. During the year 1976-77~ 
the loans disbursed by the Commercial Banks (iu-
eluding public sector banks) to the identified parti­
cipants in SFDA/MFAL agencies increased to Rs. 30' 
crores from Rs. 16 crOTes during 1975-76. TIle 
Committee desire that the progress made in disburse­
ment of loans to identified participants in SFAf 
MFAL aTellS should be kept under close watch. 

--------_ .. ----------_ .... __ ._--_._--------- ----.--------- ----
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The Committee note that in the case of the 
North Eastern Region where the ownership of land is 
vested in Village CouncilsjAnchal Samities, a Study 
Group appointed by the Reserve Bank of India bas 
inter-alia suggested that banks should lend on a group 
guarantee basis. The State Bank of India is foUow­
ing the procedure and the other banks operating in 
the region have been instructed by tne Reserve Bank 
of India to implement the recommendation. The 
Committee desire that the matter shoUld be pursued 
with the banks and it should be ensured that the 
credit needs of the farmers in the North Eastern 
Region are adequately met. 

The Committee note that there have been com­
plaints about disbursement of loans in kind, but the 
existing system is preferred because it prevents any 
scope for diversion or misutilisation of the loan money 
and the investmerit g~ to promote a productive 
function and generate additional income for the 
borrower. The Committee desire that in all cases 
where serious complaints are made about the dis­
bursement of loans in kind, it should be ensured that 
proper investigations are made and necessary 
remedial measures are taken. 

The Committee further note that the Government 
haVe urged the public secto.r banks and private sector 
hanks to accord priority in providing required credit 
ior implementation of the drought prone areas pro­
gramme and also to evolve schemes for rehabilitation 
of victims of flood and other natural calamities. As 
regards the recovery of loans under the programme. 
both commercial and cooperative banks adopt flexible 
approach wherever necessary. The Committee are 
anxious that credit schemes evolved for drought 
prone and flood areas which are susceptible to natural 
calamities should be kept under review with a view 
to improving the economy of the areas and relieving 
the hardship of the affected people. It should be 
ensured that in case of crop failure, the recovery of 
interest· on Joan is suitably postponed. 
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The Committee feel that with a view to keeping 
prices of agricultural produce under check, it is 
ncessary to make agriculture credit cheaper. The 
Committee therefore suggest that it should be care­
fully examined how the agriculture credit given by 
the various lending agencies could be made cheaper 
and the penal rates for delay in repayment less 
harsher particularly when such delays are caused by 
failure of crops drought, flood and other natural 
calamities etc. 

The Committee note that the Reserve Bank of 
India through its Study Teams has so far undertaken 
special studies of the financial and organisational 
position of the Cooperative Credit Institutions in the 
State of Kerala, Maharashtra, West Bengal, Bihar, 
Rajasthan, Madhya Pradesh and Uttar Pradesh. 
Such special teams have been set up for Jammu & 
Kashmir and Himachal Pradesh. The recommenda­
tions made by the Study Teams have been conveyed 
to the State Governments for speedy implementation. 
The Committee hope that such special studies will be 
taken up by the Reserve Bank in the remaining States 
according to time-bound programmes. The Com­
mittee also desire that it shou~d be ensured that 
recommendations of the Study Teams are imple­
mented by the State Governments expeditiously. 

The Committee note that Government of India 
have not yet taken a final view or the recommenda­
tions of the Hazari Committee or the Integration of 
Cooperative Credit Institutions as views from some 
of the State Governments are still awaited. The 
Committee desire that the matter should be vigorously 
pu.rsued with the State Governments concerned. 

The Committee desire that implementation of the 
recommendations of the Hazari Committee with 
regard to grant of loan by Land Development Banks 
on the basis of a charge on land instead of insisting 
on a mortgage as at present may be pursued with the 
State Governments who have not yet amended their 
Cooperative legislation. 
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The Committee note that the Department of 
Banking approached the Reserve Bank to constitute 
the Expert Group to review the working of aU 
schemes for agricultural finance only in September, 
1976. The Committee trust that the Expert Group 
undtr the Chairmanship of Shri G. Desai have com­
'pleted their work as scheduled. The Committee 
would like to be informed of improvemc;nts made in 
the schemes for agricultural finance and new pattern 
of schemes framed to meet the credit requirements 
of farmers and agriculturists. 

The Committee note that in pursuance of their 
recommendation made in paragraph 4.32 (i) of the 
62nd Report, 16 States have issued p8'Ss-books to far­
mers in some areas, containing record of the land 
owned by them to facilitate grant of loans speedily. 
The Committee recommend that the State Govern­
ments concerned may be impressed upon to cover 
all the areas in issuing such pass books so that fur­
mers, particularly small and marginal farmers, have 
not to face any difficulties in getting loans. 

4.79 The Committee further desire that the question of 

4.80 

4.87 

issuing land pass books to farmers may also be vigo­
rously pursued with the remaining States. 

The Committee note that 10 public Sector Banks 
have issued loan account pass books/cards to farmer 
borrowers and 2 mOle banks decided to introduce 
such pass books shortly. One bank has issued pass 
books on pilot basis in 3 States and it would extend 
the scheme to other regions after gaining expenence. 
The Committee desire that the remaining banks should 
also he impressed upon to introduce this procedure 
of issuing passbook'S to borrowers. The Committee 
need hardly stress that these pass-books will be use­
ful as they would serve as a ready-reckoner for banks 
to give loans and effect recoveries. 

The Committee note that under a tripartite ar­
rangement between the banks, Sugar Mills and Regis­
tered Sugar Cane growers banks advance credit tc 
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the sugur cane growers who undertake to deliver cane 
to the Mills which deduct payments due to the banks 
ft om the cane price payable to the growers and remit 
the same to the banks. This arrangement which 
ensures that the cane growers get their credit require­
ments in time. is stated to be in operation for a long 
time in some States. The credit needs of Sugar Cane 
growers are met by the banks in time under this 
arrangement. 

4.44 The Committee desire that the Public Sector Banks 

4.97-4.98 

4.99 

should make efforts to extend the scheme to other 
States where such arrangement does not exist. 

The Committee find that in order to meet the 
immediate consumptlion credit requirements of the 
tribal areas, large size multi-purpose societies were to 
be organised 'and as a result of decision taken in this 
regard in a meeting of Chief Ministers of seven States 
about 1414 such mUlti-purpose societies have been 
formed as on 1-4-1977. The Committee emphasize 
that in view of the unenviab~c predicament of the 
unorga~ised class of agricultural and other labourers, 
small farmers, etc. particul~rly i."l tribal areas, all out 
efforts should be made to meet their consumption 
credit requirements in order to relieve them from their 
age old sufferings at the hands of traditional money­
lenders. The Committee would further like to be in­
fromed about the progress made in setting up the 
multi-purpose societies in tribal areas and also the 
further programme for coverage of more areas by 
l'.uch 'Societies. 

The Committee note that on the recommendation 
of the Sivaraman Committee, certain commercial 
banks have introduced schemes of advancing money 
for consumption purposes against the security of gold 
and silver. Similarly the Bombay unit of State Bank 
of India have issued instructions to 50 Branch Mana­
gers to' introduce in 59 selected rural centres, schemes 
like loans for consumption purposes against brass and 

----------- -- ---- _. - ----~------ -- ----
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copper wares and loans from 'imprest amount' of 
Rs. 250/- kept by the Branch Managers for the pur­
pose. The Committee desire that the working of all 
these schemes should be closely watched and it 
should be seen how -far these have become popular. 
As a result of the experience gained, these schemes 
should bl! extended to the rural banks branches of 
the commercial/public sector banks and Regional 
Rural Banks all over the country. 

"714.105 The Committee were informed that the banks have 
started financing primary agricultural cooperative 
credit societies in a number of States where the con­
cerned central cooperative banks are unable to meet 
the credit needs of these sociteies. The Committee 
further note that experiment in this regard was started 
in 1970, in the States of Madhya Pradesh, Andhra 
Pradesh, Uttar Pradesh, Mysore and Haryana and 
has since been extended to Orissa, West Bengal. 
Bihar, Jammu and Kashmir, Maharashtra, Assam and 
Tripurn. It is proposed to extend it to Rajasthan and 
Tamil Nadu. The Committee suggest that on the 
basis of the experience gained the experiment may 
be extended to all other States where the cooperative 
structure is weak. 

'724.106 The Committee note that the Commercial banks 
have made efforts to increase their lending for agri­
cultural and other allied activities. The banks are 
financing small and marginaT farmers up to specified 
amounts under various schemes without insisting on 
mortgage land, The emphasis is on moving away 
from security oriented lending to purposive, produc­
tive and incremental income oriented lending. The 
Committee further note that the banks have started 
taking group guarantee in respect of loans granted to 
very small farmers. Banks brave introduced scheme 
of graded interest rates according to the size of land 
holdings whereby small farmers get some concession 
in the interest charged as compared to the bigger far­
mers. Public Sector Banks -have also started asso-
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ciating themselves with and financing the newly form­
ed farmers' Service Societies in order to provide loans 
to small farmers. A working group has been set up 
by the Reserve Bank in October, 1976 to 'Study the 
problems arising out of adoption of multi-agency ap­
proach in agricultural financing. The Committee hope 
that the working group will complete its work expedi­
tiously and necessary follow up action will be takeB 
on its report. 

The Committee note that on the basis of the re­
commendations of Thakkar Committce~ which re­
viewed the special Credit Schemes of Banks with 
particular reference to their employment potential. 
the Resen'e Bank had issued guidelines to commer­
cial banks in March 1971 which were also applicable 
to the small scale industries. These guidelines inter 
aiw have emphasised the imperative need of simplifi­
cation of credit procedures, delegation of powers to 
branch Managers and reduction of delays in process­
ing of loan applications etc. The Committee also ~ote 
that the recommendations of the Banking Commis­
sion (J 972) 'as accepted by Government have alsO· 
siru:e been brought to the notice of the Commercial 
Banks by the Reserve Bank of India. The Commit­
tee would like the Reserve Bank and the Department 
to keep a close watch over the implemeDtation of the 
recommendations of the Banking Commission with 
particular reference to those relating to the Small 
Scale Industries. 

The Committee note that Government have bcea 
inlpTel'ising upon the public sector banks the need for 
expeditious disposal of loan applications from smaR 
entrepreneurs. Government have in September, 1976 
enjoined on public sector banks to ensure that Joaa 
application involving credit limits of Rs. 10,000 or 
less are disposed of by the banks within a period of 
3-4 weeks from the date of their receipt. In die· 
guidelines issued to Public Sector Banks for dispen­
sation of credit under Hlllf-a-million jobs program-
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me, it had been stipulated that loan applications are 
disposed of as expeditiously as possible and in any 
case within a period of two months from the date of 
receipt. The Ministry of lndu.strial Development 
have also requested Government of StateslUnion 
Territories to issue suitable instructions to State Fin­
:.mce Corporations and other State financing agencies 
responsible for disbursement of loans to small scale 
industries and ensure that delays do not occur in 
clearing proposals for grant of financial assistance. 
The Committee emphasize that the Department should 
ensure that loan applications of small entrepreneurs 
are disposed of as expeditiously as possible. at least 
within the time-limit, stipulated for the purpose. 

The Committee feel that for the purpose of speedy 
disposal of loan application of small entrepreneurs," 
suitable measures should be evolved to establish effec­
tiw coordination between the Development Commis­
sioner of Small Scale Industries, Director of Indus­
tries, State Finance Corporations, Banks and various 
other agencie~ concerned with the grant of loans. 
The Committee suggest that periodical meetings of 
the representatives of the various agencies at regional 
and district levels should be held to review the time 
taken in the disposal of loan applications from small 
entrepreneurs with a view to ensuring expeditious. 
oisposal. 

The Committee also emphasise that simplification 
of procedures for grant/disbursement of loans to the 
prospective entrepreneurs should receive continual 
attention so that the small borrowers have not to ex­
perience difficulties. The Department should keep 
under watch how far Public Sector Banks have 
streamlined the procedures to expedite sanction of 
loans to small borrowers. 

The Committee note that the Western Maharash­
tra Development Corporation (Pune) have adopted 
a scheme of the Planning Commission for small entre­
preneurs, whereunder 10 per cent of the cost is met 
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hy the State Government, 10 per cent by entrepre­
neurs and 80 per cent i'S given by the bank. Under 
the scheme the recovery of the money given by the 
State Government is made by the bank. The Com­
mittee desire that adoption of this scheme by other 
State Governments should be pursued. 

-17 4.131 The Committee note that at the end of December, 
1975, the total outstanding credits given to the Small 
Scale Industries was Rs. 1,147 crores which formed 
11.7 per cent of the total bank credit. The position 
as at the end of March, 1977 was that the amount 
outstanding increased to Rs. 1403 crores forming 
10.7 per cent of the total bank advances. The 
public sector banks accounted for 89 per cent of the 
total outstanding credit to small scale industries as at 
the end of March, 1977. The net increase in out­
standing credit to this sector during the year ended 
1975 was Rs. 130 crores and during the period 
January, 76 to March, 77 it was Rs. 256 crores. 
The number of units financed i.:creased from 273188 
at the end of March, 1976 to 425703 at the end of 
MarcG, 1977. This trend indicates more financing of 
smaller units by the banks. The Committee desire 

. that sincere efforts should continue to be made by the 
Commercial Banks to provide loan assistance to the 
Small Scale Industries at a larger scale so as to cover 
the maximum number. of units. 

78 4.132 The Committee note that the Ministry of Industry 
have recently taken a decision to give subsidy to the 
extent of 15 per cent on the investments made by the 
entrepreneurs on small scale industries established 
in backW"drd areas. Necessary instructions in this 
regard have been issued to the State Governments. 
The Committee hope that the implementation of this 
measure will give fillip for establishment of industries 
in backward areas, and belp their development. The 
Committee, however. desire that progress made in this 
regard may be kept under watch with a view to tak­
-jng further n~cesS'ary steps. 

-----------------------------
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79 4.14b Tho! Committee note that for giving loans to 
"professionals and self-employed" sectors, banks have 
formulated various employment oriented schemes. 
Besides, thl! banks were involved in the "Half-a-Mil­
lion job Programme" being implemented by the Plan­
ning Commis'Sion since 1973. Under the two pro­
grammes up to the end of June. 1976 the public sec­
tor banks received 99887 applications out of which 
50578 applications (50.6 per cent) were sanctioned, 
39596 applications (39.7 per cent) were rejected 'and 
9713 applications (9.7 per cent) were pending. The 
amount of advances outstanding as on that date was 
Rs. 61.26 crores. The relative figures as at the end 
or March, 1977 'show that the banks received 129105 
applications out of which 72730 (56.3 per cent) were 
sanctioned. 47690 (37 per cent) were rejected and 
8685 (6.7 per cent) were pending. The amount of 
advance outstanding increased to Rs. 84.06 crores. 
The Committee are disappointed over the results of 
the implementation of the schemes. Considering the 
magnitude at unemployment amongst educated. pro­
fessionals etc., the Committee feel that sanction of 
72730 applications during the past several years is 
nut enough and would not make a significant dent on 
the problem. In view of the increasing numbers of 
unemployed persons, engineers, doctors and other 
professionals, banks should play a catalystic role in 
pwmoting self-employment and meeting the loan re­
quirements of this sector. More positive and deter­
mined measures by the banks are necessary to in­
crease the contribution to this sector. 

~o 4.149 The Committee understood that the public sector 
banks have undertaken s-ample studies to assess the 
impact of bank credit on specific schemes formulated 
by them. But such studies have been made to assess 
the impact of bank credit on agricultural borrowers. 
The Committee desire that the public sector banks 
should undertake sample studies to assess the impact 
of bank credit in respect of various schemes formu­
lated under the "professional and self-employment" 

- . ------ -_.---------.-_._------------
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sector and "Half-a-MiIlion job Programme". The 
sample studies should particularly look into the rea­
sons for high rate (39.7 per cent) of rejections of 
applications with a view to evolving remedial mea­
sures. It should also be examined how far the diffi­
culties experienced in the past in extending credit 
assistance under half-a-million job programme are 
continuing a!ld what further steps are necessary to 
resolve them and establish proper coordination with 
the State Governments who sponsor the applications. 
under the scheme. The Committee suggest that these 
studies should be initiated immedi'Rtely. 

The Committee also desire that the banks should 
review the arrangements made for giving publicity to 
the various employment oriented schemes with it view 
to ensuring that the information reaches even the 
remotc areas of the country. 

The Committee note that for the purpose of im­
proving recovery position in the agricultural sector the 
commercial banks have adopted 'area approach' with 
more careful scrutiny of applications at the initial 
stage, ensuring end-use of credit and follow up of 
recoveries at the time of harvesting of the crop. The 
Committee have been informed that with the imple­
mentation of the Talwar Committee recommendations 
by the State Governments and introduction of simpli­
fied recovery procedures in different States. the posi­
tion of recoveries is expected to show improvements 
in future. In pursuance of the recommendations of 
the Talwar Committee, most of the State have al­
ready enacted legislation on the lines of the Model 
Dill. The Committee desire that the State Govern­
ments which are in the process of reviewing the 
Model Bill based on the Talwar Committee recom­
mendations, may also be persuaded to initiate 1egis­
lation at the earHest. 

5.19 With the enactment of legislation by the State 
Governments, the Committee hope that the banks 

---------- -- -----
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will spare no efforts to recover the outstanding dues. 
The Committee desire that the improvements effected 
in recovery should be kept under constant watch. 

The Secretary (Banking) during the evidence 
expressed the view that even after the merger of the 
two credit guarantee schemes administered by the 
Credit Guarantee Corporation and the Reserve Bank 
of India Schemes, both the rates of guarantee fC'C 
could co-exist and that there was no need for appre­
hension that merger would lead to enhancement of 
guarantee fee. The Committee, therefore, reiterate 
their earlier recommendation regarding enlargement 
of the scope and coverage of the Credit Guarantee 
Corporation and desire that the whole matter should 
be rL!-examined with a view to bringing about the 
credit guarantee scheme administered by the Reserve 
Bank of India for small scale industries, within the 
ambit of the Credit Guarantee Corporation. The 
C(lmmittee would like to be informed about the out­
come within six months. 

The Committee note that the profit of nationalised 
banks as percentage of working funds which was 0.27 
per cent in 1973 and 0.28 per cent in 1974 declined 
to 0.24 per cent in 1975. The decline has been attri­
butt.'d due to the rate of expenditure being higher than 
the rate of rise in income. The higher rate of expen­
diturf" is stated to be due to opening of new banks 
offices in rural. semi-urban and hitherto unbanked 
centres which would take sometime to break even and 
other development activity undertaken by banks which 
involved expenditure on additional staff and their 
training as also expenses over a larl.!e number of ad­
vances with lower returns The C(1mmittee fcel that 
with better management techniques and rationaJisll­
tion of staff. the servicing costs could be considerably 
reduced by the bllnks. It is imperative that cost 
consciousne5~ should be continuously instilled in the 
bank staff at all levels. The Committee cannot over 
emphasise that it is of utmost importance that the 
banks exercise maximum economy in their operation'S 
so as to keep overheads and establishment charges to 
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the minimum. They would like the banks to under­
take continual review of the costs of various activities 
so that effective measures could be taken to bring 
down the costs wherever possible. 

The Committee note that the Banking Commis­
sion has recommended regular studies to evolve stand­
ards for various jobs, facilities control and rationalise 
service charges etc. The Committee have been in'" 
formed that the Reserve Bank of India has taken up a 
sample survey of some of the branches working at 
~ loss. The Committee desire that effective steps 
should be taken to evolve the standards -and norms 
suggested by the Banking Commission at the earliest. 
They would further like that the standards and norms 
should be reviewed periodically in the light of experi­
e~e gained. 

The Committee note that the lending and deposit 
interest rates have been revised by the Reserve Bank 
w.e.f. 1 March, 78. The major change affected is to 
bring about '3 downward revision of lending rates of 
various categories. There i'S sizeable reduction in the 
upper ranges of interest rates. For banks with depo­
sit liabilities in excess of Rs. 25 crores, current rates 
of interest chargeable by them at 16-1/2 per cent 
and 17-112 per cent have been brought down to 15 
per cent. For banks with deposit liabilities less than 
R~. 25 crores, the new rate of interest has been fixed 
at ] 6 ~r cent. The rote of interest on food credit 
has been reduced from 12 per cent to 11 per cent. 
As regards the interest rates on deposits, the reduc­
tion is particularly noticeable in the case of longer 
maturity deposits. An important decision taken is 
to merge the two types of savin,!! accounts into one 
single saving deposit account with limited cheque faci­
lities which will attract interest of 4-] [2 per cent per 
annum. According to the Reserve Bank of India the 
attemrt to reduce the deposit rates marginally has 
been aimed at balancing the two rather conflicting 
considerations of reducing the cost of mobilisation of 

_______ .... _, __ 00_"'_- .. __ .... __ ._ .. 
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resources· and at the same' time not adversely affecting 
the savings of the pUblic. The general frame in which 
the monitory and credit policies will operate would 
continue to be one of over all restraint. The Commit­
tee have no doubt that the policy would be kept under 
constant review by the Reserve Bank of India. The 
Committee would however like that international 
norms in regard to the deposit and credit rates may 
also be studied and appropriate lessons drawn for 
applications to the conditions in our country. wher­
ever feasible. 

It has been stated by Government that the broad 
objectives to be pursued by the nationalised banks 
were succinctly set out by the then Prime Minister in' 
her statement in the Houses of Parliament on 21 
July, 1969. Within the broad frame work of the ob­
jectives and obligations specific directives/guidelines. 
arc issued by Government!Reserve Bank of India 
from time to time in response to the emergent needs 
of the changing situation but these cannot be consi­
dered as long term objectives. Government feel that 
it would neither be feasible for practicable to lay 
down very detailed parametres within which national­
ised banks should functiOn within the short-time. 
There appears to be no need to define in detail the 
objectives and obligations of the nationalised banks. 
The Committee are, however, not convinced with tho 
arguments of the Ministry. They feel that with a view 
to ensuring accountability of the nationalised banks 
and avoid uniformed criticism about their working, 
it would be desirable to define in detail their objectives 
and obligations. The Committee therefore reiterate' 
their earlier recommendation made in April t 974 
th:lt Government should make a comprehensive and 
clem statement of the objectives and obligations of 
the nationaJiseci banks and lay it on the Table of the 
two Houses of Parliament. Any change in the detail­
ed parametres necessitated by the changing economic 
situation can be incorporated as and when necessary 
and the Parliament informed about this. 
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The Committee are concerned to note that recon­
ciliation of accounts still remains to be completed in 
respect of three banks. The Ministry is, however, 
now instructing the Chairman of three banks to draw 
up a time bound programme for the reconciliation of 
inter-branch accounts. The Committee stress that the 
work should be completed expeditiously and the Com­
mittee informed of the position after three months. 

6.39 The Committee also desire that during the inspec-

6.46 

'(,.47 

tion of banks, the officers of Reserve Bank of India 
should ensure that the guidelines issued by Reserve 
Bank of India are strictly followed by all the banks 
ancl that arrears of reconciliation of inter-branch ac­
counts are not allowed to recur. 

The Committee note that to ensure speedy dispo­
sal of loan applications from small borrowers, the 
banks have taken certain measures like delegation of 
powers and simplification of forms and procedures. 
The banks have also introduced simplified loan appli­
cation forms in respect of agriculture and small scale 
induc;tries ill regional languages. The Department of 
Revenue and Banking has also taken decisive mea­
sure!> that all small loans should be sanctioned and 
the loan applications disposed of within 3 to 4 weeks 
from the date of their submission. While the Com­
mittee consider that these measures are a step in the 
right direction, they would like to stress that the effi­
cacy of these measures would be judged by the man­
ner in which these are actually implemented by the 
banks and the impact they create on the borrowers. 
The Committee would like that a periodical review 
should be made to ascertain the real utility of these 
metlsures and the time within which the loan applica­
tions particularly of the small borrowers, are disposed 
of. 

The Committee note that the Reserve Bank of 
India had conducted a survey as far back as 1972 in 
Delhi region when it was found that about 97 per cent 
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of loan applications were disposed of within one 
month. The Committee feel that it is high time that 
another survey is undertaken by the Reserve Bank of 
India. The survey should inter-alia include back­
ward areas to as'Sess the time taken in the disposal of 
loan applications in the priority sector particularly 
from the weaker sections of society. The difficulties 
experienced by the intending borrowers owing to their 
ilI!tcracy and ignorance of rules/regulations govern­
ing grant of loans may also be studied in the survey 
80 that suitable remedial measures may be taken in 
this regard. 

90 6.57 The Committee note that the Banking Service 

91 6.64 

Commission Act, 1975 has been repealed and the 
Banking Service Commission has been dissolved with 
effect from 19th September, 1977. The Committee. 
however, hope that the Government would consider 

. the desirability of evolving a uniform system for staff 
recruitment in all the nationalised banks in the inter­
est of attracting the best talent for banking 'lervice on 
merit keeping in view the policy of Government re­
garding reservations. 

The Committee note that the Committee of 
Direction for formulating and implementing the train­
ing programmes, has devised various training pro­
grammes as also a system of feed back to ensure the 
efficiency of 1raining methods and training courses. 
The Committee further note that a sub-group of the 
Committee of Direction which was appointed to design 
a common training programme for probationary 
officers of all public sector banks, has submitted its 
report which has been broadly approved by the Com-
mittee of Direction. Under the training course de­
signed by the sub-group. 1926 probationers were 
trained in 1975 and upto June, 1976, 484 more pro­
bationers have received training. Under other 
schemes of training for different categories of stafl', 
about 56,000 people are stated to be trained every 
year. The Committee desire that a detailed pro--

~-----------
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gramme should be evolved for imparting training 
through regular/refresher courses to all cat.egories of 
the existing staff in all the public sector banks on a 
uniform basis. Thl' Committee suggest that as in 
the ca~c of probationary oJlicers the training of 
the stat}" and their recruitment should be so link­
ed that the incumb~nts undergo necessary train­
mg immediately after their recruitment and are 
put on ,the job only after successful completion of the 
training course. The Committee have no doubt that 
the training courses have been designed keeping in 
view the objectives before the nationalised banks and 
to inculcate a spirit of dedication in the officers/staff 
in order to achieve those objcc: ivcs so that there is a 
spectacular change in their outlook and also service 
rendered to the people. 

The Committee note that the Government were 
still examining I t recommendations out of 97 recom­
mendations contained in the interim report of the 
Working Group on Customer Service in consultation 
with the Reserve Bank of India and were taking 
steps/decisions to formulate legislation for implement­
ing recommendations which required legislation. 

The Committee further note that the Working 
Group on Customer Service have submitted their final 
report to the Government in April, 1977. The final 
report which contains 176 recommendations is an in­
tegrated report containing recommendations made in 
the interim report also. Th(' recommendations are 
under examination of thc nepartment of Revenue and 

Banking. 

The Committec need hardly stress that thl' prime 
function of banks is the creation and delivery of 
\.)stomer-satisfying service. To accomplish "his aim. 
banks have to be conscious of the as!,irations a,d the 
needs of the community that they are exnectcd to 
serVe and 'endeavour to rise to the Occllsion hv pro­
viding efficient and dedicated ~crvict' to their c1ien t c; 
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The banks have to realise that their task is to anti­
cipate the needs of their customers and provide posi­
tive responses. The Committee desire that the De-
partment of Revenue and Banking/Reserve Bank of 
India. on their part, should expedite examination of 
the recommendations of the Working Group on Cus­
tomer Service and take immediate steps for imple­
mentation of the operative recommendations which 
have been accepted by them_ The progress in imple­
mentation of recommendations should be watched by 
the Department/Reserve Bank in a purposeful man­
ner so as to ensure that a spectacular change in the 
customer service in banks could be noticed by the 
clientele served by the banks, at the earliest. 

-------.-------
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