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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 
Eighty-fourth Report on the Ministry of Finance (Department of 
Economic Atfairs)-Banldng. 

2. The Committee took evid nee of the r('presentatives of the 
Ministry of Finance on the 28 and 29 Oc[ober, 10 and II November, 
1983. The Committee wish to express their than~s to the officers of 
the Ministry of Finance for placing before them the material and 
information desired in connection with the examination of the subject 
and giving evidence before the Committee. 

3. The Committee also wish to express their tflanks to Shri N.N. 
Pai, Chartered Accountant, Bombay, the representatives of Indian 
"Banks Association, Bombay and Federation of Indian Chambers or 
Commerce and Industry, New Delhi for giving evidence and making 
valuable suggestions to the Committee. 

4. The Committe~ also wish to express their thanks to other 
Organisations and individuals who furnished memoranda on the subject 
to the Committee. 

5. The Report W.lS considered and adopted by the Committee on 
25 April, 1934. 

6. For facility of reference the recommendations/observations of 
the Committee have been printe~ in thick type in the body of the 
Report, and have also been reproduced in a consolidated form in 
Appendix to the Report. 

NEW DELHI ; 
April 28, 1984 
Vauakha, 8, 1906(S) 

(v) 

BANSI LAL 
Chairman, 

Estimates Committe,. 



OHAPT£RI 

NATIONALISATION OF BANKS 

1.1 Banking is known to have bccn practised in India since the 
6th Century B.C. by the money-lender3. Tbey dealt in 'hundies' i.e. 
bills of exchange. During the 17th Century A.D. tbe indigenous bankers 
used to make remittances of money, grant crop loans and property loans 
and also finance agriculture and internal trade. 

1.2 With tbe arrival of the British East India Company, a areat 
change took place in tbe monetary system in India. A few Britisb mer-
chants in Calcutta promoted Agency Houses which reccivcd deposits and 
granted advances and also issued papor curronoy. The Calcutta Agency 
Houses were tbe precursors of early Joint Stock Blnkins in India. To 
Alexander & Co. goes the credit of establishing the Bank of Hindu.tan 
in Calcutta, in 1770. The Calcutta Agency Houses came Lo grief in 183 J 
due to reckless speculation. Around tbat time a few banks were estab· 
lisbed based on the principle of unlimited liability. Between 1833 and 
1860, 12 such banks were established, and half of them had to close 
down due to speculation and frauds. 

1.3 In the year 1860, by an Act, the principle of limited liability 
was applied to the 10int Stock Bankins. Betweon 1806 and 1843 the 
Bank of Bengal, the Bank of Bombay and the Bank of Madras were 
establiihed und"r the Charter. Tbe Government were shareholders in 
these banks and deposited large funds with tbem. Tbese tbree bank. 
were renamed tbe Presidency Banks by an Act of Britisb Parliament in 
1876. During tbe penou of Swadeshi Movement (1906'1<}Jj) It number 
of banh were established and 98 of tbem failed due to speculation and 
mismanaacment. 1n 1920, the three Presidency Banks were takeD over 
by tbe Imperial Bank of hdia under a special legislatioo. Tbe Impe-
rial Bank of India acted as the Banker to tbe Government till 1935 wben 
tbe Reserve Bank of India was establiShed as the Ceotral BaDk of tho 
~untry. 

1.4 Tbe .Reserve Bank of India (RBI) started fUDctiottina from 
tbe lst April, 19 JS. Since tben it has been a~tinl as tbe Banker to lb. 

1 



Governm~nt, bankers' bank, regulatory authority regulating the func-
tioning of the commercial banks, and looking after public debt and 
currency management. The Banking regulation Act, 1949 empowered 
the RBI to control and regulate the functioning of commercial banks. 
This Act was coacted mainly for the purpo.e of protecting the interest 
of depositors. It provided for, among other things, restrictions and 
~ontrol on loans and advances, control· over branc~ expanllon aftd ins-
pection of Banks. 

1.5 Although the co-operative movement was started in 1904 with 
a view to providing credit to agriculture, the prosress was far from 
satisfactory. Therefore, at the recommendation of the Rural Banking 
Enquiry Committee the Imperial Bank oflndia was asked to open 114 
new branches in rural and semi-urban areas within a period of 5 years 
from lst July, 195 t. 

The Blink:, however, could open only 63 braDebes as it mundtbat 
the new branches in rural and semi-urban areas were unremunerative 
for several years. Consequently. in accordance with the recommenda-
tions of the al\ India Runil Credit Survey Committee the Imperial Bank 
of India was converted into State Bank of India from tbe Ist July, 19.55 
by the State Bank of India Act, 1955. 

1.6 In 1968, the Government of India introduced "social coutr"l" 
over baaks by which they were directed to provide larger volume of 
credit to hitherto ne.lootedsectors $uch &I AJI'ieuit\lre, SmalllndllStriei, 
Village Artisans etc., to make bank credit a more etl'eQtiveinltrWllCllt 
of economic development. However. the proaress made by banks in 
this regard WelS not found adequate. Honce, wiab a view to eosurioa 
that banks were adequately motivated towards a speedy achievement of 
tbe Illlcial ob}:ctivcs of meeting tbe lelilimatc requirmcotiof the wfaic{ 
sections of tbe Society, 14 major India Scbeduled Commercial Danks 
werc· nationalised on the 19th July. 1969 by the Dankins Companies 
(Acquisition and Transfer of Undertakinas) Act, 1970. This was further 
fotlowedby nationalisation of 6 morc, banks in April, 1980. The namel 
of the 20 Nationalised Banks are: 

1. Ceo tral Bank. ofIndia 

2· Bank of Ihdia 



.~ 

3. PUnjab National Ba~k 

4. Bank of Baroda 

S. United Commercial Bank 

6. Canara Bank 

7. United Bank of India 

8. Dena Bank 

9. Syndicate Bank 

)0. Union Bank of India 

I), Allahabad Bank 

12. Indian Bank 

D. Bank of Maharaahtra 

14. Indian Overseas Bank 

15. Andhra Bank 

16. Corporation Bank 

17. New Bank of India 

18. Oriental Bank of Commorce 

19. Punjab and Sind Bank 

20. Vijaya Bank 

1.7 The 14 Commetcial Banks weN natiooali.ed in 1969 with tho 
following objtClives as given in tho Statement of Objects and Reasons 
appellded to tbe Banking Companies (Acquisition & Transfer of under-
takins) Bill, 1969 :-

"The Banking system touches lives of million and has to be inspired 
by laq~er social purpose and has to subservc national proritiea 
and objective~, such as rapid growth in agriculture, small 
industries and exports, raising of employment levels, encoura-
gement of new entrepro:neurs and the development of the back,-
ward areaa. For this purpose, it is necessary for Governmcnt 
to take direct responsibility for the cxtension and diversification 
of banking services and for the workin, cf a substantial pate 
of tbe bankjni s),stem," 



8S: 
1.8 The objectives of Bank NationaJisation in 1980 were given 

"In order further to control the heights of the economy, to meet 
progressively and serve better, the needs of the development of 
the economy and to promote the welfare of the people, in con-
formity with the policy of the State towards securing the 
principles laid down in clause (b) and (c) of Article 39 of the 
constitution, six Indian private sector 'banks, each baving depo-
sits of Rs 200 crores or more on 31st March, 1980 were 
nationalised" . 

1.9 Dealing with the socio-economic objectives underlying the 
nationatisation of Banks. tbe Ministry of Finance' (Department of 
Economic Affairs) ha.ve claimed, in a note, that: 

"The BanKing industry is no longer meant for just a few elite 
clients. Bankers are not nOw sitting in their offices and waiting 
for customers to show up. They now, instead. go out and 
meet the ever-widening circle of common people who earlier 
had no access to bankins e.g. farmers, smaH scale entre-
preneurs, artisans, rickskaw-pullers, vegetable vendors, cobblers 
and many others who are engaged in some gainful occupations 
even on a very small scale. 

Banks have, in fact,traversed a long distance in terms of territory. 
functions and segments of society they serve. They have 
moved from towns to villases, from large and medium industry 
to small business and to peddlers of sundryware; from qualified 
professionals to rickshaw-pullers, to barbers and washer man, 
to convicts still in jail and ex-convicts; to tribals and physically 
bandicapped; from tbe priVIleged to under-privileged and on 
to un-privileged; in short to all tbose who work for a living or 
looking for opportunities to work for a living and believe in 
dignity of labour and self-respect." 

1.10 Tbe Committee wanted to know the acbievements of thd 
Banks after nationalisation in quantitative terms. In reply, a represen-
tative oftbe Mini5try of Finance aave tbe followiaS details duriol cvi-
dcoco I 



(i) Total Banle Dep.osits have fncrealtd from Rs. 4,646 crores in 
June, 1969 to Rs. 56,000 crores in December. 1912 an increase 
of ]3 times; deposits in proportion to the national income have 
increased from IS.5 percent of the national income in June. 
1969 to 36.1 percent in June, 1982. 

(ii) In lune, 1969, tbe priority sector accounted for 14.6 percent of 
the public sector bank credit. Today, tbis percentage has in-
creased to 37.2 percent. 

(iii) As aaainst 1,832 (ural branches whicb constituted 22.2 percent 
of tbe total number of Branches in June, 1969, tho number of 
rural branches has increased to 21,648 as at !he end of Decem-
ber 1982 which account for 52 percent of the total branches. 

(Iv) 'The credit·deposit ratio in the rural braoches has gone up from 
37.24 percent in June. 1969 to 60.3 p~rcent in December. 1982. 
Tbo ratio bas also increased from 39.7 to 51 percent in semi-
urban areas. Duriog this period tbe credit deposit ratio has 
been br.ougbt down in metro-politan citi~s from 10 percent in 
JUDe. H69 to 76 percent in December, 1982." 

1.11 When tbe Committee asked how could the achivement of 
soc:io-economic objectives by Banks be considerd satisfactory when even 
after 14 years of nationalisation tbe priority sectors are gelling only 37 
percent of the gross bank credit and flow of credit to weaker sectiOns 
was no more tban 7 percent, tbe witbnes, pleaded :-

"There is always room for improvement; our claim is not tbat wo 
havc become very efficient, . or that we have acbieved all Our 
soc:io-economlc objectivcs. But what we lay is tbat we bave 
travelled a lung way." 

1.12 The share of the public sector in India's banking bas increa-
sed to 91 percent. 

1.13 In their 8th Report, Raj~a Sabha Committee on Papers laid 
on the Table presenfed on 11 Augu ... r. 1983, pointed out that :-

"The Committee is distressed that inspite ofa clear direction given 
by the Estimates Committee of the Parliament in the sixty-
second Report of 1973-74, tbere bas hQen a failure on the part 



6 
of the Government to submit a Consolidated report on the 
working of the public sector banks for the year 1981 and that 
there has been no statement giving reasons for the delay and 
for the failure on the part of the Government in this regard. 
The Committee need hardly stress that a consolidated review, 
if laid alongwith the Annual Reports, would have greatly 
helped the Members of Parliament in acquainting themselves 
with an overall view of the performance and the impact of the 
nationali~ed banking in the wider background of social 
objectives and national priorities. The very purpose of such 
an informative document is defeated if it is not laid in time 
hefore the Parliament. The interest of Parliament in the natio-
naHsed banks arises not only on their performance as public 
sector units but more on the fact that the aim of nationalisation 
was to convert the "making of classes" into "making of 
masses". 

1.14 As enrly as In 19~5. Governmeat had set up the Reserve Bank 
of India. RRI has been acting as the Baaker to the Government, bankers' 
bank, regulatory authority, aDd looking after public debt alld 
currency manaKrment. In 1949, the Banking Regulation Act was 
passed empowfriog the RBI to control aod regulate tbe functioning of 
commercial banks. J.ater, in pursuance of the recommendations of All 
India Rural Credit Service Committee, the Imperial Bank was converted 
into the State Uonk of India from 1 July, 1955 by the State Book,of 
Tndla Act, 19!\5. In 1968, Goverotnent introduced "Special Control" over 
banks by which they were directed to provide lar~er volume of credit to 
hl.berto neglected sectors and make bank credit a more effective instru-
ment of economic devetopment. The progress made in this direction was 
cot found adequate with the result the Govemment nationalised 14 major 
scheduled commercial banks In July, 1969, followed by nationalisation of 
6 more banks in April. 1980. 

1.15 The objeetives underlying the nationalisation of banks were 
to "subserve national prioritirs and objectives" ond to "serve better the 
needs of the economy and to promote the welfare of the people". The 
Committee's exalnlnation, however, revealed that despite the fact that the 
share oftbe public sector in India's banking has risen to 91 percent, 
priority sectors' sbare in gross bank credit evel& after 14 years of natio-
naUsation had reached 37.l percent as against 14.6 percent at the time 
of Datlon.lisation. Out of tbe priority sectors' share of 37 percent, the 
".re of weaker sections of s~lety Is still quite less i.e. 7 ~rceJlt. A, 



rar IS the Com mlttee cln !lee, public sector baDkt have to go a long way 
to aeblen rully the objectives for which tbe banb were nationalised. 

1.16 In their 8tb Report presented on 11 August, 1983. the RaJya 
Sibba Committee OD Paper. Laid OD Table have pointed out that despite 
I clear direction given by the Estlmltes Committee in their 62nd Peport 
or 1973, Government railed to submit a Consolidated Report OD the work. 
ing of pubUc sector banks regularly. The Estimates Commiftec would 
urge Gonrnmcnt tbat the consolidated Report should be brought out aDQU-

ally wltbou~ fall in future. 



CHAPfER II 

.cREDIT POLICY 

The Minislry of Finance have intimated that in the context of the 
continlled exi~tence of inflationary pressures in the economy and the 
high rate of monetary expaasion in the preceding year, the credit 
"policy of the Reserve Bank of India from the period 1980-81 onwards 
has hl'en aimed at restraining' growth of credit. witbout, however, 
d"nying to the econ9my its essential credit requirements for production 
of goods. While all seasonal measures had relevance to emerging 
monetary situation at relevant times during these three years and bad to 
be resounded, retained, r.vised or reinforced according to the seasonal 
developm~nts, the underlyina continuing theme of the credit policy 
during 1982-83 also has been one of the cautious regulation so as not 
to harm the production but at the same time preventing excess credit 
expansion which ~ould only reinforce the inflationary pressures in tho 
economy. 

2 2 The measures taken by the Reserve Bank to contain credit 
expansion and mop up excess liquidity from the economy have taken 
the form of issue of overall guidelines for quantitative limits of credit 
expansion, stipulation of higher liquidity reql;lirements (Statutory 
Liquidity Ratio and Cash Reserve Ratio), curtailment of refinance 
facilities and recourse to outside fund!!, all of which reduce the capaoity 
of the banking system to create credit ; upward revision of rates of 
interest which by raising the cost of borro~ing induce greater economy 
in the use of borrowed funds and also makes hoarding less profitable; 
curtllilment of bigger credit limits to ensure better funds management by 
borrowers; upward revision of margins for advadtes against stocks of 
sensitive commodities whioh reduce the capacity of the hoarders to hold 
on to stocks of such commodities and upward revisions of rates of 
interest on deposits which made it worthwhile for a .saver to hold his 
savings in a financial form in the banking system evon durin, an in1la-
tionary situation-

2.3 Though the basic stance of the credit policy of Reserve Bank 
of Jndia -bad been ono of "rcstraint and caution," chanps in this poUc)' 



",.-e macS, 3 times duridg 1982-83 i.c. in April, June and Ootober, 1982. 
On 30 April, 1983, Governor RBI had outlined further measures which 
the Banks would.be pursuing during the first half of the financial year 
1983-84. Credit policy was further liberalised in October, 1983. Somc 
of the important changes made by the RBI in hs Credit Policy were as 
udder :-

<a> In the credit policy announced in March, 1980, Banks were 
.. ked to enlure that tbe absolute inereasc in non-food credit 
durina the period cnd March, 79 to ~d June.,80 should Dot 

.-" exceed th~ absolute expansion darin, the I S months period 
ended Junc, 1979. On 27 Junc. 1980" thoy !ere asked to 
limit their non-food credit expansion betwccn April-Oct., 1980 
to 40 pcrcut of their additiooaJ depoaita. The Credit, PoHcy 
for 1981-82 advised the bank .. , tbat~eir noo-food credit 
expansion during 1981-82 should be marginally lower tbu the 
expansioD in 1980·81. 

( b) The incremental cash Rese,ve Ratio (10% of ~he increase in 
Net Demand and time Hability over th~ level of 14 Jan .• 77,' 
was discontin",ed for those bankl which had not been defaUlted 
in maintaining this ratio. In May. 1981. the eRR was raised 
from 6 to 7 percent of net demand and time demancta in two 
stages viz. 6.S percent by 31 July, 1981 and 7 percent by 21 
August. 1981.' In November. 191H, the b:m~. were adVised 
that the ratio was to be fI,ll'ther enhanced from 7 percent 10 ~ 
percent in 4 stages, Iliz. 7.25 percent from 2) Nov .• J!llH. 7.50 
perCent ftom 26 Dec .• 1981. 7.75 percent from 30 JcaD., lj.lllod 
8 percent from 26 Feb .• 82. 10 tbe credit pulley fur lYlSJ-1S4, 
it wal however S1ipuiatod t.bat w.e.f. 27. May. tYlSj LOt: rilLiO 
may be raised to 7.S% Ilod lunhcov flUlod to ~7. ,w.e.f. ~ JuJ¥, 
1983~ 

tc) tn the Credit Policy for 1'9go-S1 banb -were asked to raise 
the flow of credit to priority sectors to the level ot' 4U perccnt 
by March, 1985. FoHowlDg the recommendauon of the 
Working Group .on the role of Banks ID lhe ImplemCUtiltlOn of 
the New 20 Point Programme that banks wereasAtI::<i JD Aped, 
t9s:J to enlure that (i) -the Direct Finance to agCJcuhuro 
(iDCludiog aUied activities) sl.ould reach a level of at least JS 
porcent of total credit by March, 1985 and at ,"at 16 pl:CQeQC 



to 

of total credit by the end of March, 1987 and (ii) the advances 
to the Weaker scctions should reach a level of 25 percent of 
priority sector advances or 10 perceat of total bank credit by 
the end of March, 1985. 

(d). In the Credit Policy for 1981-82 the Bank rate was raised from 
9 to 10 percent per annum w.e.f. II July, 1981. 

(e) The Statutory Liquidity Ratio was raised from 34 to 35 per-
cent of total demand and time liabilities in two phases-34.S 
percent effective from 2S Sept., 81 and 35 percent effective 
from 30 October, 81. 

2.4 Dealing witb tbe Credit Policy of the Reserve Bank of India, 
a non-official organisation has, in ita memoradum, cxpressed the view 
that :-

"The primary objective of tho credit policy of the RBI has been to 
reaulate tbe behaviour of prices and performance of different 
sectors of the economy through a check on credit system. 
Whenever prices showed an upward trend, credit control 
measures were lightended. However, such an approach is mill-
placed. It needs to be appreciated that in our country, unlike 
developed nations, bank credit is largely gIVen for financing 
production and distribution rather than consumption. The 
curb on Credit leads to cut back in product!on, disterlion in 
smooth 9istribution system and rise in prices. Very ofton 
sudden chan&ea are announced in c;redit Policy." 

1.5 The Committee asked~whether lookio& at the frequent chaog" 
made in the credit policy, it would be correct to say that the credit 
policy was livinS from haDd to mouth, aDd if so wbethor it was aot 
poasiblc for the Relerve Bank of India to evolve a stable, lon& term 
.. redit policy to obviate the need for frequent cball-jcs. tn reply, a 
reprelcntative of the Ministry of Finance plcaded that :-

"Tl.c objective of a credit policy is to &0 on the basil of requir8'! 
ment of rc"l ~onomy. The real economy consists of a 
Dumber of sectors-aariculture, industry, infrastructure aDd 
other social objectives whk:h may be for the upJiftment of 
weaker sections or directional flow of credit. To reflect lhi. 



requirement and also taking into account the growth ot 
deposits crc!dit plJI.cy is changed from timc to time. It cannot 
be a stagnant and completely· unchanging credit policy for all 
circumstances. It is a good thing to havc a credit policy 
which can cbange from time to time according to needs instead 
of permaoent for all times to come. When economic situation 
changes some changc in the policy is &1150 needed. It is duty 
of tbe Central Bank of the country to kel!p on reviewing these 
things. We are reviewing only lWicc a ycar. In other countries 
it is done more frequently." 

2.6 The Committee enquired that even jf aoy chan&~ in the credit 
policy became inescapable, was it not possible to notify 10 advance tbe 
proposed change so that bank.ing circles were not taken by surprise. In 
reply, the witness eltplained :r- _ 

"a change in credit policy is something which can Dot be a~oided 
from time to time. It js Dot, ho~ever, a fact that our credit 
policy, as announced by the Reserve Bank from time to time. 
is something which is totally unexpected in the circumstances. 

"_. ~ . 
If iil a 5ituation where prlCe5 are rising very fast and the credit 
expansion is tak.ing place 10 a mallncr W!.IIC.Il is nut planned, 
then it IS cxpl:cted tbat tne RBi wuutJ ta~c SICPlo "hl~U wuulu 
result in curbing thiS l:Jl.panslOoof Cl'cUIL." 

2.7 Asked if whde formulating its credit policy or makinl 
chaDlCs lherein, the Reserve Bank ot Indra~louk 10tU cuulilu«:rauuu Ul~ 
extent of black mOlley ill lbe cuuntry. lbe wllQeliS liard :-

"it is not ml!reJy for bault.s to reJy Oil Lb' •• :' 

But when it was pointed out that the Banks were also alie:cled by 
this parelle1 economy beql\~.se tbe> iet1c:sS depl)lIill~. loe wuo~s W~CQ 
"Ai a proposition oDe bas to agree WilD WOlit )'OU arc, ¥a.)'lDj. 

There 8re paraJJe! banKS ioing oo.u 

2.8 The Comlllitll:.: desired to klluw ,1' _ (juv~ruillellt _or. the 
Reserve Bank of India had oliscSsed tile CXL~ot 01 ulac~ muDcy 10 Lbo 
~untry. In repl)', tbe (;111e1' 1::couomi..: Ad'fISCr Ul tJl' MUllalr), 01' 
lo'wancc pOinted out UUlt :-

"It is a fact tbat there is a part uf tbe ~conomy wbich ill Dot 
vovercd by the bant;na ICOtor the etr~tiveDeli 00 the monctorl 



policy to that extent is less. If we contract credit in the formal 
market, that raises the rates Of interest in the informal m.arkct. 
The problem is tbat we have a very large section of people 
,about whom we do not know what theirw age earnings etc. are. 
Tbe wage earnings is to the extent of a very small proportion 
about 17 per cent of our national income the in~omes are 
generated from the self employed sector and the bulk of them 
do not file tax returns. There are four different methods by 
which black money bas been estimated abroad as well as in 
India. Unfortunately these (estimates) vary so much that if 
you take an estimates for example, for the year 
1968·69, the Wanchoo Committee's method yielded an estimate 
of Rs. 1400 croreli. Another economi:.t'sestimate was Rs. 1800 
erores. But there is a third method' which bas yielded an 
estimate roughly of Rs. 30,000 crores in 1976-77. I am sorry 
that we do not have scientitically acceptable estimate of tbe 
black money~" 

~ 

2.9 Asked if in view of the difficulties faced in the estimation of 
black money, Government was not interested in persulDg thIS malter 
furtber, the witness revealed :-

"the Government has requellt~d the N~tional Institute of Public 
finance to look into thIS matter and try and provide us WIth 
lome klDd of an Idea or at l..:ast an authortilUve vIew on 
waether an estimate of blllCk mouey can be maue or uot." 

1.10 A"ordlD& to tbe M,inistry of Finance, from the year 1980-81 
oDwudlil, tbe credjt po.lJq of .lUU was aimed .at re5lraHlW& lrowtb of 
creait wltbout, bowever, deB),iol to tbe eCODomy ill essentaal credlt re·, 
flwrementl lor production 01 &oods. Tnoulo the basic: stance of the 

. c:ndIt policy ot' l'.esene &nil. 01 moia had been one of ··rest,aIDt !lDd 
CMHiOD", ClUln&es in tbe pollt.:)' were made tnree limtlil duriul bK,NSJ 
i.e. iD April, JUDs; and UdOo.:f, 191tl. 00 ~\U AprU, 1~&J, tne twoveraor 
0' Reserve .bank ouiliDed lurtber measures whiCh ~be JiaQlI.li WOUld be 
persuinl during the lust baH 01 the tioaDcial year 1983-S4. .lD \Jctober, 
19KJ, tbe creGit policlwas furtber liberldbed. Det'eDUWj£ these ~es, 
the MiDistry of bnaBee have claimed thllt tbese were "liellsoaal, lDea-
lIUeIi" and had '0 be "resouDded, retained, revilied or re-inIorced.' ~\ bite, 
abe.Comm.ittee do cwu:.ede that the credit policy CIlDDOl remaiR static for 

. all time. to come and tbat it will bave to pspond uad react to emeraina 
~ , 



trends in the economic scene or the coon try, they feel that It sbolll' be 
possible tor the Reserve Bank of India to aHeast ensure that credit policy 
Is not changed too frequently. The Conamlttee feel .that It should not be 
too difficult for the RBI to ensure lb.af the credit policy remalas stable 
for a reasonable time. 

2.11 The Committee are of the firm view that If the crecUt policy of 
the "Deserve Bank or India is to be really effective, It must not be con-
ftnedto the bankln~ sedor alone but should also aim at cllecking the. 
growth or black money in the country. The Chief Economic Advl!ler hi 
the Ministry of Finance recalled during c,letence that Wancltoo Com; 
mit'ee bad estimated the hlack money In 1968·69 to be Iro .... RI. 1400 
cror~ •• another estimate bad placed it at Rs. J800 crores, and aeeonll .. 
to yetaD8ther estimate, It could be r08.bly Rs. 30,000 crore. In 1976-11. 
He pOinted out that so far, "we do Dot bave licleatlflcally accept." 
e_stlmat~ (,( .!lJe ~I.~k m~ey"_... He indicated that Go,etIIJIIeDt hIM 
already requested the National Institute of Public Flnaace to coafaeta 
.... , ad provide an autberitaUve .Itlf. In tb.. matter. The Co_lttN 

,_ "OilY dte to be aWised o~ tlte outcome or this .'''' 

: 



CHAPTER In 

BRANCH EXPANSION 
A. Population Covorage 

3.1 The nU'!lber of Commercial Banks' Offices in the country has 
increased from 8.321 at the time of nationalisation of the major banks 
to 42,027 by the end of June, 1983. Of th! 33,706 oflkes added durins 
the perio~, 61 per. cent were in the unbanked areas. 

3.2 The national average population per bank office whioh was 
65,000 at the end of June, 1969 was reduced to 19,000 by June, 1981, 
17000 by June. 1982 and to 16000 (1981 censul) by the end of June, 
1983. State-wise .population coverage is given below: 

S~atc/Ullion Territory 

Andhra Pradesh 
Auam 
Bihar 
Oujarat 
Haryana 
Himachal Pradosh 
Jammu & Kashmir 

Karnataka 
Kerala 
Madhya Pradesh 
Maharasbtra 
Manipur 
Meahalaya 
Naptand 

No. of officers 
at the end of 
lunc JUDC 
1969 1983 

2 3 

5;)7 3275 
74 653 

273 30-150 
752 2604 

172 947 
42 461 
35 582 

756 3150 
601 2501 
343 2773 

1118 4115 
2 44 
7 79 
2 SO 

14 

Population per Bank 
Office in thouaandl 

as at tho end of 
June JUDe 
1969 1983 
4 S 

75 16 
198 30 
201 23 

34 13 
57 14 
80 9 

114 10 
38 10 

35 10 
116 19 
44 IS 

497 32 
147 17 , 
20S 15 
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Orilla 
Punjab 

Rajalthan 
Sikkim 
Tamil Nadu 
Tripura 
Uttar Pradesh 

West Benga) 

Andaman and Nicobar 
Islands 

Arunachal Pradesh 

Cbandigarh 
Dadra & Nagar Bavell 

Delhi 
Goa, Daman & Diu 

Labhadweep 

Mizoram 
Pondichcrry 

2 3 

100 1302 
346 1777 
364 1899 

11 
1060 3394 

5 88 
747 5267 
504 2596 

12 
31 

20 93 
6 

274 940 
85 250 

5 

15 
12 51 

4 

212 
42 
70 

37 
276 
119 
87 

82 

7 

1(). 

S 

31 

5 

20 

9 
18 
29 
14 
23 
21 

21 

16 
20 

5 
17 

7 
4 
8 

33 
11 

-------------------
8262 42027 6S 16 

3.3 At preseot for the purpose of branch expansion '&BUlties, 
cJataUication of c.Dtrea il being made aa under : 

Rural CentrtS 

Semi-urban Centre. 

Urban Centres 

Metropolitan Centres I 
Port Towps 

Places with a population upto 10,000. 

Places with a population of over 10,000 but 
Dot exceedin, 10,00,000. 

Places with a population of over 1,00,000 but 
not exceeding 10,00,000. 

Places with a populatioD of over 10,00,000 and 
Port Towns of Cochin, Kalcinda, Maogalore, 
Nappatnam~ Okha. Pondic~erry, Paradeep, 



Port Blair, Kandla, Vizakhapatnam, Tuti~orin 

and Mormugao. 

3.4 Ministry of Finance have intimated inter alia, that according' 
to available data, the average population per bank office achieved by tbo 
end of June 1983 for rural/semi-urban areas, UrbanI Metropolitan ar~ 
and for Jlll the categories of centres a81l whole is as follows: 

Rural/Semi-urban population 
per rural/semi-urban Office 

Urban/Metropolitan/Port Towns 
populJtion per urban/Metropolitan! 
Port Town omc~ 

Average population per bank office 
(Por afl categorits of centres) 

7,000 

1.,000 . 

3. S The Branch Licenaing Polic)" formutated in I\u.ust, 197" an~, 
which ~llme into effect in January. 1979 terminated in March. 1982. The 
policy was oriented towards extension of banking facilities in area.' 
which were deficient in such facilities (i. e. districts where avera" popu-
lation per bank office in respect of rural and semi-urban are.~~ wall. 
higher than tbe national average of 20,(;00 as at the end of June, 1978), 
and also towards reduction of inter-sta~e and inter-district disparities in 
this reprd. 

3.6 The new Branch Liceasiol POlwy for .tb~ TWI=C year pc:rip4 
(ApriI1982-March 1985) formulated by the RB[ in consultation with" 
the GovernmoDt 9f India.had aimed at achieving a cover~ge of one ban~. 
offic;e Oil an average for a population of 17,000 in the rural and semi- . 
urban areas as per 1981 census. It was e'stimatedthiltaoout 8,000 . 
additional bank offices would have to be opened during the new policy 
period i.e. upto March, 1995"to attain the objective set out un~er the 
policy. 

3.7 The following is the break up of number of offices openfll b~' 

banksi~ dc:t)cit and surplus districts durins the period Ja'Ouary; 1919 $0 
M"rcJ:i, 1983 ; 

;. 



Year 

1979 
1980 
1981 
1982 (up to Marcb) 

No. of offices opc=acd iD rura)1 
semi-urban Centrca 

------
Dofioit Surplus 

Diltricts Di.tricts 

1483 350 
1.568 1087 
2523 S66 
357 157 

~~~8a.(Apri1 SO March), 1758, 509 

7689 2669 ---
3.8 A$ on June, 1983 the comparative po.ition of branch net 

ftlWk, POPUlUiOD-poap ... dlat-hal cm\.f8Cd it AI uDder ; .. 

R.ural A~ 
Sud-urban 
Urban 
Metropolitanl 
Port TQWD 

19 July 1969 .JUDe. 1983 

Number Percentage ,Number Percenta&e 

l~ 22.3 22,629 53.8 
3344 40.2 9,03.1 " 21.S 
1456 17.5 5.574 13.3 

~1 20.0 4,787 11.4 
,-. --.-.---.-.....-.~- ..... ......-.------

&a21 - -'tOOii)' ~.O!1 100.0 
-------- -----.. -

3.9 I'll additi()n, af'the end ~f lune,' i'9S3;' banks are stated to be 
ffoTcUn8 authorisation/licences for opening office 8(5,108 Centres. 

3.10 Tbe Committee w'a!1tedio, 'knoi¥ if all the Licences Policy . 
(1979-82) an the licences issued' by the RBI under the Branch Licen.ina 
Policies,of 1979-82 for opening Branches in rural and semi.urbl\n areas 
had been implemented and)f not wbat had been the shortfall. In reply • 
• ' representative of the Ministry of Fi~ance revealed in' evidence : 

''In additiQo t9 USO allotmcou and liCtDCea alread~ peiadfni wltll 



banks for opening brancbes in rural and semi-urban areas of 
deficit districts, it was estimated that 6501 additional branches 
would be required to be opened in rural and .semi·urban areas 
of these ddlcit districts during the policy period January 1979 
to March, 1982 to achieve the target of :0,000 rural semi· urban 
population. based on 1971 Census. So in all 8151 rural and 
semi·urban branches W~rt: required to be opc:ncd. At the end 
of March 1982, 3005 authorisation for opening offices in 
rural and semi urban arias were pending with Banks. the bulk 
of which are in respect of deficit areas." 

3.11 A Blo~k Headquarter is a focal point in our developmental 
Administration. The Committee, tberefore, a~ked if there are still any 
Block Headquarters in the country which have not been covered by 
bankins so far, Ministry of Finance have furnished the following infor-
mation in this regard .as at the end of September. 1983 : 

1. Tdal No. of block headquarters identified 

2. No. of block headquarters adequately served by commer-
cial banks fUllctioning beyond 3 kms according to the 

675 

allottee bank/State Government 9 

3. Block Headquarters falling within 3 kms. from the 
nearest commercial bank office and are treated 88 

banked. 134 

4. Block Headquarters served only by a branch of Rqional 
Rural Banks where the concerned lead bank consider 
that there I, no ICOpe of openina additional offtGca. 167 

~. No. of blook headquarters where bank braD~hes hav. 
been opened. 19l 

6. The remaining block headquarters fallinl beyond 3 ~ms 
from Ihe Dearest bank office wbi~h ar~ yet to be 
CQverrd. 13 

3.12 AnswerJog a quety as to what criteria Is followed In decidin, 
OD the location of a ba~k branch in a rarticular area, It reptrsetlt&tive of 
tbe Miniatr), of FinaDce explained: 



"The Reserve Bank of India give the license. There are no taraetl 
or the minimum deposits prescribed before the license is ,iv •• 
Before that, firstly the State Government is concerned with the 
question of identifying the arcas and get license. Their surveys 
arc also carried out by the banks which are open to branches 
in these areas and based on business potential, when it is star-
ted, that particular branch is to be opened, the, license is given. 
There is a SUfi ey carried out to know the likely bUsioel1 
potential before a branch is opencf,i in a particular area fbe 
license is not issued on the basis of the mioimum target what 
is prescribed and unless certain money is collected a bank 
branch would oot be opcued." 

3.13 While the Committee note with satlsIadlon the rad that the 
branch network of scheduled commercial bauks has expaadecl b)' more 
than five times from 8,321 at the time of natlonallsatlon to 4Z.017 at 
the end of Junc, 1983, tbey would iike to draw atteatioa to the ,,_ 
gap which still exists between populatioo coverage per bank oBlc:e ia 
Metropolitan/Port towns on the one hOlD" and rurili/semiurban areas on 
the other, As against population cover.-ge of 65,000 per bank oflice OD 

an average at the time of nationalisation the Ifopulation coverale at the 
end of June, 1983 was 16,000 per bank office. Wbile overall populatioa 
coveragc per bank odice in Metropolitan/port towns is ,000, there is, on 
aD average, ODe banK office for a popuilition of 19,000 in rural/semi·urban 
arellS, It has been stated that under the CurreDt Brauch 'Liceacilla Polley 
(1982-85) which was formulated in cODsuJtation with the Go,erumeat or 
Iudia, the target is to achieve b)' March, 19~5 a coveraae of ODe, INutk 
office for a popuJation of 17,000 in the raral and semi-arban are .. 'II per 
1981 census, lbe Committee recommeDd that wbale formulatiDa the ." 
Branch LicensiDc Policy, for the period beyond 31 March. 1985, It IboaN 
be made obligatory on the part 01 schedule commerdal baoks 10 locate 
a minimum percentaae of new Brancb offices in rural/semi-Iarbaa areas. 

3.14 It is indeed surprisin& that even thooCh a Block Headquarlen 
is a (ocal poiDt in our developme~t.1 Administration, bank braacbes ba,. 
been opened in only 292 out of 675 idt'ntiged unb8llked block HeatI-
quarters, 9 block headquarters are adequately covered by co-aaJ 
banks, 134 Blotk Headquarters do have a commercial bank oBice _,it'" 
It distance of 3 k01S., 167 block headquarters are served only by a ..... 
of Reglonal Rural, B.-uk.. There are still 73 block headquarters raJ .... 
~yond 3 kms. (rom the nearest bank office which are )'et to b.: eoye"" 



:,. (omaaittee reeoBUDend .bat coverage of block headquarters by 
..... -rcial.aDks, RelioDal RUl'al Haaks should be speeded Dp. 

V.i'~· I, t· 

, ".. ~.lS The Committee fiDd that tbere are wide regioDal disparities In 
. ",:lDIJWr of populatioo coveraae by scbeduled commercial baDks. As 
at the' eo. of Jaue, 1983, as against the All ladia Datioaal averale of 
. ,l.6,,oo per baak oftice. there is ooe baak brauc" office for II ,opulatioa of 
;~:~pd ID Manipur aDd Assam and 29 thousand in Sikkim, 23 tboos8Dd 
... -" ~itur.a and Bihar, 21 thousand in U, p, and West Beugal, 20 tltousllud 
"AP~ sad Ar ... acbal Pracleab, and 19 thou.aDd ia Madhya Pradesb. 
,~_ ~i.e would urle Goverameat/RBI to •• sure tbat such mter-
Rite disparities iD population coverage areredac:ed to the mialmam. 

6. Board~' of Direciors 
1<" .<t-,... . 

~.).,: •. 1,1& 0.\160 3 of tile Nationalised Baaks (Manalemcut Misc. 
'!;~_) Scbemes,1970 and 1980 stipu~ate that the Boards of Natia-
...... Bankll.colt8i&ting of th~ fol4owing shaH be constttutedby the 
,£eNal OoMl'nment.:-

,I' '.~'{~) nof more, than two whole time Director~. of whom one shall 
" - ' •. " be the Managing Dire~toi-s; 
.~~( ... ~. 

1l1'· ~" Otte Direttor, from among the employees of the nationalised 
''l'', ,'- babk who are 'workmen; 

·:.d' (c::;). ORo DiMOtOrl from among the employees of the nationalised 
"",. 'b'ank who-arc Dot workmen; 

";"'):"" :.: .1 ~ • 

'-:::J<~,""~.' ()~ pin!ctor fro~ amool the Depositors of tbe Bank; 

"'~'J': (0) 'Tll~-Dire<:tors to r.pr~aen~ tbe intereats, of , farm en, wortorl 
!:M\,,'. ' and artisans; 

.... (f,) bOlt ,more than fiveDfre~fors having special Knowledge or 
practical knowledge in respect of one or more matters likel)' 

~~rr:-- ,;. to:bo·us~uJ.f"t-the working- of the nationalised banks; 
''!:.It' .. ~. ~r'"':·:· •. ·"J·· , 

..;'}~:, . .!I): OoeOirector who is an official of the RBI; and 

;·(t;·'~tB)' ODe Oirector who is an official of the Central Go\'eroment. 
\;~i., I:' '-
r;ill·t.11 Millisttyof Fiilall\;e have llltimated, in a Dote, that some of 
___ tst As~ociatio,Di 'have Bone Lo the Higb Courts at Hyderabad, 
~l. ; • " 'l! . 
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Madras and Karnataka cbaUenging the provisions containedm claUIe 
. 3 (c) of the Nationalised Banks (Management and MisceJkDemlS Provj· 

sions)" Schemes which, inter alia, empower Governmellt to appoint in 
consultation with the Reserve Bank of India one Dircx:tor from amon. 
the employees of the nationalised bank who au not workmen. Tho 
relief prayed for, the nature of the grounds alleged in support of the relief 
claimed and the nature of the interim order. prayed for are substantiaUy 
the same in aU the writ-petitions. Some of the Courts baft granted 
interim injunction/stay orders restrailling Government ItIid BaDD 
Managements from appointing on the Boards of the Qoncoraed banks 
any officer employee.who is not a principal office bearer of tbe concerned 
Bantc:s Officers' Association. These cases are yet to be decided "Y~ tbe 
Courts. ~J 

3.18 The Committee wanted to kDowif it was a fact tbat 10-.' 
times persons wbo were not fit to represent tbcinterests of rarliler" 
workers, artisans etc. or who lacked knowledge of one or morema'" 
likely to be useful for the work ins of nationalised banks were •• tId Itfi 
Government and even continued for mere 'han OM tCi'RI, >1 ...... ,.' 
a representative of the Ministry of Finance said in evidence:. 

"Efforts are always made to appoint Directors On· BItatdI or· 
nationalised banks from all walles of life and persons aSlOeiated 
with agriculture, trade, industry, etc. having special or practical 
knowledge arc selected for being appointed 'as DireCtors repre-
senting different interests ............ Normally we do not nominate 
the same persons for more than one term of 3 years. . After the 
initial constitution, when we reconstituted the Boards in 1982. 
we have tried to see tbat the same persons are. al far' al poIIi-
ble, not nominaied on tbe Boards. In 1977, ODt· of 140 
Directors representing these Boards, omitting Government aDd 
RBI Directors, only two were tbere in tbe previous Boardl who 
were reappointed. There is also a provision in tho' ScbCIIDe 
that unless a substitute is appointed the same Director conti-
tnues so it has often happened in tbe past, especially before 
1977 that no substitute was appointed and so tbe lam" penon 
continued for many years lhougb his term was over:' 

3.19 When the Committee pointed out instances wIIte"' tile .... ' 
periODS had continued for as many as 2~ years in the State Blnt fYI' 
»jkan~r and Jaipur and Stat. of Mysore, the witne .. said i '. .,., . 

')j'~"-:; : 
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ClThe State Bank and its subsidiaries really are in a different class 

and the other nationalised banks are in a different class. What 
happens is that the law is also different in regard to them and 
Directors of the subsidiaries of the State Bank of India are 
appointed by the State Bank and not by Government. .It is 
quite possible that some of these people are perhaps continuing 
for a long time. There are four subsidiaries which have private 
sbare holdings and private share holders can elect their own 
DireCtors and no limitations is there on their continuing for 
more than one term." 

, 
, ... J 3.~O It was represented to the Committee that a non-official 
Director of New Bank: of India had misu~d his position by helping the 
firms/companies in which he was interested as partner/Director. It was 
alleaod tbat one such firm had not repaid the advance of Rs.8 lakhsto 
lh;:State Bolnk: of India and another firm was declared as sick unit and 
aivoruubltantiaL reliefs and concessions from the Punjab National Bank 
a~,d : Qriental Bank of Commerce besides reconstructingassistancl! loan 
of ~~ut ,Rs.~SJakhs from IRCI. 

3.21 When asked to furnish a factual note on the afort:~aid case, 
tb. ~;nistry pleaded, inter aUd, that :-

. ,~:.,' 
"",.' 

',';'1 ;, 

"in terms of Section 13 of the Banking Companies (Aquisitivn and 
Transfers eC undertakings) Act (If 1970 and 1980, the banks 
are required not to disclo~e information, inter alia, relating to 
the affairs oftheir constituents. As luch, it was not possible to 
kpow from the banks dealing wilh the compal.ies and firms of 
Shri. .. ' .................... , ... the detlliIs relating to their uccounts. 
However, it is not d'esirable for Government to make proving 
enquiry into the affairs of the person proposed to be appointed 
asa director on the Board of nationalised bank or his relatives. 
Po,ition rehiting to the dealings, of tho: firms/.:ompanies, with 
wbich Shri.. ............. · ........... is associated and their state of 

, affairs with the Punjab National Bank and Oriental Bank of 
,Commerce is being ascertlJined from tbe banks concerned." 

3,22 The Commlttea pointed out that if the antecedents of per-
B~ •. to be appointed as Director of 8 Nationalised Bank arc not en-
qprre4. into, even a black marketer or a smuggler could manage to 
become a Director and start favouring firms in which he had some in-
~t. In reply, the witness said; 
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"Generally, a person with good Nputation is appointed. He is 
himsel{ supposed to give a declaration that he does not have 
interest in any firm or institutioD. before accepting Directorship. 
It is for the management to ensure that no favour is shown to 
any firm or institution'" 

3.23 Asked whether Government agreed that nirectors~ should 
go to only those persons who n:aJly deserve it and not those who run 
after it, the witness said: 

"The people who are canvassing for themselves, should not be 
appointed". 

3.2.t Asked if any enquiry was held to find out that assets and 
'Iiabilities a person had before and after becoming a Director of Bank, 
the witness replied "No", 

3.2~ The Committee cannot resist the impression that tbe manuer 
I. whlcb Bouds of Directors of Nationalised Banks are constitJted by 
tbe Central Government leaves mucb to be desired. Vnder tbe Natlooa-
1laec1 Banks (Maoagement MI"I:. Provbion) Schemes, 1970 and 1980, 
the Board h to consist among others of three Directors to represent the 
Interests of farmers, workers and artisans aod ~not more than five Direc-
tors having practical knowledge or knowledae in respect of one or more 
matters likely to be usefol (or tbe working of the natioDaUsed banks. On 
receipt of a complaint alleging that one o( the non-official Directors on 
the Board of New Bank of India bad mis·used his position by helping the 
ftrms,'companies in which be was Interested as a partner/Director, the 
Committee called for a factual note. 10 reply. the Ministry of Finance 
pleaded inter-alia, that "It is not desirable for Government to make 
roving enquiry lato the atl'airs of the penoDS proposed to be appointed as 
a Director on the Board of a Nationalised bank or his relatives." If thit 
plea of Goveromen.t is accepled, It would meaD that eYen an nndeslrable 
person with a shady past could, without any fear of detection, gct Into the 
Board of Directors of any nationalised baDk. The Committee recommead 
that a thorough probe sboaldb e made into this case and the result reported. 
1be Committee also suaaest tbat ID futore the character and aatecedeats 
as also the business interests of tbe person concerned should be ascertat-
Bed by discreet eaqulrics 10 tbat the conduct and dealings of every person 
~ho I, appointed as Non-officialUirector Is above board. In any calle, 
IJersoll!l wbo are like)), to a.,ole tbe position to help their relatives .. ltd 
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friends or tbe firm/company in which they bave a pecuniary or other in-
terest should be rejected outright. 

3.26 It transpired during evidence, that even tbough the term of 
appointment of a Director is only for 3 years, there are Instances where 
non-official Directors had continued in that capacity for as many as 2S 
years A representative of tbe Ministry of Finance explained that as far 
as natlonalfsed banks were concerned they hod eliminated such cases after 
1977 and that such cases where there only io subsidiary banks of the 
State Bank of ludia. He pOinted out that non-official Directors on the 
Boards of SBI's subsidiary banks were made by the SBI and not by the 
Government and that private share holders of these haus were, aader the 
law, free to appoint a Dlredor for more than one term. The Committee 
feel that as subsidiaries of tbe State Bank of India are also in tbe pubUe 
sector, appointment of Dlreders should he for a maximum' period of two 
ferms. If necessary the SBI Act Ibould be suitably amended for tbJs· 
purpose. 

\ 

C. Sto.tfing Pat(e". 

3.27 The data relating to staff strength of Public Sector banks as. 
at tbe end of 1982 furnished by the Ministry of Finance indj~aJes tbat 
out of 28 public sector banks, the range of officer· clerk ratio is between 
1 : 1 to 1 : 2 in the case of 9 banks, viz. Centra.! Bank ofJndia, Corpora· 
tion Bank, Bank of Baroda, United Commercial Bank. Oriental Bank of 
Commerce, Indian Bank, Punjab & Sindh Bank, Union Bank of India, 
Andhra Bank. The ratio is between 1 : 2 and 1: 3 in the case of 18 
banks. namely State Bank of India, State Bank of Bikancr, State Bank of 
Hyderabad, State Bank of Indvre, State Bank of Saurashtra, State Bank 
of Mysore. State Bank of Travancore, Bank of India, Punjab National 
Bank. Canara Bank, United Bank of India, Dena Bank. Syndicate Bank, 
Allahabad Bank, Bank of Mabarasbtra, Indian Overseas Bank, New 
Bank of India and Vija}'a Bank. 

3.28 However, the ratio is between 1: 3 and 1 : 4 in the case of 
State Bank of Patiala. 

3.29 The Committee find that in 17 out of 28 public sector baab, 
the officer-clerk ratio ranges between 1 : 2 and 1 : 3 Indlcatinl that there 
Is large complement of office" In these banks. The Committee are DOt 
"ure wbether flJis imbalance bas arisen due to either sborts," la elerieaJ 
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Itreagth or due to the baaks having opened more braDcbes in rural aDd 
semi-orboa are .. and each sucb Brauch bas to bave one 1\' aoager. The 
Committee recommend that the Reserve Bank of ladia should underrake a 
review of staftiDg pattera in the public sector banks and take steps to en-
sure tbat admialstrative set up of any public sector bank does not become 
top heavy. 

D. Customer's Service 

. 3.30 A Working Group on Customer service in Banks had made 
as many 176 recommendations. It submitted its Interim Report in 
August, 1975 and final Report in March 1977. According to RBI's 
revi,ew, out of 136 recommendations accepted by Government while 
tbe State Bl'nk of India and its subsidiaries had implemented more 
than 100 recommendations, 14 nationalised banks had implemented 
more than 90 recommendations. Private sector banks are stated to be 
implementing only 54 recommendations. 

3.31 According to a non-official organisation, "substantial delays 
continue to OCCur in various services rendered by Banks like collection 
of cbeques, discounting of bills, crediting of prOcteds, despatch of state-
meDt of accounts and 80 on: The behaviour of the bank employees to 
the customers is also rude," A .uggestion has been to the Ccmmittec 
that banks should be held responsible for undue delays and should 
bear the loss caused to customers. It has also been urged that "each 
bank should also have Customer Advisory Committee which should be 
repres.nted by the borrowers and bank mana8cment to consider common 
problem.... ' 

3.32 The Committee de.ired to know as (0 what factors had led 
to deterioration in Customers service and what steps Government con-
template to bring about improvement. In reply, the Finance Secretary 
explained 10 evidence. 

"There have been complaints regarding delay in the collection of 
cheques. The systems of credit over a decade aao have failed 
to keep pace with the demand made on the bank. The otber 
factors are rapid expansion of banking service, unbelpful 
attitude of bank employees, postal deJays aDd failure of tbe 
elearinl Iystem despite the difficulties faced by the banks, they 
havo beeD takin8 stopa to Itreamlino the Iystem and affectiq 
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improvements in the system a~ far as pl)ssible. The RBI 
Customers' service progress has been reviewed. Clearing 
operation at thl! metropolitan centres are computerised and 
regional collection centres have bl!'Jn set up. It is expected 
that various measures being taken by the blnks will speed up 
the process of collection of out ·station .:heques, ctc. There 
are likely to be delays where disputes are there." 

3.33 Asked if Bank of India had introduced a "Card System" . 
which enabled cus~omers to withdraw money upto Rs. 1000/- without 
followina tbe usual formalities and if other banks also follow it so that 
cnstomers have not to stand in long queues, a represntative of the 
Ministry of Finance said: 

"Bank of India has introduced this Card System. Perhaps Andhra 
Bank and Central Bank have also started it. We have noted 
your suggestion". 

3.34 The Committee ODd that expaosion of Branch net-work since 
nationalisation of major banks in 1969 has led to deterioration in the 
standards of customers service. According to RBI's review, out of 176 
recommendations made by a Working Group On Customer Service, in 
their Reports submitted in Augo,t, 1975 and March 1977 Government bad 
accepted 136 recommendations. While tbe State Bank or India and its 
lubsldiary bave implemented more tban 100 recommendations, 14 nation-
aUlled banks are stated to have Implemented only 90 recommendatJ9DI. 
The Committee CaD not bat deplore the slow pace or implementation or 
theM recommeDdations. The rest of tbe recommendations may ~ imple-
meDted by all public lector baots within a year i.e. hy March, 1985 at 
the latest. In ordel' te ensure that this time IIDllt Is adhered to, Boards ot 
DIr.etors of tbese Badks should review the prOlres! in tbls direction 
periodically. 

3.3~ rM FinaHe Secretaty auaftd the Committee in evldenee tbat 
I).tems were helnt improved to provide better customer service and these 
include computerisatiorl or clearing operations in Metropolitab cities and 
letting up or regional collection counters. The Committee were ghen to 



understand that the Bank of India, Andhra Bank and Central Bank hue 
Introduced a "Card System" wbich enables tbe customer to draw money 
upto a maximum of Rs. 1.000 at a time without undergoing the usual for-
malities. The Committee sUlgest that othe\, banks should also go in for 
such a system to avoid 10Dg queues .of customers at the banks offices. 

3.36 If iatroductiol of compaterisation in a phased manner can bring 
about greater etrldeacy and smoother working of banks and customer 
service, Banks should certainly 10 1a for it but it should be ensured that 
it does Bot result ia any retreacbmeat of existiag staft' and does Dot affect 
the employment potential Ia this sector. 



CHAPTER IV 

DEPOSIT MOBILISATION 

A. Growth of Bank Deposits 

4.1 The aggregate' Deposits of Scheduled Commercial Banka have 
increased from Rs. 4.646 crores in June, 1969 (i.e. prior to Nationalisa-
tion) toR s. 56,879 crores in November. 1983-ao increase of more than 
13 times. Analysis of Deposit Mobilisation duriog tbe last 5 years has, 
bowever, revealed that banks deposits increased to Rs. 26,550.79 crores 
at the end of 1978 registering 24.47 per cent growth over the previous 
year. But in subsequent years, the yearly rate of growth has beeD OD 
the decline. The accretion to deposits over the previous year was 18.50 
per cent iD .979, 17.28 per cent in 1980, 19.57 per cent in 198 ... 14.8 
per cent in 1982 and 8.80 per cent in 1983 (upto 11-11-83). Details are 
given below " 

Year Aggregate Per cent 
(At the end of Bank Deposits Increase over the 
last Friday of (Rs./crores) previous year 

Dec. 

1978 26.550.79 24.47 
1979 31,462.85 18.50 
1980 36,899.94 17.28 
1981 44,122.96 19.57 
1982 56.279.00 14.80 
1983 56,879.00 8.80 

(u on 11.11.83) 

4.1 A review of growth of Deposits sin<:e DalionalisatioD upto the 
end of 1une. 1982 has revealed that iD terms of growth rate of deposits. 
the performance of rural offices was far more impressive than that of 
offices of other population groups. Rural deposits note from Rs. 145 
crores to Rs. 6,464 crores or by 44 times, semi-urban deposits from 
Rs. 1,024 crores to as. 10,788 crores or by 10 times, aDd deposits of 
urban/metropolitan offi<:e& from Rs. 3,496 crores to Rs. 29,1(;1 crorea or 
by 7 times. 
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4.3 While growth of deposits of Scheduled Commercial Banks 
during the Jast years ending December. 1982, had been sluggisb, non-
banking companies were able to increase their deposits substantially 
during the years ended March 31. 1980 to 1982. The quantum of such 
deposits and their growth rate during these years were 3S under :-

Aggregate Growth over 
Deposit previous year 
(RI./crores) (percentage) 

1979-80 3453.6 31.0 
1980-81 4188.0 21.3 

1981-82 ~49J.8 31.3 

4.4 In the wake of deceleration in bank deposits, the Reserve Bank 
of India introduced in October, 1982 new category of term deposit having 
a maturity of 5 or more years and carrying an intereat of 11 per cent. 
No assessment of response to this measure has becn made till now. 

4.5 Asked if deposits from the rural and scmi-urban branches 
were lesl than the extent of Branch expansion in these areas, a repre-
Sentative of the Ministry of Finance said in evidence: 

"About 37% of the total deposits (in the end of December. 1982) 
were in rural and semi-urban branches whereas the number of 
branches (in these areas) came to 75% of tbe total number of 
branches." 

4.6 The Committee desired to know if sluggish growth of deposits 
of Scheduled commercial banks as compared to non-banking companies 
was due to the fact that interelt on Bank deposits was far less than the 
interest offered by non-banking companies. In reply, another represen-
tative of tbe Miniltry Itated : 

Itin the new inltcumcnt which we have annouDced, interc.t 00 bank 
deposit is II per cent. Companies, both pCivate and public, 
cln ,0 upto 15 por cent". 

4.7 Asked that as deposits constitute stOCk-in-trade for banks, 
woul~ Qot GovernJQeqt favour lQcr~e in tbe rate of interest offerre4 
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by Banks to attract sizeable deposits from public, another representa-
tive of the Ministry explained that: 

'There is a difference between them; company deposit money is 
entirely locked up and can't be withdrawn. At Jeast to some 
t'xtent you can say there is less security of that deposits because 
there nre unsecured loans and in [bank money is secure. For 
Income-Tax purposes upto a limit it is not taxable. There is 
no doubt that there is considerable difference in the rate of 

. interest of these deposits for over 3 years ...... At the moment no 
increase has been envisaged. in the rate of interest on Bank-' 
deposits" . 

4.8 Replying to a question whether deposit mobilisation could not 
be boosted by tapping the non-resident deposits. the witness informed the 
Committee that: 

"Non·resident deposits are being tapped. Latest figure of non-
resident depo!tits in the country comes t.o 2400 crorc. Two 
types of accounts are there-non-resident rupe", Ale and non-
resident foreign currency A/c. We give 2% additional to what 
is paid 011 similar dc:posits with similar maturity by a 
resident. " 

4,9 The Committee enquired if while accepting deposits from the 
non-resident Indians, they were asked to declare the source of that 
momy, the \\ ilntss said: "Tilis point was examined at considerable 
length when these schemes were announced and it was considered 
inadvisable to ask for information regarding source of funds." Asked 
that if large amount of black money went out of India and come back as 
white money and deposited with Banks, would it not be in the fitness of 
things to cxacise some cbeck, the witness pointed out that: . 

'This is a very basic question to entire banking industry and one of 
the fundamentals is that details regardiDg the banking transac-
tion of constituents are not normally asked unless there is a 
case of some illegal action." 

4 1 0 The M ioistry of FlDaoee bale clalmecJ that the aggregate 
deposits or scheduled Commercial Buts bave Increased from Rs. 4,646 
nores 10 Juoe, 1969 (I.e. prior to oatlooalisatlon) to RI. 56,879 crores in 
1983 (as 00 11-11·83)-ao increase of more titan 13 times. Apparently, 
tile rate of this growth in deposit mobllisatioo does not take into accouot 
the appreciatioo In prices over the years, If the inJIatloo factor is takea 
Jato ~ODSIder.tiOD, the rate of ,rod "oub, "ork out to be far less. lito 
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Committee would, therefore, recommend that Reserve Bank of lodia 
should make a realistic assessment so that a comparative picture of depo-
sit mobilisation i.o real terma over a period becomes available. 

4.11 The Committee find that bank deposits had increased to 
Rs. 26.550,79 crores as at the end of 197d, re&lstering an iacrease of 
24.47 per cent over the previous years. But in subsequent years, schedu-
led commerc.al banks failed to maintain that temp 0 of deposit mobilisa-
tion: The yearly rate of growtl. of deposil was 18.50 per cedt in 1979, 
1728 per cent in 1~80, 1957 per cedt in US!, and 14.80 pet cent 1.1 19&2. 
If the progress made in depoiit mobilisation upto 11 November, 198J is 
any indication, tile year 1983 is not l:J(pected to end Uti in Ii better rate of 
growth. What has surprised the Committee more is that willie duriuiI 
the last 3 years, non-bank.in~ companies had been aole to attlact more 
deposits, their yearly growth of deposits beiog 31.0 per cent in 19,9-80, 
21.3% in 1980-81 and 31.3 per cent io 19':H-82, tl.e growtb of bank depo-
sits had beeo comparatively SIL1~gish. A represent.ltive of t.le Minist£) 
of I inance pointed out in evidence that tllese Don ba akiug com£,auies, 
both in public aDd private sectors, give interest upto 15 per cent on depo-
sits as compared to 11 per cent by Hlloks. Non-resident deposits are 
already being paid 2 per cent more by Banks. The Committee recum:nend 
that interest in bank deposits may be suitably raised so that scbeJul~d 
commercial banks are able to attnct larges deposits. 

B. M, pping up of Excess Liquidity 

4.12 The Cash Reserve Ratiq was raised from 6 to 7 per cent of 
net demand and time liabilities in two stages viz. 6.5 per cent by 31 July, 
1981 and 7 per cent by 21 August, 19B1. The CRR was enhanced fur-
ther by the Reserve Bank of[ndia in three staHes from 7% to 7.75%, 
the last stage effeetive from 29-1-82. In 1982. the eRR was reduced 
in two stages from 7.75% to 7.0% effective from 9-4-82 and 11-6 82. It 
was again increased in two stllge~ viz. from 7 to 7.5% from 27 May, 
]983 and from 7.5% to 8% from tll.E 29 July, 1983 thereby imp~undiog 
Rs. 275 crores at each stage. This was followed by another hike in the 

. eRR from 8 to 8.5% from the weak beginning 27 August, 1983 resulting 
in the impounding of a like amount i.e. Rs. 275 crores. Under Section 
42 (lA) of the RBI Act • .1934, the RBI asked the Banks on 8 November, 
] 983, to maintain in addition to the present cash Reserve Ratio of 8.5 
per cent of net demand and time liabilities from the week beginning 12 
Nov., g3 an incremental Cash Reserve Ratio of 10 per ent of the in-



crease in net demand and time liabilities over the level as on 11 
November, 1980. 

4. t 3 RBI's circulars issued on 8-8-83 and 8-11-83 stressed the 
point that the banks would have no di liculty in providing adequate 
credit to support the acceleration in output. In the policy guidelines 
issued on 20-10-83. Governor RBI had enjoined upon banks to :-

(1) ensure that all legitimate credit requirements of prQdllctive 
activity are met both without fueling inflationary expectations 
or promoting the counter productive build up of inventories. 
Thev were also advised to provide adequate support to the 
revival of industrial activi"ty expected in the wake of favourable 
monsoon and the significant recovery of agricultural output. 

(2) fully achieve the bank-wise blhnce indicated to the Reserve 
Bank in Credit Budget discussions, earlier during the year 1983. 
Tbere should be no complacency on the part of banks in respect 
of their performance under the IRDP. 

0) special attention must be paid to the needs of small borrowers. 
Banks must use their influence. with their clients in tbe large 
and medium industries sector to ensure that payments due to 
suppliers in the small scale industries are not delayed. 

4.14 The Committee desired to know the considerations which 
had weighed with the Reserve Bank in resorting to frequent hikes in 
Ca~h Reserve Ratio of Banks in 1983. In reply, a representative of the 
Ministry of Finance explained: 

"When the excess Iiquididy is to be mopped up, there are increases 
in the cash reserve ratio ............ main objective is to see that 

.. the excess liquidity does ,not r~sult in unnecessarily hoarding 
and speCUlative activities. The growth in th.: deposits has been 
very high this year and with this very high availability of depo-
!lits in the banks it was'necessary to increase the ;:ash reserve 
ratio and take other steps to contain this liquidity. Olherwise. 
there would have been still greater pressure on prices". 

4 15 Another representative added: 

"despite the policy announcement of October. 1983, tbe deposits 
h~ve arown at a faster rate than anticipated and tbe credit 
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requirements have not been to that larae extent, and the banks 
have excess liquidity. I may inform the Committee that the 
excess liquidity is around Rs. 1400 crores. So, in order not to 
allow reckless lending, tbis step has been taken". 

4.16 The Committee wanted to know whether it was a fact that 
these hikes had resulted in lesser flow of Credit to small scale industriea. 
In reply, the Finance Secretary said: 

"The amount of credit facilities granted by publie sector banks to 
the small scale sector in quantum terms can be judged from the 
following figures; In June 1969, the amount outstanding was 
Rs.25% crores; In June, 1979 Rs. 1664 crores, in June, 1~80 

Rs. 2640 crores; and in June, 1982 Rs. 37-l8 crores (data provi-
sional) crOres ........... Tn the priority sector, initially tae small 
scale units had an important weigh(age, but with growing 
emphasis on lending to agriculture and allied agricultural acti-
vities there has been a more concerted drive to see that the 
needs of agricultural sector are also' met. So there is a shift 
in percentage terms in the total lending to the priority sector. 
as between agriculture and small scale industries. It is difficult . 
for both to Increase in percentage terms, because after all, they 
are sharing what is 100. As a percentage, the share of ~mall 
scale industry has gone down; in absolute terms, however it is 
growing". 

4.17 In a Note furnished after evidence, Ministry of Finance inti-
mated 1hat tbe percentage of bank advanccs to small scale industries as 
percentage to total gross bank credit had gone down from 13.4 percent 
as on March, 1982 to J 3.1 percent as on March, 1983. 

4.18 When the Committee suggested in evidence that the RBI 
should issue a Press Release assuring the public that impounding of in-
cremental bank deposits will not in any way affect flow of credit to 
priority sector especially the small scale sector, the Financc Secretary 
assured "We will do that". 

4.19 Acc~rdingly a Press Release was issued by the RBI on 9 
D~ember, 1983. According to this Press Release the Government emp-
hasised the need for greater attention being paid to the priority sectors 
financing in general and direct agricultural finance, attention to Schedu-
led Castes and Scheduled Tribes, IRDP lending, lending under the 
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Scheme of Self-Employment for the Educated Unemployed youth and 
the Small Scale Indu'Itries. including artisans and village and cottage 
industries, in particular. 

420 The Committee agree that if and when the bank deposits 
grow at a faster rate than anticipatect. thereby creating excess Iiquidi' y io 
thc banltloK system, the Cash Reserve ratio of Banks hCls to be raised to 
Sl'C that such liquidity does not go to fuel thc inflationary tendencies In our 
economy or result in "counter productive build uP. of Inventories".· The 
( ommlttee. however. find that in the year 1983 the Cash Reserve Ratio 
WIS raised by the Reserve Bault of Iudia so frequently and so suddenly 
on eaeh occasion 'hat even banking circles were taken by surprise. The 
ratio was enhanced from 7 to 7.5 percent from the week begining 27 
l\1ay. 1983 and from 7.5 to 8.0 percent from the 2) July, 1983, theresy 
impounding Rs 275 crores at each stll~e. Thi~ was followed by another 
hike from R to 8.5 percent from the w.:ek beginning 27 August 1983, 
r~u1ttng in the Impoanding again of a like amllUUt. On 8 November, 
1983. RBI asked the BaBks to maintain, in addition to the perrent Ci\R 
of 8 5. an Incre.llCfttal Callh Reserve Ratio of 10 percent of the increase in 
net dcmand and tillle liability over the level as on 11 November, 1983. 
The Committee would like tlte ReliCrve Bank of India to examine if trends 
I. deposit mobills~tlon cannot· be predicted more accurately to. avoid the 
need for frequent hike9 at sh!)~t intervals in the Cash Reserve Ratio. 

4 2 t The Committee were assured during evidence that bikes in 
Cash Reserve Rdlo would not. in any way, affect the flow of credit to 
priority sectors and e8pecially to weaker sections of society and small 
scale industries. The Committee's attention In tbis connection hal beeD 
d awn to the gnld('lIn~ issued by the Reserve Hank of Iadia on 20 
October. 1983. exhorting the banks to meet, despite blcrease ef Cash 
ijeserve Ratio, all legitimate c·cdit requirements of producllve activity 
lind pay special attention to the nerds of small borrowcrs. Bauks have 
also been asked to use th('ir inflUence with their clients in the large and 
medium industries sector to ensure that payments due to suppliers in the 
small scale indu'!try are not delayed. The Committee urge the Reserve 
Bank of India to see that tl:ese guidelines are implemented by baRks ia 
letter and spirit. 



I 

A. Secto,.a/ DI!p/oyment of Credit 

CHAPTER V 

CREDIT DEPLOYMENT 

(i) Credit to Priority Sector~ 

S.' Accordin!! to the data on sectoral deployment of credit in respect of 50 major banks which account for 
about 96% ortotal gross bank credit, the position in as under: 

Year Public Priority Sector Credits Industry Whc/esalc Other Gross 
-----.--------" ----------- (Medium trade Sectors Bank 

Food Agriculture Small other total '" Larae) Credit 
Credit Scale Sector Priority Sector 

Endin!! 2410 2915 271~ 1351 6981 8238 1835 2281 21,745 
June' 80 (11.1) (13.4) (12.5) (6.2) (32.0 (37.9) (8.4) (10.5) (100.0) 
Endiog 22.02 37S3 3406 1777 8966 9983 2000 2737 25,888 
lUDc'SI (8.5) (14.6) ( 13.2) (6.9) (34.6) (38.(;) (7.7) (10.6) (100.0) 
Ending 2825 4594 3909 2170 10673 11213 2122 2942 29,775 
June~ 82 (1).5) (J 5.4) (13.1) (7.3) (3"i.8) (37.7) (7.1) (9.9) (](lO.O) 
Ending 3589 S356 4563 2646 12565 134 8 2273 3615 35.460 
luno' 83 (10.1) (15. ) (12.9) 
(Provisional) 

(7.S) (35.4) (37.8) (6.4) (10.2) (100.0) 

(0 Figures in Brackets are percentage to total gross bank credit. 
(ij) Targets of Priority sector advance. are with reference to net bank credit_ 

w 

"" 
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5.2 Total credit extended by Scheduled Commercial Banks at 
Rs. 35,460 crores at the end of June, 1983, was more than nine times 
in i969. 

5.3 The Reserve Banlc of India has calh:d upon the Scheduled 
Commercial Banks to ensure that· 

(i) the share of priority sectors advance in the total gr<'SS bank 
credit should reach the level of 40 percent by ;'larch, 1985. 

(ii) the advances to weaker sections of society should reach a level 
of 25 percent of priority sector advance or 10 percent of total 
banle credit by March, 1985. 

(iii) direct finance to agriculture (including allied activities) should 
reach a level of at kast 15 percent of the total credit by March, 
1985 and at least) 6 percent of the total credit by March, 
1987. 

5.4 The Ministry of Finance have reported that banks have 
achieved these targets to the following extent so far: 

(a)~ The share of the priority sectors credit of Scheduled Commer-
cial Banks has reached the level of 35.4 percent of the total 
banks credit as at the end of June. 9.0. At the time of 
natlonalisation i.e. June. IQ69 share of public sector Banks in 
these advance!! was 14.6 percent only. Only 5 out of public 
sector banks (State Bank of Hyderabad. State Bank of Patiala, 
United Commercial Banks, Andhra Bink, Punjab & Sind Bank) 
have achieved tbe national target of 2.40 percent share to prio-
rity sector, 12 public sectors have reached the level more than 
37%. II Public Sector Banks including SBI, United Bank of 
India, Indian Overseas Bank, New Ban~ of India are however 
still lagging behind and are within the range of 31 and 37%. 

(b) As at the end of September. 1983 flow of credit to weaker 
sections of society by Public Sector Banks has reached the 
I.velof 19.3% of priority sectors advances and 7.5% of total 
credit. Among the public sector banks, the percentage of ad-
vances to weaker sections to total credit is the lowest in the 
case of Oriental Bank of Commerce (10.8%), Dena Bank 
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(10.6%), Vijay Bank (JO.6%), Bank of Maharashtra (9.7%) Ilnd 
New Bank of India (4.7%). 

(c) As at the end of June, 1983" direct credit provided to Agricul-
ture (including allied activities) reached the level of 15.4% of 
total credit and 42.6% of periority sector advance. However, 
only 5 ou~ of 28 public sector banks have achieved the targCl 
of 15%. These Banks are the State Bank of Patiala (20.7%), 
Andhra Bank (19.3%), State Bank of Hyderabad (18.6%), State 
Bank of India (15.1 %) of the direct agricultural advan6e provi-
ded by public sector banks, the share of small and marginal 
farmers ranged between 37 to 3 0/0 , 

(d) As at the end of June, 1983. while.the percentage ofcredi~ pro-
vided to small scale sector by scbeduled commercial banks 
coostituted 12.9 percentage of total credit, the flow of credit to 
large and medium industri,'s was .7.8 percent of total credit; 
Tn earlier years, the share of small scale sector was 13.2 percent 
June 1931 and 13.1 percent in the year ended June 1982. 

5.S The Committee wanted to know if any guidelines on sectoral 
deployment of credit have been issued or was it left to the discretion 
of each public sector bank to determine what share of cledit should go 
to the priority sectors or for that matter to ollier sectors of economy. 

5.6 In reply, a representative of the Ministry of Finance said in 
evidence: 

"The only guidelines that have been issued (by RBI) are that 40 
percent of the net bank credit should go to priority sectors by 
March 1985 from eacb bank. it is not that any bank bas any 
discretion about it. All the banks have to do it individually 
and of this 40 percent, 25 percent should go to Weaker Sec-
tions This is the main guidelines. For general indu5tryand 
trade there are no guidelines Banks are free to give". 

5.7 Asked ~hetbcr the public sector banks wbich had been lagaing 
behind and were nowhere near the national target of 40 percent sbare 
to priority sectors had been asked to redouble their efforls in this direc-
tion, the witness assured: 

UThese bank. will have to redouble the-ir efforts. There is no doubt 
,about it. There is a great pressure OD the Bo~rd (of the Bank) 
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to see that thi, is done. They are being asked to redouble 
their efforts". 

5.8 The Comm~tee pointed out that not only the flow of credit 
to Weaker Sections of people was quite inadequatl! but a fraction d 
whate'ver little was sanctioned to them was pocketed by tbe middlemen 
who alsist such people in obtaining credit from Banks. Asked if it was 
not possible to put an end to this practice, a representative of the Minis-
try of Finance assured: 

"The intermediaries coming in between is really a malpractice 
Sometimes an institutionalised intermediary coming in is a 
different thing e.g for distribution pumping sets. But if there 
is an intermediary who asks a man to PUl in his Thumb im-
pression, it is really a malpractice. Perhaps a large scale pre-
valence of this malpractice cannot take place without the con-
venience of bank employees, themselves. Even if you say that 
the bank emrloyees do it, th.:re is a malpractice now, we have 
to see tbat thae is really better supt:rvision, better inspection, 
better returns and soml! spot checks to see that these llIalpricti-
ees are removl!d. Meanwhile, we will try to devise some 
instruction and send them to every body, to ensure that the 
Weaker Sectors, scheduled castes and sl:hedule tribes, and poor. 
illiterate people are able to get whatever mont~y is sanctioned 
to them fully and that no body siphons it off. Wt: wiil take 
up thi~ particular question much more serivusly and s~e what 
we can do about it." 

5.9 Asked. what action is taken against a BanK Manager who 
does not cooperate whenever a credit camp is organised by a District 
Collector, the witness said. "If the Manager of the bank dol's not do 
his work. he is taken to task. The collector can bring this up-to the 
higher authority" 

5.10 A repre~entative of the Ministry of Finance recalled in evi-
dence that fuJI requirements of credit for agricultural sector were 
assessed by the National Commission on Agriculture at Rs. 16.549 
crores whicb consisted of Rs. 7884 crores for lending. Based on tbe 
estimstes of the Naiional Commission, Ministry of Agriculture in consul-
tation with the National Federation of Land Development Banks and 
the State cooperative Banks bad. bowever, fixed a target of Rs. 5415 
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consisting of Rs. 4,000 crores for sbort term credit, and Rs 1415 crores 
for term lending durins tbe terminal year of 6th plan i.e. 'during the 
1984.85. Cooperatives were to give Rs. 2500 crores and commercial 
banks and regional rural banks Rs. 1500 crores. Under term loans, the 
Cooperatives were expected to give Rs. 79 j crores, and commercial 
banks find regional rural banks Rs. 620 orores during 1984-85. 

5.11 Asked if the Sixth Plan target is likely to be achieved, the 
wilness assured "there is absolutely no doubt that tbis target would not 
only be reached but also surpassed by 1983·84." 

5.] 2 Asked what is the number of SIllall and marginal farmers in 
the country. the Ministry have intimated, in a Note, that:· 

"The number of small and marginal farmers in the country IS not 
available." 

5. t 3 The Committee wanted to know what was the number of 
applications reeehed from the farmers by public sector banks, how much 
credit wa~ a~ked for and how much was given. In rt:ply, a representa· 
tive of the Ministry of Finance said:-

"The application formula we can tryout as an experinlent, but for 
these people who are working in the field, these applications 
are not there. they have to be generated" 

S .14 The Committee desired to know why the share of Small 
Scale industries in the total bank credit had gone down from 13.2 in the 
year emJed June, ]981 to 12.9 in the year ended June, 1983. In reply. 
a representative of the Ministry of Finanee explained in evidence tbat :. 

·'I.n the priority sector. initially the small scale. units had an impor-
tant weigbtage. but with growing emphas 8 on lending to agri-
culture and for agricultural operations, there has been a more 
concerted drive to see that the needs of the agricultural sector 
are also met. So there is a shift in percentage terms, in tbe 
totallondl/lg to the priority sector, as between agriculture and 
small scale industries. It is difficult for both to ipcreale in 
percentage terms, because after all, they are showing what is 
100. As a pm:ccutaF, the SMail scale industry's sbare has 
gone down. ;In absolute terQl, perhaps it is growing." 
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,.1 S . Since the increase in the share of small scale industries 1n the 
()utstanding credit of scheduled Commercial bnks in absoluteerms 
would not menn much if the number of small scale units bad gone up, the 
Committee wanted to know if the number of Small Units had gone up 
and irso to what extent Tn a Note furnished after evidence the Minis-
try of Finance have replied, ;;t( ralia that "Corresponding figures of the 
number of Small Scale industrial credits ~s not availabk" 

5.16 According to the hrgct!il set by the Resen'e Bank of India, the' 
S(:heduled commercial Ranks were re'luired to ensure that by March, 1985 
(i\ the share of priority sector advances in the total gross bank credit 
reaches the Inel of 40 per cent, (Ii) advances to weaker sections of 
soc1ety should reach to level of 25 per cent of priority sector advances ot 
10 per cent of total bank credit and (Iii) direct fhance to agriculture 
(including allied uctivities) should reach a level of at least 15 per ceat of 
the total credit. The C"mmittec lire dhappoi Ited tiut while tbe targeted 
percentale of providing direct finance to agricuhure has already been 
reached by scbeduled commercial banks, they are nowhere near the 
targets as far as flow of credit to priority sectors and weaker se~tiilDS 01 
society are concerned. The level reached for priority sectors upto 
June, 198.1 is only 35.4 per cent aKaiost the target of 40 per cent of total 
credIt. The credit level for weaker section!i of society by public sectl)r 
banks thllt hus bee~ reached upto the end of September, 1983, is 19.3 of 
priority sector advances and 7.S per cent of total credit as against the 
targets of 25 per cent and 10 per cent rc"pectively. What i'i wone is that 
some of the leading public sect Ir banks like Oriental Bank of Com;nerce, 
Oena Bank, Vljay Bank, Bank of Maharashtra and New Bank have nof 
achieved even these low levels and are lagging fllr behind. The Com-
mittee attach great Importance to tile flog of credit to priority sector!i 
particularly weaker sections of sodety beca'l!te if banks lag behind in this-
field, the very purpo~e of nationalisation of banks ftou!d be ddeated and 
sma'l borrowers will continue to be at the mercy of private money lende~s. 
The Committee, therefore. lttrongly recommend that performance of 
public sector b!mks in flis respect sbauld be closely warched by the 
Boards of the Bank!, t'lc Reserve Bank of India and the Bankia~ 
Division of the Ministry f)I I-"illance to ensure that there is AO' 

!hortfaH wh atever In achievement of the natiooal targets set by the 
Rellene Bank of Jndla. 

5.17 The Sixth Fhe Vear Phil had sd 'ulated tbat by the termlna' 
year or the Plan I.e. 1984-8'5 O't'dit to alrictJltdral sector" woDld be 
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Rs. 5,415 crores m:dc up or short term credit of Rs. 4,000 crores (I.e. 
Rs 2500 crores by cooper.dves and Rs. 1500 crores by Commercial 
banks and regional roral baaks) and term loan of Rs. 1,415 crOres (i e. 
Rs. 795 by Cooperatives aad Rs. 620 crores by commercial banks and 
regiona~ rllra' banks). As fa, as the scheduled commercial banks are 
concl'rned, the direct credit provided by them to agriculture (includinc 
.'lied activities' is hllrdly 15 per Gent. The Committee feel that agricullaral 
sector deserve!i a much larger shire of the total bank credit ,tban what it 
is letting at present. Tbe Committee bope that claim, of this sect!)r 
would be given d Ie consideration by Government I Reserve Bank of India 
while fixing new targets for sectoral deployment of credit. 

5.18 The Committee caonot hdp pointing out tbat Dot only the flow 
of credit to weaker sections of soci"ty is not adequate but out of whatever 
is sanctioned to them by banks II substantial portion is pocke.ed by middle-
men. Tbis exploitation of the poor and illiterate ptople must slOp. One 
way to eliminate tbis malpractice could be that tbe Banks concerned 
should establi'ih di~ect rapport with the beneficiaries rather than deal with 
them through intermediaries. A represeotat:ve of the !\1inistry of !'i.nance 
assured tbe Committee in evidence that they would isslle suitable iDStruc:-
tlons to Banks in tbis regard. 

B. Regilmal Imbalance in Credit Deployment 

5.19 One of the national t.uget set for banks was deployment of 
60 per cent of d PLlsilS mobllis'd in rural ',emi-urball areas by way of 
credit in these arelS, While the public sector banks were expected to 
achieve this target by March, 1979, the private sector banks were to 
achieve the same within a time bound programme. 

5.~0 The population group-wise credit deposit ratio of Scheduled 
Commercial Banks before nationalisation and during tbe last 5 years is 
given below :-

Rural Se.lli- Urban' All India All India 
Urban Metro- Credit Credit 

politan Deposit Deposit 
Ratio of Ratio of 
all Banks. Public 

Sector 
Banks 

June, 1969 37.2 39.8 90.1 77.4 
Dec, 1978 56.6 49.3 178.8 70.1 70.3 

Dec., 1979 56.2 49·6 77.9 69.1 
(June 78) 

69.1 
D,c., 1980 56.9 49.2 75.2 66.9 66.4 
D.:c., 1981 60.6 51.4 78.1 68.1 67.S 
Dec. 1982 60.3 51.1 76.3 68.2 67.5 
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S.21 Region-wise Credit Deposit Rates of all scheduled Commer .. 
cial banks according to population groups al at the end of June, 1982 
were al under ;~ 

AU Popula- Nor- We .. N. Eas- Eas- Cent- Sou-
India tion thern tern tern tern ral thern 

Group Re,ion Region Region Region Region Iteg:o'n ---
58.7 I. Rural 50.1 52.5 45.8 49.6 56.1 86.1 
50,0 2. Semi-

Urban 52.1 47.8 37.6 33.5 51.6 60.4 

7~. t 3. UrbanI 
Metropo-
litan 84.7 75.5 55.S 64.0 498 89.4 

67.0 Total 73.3 68.5 439 55.S 51.6 79.1 

S.22 The following facts emerged trom analysis of the eredl t-
Deposit Ratios :-

(a) As al2ainst the national target of ~O per cent set for rur'al and 
semi-urban offices of Scheduled Commercial banks the All 
India Credit Dt!posit Ratio for rural and semi-urban offices 
have increased to 60.3 to 5 \,1 per cent respectively at the end 
of December, J9R2. 

(b) Public sector banks were ahle to achieve the national target of 
60 per cent for rural offices by Dt'c'ember, 1981 as against the 
slipulated dead line or March, 19r~. They have not been able 
to achieve this target in their semi-urban oftices even upto 
December, 1982. 

(c) Asat the ~d of June, 1982 while the credit Deposit ratio in 
rural 'ofAces of Scheduled Commercial banks was 80.7 per. cent 
in the Southern region, it ranged b::t.ween 49.6 and 56 1 per cent 
in the Nor-thern. Eastern CeJ\tral and Western relion aild wai 
only 45.8 per cent to the North Eastemregion . 

. (d) tn re5~ct of senti-urban oftices also the Southern region 
tallped tbe fist with the Credit Depolit ratio at 60 4 per cent 
followed by Northel'n Region (52.1 percent), Central Region 
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(51.6 per cent), Western region (41.& per cent), North-Eastern 
Region (37.6 per cent) and Eastern Region (33.S per cent). 

5~23 Among the public sector banks tire Itighest and lowest credit 
deposiTs·ralios as at the end of [)eoc~!!Iber, 19 n were as 1ln.1dr :-

(i) In rUfal offices, Vi·hile the Credit Deposit ratio of the State 
Bank of Hyderabad was 95.0 per ceDt it was 30.7 per cent 
in the case of St.lte Bank of Saurashtra. 

(ii) In semi-urban cffices, the Cred it Deposit ratio of the State 
Bank of Hvderabad was (68.4) and the ratio of United 
Bank of Ilidia W:l!i 27.3 per cent. 

5.24 The Committee w.lnted to knbw whether Gov~rnment a'greed 
that ~izeable part of deposits received in fllfal and semi-urban areas 
should be ploughed back by schedliled commercial bar\ks to those areas 
and if so what steps had been taken in this dire,,;tion. In reply, a 
renresentative of the Ministrv explained in evidence that tbis precisely 
was the underlying objective in la' ing down a ~alional targl!t i e. Credit 
Deposit Ratio of 60 per c~nt for rural and semj-ur.bal1 aro;!S. He indiCa-
tei that they are pllrsllin~ a two pronged strategy of expansion of 
hranch network' in rural areas on the on(' h'1nd and roribulation and 
execution of specific schemes meant people living in to l'herliral areas 
on the other e.g. Integrated R'trat D:velopment Ptogl'amme, 2{)\.Point 
economic Programme, Loan~ to the Small ahd Marginal farmers, 
scheme for self.erilployrnc'nt of Educated Youth. The witness expressed 
the view that ;-

"Branch expansion h:ls heJped them But that by itsetf cannot 
create a farge potential. For that other schemc~ are necessary 
in order to enable the poorerscctors, who \W~ either tradi-
tionally or h,~cause of thdr ignorance, not able to go to the 
Credit i.ns1itutions to lake Credit. S.), tbe expansion of 
branches and the fOTmulation of Schemes creates the atmos-
phere forpeopJe to get mere credit from the Commercial 
baltks in the rural ilreas." 

~.lS From the pepulMioa lI'oup-wlse. alMl r".I108.". eMit 
.... it ratios m.~ a.ailable b7 ttae Mlalttry of RuKe te silo" bow 
hluch o( the deposits 8lobillse4 ia.a area were alnn by waf .f cre4it 
to people of that area, the Committee ftM that IS .... t the llatlout 
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target of Credit neposit ratio of 60 per cent for rural and semi· urban 
offices of scheduled comnercial banks t be ac:Jieved by Marcb, 1979, 
scbeduled Commercial banks werp able to reach this target only by 
De<: ember, 1981 in the case of rllral brandies. They have failed to achieve 
tbis target even upto December, 1982 in their semi-urban branches. The 
Committee urge tbat the reasons for this slow progress may be analysl'd 
and effective steps taken to acbieve without further aelay the targelted 
ratio in their semi-urban branche~ as well 

5.26 Analysis of the Credit Deposit Ratios of scheduled commercial 
banks in various regions has revealed that at the end of June. 1982, while 
the credit Deposit Ratio in rural offices of scheduled Commercial bank!i 
was 80.7 percent in the Southern region, It ranged between 49.6 and 56.7 
per cent in the Northern, Fastern and Western regions and wa~ only 45.8 
percent in the North-Eastern Region. in respect of semi-urban offices 
also, the Southern region topped the list with the Credit Deposit Ratio of 
604 per cent followed by Northern Region (52.\ per cent). Celltral 
Region (51.6 per cent). Western region (47 8 per cent), North ( astern Region 
(37.6 per cent) and E~tern Region (33.5 per cent). These ratios not only 
reveal staggering regional disparities but also stre~gthen the impression 
of the Committee that sizeable .. art of deposits received in rural and 
semi-urban areas of the country are not being ploughed back. by scheduled 
commercial banks in these areas. Such imbalances, to say the least, are 
deplorable. The Committee would stress the need to see that tbese 
imbalances are rectified as early as possible in the inten'st of balanced 
development of al\ regions of our country. 

C. Credit Support to Socin-Ec ·nnm:c Schemies a"d Programmes 

(I) Integrated Rural D~I'elopment Programme 

5.27 Scheduled Commercial banks are involved in a number of 
development scheme and programmes of socio economic nature going 
on in the country. One such programme is the Integrated Rural Deve-
lopment Programme (lKDP). The programme was launched in 197~-79. 
It seeks to improve the' lot of the poorest of the poor, small and 
marginal farmers, share crorpers, agricultural labourers, rvral artisans, 
"cheduled castes/schcdulc:d tribes aod other weaker sections by enablmg 
them through credit and subsidy support to acquiro capital assets and to 
improve their earning from them. 
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~.~g Sixth Five Year Plan bad envisaged covering 1 S crores such 
families at the rate of 600 families per community development block per 
year. There are 5.011 C.O. blocks in the country. While the expected 
credit support from banks (commercial as well 8S cooperative) was 
expectesl to be around Rs. 3,000 crof(~S. to '-'1 I Government~s subsidy 
during the Plan period was estimated at Rs. 1500 crores. Progress 
of credit and subsidy support under IRDP since 1980-81 was as 
follows : ...... 

(I) SubsidyAllowed 
("R.s./Crores) 

(2) Subsidy utilised 
(Rs./Crores) 

(3) Term Credit 
Dispersed 

(Rs.fCrorcs) 

(4) Number of 
Scheduled 
Casts, S.T. 
assisted 
(in lakhl'l) 

r~) Total numbet 
of families 
assisted 
(in lakhs 

1980-81 

250 55 

158.64 

781 

1'>81-82 1982-83 Total 

300.66 400.88 952.09 

26465 359.59 782.88 

113.98 1470.61 

to 01 14.06 31.88 

27.13 88.95 

S.?9 The 01'erat inns of the Integrated F..a at Developdleat Pro-
gramme were r~vlcw('d at a high level meelillg held iA New Ddhi iR 
November, 1981, by Senror Oflicers of the Celllnil and State Govern-
ments and Chief ~xecutives of the public sector banks. The review is 
understood to have disclosed tbat the progress is disbursal of iastilu-
'tional credit for lRDP was "not satisfactory". Some ~·opt.'Tationat 

prohlem~" which were encouflt~red in the successful implementation of 
the Int('grated Rural Development Programme related to the ( ifftculties 
io eosuring (i) provision of bankable schemes for all benefi.:iari I, 
(ii) preparation of diverse schemes accordin, to th: capability and 
aptitude of tbe beneficiaries, (iii) makjng adequate arrangements for 
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provision of backward and forward linkages such as raw materials and 
technol,)gical inputs and marketing arraD$ements, (iv) a smooth and 
regular flow of applications throughout the year, (v) proper coordination 
between bank officials and Slate Government officials, (vi) a regular 
flow of ,information from bank branches to the district authorities about 
sanctio:l/rejcction of . applications, (vii) post-lending super~ision to 
ensure proper ul ilisation of funds. 

5.30 Since progress in I-ank lending fell short of the targets fixed 
uDder the IRDP, banks were a~ked in February, 1983 to take all steps 
to increase their lending under this programme. * Tne progress of 
lending under IRDP is reviewed moothly at the districtlve level Coosul-
tative Commmittec and quarterly at the Slate level Bankers Commit-
tees. 

5.31 The Committee asked if fisherman Cooperatives were eligible 
for assistance from 8an l s and if so under what scheme. III reply, 
the Ministry 9f Finance have, in a Note intimated, if/ter alia, 
tbat :-

(i) Normally, Cooperative Societies of fisherman avail themselves 
of fi'1l1nce from the District Central Cooperatives Banks. It 
is understood lhat Ct'mmcrcil,ll banks have also financed a few 
fisherman cocperativl:s under specific projects approved for 
refinance by NABARD. In these cases rate of interest charge-
able to the fisherman would inform to the rates for term loans 
(i.e. Small beneficieries; at the rate of 10 pe{C~nt and other 
beneficieries). 

(ii) Cooperatives are not eligible to be covered under DRI Scheme 
both in the case of fisherman and agriculturists. In tl!rm~ of 
Government of India guide lines on DRI Scheme. the agendes 
recognised for routines. Differential Rate of Interest loans are 
State owned Scheduled Castes/Scheduled Tribes Corporation 
aod Societies organised specifically for tribal population in areas 
identi~ed by Govt. of India. 

• At the time of factual verification, the Ministry of Finance intimated that 
"In February, 1983, instructions were issued by RBI for the implementaUon 
of 20-Point Programme as a whole and not specially IRDP. III J"ebrutry, 
1983, a study was conducted by RBI on UtDP on the basis of wh\lrh 
instructions were issued on 9th May, 1983. Furtller instructions w.o issuod 
on 27th May, 1983." 
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(iii) FisheriesO;6\ielop'M~nt is o'ne of the activities which can be 
taken up under ~ IRD?. U?der IRDP indultrial fishermen 
are eligible for lubsidy o~ 33-1/3 percent of the lotill cost for 
items such as nets, fingerlioJs.. boats, manures etc. 
Subsidy is also avaihlblc' for provIding desilting or re.clamation 
of tanks if the 'tanks are given on lease by'Panch'ayats to fish 
farmers belonginlto the target group for a ~iqim.um fixed of 
10 years. Fishermen cooperatives are eligible for subsidy of 
SO% of the cost. 

5. ~ 2 The Committee desired to know whether the Sixth. Plan target 
of assistance 600 families in each block each year had been achieved. 
rn repty, a 'representative of the Ministry of Finance laid (October, 1983) 
in evidence: 

,. As rar as the achievement of targets at th~ rate of 600 families per 
block is concerned. we do not have figures block-wise whether 
600 families in every block have been assisted or not. Th~ 

broad picture is some thing like this there may be about 
.6 crores of fanUlles, which may be under the' poverty line, out 
of which we have till now covered something like 1 crore 
famifies ...... .. 

5.33 Asked whether it was a fact that some of t;~e banks 
had not been cooperating with State Government authorities in 
implementation of this proJramme, the Secretary, Ministry of Finllol ~ 
confided: ' 

"There are sporadic reports received from time to time. There 
have been repOrtl from governmental agencies about the lack 
of cOO'dinatiot\ ot cooperation from tbe banking system. 
WI.en tbese complaints come, we have a mechanism which 
looks into them and try to get in touch with the ......... tbere il 
a block level Committee wbich is supposed to look into this. 
There are Committees at the State lavels which can look into 
this Collector il the Chairman of DCC-District Consultative 
Committee. Lead Bank is convenor of DCC otber financial 
agenCies operating in tbe district and Govt. Departments aro 
Member •• " 
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5.14 A rtprcsentativc of Ministry of tbe Finaoee added: 

"There is a high powered Committee on Credits COQ9tit~ted for the 
JROP by the Ministry of Rural Development on which II 

tepresentative· of the Banking Industry also has ~en nominated 
to spot out diffetent bottlenecks or eonstrants." 

S.35 The Committee enquired if any cases bad come to notice 
where in collusion with bank employees the eople pocket the subsidy 
liven uDder IRDP but return the loans granted to them by Banks and if 
so what steps are proposed to be to check tbis malpractice. In reply, a 
representatiYe of the Ministry of Finance said: 

"We bave no specific knowledge about any &pe~ific case of this 
kind. We can "arry out assessment in a few sample districts. 
We will find out in how many distri~ts. People returned it in 
that way.'" 

(Ii) B. 20·Potnt Programme 

S.~6 1t has been reported that the public sector banks' aggregate 
assistance to beneficiaries under the 20·Point programme at the end of 
December. 1981 was Rs. 2,037 crores in 57.72 lakhs ac:counts. Such 
advances are estimated to have increased to Rs. 2.623 orores in respett of 
14.84 lakh accounts by the end of December, 1982. 

5.37 On II March. T982, a working Group under the t.::hairman· 
ship of Sllr; A. Ghosh, Deputy Governor, RBI was consfituted to 
(a) identifv the tasks for the banking system for effective implementation 
of the new 2J-Point Programm~, (b) r.:view the l7fesent targets and sub-
targets within tbe priority s~ctors with special reference to the needs 
of h'WeakerS'!cti,ms,(c) examine l/le scope for modification in the 
deli,lilion of the priority smor, (d' review the prescDt reporting and 
monitoring system nnd (e) make any other recommendations which are 
tncidental or related to thege terms of reference. The Working Group 
suhmitted its Report on 17 June. 1982. The recommendatbns made by 
this Working Gr.:>up were accepted by the Go~t. of India and the 
Reserve Bank of India with certain modifications. In its circular leiter 
dated 1 February, IQ83, addressed to all commercial banks the Reserve 
Bank of India advis-'d tbe banks to cr) assist the State Government j 1 

formulation of suitable viable scheme (ii) integrate assiatancc to the new 
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20-Point Programme beneficiaries under District Credit Plans/Annual 
Action Plan by including an viable/,banking schemes drawn up under the 
programme (iii) District Consultative Committe~s should have effective 
instruments for coordination between banks and State Government 
Departments/agencies (iv) increase the share of advances lor minor 
irr'igation and land development. purposes substantially (v) revi~w the 
existing staff position and training facilities partiuclarly in respect of 
Staff posted to rural/semi-urban offices. (vi) explain the salient features 
of schemes induded in programme and help the bcpeficiaries in fiUing 
up the loan application forms (vii) the mecha,nism for monitoring or 
evaluation of performance of individual banks to be the same as far 
priorit)' sectors lending. 

5, '8 l'he Committee wanted to know whether year-wise targets of 
Credit supfwrt to the 20-Point Programme and laid down either by 
Reserve Bank of India or by banks and performance evaluated in the 
light of such targets. in reply. a representative of the Ministry of Finance 
said in evidence :-

"There is no specific target fbted. The concerned Ministries fix 
physical targets; and we are providing credit support." 

5.39 A representative of the Reserve Bank of India added :-

"We have not laid down targets. slate-wise or district-wise. as to 
how much credit Ihould be given, It 

5.40 Asked what bas been the impact of Reserve Bank of 
(ndias guidelines of February, 1983 to banks on the working of 
2O·Point Programme, a representative of the Ministry of Finance 
pleaded :-

"Detailed guidelines were issued by the Reserve Bank of India 
on 7th February, 1983 to all the Commercial banks. So. it il 
too early to say u to what bas been the impact of those guide-
lines." 

(iii) D(fferential Rate of/mere,' Scheme 

5.41 Under the Differential Rate of Interest Scheme, banks are 
required to lend at least one per cent of their total advaDCCI as at the: 
end of the previous year. The scheme also provide. that (i) not len 
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fh~n 40% or DR.! advaoCl~s, shpp14 flow tq .. »Ofro~~rs, belongid8 to 
Scheduled Castes and Schedu)ed :rri~s and ,(iil:'.ROt le~s tban 2/3rd or 
the DRI credit has ,to go t~ro,ugh Rur~I(~emi-urbao braoches. 
M~nifttry of Finance- bav~ furnjsh~d, the fo~!owing, dat~ about the, 
Scheme: ' 

(i) 

(ii) 

(iii) 

(iv) 

e\') 

N~. of Borr,owal 
Accounts 

Amount Outstanding 
(Rs: crofes) 

, ' 
of which of SfllST . . .. - . . ' 

At the End 
of Dee. bO 

25,10,271 

192.49 

(a) No. of Borrowal 
Accounts 11,17,658 

(b). Amount 
Out.tandios 87.37 

(45.4) 

of which hy rura" J3~.24 

semi-urban Branches 
.. J., \" v" 

(i 1.8) 

Percentage of DRI 1.01 
Advances as % of 
total ~dvarices at thc ,. 
cndof previoils , .. .. 
year. 

At the End . ", 

of Dec. 81 
At the End 
of Dec., 82 

(Revised DatI\) 

29,25,278 

257.50 

13,76,442 

123.2':1 
(47.9) 

188.57 
(73;2) 

1.17 

33,44,344 

311.50 

16,35.638 

J 54.43 
(49.6) 

236.01 
,<75:8) 

I.J7 

5.42 The National In51ilute of Bank Management bad at tbe 
instance of tbe Government of India undertaken a study of the Diffe .. 
rential Rate of Interest S.::hclne and 8ubmiU\ld .tis Rerort in Detember, 
1982:' Goyerhment of India had also appointed a Working Group 
under the Chairmanship of Shrj V.K. Dibhit, Joint Secretary (since 
t :ph'ccd by Shri Ashok Chandra, Joint Secretary) in the Ministry of 
Financc to reviewt'be DR.r Scheme the Report of the Working Group 
is awaited. 

S.13 !he,.~ofQmi!t~e "a.n~ed \okpo~ iUJ9. w~a!(ctjt~ri.ft.i~ f~l9wP,l"'i 
'by l\an~sirl det~{l!Iini.~i .. ~i&i~i1i.lJJor. fl~!i!1~J?tF unj4,~( t~iJ4~~1 ,Jo , 
reply. tbe F'inance Secretary aaid in cviden~e ~ 
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"Rate of interest is 4% poll.'" Tbe'criteria is that the family Income 
of borrower from aU 10UNeS should l'Iot exceed Rs. 3,000 p a. 
in ur.ban/semi·urban andl·RI. 2,000 for 'rural areas ......... I ~iIl 
tell you the policy. The borrower'1I land holding should DOt 

exceed 1 aerein case'·of 'irrigated land and 2.S 'acres of 
unirrigated land. Members of Scheduled Castes/Trlbes are 
eligible for loan under the Scheme irrespective of' their laad 
holding if they satisfy the' income criteria condition' of 
eligibility. Orphanagea," women's homes, institutions' of 
physieally bandicapped' persons, arc also eligible for credit 
assistance ynder the schome. They· are exempted from the land 
holding, ant! income criteria, but the individual benefi~aries' 

should fulfil the eligibility criteria laid down' undcr" th6 
Scheme ... · 

(iv) Village -,4,doption Scheme 

5.44 According to the data furnished by the Ministry of Finance, 
number of accounts serviccd,numbe'l' of villages adoptetrby Public 
Sector Banks from June 1917 to June 1981 was as und~r:-

Year., No. -of Villages No. of directagri. Am~unt outstanding 
adopted Adnnoe account (Lakbof Rs.) 

serviced· 
_._,.--

1977 47393 115g~61 22 I 86;uO 
1978 59W3 1511315 31164.00 

1979 89242· 2717454' 63976:31 
'1980, 10 ''':51 3491131 86971:22 
1981 1 ~100: 4235933 12 ~"S'5,55 

5.45 tn the gllidelines for financing of agriculture by commercial 
banks issued in Vecemt-er ) 970 Reserve Bank of India bas asked banks 
to adopt the Ilrea approach and bad stressed the ne~d to avoid the 
possibility of overlapping of eil'orts and resources in the same area 
by two or more co' nmercial banks. Thus, banks were advised to decide 
on the "co n.mand area" of each- branch consistcDt with the avaUability 
of staff. 

546' The' Miriistry "of Finance' have intimated ina Notltbat the 
VAS' apparently emerged. 'as • sequel to such "ar~a 'ilpproach", 
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However, the concepts or area approach and VAS bad been interpreted 
banks in different ways. A study coaducled by 1<.BI indicated tbat 
a) barring a few exceptions, tbe adoption of \lIUages by banks had been 

generally on an ad-hoc basis and that tbere had bctm instances of villages 
having been treated as adopted, although the bank concerned had very 
little involvement in such villages. (b) the scheme had Dot resulted in 
any overall integrated development in many villages; (c) in some ClIses, 
it appeared that VAS had b:?enviewed by some banks al a means of 
precluding other banks/agencies from financing in the villages adopted 
by them. Thus. several cQmplaints had emanated, from banks stating 
that other banks were trying to grant advances in villages adopted by 
them implying thl~reby that by adopting a village it becomes tbe e elusive 
field of operation of a rarticular bank. 

5.41 In order to obviate the ministerpretation of banks in regard 
to the VAS the RRJ communicated its observations to the banks' in 
December 1980 which are detailed here under: 

(a) The objectives of rural lending are (i) to promote integrated 
development of the village economy by meeting the credit needs 
,of agriculturists and other small borrowers (ii)lo avoid ~caeered 
lending and instead have resources, as far as possible, to 
s:'hemetic lending and (iii) to ensure better supervised credit. 
While the accent has to be on agricultulal development, 
other credit needs of the villages should not be over-
looked. 

(b) With the existing multi agency .ystem, it would not be desirable 
or even fea~ible to demarcate the area operation of different 
credit agencies. Adoption of village by, a bank should only 
mean that it has dedared its intention to da intensive lending 
in the area but does not mean that other banks are excluded 
from financing in that area. 

(c) the concept of 'area approach' has to manifest itself in intensive 
lending with proper staff support rather than the exclusion of 
other lenders. The basis of such lendingsbould not be a 
unilateral declaration by a bank that it has adopted a village 
or a group of villages and therefore, others are precluded from 
lending in such villages. The coordination of rural lending 
under the multi-agency system could be ~chieved through the 
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district Credit Plans,-tho D.C.C. Mee; inlS and otber platforms 
of mutual consultation and discuiSioDs. 

(d) Adoption of villages often creates a feeling of discrimination tn-
tbe field as there is a po8liblity or non-adopted' villages feoling 
ignored and uncared for. Such an impression should Dot be 
created. 

5.48 The Committee recalled th:lt a Study Group of the Committee 
has visited a village in Mahabalipuram adopted by the Indian Overseas 
Bank and gathered the irnpression that village had made by all round 
progress. The Study Group was given to undentood that recovery of 
loans advanced to the people of that village was around 90 per cent. 
Asked if any study h:ld been made to assess the impact of this Scheme 
and whether the implementation of tbe Scheme was b.:ing monitored at 
the national level by any organisation. In reply, a representative of the 
Ministry said in evidence :-

";-':0 specific study is available to assess the impact of these Village 
adoption schemes ...... There is no organisation at the national 
h:vel. This is the present position," 

(v) Credit P1annl", and Ltad Ba"k Sclmnt 

5.49 lead Bank Scheme which embodies the 'Area approach' to 
development, as recommended by Godgil Commiltee of the National 
Credit Council, has been in operation since tbe beginninB of 19 '0. To 
begin with. Lead Banks carried out a survey of their respective lead 
districts, their resources, needs and potential in bank'ing development. 
Thereafter the Banks prepared District Credit Plans as ~ell as Annual 
Action Pigns for the period 19.-10-82 in purSLlance of Guidelines issued 
by the RBI on plan formulation, Three plans are stated to bave provi· 
ded details of various seh~D1es proposed to be taken up, the number of 
beneficiaries ('xpccted to be covered and the quantum of possible oredit 

. development Ministry of Finance have reported i"ter alia "RBI do Dot 
have complete data in respect of the achievements made under tbe Annual 
Action Plars 10 80, 1981 and 1982." 

5.50 Asked if Annual Action Plan tor 1983 had been prepared 
for all the Districts, tbe ",itoess reported; 
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"The lead banks have prepared the"!)is\tict Credit Plans for 1983-85 
and Annual Action Plans 'for 1983 in respect of their lead dis-
tricts excepting seven districts of North Eastern Region." 

5.51 Qurirljg .evidence the Commttteedesired to·lmow wby comp-
lete d~t~ :ifl respect of the achievementl ,made under ·the Annual Action 
Plans, 1980, 198 I and 1982 was not available. In reply,a -representative 
of tbe Ministry of Finance e)(plained that :--

"The syst~m of forumlating Annu~t.l Action Plans a6 part of the 
District Credit Plans was introduced by the R~rve BallK of 
India from Janu~ry, 1980 to Decembc;r, 1982. The Reserve 
Bank has introduced the information system for monitoring the 
pro,gress of the implementation of the Credit Plan. However, 
the information system has Dot stabilist'!d and complete data for 
a number of districts eQuid not be consolidated. The Working 
Group to review the working of lead bank scheme has recom-
mended simplification of new Information System schedules 
which are under consideration of a High Power Committee on 
the working of the kad bank scheme." 

5.52 Asked if it would not be desirable to coJlect data of working 
of lead Lead Bank Scheme not only at tbe district level but also at the 
national level, the Finance Secretary assured :-

"The pres~l)t arrangements do not JPl'ovide for data relating to lead 
bank and diwic~ credit plans to' be kept at the national level; 
tl1ey arc available only at tht; ~'rict level .. " ......... We will try 
apd work.out a mechanism wbtrebyat least .some d&~a on a 
v~ry broad magnitude do booomtavailable at the national level 
also. apart from the priority sector one." 

(vi) Rehabilitation of. Sick Industries 

5.53 According to the "P<>licy for sick industries" laid down by 
the Ministry of Industry (Department of Industrial Development), on 
6 October, 1981 and modified"on 15 February, 1982 the responsibility 
for prevention of monitoring of sickness, and coordinating action for 
revival bas been vested in the administrative Ministries concerned. It 
has been stipulated that as soon as the banks/financial institutions be-
COlllC ,a~ate.o£ dofinitc signs, of' sickness, necessary corrective action 
should be initiated on the basis ofa dq808tiDstudy,underta\cen by thern. 
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Tn the ca!le of growing sicKness, financial institutes may consider assumption 
of management responsibility after assessing the viability of the unit pro· 
vided they are confident of reatoTing the units to.a lrealthy state. Where 
banks financial institutions feel that it may not be possible to present an 
industrial unit from becoming sick or their efforts arc unlikely to revive 
the sick undertaking, . the administrative Ministry concerned may. in 
constutation with the Department of Industrial Development. decide 
whether the unit should be nationalised in the public interest. 

~.54 The policy of sick units essentially assigns the following roles 
to the bankS :-

1. To monitor the financial health of the units 10 as to identify 
sickness at the incipient stage and talce remedial action. 

2. When .ic~ness become manifest, to take remedial action on the 
basis of dignostic studies, and 

3. To keep the Govcrnmcot informed wherever action ~t tho 
Governmental level was necessary to deal with the sickness . 

. 5.55. Bank's assistance to sick industries had been as under: 
-----------_._-_._----

Year No. of ASg. outstand-
ending sick ing.Bank ere-

units dit (Rs./crores)· 
identi-
fied by 
banks 

1. Large Units· 
June, 422 1,453 
1981 
JWle, 435 1.71~ 
19:12 
11. Medium Unit~.· 
June, 960 137 
1981 . 
June, 1020 176 
1982 
111. Small Scale Units 
June, 22360 322 
1981 
JWle, :6.973 39" 
1982 

No. of unit. 
for which 
viability 
studies were 
undertaken 

385 

393 

16,814 

19,892 

No. of units 
considered 
potentially 
viable 

342 

337 

5468 

5316 

No. of units 
put undor 
nursing pro-
gramme 

242 

244 

2.029 

1,982 

• 'Large Units' denote individual units eejoyiog bank credit limits 
, of Rs. 1 crore and above from the banking sYltem . 
•• 'Medium Units' denote non-S5I units enjoyin, b~qlc credit Jimito 

9f I. than R,. 1 9rore, ' 
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S. "6 The Committee pointed out that sometimes managoment of. 
sick units engineer sickness deliberately in order to seek assistance from 
financbl institutions:banks and latter either that assistance is misused or 
diverted. Asl<ed that in such cases should not the Banks take over the 

. management of such units, the Finance Secretary expressed the view 
that :-

UIn my opinion, banks assuming management responsibility is 
difficult. because I don't think they have the structure to take 
over industry, whether textile. sugar, cotton or engineering 
units. They are not designed to do it." 

(vii) Scheme (or prol'ldlnK Sp/j .Employment to Educated 

U"~mployed Youth 

5.57 The Union Ministry of Industry has launched a new Scheme 
for providing self·emyloyment to educated unemployed youth with mini. 
mum qualification ~s lOth class pass and within the age group of 18 to 
3S years. SuclJ youth will be provided bank credit and Government 
subsidy forundertaltina self employmopt ventures through industry. s~r· 
vice and busin'lIs avoclltions. The Scheme aims to cover 2.~ lakb such 
perlons in a year. The scheme extends to all arOIlS of the country excopt 
cities with more than 10 laxb population as per 1981 census. Opera-
tional responsibilities of the scheme has been assigned to District Indus-
tries Centres in collaboration with lead banks of the re~pective areas. 

5.58 The banking system is to provide credit of the ~rder of 
Rs. 160 crores (sinoe railed to Rs. 325 crores) during 1983·84 under the 
scheme. Capital subsidy of 25% is available from the Government. 
The Beneficiaries of the scheme will be indentified by a Task Force at 
District Industries Centre level and will be eligible loan not exceeding 
Rs. 25,000/· which will carry interest at 10- per annum in backward 
areas and 12% per annum in other areas. The repayment will be in 
Instalment beginning after an initial moratorim period ranging between 
6 and 18 months. The repayment instalments would range over 3 to 7 
years depending upon the nature and profitability of the venture. 

5.59 Scheduled Commercial banks have been ntendlnl credit 
support to a Dumber of on-going soclo·economic schemes and programmes 
ill the country This Is as it should be. One sucb programme is the In· 
tegrated Rural Development Programme whi~h seeks to improve the Jot 
fo the poorest of the po()r. sPlall maralnal farmers, sbare crop~ •• Vl-
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. cultural.a.bourers, rural artisans, scbeduled castell/a&:beduled trIbes, Osher-
men and other weakfr sections of society. A representative of tbe 
Ministry of FlnaDce indicated during evidence that "tbere may be about 6 
crores of families, wbicb may be under the poverty Jine." During the 
Orst 3 years of the Sixth Five Year Plan Ie. 1980-81 to 1982-8J, a total 
term credit of Rs. 1470.62 crores is stated to have beeD disbursed, a totai 
subsidy of Rs. 952.09 crores allowe', ID' 88.95 lakb families assIsted 
ullder this proaramme. 

5.60 The Committee bowever, note with coacern the fact tbat tbouab 
all early as in November, 1981 a bleb level review of tbe Jotelrated Hural 
Developmeat c rOiramme bad disclosed that the proaraDUDe bad run mto 
some "operational problems" and tbat tbe progress in disbursal of institu-
tional £redit was "oot satisfactory". it was ooly iD February, l!I83 tbal 
iamuctions were caused by Reserve Bank of Jndia for tbe implemeolation 
of 1U-1'0lDt ~roar .. me as a Whole and not specially lROP. In hbruary, 
191U stuGies WIIS woductcd by NBI ontbe bUls of WblCb iDslrtlctWDS 
were ilSlHd on !*tb May, b8J. Further inltructlODa were Issued on 17 1\1ay, 
198J. Tbe ~lxtb J'i'e Year Plao had envisaged tbat durll1g the plllll period 
600 families per community block would be asalsted per year. lb. 
representative of the Ministry of F'lnance could not give any block-wile 
fl/i:ures to show to wbat extent tbe block·wise taraet b.d ~n mer. it 
alSO traaspired la e,idence tnat even Government aleDeIes baad ""or ted 
"laCk of coordination or cooperation 1rom the baDJ!.iuI sy.,em". In toe 
CirCUW!HIWCtl, tne ,",ommUhle rtlC.,lomend Ibat aall loopl1uhl8 UI' cattl1C::iOlll.:iee 
In tue eX15ti0K sYljtem 01 impj~lIlenlatloD aDd mouJluran, oa lola . pro-
araDllQtl SO""ld 1M: pn'lled ellrA,)' aad operallonal pruble .... ower~ume. 'J. .... 
c...umWJtlee woad" Itlre ... me Deed to eo~u[e a ... ,,,u.:. lur ·lurmulI&U.8 of 
bUIUIDIC scueme., ItmuulD aua reluall[ pr~ .... 0, aaP1'au: .. uuUII lur'h.p-
out lbe yellr, proper COOrdllll ... OU BetweeD DIlDK Obk.illill laud ..:JUlie \,wu\,cro· 
meat O.ID\:iilll aDo post !eUGiDi lliul'ervudoo 10 elllllurtl pruper utI1l8Iilt.,. uf 
fUDdl. 

5.61 While noting the {act that Public sector banks' 8glrelate IlIfsis& 
tante uud~r toe "u· rOWl l-ro,rllmU4C DIlU luoe up Irom 1(S. J.,uJ7 crures 
l~7. 7" laJ!.U IltCOUOts) at we cud 01 Uc~woer, 1~61 LO us. J.,o""U ~rurei 
\74.H4 IIIKh a\:\:ouUlS) by tile cud ul iJcco.:wber, l!l~', lbe Lowmln" Ilr. 
amazed to lellrD tllat Ilt prescut no !)tatc-wbc or obtric[-wlse tllr¥elll of 

. credit 5Ut port to be extcnGeu by We DanKs uoller IbUt pro.:ramme ilre Illul 
down. Tbe Committee teel ttlat cODjidertDK the impoflaoce Qf tbls pro· 
aramme, ,ear-wise tarKels of credit support expected of banks ill lb. 
ilDplemeutation of this pro&ramme IibouJd be laid down 10 tblU tJae ,ott 
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abd performance of banks in making this programme a IUCCess caD be 
evaluated. 

5.62 The Committee Dote that the baoks' lending under the scheme 
of i itrerential Rate of Interest hl1S increased from Rs. t92.49 crores (No. 
of borrowal accounts Rs. 25.10 lakhs) at tbe end of December, 1980 to 
Rs. 311.50 erores (Rs. 33 44 lakh borro" 11 I accounts) at tbe end of 
December, 1982. Advances under tbis scheme are given at the rate of 
intenst of 4~~ Only borrowers wbo fulftll the land holding aod income 
criteria are eliaible for sucb adnocel The Committee Ululel'ltaad tbat 
after tbe NatJoaal IDStltute of BaDk Manage,llcat had liven iii Report 
on tbe working of this scheme in Oetember, 1911, Govermnent lIave appo-
inted a workiag Group to review the DRI scbeme 1 he Committee would 
like to be nppriseci of the outcome of tbe review. 

5 63 Tbe Committee 8ad that evea thoneh tile DUmber of ,Ulales 
"adopted" by the poblic sector banks bas gODe up from 47,193 at the ead 
of June, 1977 to 1,21,008 at the .... of 1981 and the amouDt outstaadlax 
increased from Ks. 211,86 croret to Rs. 1127.55 crores, aeltber Iny 
study has been undertaken . to aSliess the impact of the Village AdoptioD 
Scbeme nor the implementation of this scheme is being monitored at the 
national level by Government/Reserve Dank' of India. A study group of 
the CommiUee bad made an on the spot visit to a village )0 l\1fthaball-
puram adopted by the Imlia Overseas Bank and gathered the impression 
that villaae bad mllde all round pro"ress, Tbe Committcc. therefore. feel 
that tbis scheme, if implemented in the true spirit aad in accordance with 
the guidelines issued by tbe Reserve Bank of India io 1980, could prove a 
boon to tbe ,ilIages, promote integrated developmeDt of thl.' ,mile ecoao-
my, ensure inteDsive and schematic lendiDgiDstead of scattered lead", 
aDd belp in betler supc"isic.1D over credit. The Committee recommend 
tl.atprogress made under this scheme may be mODitored attbe Natioaal 
level by the Bankiol Division of tbe Ministry of Finance. 

:-.64 lbe COlluniUee rearet to nod that t"ouala under the LCild Haok 
Lchemc, Lead Hanks bad prepared tbe District Credit Plao as well as 
AnllulIl Action l'iliOIi (or the years 1980, 198J lIod 1982 whieh provided 
details of vnrious schemes proposed to be taken up, the number of beaeft-
claries expected to be covered and tbe quantum of credit deployment, tb. 
Ministry of }o'inaoce have reported tbat" RBI do not bave complete data in 
respect of the achievements made UDder the ADnual ActioDS Plans, 1980, 
1981 aDd 1981." Tbe Committee feel that lead bank bad to play aa elledlve 
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role in bringilJl about conditions conductive fo development by uDder-
taking socio-economlc surveys, identifying scbemes and projects and 
converting them into bankable ones, locafiug enterpr(>neurs, and helping 
them in setting up projects successfully. All this underscores the need to 
have a perfect informution system. The Committee would, therefore, 
urge Reserve Bank of In( in to work out a simple but'meaningful infor-
mation sysll'm so tbat progress made from. )car to year in implementation 
of tbls Scbeme is available at thc District level and II broad consolidated 
picture at t be national leve'. 

5.65 The Committee find tbat during the year ending June, 1982, 
banks identified 415 sick nnits among large industries 1,020 sick units 

,among medium unIts and 26.973 sick units among small sClile uuits and 
after carrying out ,iabillty studies, placed 244 huge scalc" units aud 1,982 
small scale,Ii under "nursing programme". The Committee would like to 
know out of the sick units placed uDdcr nursing programme duriol the 
year 1982. bow many bave beea rebabilltated so fllr. The Committee 
would also like a study to be uruJertakeo to see if llae units wltieh conti-
Ilue to be sick despite assistance from Banks had ill flid used .hc Il!>siss-
tllDce for Ibe purpose for wbkh it was meant. 

5.66 Tbe Committee welcome tbe launching of a Scheme by the 
Ministry of Industry for provldi~ Self Employment to educated unemp-
loyed youth under wbich tbo baaking. system would provide credit uf the 
order of Rs. 325 crores during 1983-84. Each beDf'ficiliry is eligible for 
a composite loan of Rs. %5,000/- which will carry interest at 10 perccnt in 
bllekward areas and 11 percent in odler areas. The Committee have beea, 
informed tbat belleftclaries of the Scbeme will be identltied by a 'fask 
Force at Di!itrlct ilMhtstrles Centre len'. The Committee str~ss the need 
to tD.llUl'e tbat beaetle'lI'ifl are &eleeled wttb due care and CBUUOD so tbat 
beoeOts 01 the scheme readl the ,.rsoDI wfIo reaHy descrYe It. 

5.61 The interest cbaraeable from borrowers varies from Scheme to 
Scheme but, wbatever be tbe rate, pablk '"t\.lt baoJl.s lihould ensure lha,t 
tbe total amount of interest cbarl" OD a loan does Dot exceed the princi-
pal. 

,', 



CHAPtER vt 

FINANCIAL MANAGEMENT 

A. Working Results of Public Sector Banks 

6.1 According to tbe published Annual Reports, the profits earned 
by public sector banks duriRg the years 1980, 1981 and 1982 were as 
under :-

(Rs. Crores) 
----------- - ------- ------------ --'--,------

I. SBI al1d its 7 IASsociate Bank:; 

Income 
Expenditure 
Profit 

11. Nationalised Banks 
Income 
Expenditure 
Profit 

1980 

1323.36 
1310.20 

13.16 

2512.13 
246j.3S 

42.78 

1981 1982 

170~.36 

16lSlS.04 
16.32 

3122.71 
3074.56 

48.15 

2022.90 
2002.5j 

20.31 

3676.62 
3619.37 

57.25 
-------- ------------------

6.2 From the bank-wise details furnished by the Ministry of 
., Finance It bas been nOliced that tbe toYear-wJIC prODtI .. have come down 

from Ra. 1.60,.;rorcl in 1980 to ,Rs. 1.35 erol. in 19~2 in tho auo of 
lodtan Bank, from RI. 0.83 crore In 1980 to RI.0.61 crorc in 1~8l in 
tbe cuo of New Bank of lDdia and from R,. 0.36 orores in 1980 to 
Rs. 0.19 crores in 1982 in the clIO of Vijay Bank. 

6.3 Analysis of data furnished by the Ministry of Finance bas allO 
revealed that in the case of certain public 5~tor banks the establishment 
cost as percentage of their total expenditure in 1982 was more than 2) 
per cent. These bank:> are Slate Bank of B,kanere & Jaipur l32.12%). 
State Bank of Hyderabau (30.43,,), State Bank of Indore (30.56%). 
l:itate Bank of M)/sore (30.8J%). Slate JJank of Saurashtra (31,021.), 
Dena Bank (27.0%). Union Bank of India (26.0l%). OrientaJ Bank of 
CommOJce (2S!64%), Vijay Bank (30.27). 

to 
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6.4 A non official organisation. in its memomndum txpressed 
concern th\\t despite substantial increa5e in the volume of busine~'!, the 
profitability of banks had remained almost cono;tant. It tlas been poin-
ted out by that organisation that the total earnings 3!1 percentage of 
depo§its rose marginallv from 9.8% in 1973 to 12.8% in 1980 in case of 
Stat'e Bank Group and from 8.5% to 10.8% in rellard to 14 nationalised 
banks. According to tbat organisation \'tbis is largely attributable to 
substantial increase in expenditure particularly establishment expenses of 
public sector banks." 

6.5 The Committee desired to know whether Government had 
analvsed the reasons for decline in profits of Indian Bank. New Bank 
of India and Vijay Bank and if so whether there was scope fop 
improvement. In reply. a repcclOntative of'tbe Ministry of Finance 
pleaded stated 1hat :-

"The banks operate within certain parameters. About 85.90 
per cent of banks income i.s essentially from interest and dis-
count income on which tbey have little or no control as tbe 
interest rates are prescribed by the Reserve Bank of rndia. 
Besides, 3S per cent of deposits have to be kept in Government 
securities where the return is low; 8! per cent has to be kept in 
cash with the RBt Out of the remaining, about 35 to 40 per 
cent have to be deployed in the priority sector where also tbe 
return is low, 1 per cent of the finances have to be under the 
Differential Rate of Interest on which the rcturn is 4 per cent. 
Then the banks are also requricd to deploy their finances 
under the Food Procurt-ment Programme on which the return 
is low. They have to support the export sector also where the 
return is poor. All these factors have contributed to low 
income to the banks in general. 

6.6 In the case of Indian Bank, the profit came down from 
Rs. 1.60 crores to Rs. 1.35 cr rei in 1982 because of proportionate 
increase in the interest paid on dep· sits etc.. The New Bank of India 
paid Rs. J .25 crores as arrears to staff on account of pay scales in ]jne 
with Pillai Committee recommendation. The increase in ,fixed deposits 
with the Vijay Bank was relatively larger and therefore tbe amount of 
iJlt~,t iQOf'.tcd. Tbo ~xpall8c, also iJtcrea'cd by a Jar$e an.oQllt. 
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6.7 Asked whether expansion of Branch network in rural and 
semi-urhan areas regardles, of commercial considerations had· also 
II !reeled th~ profitabil ity of public sector banks. the witness conceded 
that "it is true thilt the branches whioh are opened in the ruralaftd 
semi-urban areas take mor..: time to break even" but nevertheless 
"Government had taken a deliberate pol~y decision to open branches 
in the unbanked and underbanked areas so that the banks could reach 
the remotest areas of lhe country. 

6.8 Dealing with a query whether it was a fact that the establish-
ment exprnscs of public sector banks had gone up since nationalisation. 
the witneg~ g~ve the following data :-

"So far as the establishment cxpenses are concerned, 'we find that 
the percentage of establishment cxpen,diture to tbe total 
exp~nditure has shown distinctive declining trend since 
natiollalisatioll of banks. In 1969, it was 30.58 percent; in 
1970. it rose to 36.88 percent; in 1975 it was 30.6, p~rcent; in 
1980 it was 23.09 percent; in 1982 it was 21.43 
percent." 

6.9 In this connc.:tion. thl.! witness r.ecalled that befor~ pationali-
. sation, th<!f~ was no uliform parameter to determine with COilstitutes 
the establishment cost. For e'(ample. where some banks treated bonus 
as establishment cost. others did not. The banks, he stated were in 
private hands and therefor,., free to spend as much as they h~ed. 

610 The Committee fiod tbat the overall profits of 28 public 
sector banks have gooe up from Rs. 55.94 crores fD 1980 to 77.56 crores 
in 1982. When asked about tbe scope for Improviog the profitability 
further, a representative of the MInistry of Finance attributed tile low 
income of public sedor banks to a variety of factors. He explained tbat 
banks had to keep 3S per cent of their deposits io Government securities 
wbere the return wall low and 8! per cent with the Reserve Baak Of 
India in tbe form of Cash Reserve. Out of the remaining, 3S to 40 per 
cent had to be deployed by Bank in Priority sectors where too tbe return 
was low. Deployment of finances on Food Procurement Proaramrue aDd 
Export Sector also yields low returns. Interest of only 4 per ~nt is 
being cbarged by Banks on advances UDder tbe DlffereDtlal Rate of 
Interest Schemes A non-ofidal orgaDisatlon has, hQwevtr. expressed 
the view that low .,.-oftts of public sedor 'banks are due to "substantiat 
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increase in expenditure particularly establishment expenses of, public: 
sector banks." Analysis of data furnished by Ministry of Finance and 
evideace led before the Committee has revealed that the establishment 
cost as percentage of their total expenditure ranges between 25 and 32 
per cent in the case of 9 banks. These banks are State Bank of I'ika'ber 
" Jaipur (32.12%), State Hank of Hyderabad (30.43%>, State Bank of 
Indore (30.56%). State Baok of Mysore (30.88%), State Bank of 
Saurashtra <3J .02%), Dena Bank (27.0%) Union Bank of Jndia 
(26.02%) Oriental Bauk of Commerce (2S.64%) andVijaya Bank 
(30.27). The Committee rec:omme.d tbat the establishment expenditure 
of these banks may be brought down to a reasonable level so as to bring 
about improvement in the overall profitability of public sector haaks. 

B. Recovel'Y Pt'rJormance : 

6.11 In 1982. out of total outstanding credit Of Rs. 36, '28 crores 
of public sector Banks (State Bank of India nnd its 7 Subsidiaries and 
20'Nationalisoo Banks the classification according to Security is as 
under :- ------_. __ .. 

Rs. (Crores) ---_._-------_._-.. __ . -------
. (i) Debts considered good and fully sacured 

(ji) Debts considered good, secured by the personal 
liabilities of one or more parties tn addition to 

28,345 

the personal security of the Debtor. 4,054 

(iii) Debts considered good but having no other security 
than the Detiator's person security. 3,729 

6.12 Ministry of Finance have intimated "Further Classification 
of these data according to size of Credit limits or ago is DOt available:' 

6.13 Under Section 34A of the Banking Regulation Act, 1949. 
banks caonot be compelled to. divulge any information relating to <.> 
any reserves not shown as such in itl publisbed balance sbeet or (b) any 
particulars not shown therein respect of provision made for bad and 
doubtful. Section 13( I) of tbe Qanking Companies (Acquisition aod 
Traosfer of Undertakings) Act, 1970 provides that except as otherwile 
required by law, the practices and usages customers amongl bankers, 
and, in particular, it shall not divul,e any information "reJatin, to or to 
the atrain of its cOll8tituen~," 
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6.14 According to the forms of Balance Sheet and Profit and 
Loss Account prescribed in the Third Schedule to the Banking Reluta-
tion Act. 1949, banks hav.! been given statutory protection from disclos-
ing the quantum and particulars of bad and doubtful debts for which 
provision is made to the satisfaction of their statutory auditors. 

6.15 The Committee asked whether the statutory protection siven 
to Banks from disclosing the quantum and particulars of bad aad 
doubtful debts, should not be w~thdrawn to ensure accountability of 
public sector banks to Parliament and the penple. In reply, the 
Secretary, Ministry of Finance pleaded that: 

"There is a convention of confidentially of baab accouuts and 
bank details particularly relating to these aspects ...... It is a 
customary practice which is followed. I want the Committee 
to appreciate that there i~ a practice which is followed by the 
banking system. 

I subJ»it for your consideration that if you could 
permit us to await the recommendations of this Committee 
which is expected to weigb tbe pros and cons of disclosure 
virses Continuance of the existing provision, Government will 
be facilitated in taking a view after considering a view after 
considering the detailed recommendations that the . Ghosh 
Committee miaht make. This is a Committee cODltituted by 
the Reserve Bank," 

6.16 Reserve Bank of India had appointed in March, 1982, a 
Committee under tbo Cbairmanship of Shri A. Gbosh, Deputy Gover-
nor of the Bank to examine, inter alia, tbe desirablity of greater or full 
disclosure in the published accountl of Banks, having regard to the need 
for disclosure. public accouotability of Banks, requirement of main-
tenance of confidentiality between bi(n\(er aDd cu5tomer and tbe require-
ments of maintaining tbe image. reputation ard credit wortbiness of 
banks. Earlier, the need for full discl9sure was stressed by tbe Bankin, 
Commission under tbeChairmansbip 'Of Shri Saraiya. The Report of 
tbe Ghosh Committee is still awaited. 

6.17 Analysis of data furnished by the Ministry of Finance with 
regard to recovery of direct agricul'ural advances bas shown that durin, 
the laat 4 years (years ending June, 1918, 1919, 1980 and 1981). tbe 
percenta,e of recovery to demand ranged between 57.0 and 58.S percell' 
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in respect of short term advances, the percentage range was as Jow as 
41.S and 46.8 per cent in respect of term Joans. 

6.18 The witness attributed the poor recovery pl!rformaoco in 
J'tIpect of direct agricultural advance to the following factors :_ 

(i) A sizeable portion of overdues relate to the advances granted 
soon after the nationaliaation when banks were new in the 
area of alricultural lendin,. 

(ij) Natural calamities such as drought and floods; 

(iii) Defective planning while sanctionins loan proposals parti-
cularly in terms of assumptions made with respect to yields, 
input costs and output prices. 

(iv) Misutilisation of loaDS and diversion of income-senerltted out 
of investmcuts. 

(v) Lack. of integrated approach iu lendina. Credit is only one of 
the inputs and to be effective. it has to be supported by 
arrapaemenL¥ for supply of other inputs. technological support. 
extco&ion serv.ices etc. 

(vi) Unsatisfactory marketing arrangemet1ts resulting in the 
borrowers getting lower than the expected prices fot tboir 
produce. 

(vH) Lack of suitable/adequate staft' tor efficient sUperviafOD lad 
recovery of agriwJtural loans at branch level. 

(viii) Lack of adequate governmCIlt support for r~overy ot 
overdues. 

(ix) Wilful defauited. 

6.19 The Committee ","bted to now how the recover)' per-
fOi'iDaDCe in respect of direct agricuhural advaQCes compared with 
advances to other sectors of ~~onomy. In reply, the repr..:sentative of 
the mil'datry of Finance revealed that ;-

"lUU has now pre~cribcd n new format for recording recovery of 
udvanL~ to olh'!r se~tors. When the data starts flowing. an 
idea will be availJ.blc all out. Pre~cDtJy, the data rerortln~ 



system only gives the recovery figures in respect of direct 
agricultural advances. This is mentioned by the RBI. The 
Data Reporting System does not give the figures relating tp 
recovery of advances to the! other sectors of the economy; 
fhereforc, it is not, posgible to compare the recovery per-
formance in respect of direct agricultural advances, with 
advances to the other sectors of the economy .. ." 

620 The Committee find during tbe that last 4 years (I ~78-1981) the 
percentage of recovery of direct alrlcultural advances to demand ranled 
between 57.0 lind 58.5 per cent in respect of short term advances and 
between.41.5 and 46.8 per cent in respect of term loans. Poor recovery 
performance has been attributed by the Ministry of Finance to a number 
of fnctors including (0 Illck of experience in agriculture lending (Ii) 
defective processing of loan applications (iii) lack of intclrated 
approach in Icnding (iv) unsatisfactory marketing arrangements l vi) lack 
of suitable adetluate stall for efflcieot supervision and recovery (vii) 
natural calamities; (viii) mis-utili~ation of loans etc 'file Committee 
feel tliat in effecting reCOVeries, while stern action shoul~ be taken 
against wilful defaulters, recoveries should be put off or rescheduled fa 
the case of farmers whose repaying capacity is a~hersely 'affected 00 

account of circumstances beyond tbeir control e.g. national ciamities, 
like droughts, floods, etc. The Committee forthel' feci str8n~}y that for 
the recovery of loans agricultural land ought not to be attached Ilnd sold 
thereby depriving the farmers or their means of livelihood for ever. 
Instead of other methods of rec~eriDg the loans· should be thought of. 
One such method involving the land could at best be taking temporary 
possession of it and leasing it out for a few years to adjust tbe lease 
amount realised against the outstanding )ollns. 

(',21 The Committee are surprised to learll tbat the existing data 
tcporting system AS dCl'is(!d by the Reser\'e Bant of ladia gives statls-
dcs of recovery of direct agricultural advances only but not advances 
granted by ijanks to other sectors of economy. A representative of the 
Ministry of Hnance assured tbe Committee that RllI had since prescri-
bed a neW Form:!t and when data about other sectors of economy IItarts 
UOl"hlg io. a complete pil'tllre of re{~o\ cry performance 01' banks 1VO .• 4 
be('ome available. The Committee would await this. 

< 

6.22 Ministry of ioinante have latjmated that out of total outstand-
loa credit of ~s. 36,118 crorcs at the end of 1982 In respect e( public 
lector banks, debts amounting to Rs. 28,34~ are· fully secured and are 
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considered good, debts amounting to Rs. 4,054 were considered good but 
were secured bytbe personal liabilities of ODe or more parties in 
addition to the personal security of the Debtor, but debts 8mollntiDg to 
Rs. '3,729 crore have DO other security than the liebtor's personal 
security. The Committee could not have any indication as the amount 

. of Hbad and doubtful debts" because banks have claimed stlltutory prote-
CtiOD from divulgilll such informatloll. The COAlmittee are oj tbe view 
that as after nationalisation baaks have become acwuatable to Parlia-
meRt, the amount aDd broad details. of bad aud doubtful debts of public 
!JeCtor banks should no IbIlger be kept a sec:ret but should be disdosed In 
their Annual Reports. The FiDan~e Setretary assured In evidence tbat 
the question whether banks should continue to have such a protection 
WaS already under examination. by, a Committee appointed by the 
Reserve fanI, in March, 1982. under the Chairmanship of Shri A. Ghosh 
Deputy Governor. The Committee will examine, inter alia, the desi .... 
ability of greater or fuller disclosure in the published accounts of Dank's 
having regard to the need for disclosure, public .accountability of bank's 
requirement of confidentiality between baDker and customer and the 
requirements of maintaining the image. reputation and credit worthiness 
of banks. The Committee would await a decision on tbe findings and 
recommendations of this Committee. 

C. Accoullts & Audit 

6.23 In its dlt Reporl presented on 1l.8.1983. the Rajya Sabha 
Committee 011 the Papets laid 011 tbe Table. bad found that: 

(a) large number of item~ of accounts ill respect of almost aU tbo 
public sector banks have been left un reconciled. incomplete, 
unscrutinised and in arrears for several years ; 

(b) A study of the inter-branch outstanding as the end of 1971 
during the period 31.12.79 to 30.6.82 n:wals that during tbis 
sketch of 30 months. a bank had altered tb,e position from 9.6 
lakh entries iilarrears to 8.9 lakh entries only. a net lhange of 
only 8 per cent, ,another bank had reduced its burden by only 
13 per cent. At this rate. it is doubtfulJ whether the arrears at 
the end of 1977 will be cleared in many banks even by lb. 
year 2.000 A.D. 

(c) There is no uniform system of audit among the different 
aroups of public sector banks. Under the ,uidelines iSiued b, 



the RBI to nationalised banks, all branchcs witb advance of 
more than Rs. SO lakbs arc audited and the other brancbes by 
rotation onCe in tbree years. In respect of the SBI and its 3 
subsidiaries. There has been no guideline and 80 branch audit. 
In respect of this S81 which has about 6000 brancbes aDd ad-
vances over Rs. ~ 600 crores, the accounts of only 12 main 
branches and 6 othels are audited every year by the stalutory 
auditors ano in a SBI Subsidiary Bank with about SOO bran· 
ches in operation only the accounts' of the Head Office are 
examined by the external audit. 

6.24 The Raj)'a Sabha Commitete on Papers Laid observed "The 
-Committee finds no plausible teason why the audit of tbe public sector 
banks should not be brought under the Comptroller and Auditor Gene. 
rod wblle a large number or financIal and credit institutions iocludta, 
the State Financial Corporations ano a Commercial bank in a State are 
already unuer lus juriJidlctlOn m relipect of aud.u." Tbe Committee bas 
recommended tbat "carly steps may be taken by the Government iu lUis 
reprd cltuer by a change in the proccdllrc adoplcd or by moduYJOg the 
eXlstlDg provisions of tbe Act, wbenever necessary." 

6.25 Half .. an-Hollt Diicussion in Lok Sabha on 17 August, 1933 
on Bank Frauds had revealed that in some of the banks recoDcdullion of 
accounts has been pending since 1973. As far the pending wor .. In leta 

peet of saVlUgS banI(. and current accounts was concerned, It had DOCO 

PCDd1D8 S1Dce 1979 to some branches and since l~~O In 9tllers. lMiao 
tramplte .. that a ownber of branches of nauonabaed bankll &0 Without 
external audit for years. 

6.26 A reprt:selltative of a non.aflicial oraanisat.i.on con.6.ded 
dlltiu8 evidence that reconciliation of ac~unts was left In arrears gt:ti .. 
belately. H~ felt that staff had vested interest in keepmi thii work In 
arrears cover up frauds. He indicated that in som..: of tb\: jjra~bCll, 
emplo)ce~ do not wOl'k bc)ond Z P.M. and spent tiJlm tilDe in reli:reauou 
oentres set up ill the Banks peewises itself with the rCiult that Banks bad 
to en!luge retired personnel to atlend to this work. 

6.27 The Committee wanted to the rea~tioo of Gov.roment 
to this State of affairs was and wh('thcr computerisation could help. In 
repl)" the Ministry of Finance have intimated, in a Note tllal i! 



(i) "Government and Reserve Bank of Iodia have been alive to 
the need for speedit-r recollciliationof inter-branch :lnd inter. 
b:lRk accounts. Instructions have already been issued for 
liquid9ting the arrears in so far as inter-branch accounts are con· 
cerned by drawing up a time-bound programme. Government 
have also advised banks to set a time frame within which 
arrears have to be liquidated. 

(ii) Governor, RBI in his meeting with the Chief Exe,'utives in 
February 1983 and Finance Minister, in his meeting with the 
Chief Executives in Apri' 1983 have asked tJlem to give utmost 
attention to tbe problem of inter· branch reco~ciliation. 

(iii) Most of the banks have set up special cells to monitor the pro-
. gress of reconciliation. . 

. (iv) A large number of banks have set up special squads for visiting 
chronic branches and speed up reconciliation work. 

(v) Tbe boards have also started reviewing regularly the progrels 
of reconciliation. 

(vi) As a result of these steps, there has ·been improvement in tbe 
position of reconciliation. Much more progress will have to be 
made. Banks are also, therefore, considering introduction of 
computers in a limited scale for the purpose of reconciliation 
of inter-branch accounts. There bas been an agreement for 
limited introduction of computers in the recent settlement 
between the Indian Banks' Association and the Unions repre-
senting the employees. The Committee appointed by RBI 
under the Chairmanship of Dr. Rangarajan would be identify-
ing the type of eomputers for introduction in banks. 

(vii) Banks have been instructed to enforce punctuality and discipline 
in their offices/branches. Chairman and other senior execu-
tives have been asked to make regular visits to branches to tone 
up punctuality. disciplme etc. 

6.28 During an Half-an·Hoor Discussion in Lok Sablaa OR 

17 ~alust. 1983, It traasplred that in some of the banks recoadliadoa 
of accounts had beeD peDdiDl siace 1973. As for the pending work I. 
respect ,of Savlnls Bank .nd Lnrrent AccoaDts, It wal pelldl ... Iace 
1919 fa SOIDe brauebes .... shlee 1980 iD otbers. It .Iso tra .. plred that 
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a non;bcr of branches or nationalised banks go without external audit 
for years. Fartier, in Us Report presented on 11 August, 1983, the 
RaJya Sabha Committee on Papers Laid bad pointed· out that a large 
number of items, of accounts in respeot of almost at( tbepublic seetu 
banks have been left "unretonciled, incomplete, uDscrutioised and in 
arrears for se\'cra! years." That Committee had observed: "The Com-
mittee see no plausible r(,3SOO wby the audit of the public sector banks 
should not be hrought under the ComptroH er & Auditor Generat while a 
large Dumber of finantial and credit Institutions including the State 
Financial Cnrjloratir))) and ~-ommercial bank in a ~tate are already 
under !,is jtll'isdictio:1 in respect of nudit." Miltistry of Finance. have 
now intimated. iilter aH3, that instructions have been issued to Banks for 
liquidating the arrears in so far as inter-branch accounts are concerned 
by dra"ing up a time bound programmg and tbat. in pursuance: of the 
recent settlement between the Indian Banks' Association and the Unions 
representing the Bank Employees, tanks are also considering introduc-
tion of computers in a Iimltcd scale for thc purpo[e of reeoncHiation of 
inter-branch accounts. The Committu recommeDd tbat the Ministry of 
1 ina nee should reflect in their ADDual Reports the progress made by 
public sector banks in liquidation of these arrears and also take an 
early decision on the, s"ggestion for brlaging the public sector banks 
within the purview of C&;AG audit. 

D. Bank Frauds 

6.29 Ministry of Finance have intimated that the total number of 
bank frauds and tbe amounts involved therein as rl'ported by 28 public 
'Sector banks to the Reserve Bank ofIndia durinS the years 1978 to 1983 
(up to 30-6·1983) were as under :-

Year 

.. 197R 
]979 
1980 
1981 
19~2 

1983 
(upto30-6-83) 

--------'-------_ .. -.-_., .... _--
No. of Frauds .. 

1422 
1400 
1:94 
18'H 

"2065 
1169 

Amount involved 
(Rs.f1akhs) 

737.71 
1514.71 
840.57 

2034.21 
1953.67 

1197.76 



71 
. 

6.30 In tbis connection, the Ministry of Finance have clarified 
that; 

q) the amounts involved in these frauds do not necessarily repre-
"- '.' " sents the &ctualloues which the banks might have ultimately 

to suffer:-

(ii) the amounts of frauds expressed in foreign currencies have 
not b~n included. 

6.31 Conceding the possibility of collusion with bank employees, 
Deputy Finance Minister revealed in 'Lok Sabha on 17 August, 1983 
tha.t :-

(il One clerk of Gandhi Nagar in Gujarat defrauded a Bank to 
the tune of Rs. 3.24 crores; 

(ii \ one laQyemployee of a Bank in Delhi defrauded tbe bank to 
tbe tune of Rs. 1~6Q lakb approximately; 

(ii) one senior Bank officer of tbe Central Bank of India, after bis 
retirement defrauded 10 banles including 4 foreign and national 
,banks to the tune of Rs. 7.30 crores . 

.6.32.. Tht, Committ~e wanted to know wbether public sector banks 
do bave an effective vigilance machinery to guard against the possibility 
of such f~auds, In reply, ' a representative of the Ministry of Finance 
stated in evidence' : -

"the banks do have a vigilance machinery according to which they 
consider necessary for their requirements. The Government 
has prescribed that the Chief Vigilance Officers should norma-
lly be very senior officers and they arc appointed, with the 
approval of the Chief Vigilance Commission and before the cve 
giveS its approval the CBI would have air cady conduetod its 
enquiries into the antecedents of these officers, who are to be 
appointed as Chief Vigilance Officers under tbe Chief Vigilance 
Officers, thrre 'arc Vigilance Omcen at the Hcadqpar~cra level 
and also at the,rciionll.l and zonallevcls. Thi, ii only one of the 

, mccbaniam tll4t tbe banks have fQr de~ectin8 fr~d casel. 
1=here arc,cQrreapoQdiDl De~hn~ta l~k.e ,I'"~ti9~ Depart-
IDODt,wt ... ,Auditao4 Aoco"QU ~tm~Dt. O&Jte. many 
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banks are baving the system of cODcl,Jrrent Audit which ,throw! 
up casts cf irregularities. 

6.33 Asked whether the syste11l and procedures in vogue in public 
leCtor banks have any loopholes to make frauda being committed at such 
a large scale, the witness expresaed tbe view tnat :-

"by and large, the assessment is that these frauds take pla(!e because 
stipulated procedures are oot bdng followed, the implementa-
tion defects has been noticed. In the meeting of tbe Chief 
Executives of Banks ............ one of tbe reasons given by tbe 

-Chief Executives was that ov~r the years so much stress has 
been laid on developmental activities that they they have neg-
lected the hOllse keeping activit ies of banks like reconciliation 
of accounts, etc. The FinJnce Minister laid great atress on 
this account and said that house kc:eping activities must be 
tightened up ............. The Re!erve Bank of India bas once again 
issued instructions that entries above Rs. 25 thousands should 
be given priority consideration for the purpose of reconciliation 
10 that major frauds 'are detected." 

• 
6,34 Replying to a query about the actio:l 'taken in cases of bank 

ftauds, the witbness said "We do not n.!glert (hese cases." He added 
that "whenever a fraud comes to notice either a report is lodged with 
the police or, if it is a m Ijor case. the rep'ort is ludged -- witb the CBI 
atso." He confided "We h:!ve now asked banks tbat every quarter, these 
cases of frauds should be reviewed by the Board I so that they ensure 
thai ban"'! are taking proper action in respect of tb~se easel." 

6.3S Asked how many cases had rC$ultcd in convictions, tbe wit~ 

ness gave tbe followina data :~ 

"Total Dumber frauds tbat occurred in 1918,1919 and 1980 was 31 S 
who were found grlilny: In 69 easel. Warniog &. Censure, 
Itoppage of' increments in 48 cases; reduction or revenion in 
tanks iu 13 C:ases; discharged, dismissed ot remoted in JCo 
cases; resigned } 2. namber of pertODI cOTiote4 by courts 7. 



73 
"' .. 

6.36 The committee invited attention to the New item titled 
"Operation Clean up in Banks" which appeared in Economic Times of 
10 Septembor, 1983, according to which Govclnment had decided to ask 
the two Chairman of Syndicate:: Dank and the Bank of India, to submit 
tbeir resignations." Asked what were the circumstances which had led 
the Government to take this step, in reply, tbe Finance Secretary con-
fided : 

"CDI enquiries are in progress in both these cases. In one case 
(Shri K. Raghupathy of Syndidate Bank) there Was aUeg<ttion 
of disproportionate assets (Rs.· 13 lakhs). He expressed a desire 
to resign. We said· "Yes, but the enquiry being conducted 
separatC';ty will continue". In the second case, there was aU ega-
tion of grant of irregular advances of. Rs. 10 crores. This case 
relates to Shri B.L. Kh llrana. Chairman of New Bank of India • ( Br enquiry is going on in this case." 

6.37 l he Committee cannot but express· their grave concern over the 
alarming rile in bank frauds. Tbe number of bank frauds in public 
sector banks has gODe Dp from 1422 cases Involving a total amount of 
Rs 7.38 crores in 1978 to 2065 involving a total amouDt of as much as 
Rs. ]953 crores In 1982. In tbe ftrst half o( 1983 year, 1169 bank 
frallds Involving Rs. 11.97 crores have already takeD place and at tbls 
rate, tbe year 1983 may end up witb more cases tban In aDY year jD tbe 
past 5 years. During tbis entire period (rym ]978 to 1983 (upto JUDe), 
there bave been a total of 9,541 baDk frauds Involving an aggregate 
amount of Rs. 81.79 crores. Government's assel8ment of tbe situation 
is that banks already bave a vigilance mecblnery and adequJ!,te proced-
ures but these frauds take place Dot because tbere are any loopholes In 
procedures but because sucb procedures are Dot followed A representa-
. tive of the Ministry of Finance cODceded in evidence tbat 'over the years 
so mucb stress had beeD laid on developmental activities tbat tbey 
(banks) have Deglected their house keeping activities like reconciliation 
of accounts'. The Committee would urge tbat vigilance mecbinery in 
banks mav be strengtbeDed. stlpalated procedures tlghteaed. fraud prODe 
areas of baDking operations identified, recoDcJUatlon of accounts up-
dated, audit arranlemeDts streogtbeDed IDd proper supenlsion at all 
levels UDdertaken. The Rese"e Baak of IDdia .lIould critically stady 
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fhi modus-operandi of fraud casel and forew.rn the B.nks to be 
eautioUs. Tb~ CommIttee trust tbat wlienefer baok. em~loyee' .r~ 
fOUbd ,llItt of eroud of belaa 18 cOllusion w1t'lipersons tbmirttHla. sOth 
fraud •• tbey should be .".rel.1 exempllry ~ald.hm.6. to "He .s .. 
1varnlbl to othet •. 

Ntlw DELHlI 
"p,II28. 1984 
JlaisakluJ 8, 190(1 (S) 

DANSI LAL 
Chairman, 

Eltlmates Committee, 
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APPENDIX 

Std'~m~lft of RetolHlMndatlo,u 

Para No. 

2 

1.14 

1.15 

Recommendation/Observation 

3 

As eatly itt 1935, Government had set up 
the Reserve Bank of India. RBI has been 
acting as the Banker to the Government, 
ban'kers' bank regulatory authority, and 
looking after public debt and currency 
management. In 1949, the Banking Re· 
gulation Act was passed empowering tbo 
RBI to control and regulate tbe function-
ing of commercial banks. Later, in pur-
suance of the recommendations of All 
lodia Rural' Credit Services Commi· 
ttee, the Imperial Bank was conver-
ted into the State Bank of India from 
1 July, 1955 by the State Bank of' 
Judia ACt' 1955, In 1968, Government 
fnttodueed "Social Contro." OVer banks 
by Whicb tbey were directed to provide lara 
pr "olume()f credit to hitherto neglected 
'i«ItMand make bank credit a more .. 
etBeetite mMrument of economic develop· 
m~t. Tbe progress made in this direction 
was not tbdnd adequate with the result 
that Government nationalised 104 major 
ictR:duled cb'mmercii.1 l1anks in July, 1969, 
followed by nationalisatioD of 6 more 
flanks in APril, 1980. 

1'1* objectiVes underlying the nationali •• • 
~ or blinks were to "subserve national 
twforfties wnd objective" and to u servo 
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better the needs of the economy and to 
promote tbe welfare of tbe people". The 
Committee's examination, however, revea-
led that despite tbe fact that tb~ share of 
tbe public sector in India's banking has 
risen to 91 per cent, priority sectors' share 
in gross bank credit even after 14 years of 
nationalisation bad reached 37.2 per cent 
as against 14.6 per cent at the time of 
nationaIi,sation. Out the priorilY sectors 
share of 27 percent, the share of weaker 
scctions of s(lciety is still quite Jess i.e. 7 
percent. As far as the Committee can see, 
public sector banks have to go a long way 
to achieve fully the objectives for which 
the banks were nationalised. 

·In tbeir 8th Report presented on 11 
August, 1983, the Rajya Sabha Committee 
on Papers Laid on Tabl\".! have pointl!d out 
that despite a clear direction given by the 
Estimate. Committee in their 62nd Report 
of 1973, Government failed to submit a 
C.onsolidated Report on the working of 
public soctor banks regularly. The Esti· 
mates Committee would urge Government 
that the consolidated Report should be 
brought out annually without fail in 
future. 

According to tho Ministry of Finance, 
from the year 1980·81 onwards, the credit 
policy of RBI was aimed at restraining 
growth of credit without, however. deny-
io', to the economy its essential credit 
requirements for production of goods. 
Though tbe-basic stance of the credit policy 
of the Reserve Bank of India had been one 
of "reatraint and caution", changes in tbis ------------------..... -------
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policy were made three times durinl 1982-
83 i4. in April, June and October, 1982. 
On 30 April, 1983, the Governor oC 
Reserve Bank outlined Curther measures 
whicb the Banks would be perauin, during 
the first half of the financial year 1983-84. 
In October, 1983, the credit policy was 
further liberalised. Defending these 
changes, the Ministry oC Finance have 
claimed tbat these were "seasonal measu-
res" and had to be "resounded, retained, 
revised or re-inforced." While tbe 
Committee do coneede that the credit 
policy cannot remain slatic for all timei 
to come and that it will have to respond 
and react to emerging trends in the econo-
mic scene of the country, they feel that it 
should be possible for the Reserve Bank of 
India to adeast ensure that credit policy is 
not changed too frequently. The Commi-
ttee feel that it should not be too difficult 
for the RBI to ensur\! that the credit policy 
remains stable for a reasonable time. 

The Committee are of the ftrm view that it 
the credit policy of the Reserve Bank of 
India is to be real1y effective, it must not 
be confined to the banking sector alone but 
should also aim at checking the growth of 
black money in tM country. The Chief 
Economic Adviser in tbe Ministry of 
Financc recalled dur:ng evidencc that 
Wanchoo Committee had estimated the 
black money in 1968 69 to be around 
~s. 1400 crores, another estimate had 
pJ.aced it at Rs. 1800 croret, and aceor--
ding to yet another estimate, it could 
be roughly Rs. 30,000 crores in 1976-77. 
He pointed out tkat so far "we do not 
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have lICi.tHically acceptable estimate of 
the blaek money". He indicated that 
Governmeat had already requested the 
Natioaal Ioltitule of Public Finance to 
conduct a Itudy and provide an authorita-
tive view in this matter. The Committee 
would like to be appriied of tbe outcome 
of this study. 

W~ the Committee note with 
satisfaction the fact· that tbe branch net-
work ofschedu~ed commercial banks has 
expanded by more than five times from 
8,321 at the time of nationalisation to 
42,027 at the end of June, 1983, they 
would like to draw attention to the wide 
gap which still exists between population 
coverage per bank office in Metropolitanl 
Port towu OD the one hand and rural! 
!<emi-urba1larea. on the otber. As against 
populatioa coverage of 65,000 per bank 
office on.D average at the time of nationa-
lisation tbe population coverage at the 
end ofJun~ 1983 was 16,000 per bank 
oflice~ While overall population loverage 
per bank ~ffice in Metropolitan/port towns 
is 7,000, ther~ is, oli an average, one bank 
office for a population of t9.000 in rural! 
semi-urban areas. It has been stated 
that under the Correct Branch Licensing 
Policy (1982-85) which was formulated 
in consultation with the Government of 
Indiathe,-target 'is to achieve by March, 
1985a. coverage of one bank office for a 
population of 17,000 in the rural and 
semi-urban areas as per 1981 census. 
The ,Committee recommend that while 
formul.'illJ the new Branch Licensing 
Policy, for' tbe,period beyond 31 Marcb. 

• 



19 
--nx' _.- -~ ... ".-

I 2 3 
.. _ ... w ... ·-..··· o.::..~~-:....:.-...... ';"":-"",' ..... ' .......... , -".' .... - .""". ----......... .-..... ............. ---.... ------.• -- -

7. 3.14 

A: . 3.15 

t98S.it ihouJd be made obliptory OD the 
part of 1Cb*lu1e commercial' baaU to 
100t. a minilDum percentap of new 
Branch offices in rutilisemi-urban areas. 

It i, indeed surpri,ins tbat even 
thouab. Block Headquarters i, a focal 
point in our developmental Administra-
tion, bank branches have beeD opened in 
only 292 out of 675 identified unb.nked 
block Headquarters, 9 block headquarter. 
arc adequately covered by commercial 
banka, 134 Block Headquarters do have 
a commercial bank office within a diltance 
of 3 Km", 167 block headquarter. arc 
Hrved ooly by a branch of Re.ional ltural 
Bank,Tbcre are still 73 block bead-
quartera fallin, beyond 3 Km •. from tbe-. 
our.1t _ok office which are )let to be 
~ov.rtd,The Committee recommend tbat 
coyera.e of block beadquarters by Com-
lbefCial· ~nka. Regional Rur.l Ba.ab 
lhould be speed'" up. 

'flat Committeo ftnd tbat tbcre arc wide 
re,iooal disparities iq the matter of popu-
lation cO\lera&c by scbeduled cOlDmorcial 
banks. A. at Iho end of Junc_ 1983, al 
... iolt tbo All India national averaac of 
.6,000 per bank office. thor. is ODO bank 
brAnch oftice for a population of 30 t .. ou-
.... io Manipur and AIIaID, aDd 29 
thollMnd in Sikkim, 23 tbODlaDd, in 

. Tripara abd Bibar, 21 thoUllod in U.P. 
aod We.t Bea,al, 20 thousand in Ori ... 
aDd Aruaadlal Pradesb. aDd 19 thO .... Dd 
in· Ma4b,a Pradelb: Tbe COIDJIljttee,. 
woal4 ur. GovcromCDt/RBI to eDlUl'e that 

i .• .c. .• , .¢ "-4 



1 2 

3.25 

. ~. " 

> , 

" .. ~ 

-

80 ' 

3 

.. uch inter-ttate disparities in population 
, coverage ar.e reduced to the minimum. 

The Committee cannot resist the 
. impression that the manner in which 

Boards of Directors of Nationalised Banks 
are constituted by tbe Central Government 
leavesJQuch to be desired. Under tho 
Nationalised Banks. (Management Misc. 
Provision) Schemes, 1970 and 1980, tbe 
Board is to consist among others of three 
Directors to represent the interests of farmers. 
workers and artisans and not more than 
five Directots having practical knowledge 

. or knowledge in respect of one or moro 
matters likely to be useful for the working 
of the nat.ionalised banks. On receipt of 
a complamt alleging that one of the non-

, official' Directors on the Board of New 
Bank ot ladia had mis-used his position 
by helping the firmslcompanies in which 

. 'he was 'it1t~rested as a partner/Director, 
. the Committee called for a factual note. 

lit reply, the Ministry of Finance pleaded 
inter-alia,that "it is not desirable for 
Government to make a roving enquiry 
into. the affairs of the persons proposed 
to be appointed as a Director on' tbe 
Board of a Nationalised bank or his rela-
tlves." If this plea of Government is ac-
·cepted. it would mean that even an un-
desirab1eperson with a shady past could,' 
without any fear of detection. get into 
the Board of Directors of any nationalised 
'blink. TbeCommiltee recommend that 
a thorough probe should be made into this 

. case and the result reported. The Com-
mittee also suggest that in future the 
character and antecedents as also tbe bu.i-
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ness interests of the person concerned 
should be ascertained by diSGl'eet enquiries 
so that the' cond~t and dealings of every 
person wh? is. appointed as Non-official 
Director is above board. In any case, . 
persons"who are likely to abuse the posi-
tion: to help their relatiYes aDd friends 

. or tbe. firm/company in which they have 
a pecu.niary or other interest should be re-
jected outright. 

It transpired durina evideuce, tbat 
. even tbough the term of appointment of 
a Director' is only for 3 years, there arc 
instances wbere non-official Directors had 
continued in tbat capacity for u many 
as 25 years. A representative of the 
Ministry of FinancQ ,explained tbat as far 
asnati'onalised banks were concerned 
they. had eliminated such cities after 1977 
and. that such cases were there only In 
subsidiary banks of the State Bank of 
India. He pointed out thllt non-official 

. Directors on the Boards of SBl's subsi· 
diary banks were made by the ~Bl and 
not by the Government and that priva", 
share holders of these banks were, under 

l ;., •. " • - • ." . the law. free to _appoint a Director ~or 

" ?f.~'··l ," mOTe' tb.an one term. The Commlltee 
-;:):;.,.:.;,.-;,;\ . .',,';:'~ .. ;i.. . 'Cc"el ,that a .. subsidiaries of the State lfaDk 

: ~·~:ri'·.Q·;·~ .• :::r1'!' :.: ..... o··')or:IiUUa are also in the pubhc Ketor, 
~ -~.:,~···tl'l .-. -,.; - •. ' " .... "appdiUtment of Directors shOUld be tor 
•• ~'. ~.~,' ~ \>l'o",~~ ~ .:.. ... s" niaitimum penod of two terms. If 

.: ..... ... ';··'betessary. the SBI Act \hould be sUltabl)' 
. ~.ij~_;·).j'! ;"''''amcnded for this purpoae. 

it • • •. : ," .. ~. . I 

'.", I·· 3.29 . IbcCommittee find that in 17 out 
• .. .' ·of 28 public sector banks. the officer-clerk 

ratio ·r~c& between 1 : 2 aLd 1: 3 indicat-.. · .. ~.~------~I-·~~~--~-----------------------------·~­', .. ..:' 
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ina that tbere is tarle complement of 
officers in tbese banks. The Committee 
are not sure whether this imbalance has 
arisen due to either IhortaJelin clerical 
strenath or due to the banb bavifl' oper.-
ed more branches in rural and semi-urbd • 
areas and each such Br,nch .has to -have 
ODe Manger. The CODlmittee recom~ 
mend that tbe Reserve Bank of Intlia 
should undertalee a review of statrias 
pattern in the public sector banks aDd 
take steps to eosuR dlat administrative 
aet up- 0( aoy public sector bank does ftot 
become ~op heavy-

The Committee find that expanaion 
of BrallCh net-work since nationalisatioD 
of major banke in 1969 haa led to dete-
rioration in the standard. of customers 
service. Accordinl to RBI's review. out 
of 116 recommendation. made by· a 
Working Group OD CUltomer Service. in 
tboir Repprts submitted in AUlust. 1975 
and Marcb. 1977, Oovcrnmont bad accep-
ted 136 recommendatioDs. While tbe 
Slate Bank of India and ita lulMidiary ban 
implemented more tbaD 100 ncomlllCDda-
tiODI, 14 nationalised bank' are stated &0 
have implemented only 90 recommtDda· 
tion.. the Commiuee can not but dtpIot. 
lI:ae sloW pace of implemeatatioa of theM 
rec~atioD" Th. rlSt of tbe 
tecommendations may be impicmented by 
an public lcetor banks withia a year i.e. 
Milch 1985 at the lateat. In order to 
easure that tbi. time limit it adhered to, 
Boatda of DirectOR 4f d*e Baakl Ibouhl 
rmetr tile -ptolreu in this direction perio. 
dicaIl,. 

-------------------------------------------------------
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Tile Finance Secretary assured tbe 
Committee in evid~ce that systems were 
beitra improved to provide better customer 
service and these include computerisation 
or C~JD' operations in MetrQPoJitan 
citiCiand lettit!S up of resional collection 
coDnters. -The Committee were given to 
utldontand that tbe Banle: of India, 
A •• ltra Bank: and (!letltral Bank bave 
introduceda "Card SYstem" wbich enable 
tbe customer to draw money upto a maxi· 
mUID of Rs. 1,000 at tbe time without 
UDCIer.oiq· the usual formalities. The 
CoamiUee 1U88~ tbat other banks SbODld 
also 10 ill for such a system of avoid 
10DS· queues of customers at tbe banh 
offic .. : 

If iutroduction of computerisation 
is a phaaed manner CII,n bring about 
,reater efficiency and smoother workins of 
banks and customer services, Banks should 
certainly 10 in for it but it sbould be 
eDlUfod tbat it docs not rcault in any 
rctroochment of existiDJ staff and docs not 
dect tbe employmcnt potential in this 
&ector. 

The Ministry of Finance have 
claimed tbat the 881f011tc deposits of 
tobedulect CeDUDel'Cial Bank. have iDcrea-
I'ed ,from lb. 4,646 erora in lune, 1969 
(I.e. prior to aationalisatioD) to Rs. 56,879 
croret in 1983 (.1 on 11.1I.83)-an iDOreac 
0(1IlOre tben 13 timCI apparently, the rate 
of tbilarowth in deposit mobilisation 
doeS DOt take into account tbe appreciation 
f. prioet OWl' tbe yean. If the inflation 
factdriltaken into coat14eration. the Jatc' 
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of growth would work out to be far less. 
The Committee would, therefore, recom-
mend that Reserve Bank of India should 
make a. realistic assessment so that a 
com~rative picture of deposit mobilisatioD 
in real terms over a period becomes avail-

· abl~. 
".': ), ·.1 .... 

. Tbe Committee find that bank depo-
sits-had-increased to Rs. 26,550.79 c:rores 

'as at; the end of 1978, registering an 
increase of 24.47 percent over the previous 

: year. - But in subsequent years, scbeduled 
· commercial banks ·failed to maintain that 
':-tempo-of deposits mobilisation. The yearly 
fllte·,·Of. .growth of deposits was 18.50 
percent in 1979, 17.28 percent In 1980. 
19.57 pl!rcent in 1981, and 14.80 percent 
in 1982. If the progress made in deposit 
mobilisation upto 11 November. 1983 is 

. any indication, th~ year 1983 is not ex-
pected to end up in a better rate of growth. 
What hall surprised the Committee more 
is that while during the last 3 years, nOll-
banking .. companies had been able to 
attract more deposits, their yearly growth 
of dePMits being 31.0 percent in 1979-80, 21.n' in 1980-81 and 31.3 percent in 

· .1981-82, the growth of bank deposits had ... 
befln co~paratively sluggish. A repr~n· 
tativ~ :0£· the Ministry of Finance pointed 
out ~'~vidence that these non-bankin& 
QOmp<lPies, both in public and private 
aCetors. give interest upto 15 percent on 
depolitJ as compared to 11 percent by 

... Bapka. Non-resident deposits are already 
·beinlpaid 2 percent more by Banks. The 
C~~~ recommend that interest in 
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thllt sCh!duled commercial bankl are ablo 
to attract larger depositl. 
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The Committee agree that if and 
· when the bank deposits grow at a faster 
· 'rate than anticipated, tbereby creating 

. excess liquidity in the banking system, the 
Cl\sh Reserve Ratio of Banks has to be 
raised to see that such liquidity does not 
go ~o fuel the inflationary tcndoncies in our 
economy or result in "counter productive 
build up of inventories". The Committee, 
howtlver:, find that in the year 1983 the 
9ash Reserve Ratio was raised by tbe 
Reserve Sa.nk of India so frequently and .0 
suddenly on each occasion that even 
banking circles were taken by surprise. 
The 'ratio was enhanced from 7 to 1.5 
percent from the week beginning 21 May. 
1983 and from 7.5 to 8.0 percent from (.be 
29 July, 1983. thereby impoundins Rs. 215 
crores at each stage. This 1.vas followed 

'by another hike from 8 to 8.5 percent 
froQl the week beginning 27 August, 1983, 
resutting' in the impounding again of a like 
amount, On 8 November. 1983, RBI 

· asked tbe Banks to maintain, in addition 
to . the present CRR of 8.5, an incromentAl . 

. .... . Cash Relerve Ratio of 10 percent oftbe 
increase In net demand and time liability 

;. 

, , 

.... 
. :". \ (lver tbe level al on 11 Novemb:r, 1983. 

The. Committee would like the Reserve 
...... . Bank ,of India to examine if troods in 

: ,"': deposit mobilisation cannot be predicted 
' .. more.. accurately to avoid the need for 

frequent hikes at short intervals in tbe 
Cash Reserve Ratio. 
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The Co1pmitteo ,",0 .. wed dwttI 
evidence tbat1Hta jD Ca. atCllfYO t.atIo 
would not, in allY way. -feet tho fto'Ir of 
credit to priority seeton.r.ad "peoialJy to 
Heaker lectionl of society and l.wlae.'c 
industries. The Cotblllittee'l attentioQ in 
tbis connection hal been drawn to tbe 
luidolines issued by Ibe Reserve Bank of 
India Ob 20 October. 198~, euortiD. the 
baab to meet, despite increalO or eam 
Reserve Ratio, atl. leaitimtte credit 
requirements of productive activity Ind 
pay apeciaJ attention to tbe net8 of ImaH 
borrowers. Banks blve allo been ~ 
to Ule their influence witb tb~r clientl in 
the large and medium industri" ~tor to 
ensure tbftt pa~Dtl due to lupplicra jn 
tbe small seale industries are Dot d~Ja)'ed. 
The Committ~e urge tbe Rt"serve Bank of 
India to sec tbat .b(se guideline. Jr, 
implemebted by banks in Jetter Illd 
'pirit . 

According to tbo tarsetl let by tbe 
R,aerva Bankl of India. tbo acbcduied 
commCl(~* iankl were requiredro enlure 
tbat by Mardi. 1'985 (i) tbe sbare of 
priority sector advancel in the total Ir0l5 
bank credit ffacbes tbe level of .. 0 perCent. 
(ii) adVIDCCl to weaker sections of society 
lhoald ft8Ch tho level of ~S per CCDt of 
prierity leCtor advaocfs or lOJ*C'DI of 
total batik credit and (iii) direct fialOCe to 
alricgl'ur~ (i~b.djDa allied aoaivitifa) 
. ,laolld reacb a level of at 1.1t 1 S pel_t 
of· the total credit. Tb. CoI.Dmittee are 

.·.dilappoiDttd tbat wblle tbe tar. ted p~r· 
telltaS' of providiA. direct fiDIDCa to 
.......... bAi weedy been re'" .. 
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ICbe4uIId commercial banks, they aro 
nowlaefe near the targetl as rar as flow of 
oredil to priority 1CCt0n and weaker 
eecdou of eociety are CODcerned. nie 
level reached for priority secton upto June. 
1983 il only 35.4 per cent as agaiut tho 
tarpt of 40 percent of total credit. The 
credit level . for weaker sections of society 
that hu beeD reached by public sector 
bankl upto the end of September, 1983, 
is 19.3 of priority sector advancea and 7.S 
perceDt of' total credit as apiDst the 
targetl of 2' percent and 10 percent res-
pectively. What is worse is that some of 
tbe l~iDI public sector banks like 
Oriental Bank of Commerce. De~a Bank, 
'ijay Bank, Bank of Maharalhtra and 
NeW Bllot have not achieved eveD these 
low lovel. and are laain. far behind. 
The Committee attack great importance to 
the flow of credit to priority soclon parti-
cularly weaker lections of society because 
if banks lag behind iii this field. the very 
purpose of oationalisation of banks would 
be defeated and small borrowers wiD 
continue to be at the mercy of private 
money lenden.. The Committee, therefore, 
strongly recomm~nd tbat perf~rmance of 
public sector banks in tbis respect should 
be ·closcly watched by the Boards of the 
Banb, the Reaerve Bank of India and the 
Bankin, Division or the Mini.try of Finance 
to en.ure that there i. no sbortfall what-
over iD achievement of tbe national targets 
set by the Reaerve Bank of India • 

The Sixth Five Year Plan "lid .tipu-
lattd that by the terminal year of the Plan 
i.e. J984-85, credit to agricultural sector 
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woutd be Rs. 5,415 crores made upto of 
ahort term credit of Rs. 4,' 00 crores (i.e. 
Rs. 2,500 crores by cooperatives and 
Rs. I SOO crares.. by Commercial banks and 
regional rural banks) and term loan of 
Rs. 1,415 crores (i.e. Rs. 795 by Coopera-
tives and Rs. 620 crores by commercial 
banks and regional rural banks). As far 
as the scheduled commereial banks are 
concerned, the direct credit provided by 
them to agriculture (including allied 
activities) is hardly I S per cent. The 
Committee feel tbat agricultural sector 
deserves a much larger share of tbe total 
bank credit than what it is getting at 
present. TJIe Committee hope that claims 
of this sector would be given due consi-
deration by Government/Reserve Bank of 
India while fixing new targets for I':ctoral 
deployment of credit. 

the Committee cannot help pointing out 
that not only the Bow of credit to weaker 
aections of ~iety is not adequate but out 
of whatever is sanctioned to them by banks 
a substantial portion is pocketed by midd-
lemen, This exploitation of the poor and 
illiterate people must stop. One way to 
eliminate this malpractice could be that the 
Banks cOD~med should establish direct 
rapport with the bcnefioiaries rather than 
deal with the~ througb intermediaries. A 
representativCl of the Ministry of Finance 
assured the Commitlee in evidence that 
they would issue tuitable iDitruc~ns to 
Banks in this rcprd. 

From tbe population group-wise, and 
tegiod-wise credit deposit ratiot mad. 
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available· by the Ministry of Finance to 
show how much of tbe deposits mobilised 
in an area were liven by way of credit to 
people of that area, the Committ~e fiad 
that al alsinlt tbe national target of Credit 
Deposit ratio of 60 percent for rural and 
semi-urban offices of scheduled commer-
cial banks to be achieved by March. 1979, 
schcduledCommercial banks were able to 
reach tbis target only by December, 1981 in 
the cale of rural brancbes. They have failed 
to achicve this target even upto December. 
1982 in their seme-urban branches. The 
Committee urgc tbat tile reasons for this 
slow progress may be analysed and effec-
tive steps taken to achieve without further 
delay tbe targetted ratio in their semi-
.urban braoches as well. 

Analysis of the Credit Deposit Ratios of 
SCheduled commercial bnks in various 
regions bas revealed that at tbe end of June. 
1982. wbile the Credit Deposit Ratio in 
rural offices of scheduled Commercial 
banks was 80.7 percent in the SOlubern 
region. it ranSed between 49.6 and 56.1 
percent in the Northern. Eastern and 
Western regioos and was only 45.8 percent 
in the Nortb-Eastern Relion. In respect 
of semi-urban offices also. the Southern 
Region topped tbe list witb the Credit 
Deposit Ratio of' 60.4 percent followed by 
Northern Region (52.1 percent). Central 
Region (S 1.6 percent), Western region 
(41.8 percent), North Eastern Region (31.6 
percent) and Butern R.eait!D 33.5 percent). 
Thcee ratiOi not only Icveal stallerioB 
reaional di • .-rities but also strengthen the 
impression of' the Committee that sizeabJe 
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part of deposits received in rural and semi-
urban areas of tbe country are not beina 
ploughed back by scheduled commercial 
banD to those areas. Such imbalances, to 
aay the Ioul, arc deplorable. Tbe Commi-
ttee would stress the need to ICO that tbese 
imbalanCCl are rectified as 'early as possi-
ble in the interest of balanced development 
of all relious of our country. 

Scbeduled Commercial banks bave been 
extendiDS credit support to a Dumber of 
on-soiai socio-economic schemes and pro-
grammes in the country. This is as it 
should be. One sucb programme is the 

I Intesrated Rural Development Proaramme 
which seeks to improve the lot of the 
poorest of tbe poor, small marginal far-
mers, .... re croppers, agriculturallabourera, 
rural artisians, scheduled caltes/sche-
duled tribel, fishermen and .other 
weaker lections of s~iety. A repre-

. sentative of the Ministry of Finance 
indicated Guring evideace that "there may 
be about 6 QI'Ores of families, which may 
be under the poverty line." Durin. the 
firet 3 yean of the Sixth Five Year Plan i.e. 
1980-81 to 1982-83, a total term credit of 
RI. 14'ft)~62 crores is stated to have been 
disb~ a total subsidy of RI. 952.09 
etorCII allowed. and 88.75 lakh families 
allistH under this Proaramme. 

TIle Committee howe~er. Dote with concern 
the r_. that lhoogh 81 early al in 
Novem~. 1981 a high level rev: ... of tbe 
I~~ted Rural Development Proaramme 
baddil!;JOICd that tho proaramme had run 
itlto IOIDC "operationalprobtems" and 
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that tbe pro.1'CU in disbursal of institu-
tional credit was "not sati,factory". It 
was only in February, ·1983 tbat insiruc-
tions were issued by tbe Raeno' Bank of 
India for tbe implementation of 20 Point 
Programme as a wbole and not specially 
IRDP. In February, 1983, a Itudy was 
conducted by RBI or IRDP on the basis 
of whicb instructions were issued on 9 May, 
1983. I urther instructions were issued on 
27 May, 1983. The Sixth Five Year Plan 
had envisaged that during the plan period 
600 families per community block would 
be assisted per year. Ther epresentative of 
the Ministry of Finance .could not give any 
block-wise figures to .how to what extent 
the block-wise target had been met. It 
also transpirf'd in evidence tbat even 
Government agcncin had reported "lack 
of coordination or coopcratiop from the 
banking system." In the circumstanccs, 
the 'Com~ttce recommend that allloopbo-
lea or detk:ienciea in the existing system of 
implementation and monitoring of this 
proaramme should be plugged early and 
operational problems overcome. The 
Committee would stress the need to ensure 
aui,tance for formulation of baoltable 
scbemes, smootb and regular proceasiDI of 
applications tbrouabout the year, proper 
coordination between bank officials and 
State Govcrmaeat officials and postiendiDI 
lUper:viJion to CDlurc proper utilisation of 
fUDds. 

While notiD, the fact tbat Public sector 
baBka' a'8fC88te a"ittance under tbc 2C). 

.. Poidt Prosramme had lODe up from 
Ri. 2,037 cfom (57.72lakb a~ouDta) at 
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the end of December, 1981 to Rs.2,620 
crores (74.84 la~ h accounts) by tbe 
end of December, 1982, the Committee are 
amazed to learn that at present no state-
wise or district-wise targets 'Of credit 
support to be extended by the banks under 
thil- programme are laid down. The 
Committee feel that conliderini the impor-
tance of this programme, year-wise targets 
of credit support expected of banks in the 
implementation of this prosramme should 
be laid down so tbat the role and perfor-
mance of banks in making this programme 
a success can be evaluated. 

The ComJdiftee note tbat the banks' lending 
under the schome of Differential Rate of 
Inter~t has increased from Rs. 192.49 
crores (No. of borrowal accounts 25.10 
lakhs) at tbe end of Decemb.r, 1980 to 
Rs. 3 11.50 crores (~s. 32.69 lakh borro-
wal accoUl!ts) at the end of December, 
1982. Advances under this scheme are 
given at tbe rate of interest of 4%. Only 
borrowers who ful61 tbe land holding and 
income criteria are eli@ible for such ad-• vances. The Committee-understand that 
after the National Institute of Bank 
Management had given its Report on the 
working of this scheme in December, 1982, 
Government have appointed a Working 
Group to review the DRI scbeme. The 
Committee would like to be apprised of 
the outcome of the review. 

The Committee find that evcn though the 
number of villages "adopted" by the 
public sector banks baa lOne up from 
47,393 at the end of June, 1977 
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to 1,21,008 at tbe end of 19iH and 
the amount outstanding increased (rom 
R.s. 221.86 ~rores to Rs 1227.SS crores, 
neither any study bas been undertaken to 
assess tbe impact of the Village Adoption 
Scbeme nor the implementation of tbis 
scheme is being monitored at tbe national 
level by Government/Reserve Bank of 
India. A study gr:oup of the Committee 
had made an on the tbe spot. visit toa 
\lillage in Mah'abalipuram adopted by the 
Indian Overseas Bank and gathered tbe 
impression that village had made all round 
progress The Committee, tberefore, feel 
that tbis scheme, if implemented in the 
true spirit and in accordance witb the 
guidelines issued by the Reserve Bank of 
India.in 1980,.could prove a boon to the 
villages, promote integrated development 
of tbe village economy, ens",e inten~ive 

and schematic lending instead of scattered 
lending aod help in better supervision over 
credit. tbe Committee recommend that 
progress made under this scheme may be 
monitored at tbe national level by tbe 
Danking Division of the Ministry of 

. Finance. 

The Committee regret to find tbat 
thouJh under the Lead Bank Scbeme. 
Lead Bilnks had prepared the District 
Credit Plan as well aa Annual Action Plan. 
for the years 1980, 1981 and 1982 which 
provided details of various schemes pro-
posed to be taken up, tb.e number of bene-
ficiaries elpected to ~ covered and the 
qoafttum .. of credit deployment, the 
Ministry of Finance b~~e .,~rt.~ that 
"RBI do Dot have complete data in rel-
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peel of tbe acbiewlmeDu made under tbe 
Annual Action Plans, 1980, 1981 and 
1982. .. The Committee feel that the lead 
bank had to play an effective role in 
briDging about, conditionl conducivo to 
developlbent by under-takin, Aocio-econo-
mic surveys. identifyingscbemea and PIO-

. Jccu and converting them into bankable 
ones. locatin, entcrpreoeurs, and helping 
them in setting up projects luccClsfully. 
All this underscores the need to have a 
perfect information system. Tho Com-
mittee would, therefore, ur,e Reserve 
Bank of India to work out a simple but 
meaningful information system so that 
progrCls made from yoar to year in imple-
mentation of thit Scheme is available at 
the District level and a broad consolidated 

. picture at the national level. 

The Committee find that during the 
year ending June, 1982, banks identified 
435 sick units among large industriOSJ 1020 
lick units among medium units and 
26,973 sick units among small scale 
sector and after carryin, out viability 
stUdies, placed 244 medium and large scale 
units and 1,982 small scales under "nurs-
in. programme". The Committee would 
like to kno~ out o~ tbe sick units placed 
undeJ; nursing progrllIhme during the year 
1,982, ~wJDany have been rehabilitated 
so far • The Committee would also like a 
.~ludy to, be. undertaken to scc if tbe units 
wbk:h cOlltinue to be sick despite assi-
ItaQQe fro~. Banks had in fact used the 
auiatUlQO for the purpose for wbich it 
wa.~ 

• 
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The Committee welcome the launch-
ing of a scheme by tbe .'.1inistry of In-
dustry for providing Self Employment· to 
educated unemployed youth under which 
tbe banking system would provide credit 
of the order of Rs. 325 crores duri-ng 
1983-84. Each belleficiary is eligible for 
a composite loan of Rs. 25,000/- wbich 
will carry interest at }O percent in backward 
areas and 12 pl'r cent in other areas. The 
Committee have been informed that bene-
ficiaries of the Scheme win be identified 
by a Task Force at District Industries 
Centre level. The Committt'e stress tbe 
need to ensure that beneficiaric~ are select-
ed with due care and caution so that 
benefits of the scheme reach the persons 
who really deserve it. 

The interest chargeable from bor-
rowers varies from Scheme to Scheme but, 
whatever be the rate, public sector banks 
should ensure that the total amount of 
interest charged on a loan docs not exceed 
the principal • 

The Committee find that the overaJJ 
profits of 28 public sector banks have 
gone up from Rs. 55.94 crores in 191$0 to 
77.56 crores in 1982. When asked about 
the scope for improving the profitability 
further. a representative of tbe Ministry 
of Finance attributed the low income of 
public sector banks to a variety of factors. 
He explained that banks had to keep 3S 
per cent of their deposits in Government 
sectJrities where the return was low and 
8i per cent with the Reserve Bank of India 
in the form of Cash Reserve. Out of the 

'~-------"----"""--'--- ..... __ ._--
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remaining, 35 to 40 per cent had to be 
deployed by Banks in Priority sectors 
where too the return was low. Deploy-
ment of finances on Food Procurement 
Programme and Export Sector also yields 
low returns. Interest of only 4 per cedt 
is being charged Ly Banks on advances 
under the Differential Rate of Interest 
Scbemes. A non-official organisation has. 
however. expressed tbe view that low 
profits of public sector banks arc due to 
"substantial increaae in expenditure parti-
cularly establishment expenses of public 
sector ban'ks. It Analysis of data furnisbed 
by the Ministry of Finance and evidence 
led before tbe Committee bas revealed 
that tbe establishment cost as percentale 
of their total expenditure ranseJ betwccn 
25 and 32 per cent in tbo case of 9 banks. 
These banles are Sta~ ,Bank of BiklU1~:4 
Jaipltr (32.1;2%). Siale Ban~ of Hyderabad 
(30.43%). State Bank of Iodore (30.56,.,'>. 
State Bank of Mysore (30 88), Slate Bank 
of Saurashtra (31.02%), Dena Bank (27.0%) 
'Union Bank of India (26.02%) Oriental 
Bank of Commerce (25.64%) aa.d Vijaya 
Bank (30.27%). The,Committcc I'CCQIII-
mend that the establ(sbment expenditure 
of these banks may be brousht down to 
a reasonable level so a8 to bring about im-
provement in tbe overall profitability of 
public secto.r banks. 

Tbe Committee find that durins tho 
Jast 4 )ears (1978-1981) the percentale of 
recovery of dir~t asricultural advances 
to domand ranged between 57.0 and 58.5 
percent in respect of sbort term advances 
and between 41.S and 46.8 per cont in 
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respect of term loans. Poor recovery per-
formaDce bas been attributed by the 
Ministry of Finance to a Dumber of 
factors including (i) lack of experience in 
agriculture lending; (ii) defective processing 
of loan applications; (iii) lack of inte-
grated approach in lending; (iv) unsatis-
factory marketing arrangements; (v) lack 
of suitable adequate staff for efficient 
lupervision aDd recovery; (vi) natioDal 
calamities; (vii) mis-utilisation of loans 
etc. The Committee feel that in effecting 
recoveries. while stern action should be 
faken against wilful defaulters, recoveries 
should be put off or rescheduled in the 
case of farmers wbose repaying 'capacity 
is adversely affected on account of cir-
cumstances beyond their control e.g. na-
tional calamities, like drougbts, floods, etc. 
Tbe Committee further feel strongly that 
for the recovery of loans agricultural land 
ought not to be l.1 ttaohed and sold thereby 
deprivina the tarmers of their means of 
livelihood for ever. Instead other methods 
of recovering the loans should be thouabt 
of. One such method iuvolvin, the llind 
could at beat be takina temporary POSles-
sion of it and leasing it out for a few yean 
to adjust the lease amount realised aaamst 
the outstanding loans. 

The Committee are lurprised.~to 

learn that tbe exiSlin& data reportina 
Iystem as deViled by the Resen e Blink of 
India gives statistics of recovery of direct 
asricultural advances only but not ad-
vances granted by Banks to other sectors 
of economy. A replesColaliYI: of the 
Ministry of Finance assured the Com-

-¥~~~~--.... ~~--~-----------
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mittee that RBI had since prescribed a 
new Format and when. data about other 
sectors of economy starts flowing in, a 
complete picture of recovery performance 
of banks would become available. The 
Committee w,'uld await this. 

. Minis~ry of Finance have intimated 
that out of total outstanding credit of 
Rs. 36,128 crores at the en4 of 1982 in 
respect of public sector banks, debts 
amounting to Rs. 28,345 are fully secured 
and are considered good, debts amounting 
to Rs. 4,054 were considered good but 
were secured by the personal liabilities 
of one or more parties in addition to the 
personal security ofche Debtor, but debts 
amounting to Rs. 3,729 crore have no 
other security than the Debtor's personal 
security. The Committee could not have 
any indication as to the amount of "bad 
and doubtful debts" because banks have 
claimed statutory protection from divulg-
ing such information. The Committee 
are of the view that as after nationalisation 
banks have become accountable to Parlia-
ment, the amount and broad details of 
bad and doubtful debts of public sector 
banks should no lonser be kept a secret 
but should be disclosed in their Annual 
Reports. The Finance Secretary aSlured 
in evidence that the question whether 
banks should continue to have such a pro-
tection was already under examination by 
a Committee appointed by the Reserve 
Bank in March, 1982, under tbe Chair-
manship of Shri A. Ghosh, Deputy 
Governor. The Committee will examine, 
Illter alia, the desirability of greater or 
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fuller disclosure in the published accounts 
or Banks, baving regard to the need for 
disclosure, public accountability of banks, 
requirement of confidentiality between 
basker and customer .and the requirements 
of lBIintaiBins tbe image, reputation and 
credit wottbiness of banks. The Com-

o mince would awai~ a decision on the 
findings and recQmmcndations of tbis 
Committee. 

During an Half-an-Hour Discussion 
in Lok Sabba on 17 August, 1983, it 
traDipircd tbat in some of the banks 
rcconciliationof accounts had been pl!U-
dinl aince 1973. As for the pe,lding work 
in resp.:ct of Savings B.!nk and Cuul!nt 
Accounts, it was pendina since 1919 in 
aome branches and since 1980 in others. 
n also transpired tbat a number of 
brauchea of nationalised banks go without 
external audit for years. Earher, in its 
Report presented on 11 August, 1 Y83. the 
Rajya Sabha Committee on Papers laid 
had pointed out -that a large uumber of 
itemS of accounts in respect of almost -all -
tbe public sector banks have beeD left 
uunrecoaoilcd, . iDcomplete, unscrutiniled 
aod the arrears for several years." That 
eoiamiUce had observed: • 'Tbe Com-
IDittco see no plausible reason why the 
audit of the public sector banks sbould not 
be brousht UDder the Comptroller and 
Auditor General while a larie number of 
laaDciaJ and credit Institutions iDcludiDI 
die State Financial CorporatioD aDd a 
Commercial bank iD a Slate arc already 
uDClor his jurisdiction in respect of audit." 
MiDittty of Finance, bave now iDtimated, ---
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inter alia" that instructions have been 
issued to Banks for liquidating the arrears 
'in so far as inter-branch accounts are 
concerned .by drawing up a time bound 
,programme and that in pursuance of the 
,recent settlement between the Indian 
Banks' ASsociation and the Unions repre-
scnting ·,the,·Bank Employees, banks are 
also considering introduction of computeR 
in a' limited scale for tbe purpose of 
reconciliation of inter-branch accounts. 
The - Committee re~Onimend tbat tbe 
Ministry of Finance should ret1.ect in their 
Annual 'Reports tbe progress made by 
publicsectot' banks in liquidation of these 
arrears and' also take an early decision on 
the suggestions for bringing tbe public 
sector barikswithin the purview of C&AG 
audit. 

The Committee'cannot' but express 
their sravo cow:ern over the alarming rise 
in bank ,frauds. The 'number of bank 
frauds in public sector banks has gono up 
from 142~feues involving a total amoUD' 
of Rs. 7.33· (;roros in 1978 to 2065 CUOI 

'involvini .,total amount of as much 8S 
Rs. 19.53 crotes in 1982. In tho first half 
of 1983- yoar, 1169 bank frauds involvina 
Rs. 11~97crDfcs havealrcady taken pllKCl 
and at this:tate. tbo year 1983 may end up 
with mor.' '''asea tban in any )'ear in tho 
past 5 years. During this entire period 
from 1978 to 1983 (upto June), there have 
been a.total of 9,541 bank frauds involvina 
In aggregate amount of RI. 82.79 crorCi. 
Gonrnmenfl assessment of the situation 
is that banks alrcady have il viailanli:o 
machinery and adequate procedurcs but 
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these frauda take place not~because tbore 
are any loopholes in procedures but 
because 6uah procedures are not followed. 
A representative of the Ministry of Finance 
conceded in evidence that "over the years 
so much stress has been lai4 on develop-
mental activities that they (banks) have 
neglected their house keeping activities 
like reconciliation of accounts". The 
Committee would urge that vigilance 
machinery in banks may be 8trensthened, 
stipulated procedures tightened, fraud 
prone areas of banking operations idonti-
fied, reconciliations of accounts updated,. 
audit arransements strengthened and 
proper supcrvision at all levels undertaken. 
The Reserve Bank of India should critically 
study the modus-operandi of fraud cases 
and forewarn the Banks to be cautious. 
The Committee trult that whenever bank 
employees are found gUilty of fraud or 
being in collusion with persons committina 
such frauds, they should be awarded 
exemplary punishment to serve as a waro-
io, to othen. 

------------------~--------------------------
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LOK SABHA SECRETARIAT PUBLICATIONS 

SI. 
No . 

Name of Agent 

. 
BIHAR 
t. MIs. Crown Book Depot, 

Upper Bazar, 
Ranchi (Bihar). 

OUJARAT 
2. The New Order Book 

Company, Ellis Bridge, 
Abmedabad-6. 

MADHYA PRADESH 

3. Modern 'Book House, 
Shiv Vilas P:11ace. 
Tndore City. 

MAHARASHTRI\ 

4. MIs. Sunderdas Oianchand, 
601. Gir,r8um Road, 
near Princess Street, 
Bombay-2. 

5.· The International Book Service. 
Oeccan Gymkhana. 
Poona-4. 

6 The Current Book House, 
Maruti Lane, Raghunath 
Dadaji Street, 
Bombay-1. 

7. M Is. lJsha Book Depot, 
Law Book Seller and 
PuhHshers' A~ents Government 
Puhlications. 
585, Chira Bazar, 
Khan House, 
Bombay-2. 

8. M & I Services, Publishers, 
Representative Accounts & 
Law Book Seller, 
Mohan Kunj, Ground Floor, 
68, Jyotiba Puele Road, 
Nalgaum-Dadar, Bombay-14. 

SI. 
No. 

Name of Agent 

9. Subscribers Subscription 
Services India, 
21, Raghunath Dadaji St., 
2nd Floor, Bombay-I. 

TAMIL NADV 
10. The Manager, M.M. Sub-

scription Agencies, 
No.2, 1 st Lay Out Sivananda 
Colony, Coimbatore-641012. 

VTTAR PRADESH 
II. Law Publishers, 

Sardar Patel Marg, 
P.B. No. 77, 
Allahabad-V.P. 

WEST BENGAL 
12. Mrs. Manimala, Buys & Sells, 

123, Bow Bazar Street, 
Calcutta-12. 

DELHI 
t 3. Jain Book Agency, 

Connaught Place, 
New Delhi. 

14. J.M. Jain & Brothers, 
Mori Gate, Delhi. 

15. Oxford Book & ~tationery 
Company, Scindia House, 
Conn aught Place, 
New Delhi-I. 

16. BookwelI, 
4, Sant Nirankari Colony, 
Kingsway Camp, 
DeJhi-9. 

17. The Central News Agency, 
23/90. Connaught Place, 
New Delhi. 

18. M Is. Rajendra Book Agen 
IV-D-59, IV-D-50, Lajpatcy, 
Nagar, Old Double Storey, 
New Delhi-II0024. 

19. M IS. Ashoka Book Agency. 
BH-82, Poorvi Shalimar Bagl 
Delhi-} J0033. 

20. Venus Enterprises, 
B-2/85, Phase-lIe 
Ashok Vihar. 
Delhi. 
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