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INTRODUCTION

1, 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
Bconomic Affairs)—Banking.

2. The Committee took evid nce of the rcpresentatives of the
Ministry of Finance on the 28 and 29 October, 10 and 11 November,
1983, The Committee wish to express their thanks 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 thanks to Shri N.N.
Pai, Chartered Accountant, Bombay, the representatives of Indian
‘Banks Association, Bombay and Federation of Indian Chambers of
Commerce and Industry, New Delhi for giving evidence and making
valuable suggestions to the Committee.

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

to the Committee.

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

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

BANSI LAL
NEew DELHI ; Chairman,
April 28, 1984 Estimates Committee.

Vaisakha, 8, 1906(S)
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OHAPTER]
NATIONALISATION OF BANKS

1.1 Baonking is known to have been practised in Iadia since the
6th Century B.C. by the money-lenders. They dealt ia ‘hundies’ i.e.
bills of exchange. During the 17th Century A.D. the indigenous bankers
used to make remittances of money, grant crop loans and property loans
and also finance agriculture and internal trade.

1.2 With the arrival of the British East India Company, a great
change took place in the monectary system in India. A few British mer-
chants in Calcutta promoted Agency Houses which received deposits and
granted advances and also issued paper currency. The Calcutta Agency
Houses were the precursors of early Joiat Stock Banking in India. To
Alexander & Co, goes the credit of establishing the Bank of Hindustan
in Calcutta, in 1770. The Calcutta Ageacy Houses came to grief in 183
due to reckless speculation. Around that time a fow banks were estab-
lished based on the principle of ualimited 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 Joint Stock Banking. Between 1806 and 1843 the
Bank of Bengal, the Bank of Bombay and the Bank of Madras were
established under the Charter. The Government were shareholders in
thesc banks and deposited largc funds with them. These three banks
were renamed tbe Presidency Baoks by an Act of British Parliameat in
1876. During the period of Swadeshi Movement (1906-1913) a number
of banks were established and 98 of them failed due to speculation and
mismanagement. 1n 1920, the three Presidency Banks were taken over
by the Imperial Bank of India under a special legislation. The Impe-
rial Bank of India acted as the Banker to the Governmeat till 1935 when
the Reserve Bank of lIadia was established as the Central Bank of the
country.

1.4 The Reserve Bank of fadia (RB1) started functioning from
the Ist April, 1935. Since then it has been acting as the Banker to the

‘.
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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 cnacted mainly for the purpose of protecting the interest
of depositors. It provided for, among other things, restrictions and
control on loans and advances, control-over branch expansnon and ins-
pection of Banks.

1.5 Although the co-operative movement was started in 1904 with
a view to providing credit to agriculture, the progress was far from
satisfactory. Therefore, at the recommendation of the Rural Banking
Enquiry Committee the Imperial Bank of India was asked to open 114
new branches in rural and semi-urban areas within a period of 5 years
from 1st July, 1951. >

The Bank, however, could open only 63 branches as it found that
the new branclics in rural and semi-urban areas were unremunerative
for several years. Consequently, in accordance with the recommenda-
tions of the all India Rural Credit Survey Committee the Imperial Bank
of India was converted into State Bank of India from the Ist July, 1955
by the State Bank of India Act, 1955.

1.6 In 1968, the Government of India introduced ‘‘social control”
over banks by which they were directed to provide larger volume of
credit to hitherto neglected sectors such as Agriculture, Small Industries,
Village Artisans ctc., to make bank credit a more effestive instrumont
of economic development. However, the progress made by banks in
this regard was not found adequate. Hence, with a view to ensuring
that banks were adequately motivated towards a speedy achievement of
the social objectives of meeting the legitimate requirmcnts of the weaker
sections of the Society, 14 major India Scheduled Commercial Banks
were nationalised on the 19th July, 1969 by the Banking Companies
(Acquisition and Transfer of Undertakings) Act, 1970. This was further
followed by nationalisation of 6 more, banks in April, 1980. The names
of the 20 Nationalised Banks are :

1. Central Bank of India
2. Baok of India



Punjab National Bank
Bank of Baroda

United Commercial Bank
Canara Bank

United Bank of India
Dena Bank

Syndicate Bank

e @ N A koW

10. Union Bank of India
11. Allahabad Bank

12. Indian Bank

13. Bank of Maharashtra
14. Indian Overseas Bank
15. Andhra Bank

16. Corporation Bank

17. New Bank of India
18. Oriental Bank of Commerce
19. Punjab and Sind Bank
20, Vijaya Bank

- 1.7 The 14 Commercial Banks were nationalised in 1969 with the
following objectives as given in the Statement of Objects and Reasons
appended to the Banking Companies (Acquisition & Transfer of under-
taking) Bill, 1969 :—

“The Banking system touches lives of million and has to be inspired
by larger social purpose and has to subserve national prorities
and objectives, such as rapid growth in agriculture, small
industries and exports, raising of employment levels, encoura-
gement of new entrepreneurs and the development of the back-
ward areas. For this purpose, it is necessary for Government
to take direct responsibility for the extension and diversification
of banking services and for the working of a substantial part

of the bankjng system.”
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1.8 The objectives of Bank Nationalisation in 1980 were given
as:

“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 having depo-
sits of Rs 200 crores or more on 31st March, 1980 were
nationalised’’.

1.9 Dealing with the socio-economic objectives underlying the
nationalisation of Banks. the Ministry of Finance (Department of
Bconomic Affairs) have 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 banking e.g. farmers, small 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 villages, from large and medjum industry
to small business and to peddlers of sundryware; from qualified
professionals to rickshaw-pullers, to barbers and washerman,
to convicts still in jail and ex-convicts; to tribals and physically
handicapped; from the privileged to under-privileged and on
to un-privileged; in short to all those 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 The Committec wanted to know the achievements of the
Banks after nationalisation in quantitative terms. In reply, a rcpresene
tative of the Ministry of Finance gave the foliowiag details during evi-

denoe :
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(i) Total Bank Deposits have increased from Rs. 4,646 crores in
June, 1969 to Rs. 56,000 crores in December, 1912 an increase
of 13 times; deposits in proportion to the national income have
increased from 15.5 percent of the national income in June,
1969 to 36.1 percent in June, 1982.

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

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

(iv) "The credit-deposit ratio in the rural branches has gone up from
37.24 percent in June, 1969 to 60.3 percent in December, 1982.
The ratio has also increased from 39.7 to 51 percent in semi-
urban areas. During this period the credit deposit ratio has
been brought down in metro-politan cities from 10 percent in
June, 1669 to 76 percent in December, 1982.”

1.11 When the Committee asked how could the achivement of
socio-economic objectives by Banks be considerd satisfactory when even
after 14 years of nationalisation the priority sectors are getting only 37
percent of the gross bank credit and flow of credit to weaker sections
was no more than 7 percent, the withness pleaded : —

“There is always room for improvement; our claim is not that we
have become very efficient, or that we have achieved all Our
socio-economic objectives. But what we say is that we have

travelled a lung way.”

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

1.13 In their 8th Report, Rajya Sabha Committee on Papers laid
on the Table presented on 11 Augusr, 1933, pointed out that :—

*“The Committee is distressed that inspite of a clcar direction given
by the Estimates Committee of the Parliament in the sixty-
second Report of 1973-74, there has been a failure on the part
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of the Government to submit a Consolidated report on the
working of the public scctor banks for the year 1981 and that
there has becn no statement giving reasons for the delay and
for the failure on the part of the Government in this regard.
The Committee nced 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
nationalised 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
before the Parliament. The interest of Parliament in the natio-
nalised 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 early as in 1935, Government had set up the Reserve Bank
of India. RBIJ has been acting as the Banker to the Government, bankers’
bank, regulatory authority, and looking after public debt and
currency management. In 1949, the Banking Regulation Act was
passed empowering the RBI to control and regulate the functioning of
commercial banks. Later, in pursuance of the recommeadations of All
India Rural Credit Service Committee, the Imperial Bank was converted
into the State Bank of India from 1 July, 1955 by the State Bank of
Tndia Act, 1955. In 1968, Government introduced ““Special Control’’ over
banks by which they were directed to provide larger volume of credit to
hitherto neglected sectors and make bank credit a more effective instru-
ment of economic development. The progress made in this direction was
rot found adequate with the result the Government nationalised 14 major
scheduled commercial banks in July, 1969, followed by nationalisation of
6 more banks in April, 1980.

1.15 The objectives underlying the nationalisation of banks were
to “subserve national priorities and objectives” and to ‘‘serve better the
needs of the economy and to promote the welfare of the people’”. The
Committee’s examination, however, revealcd that despite the fact that the
share of the public sector in India’s banking has risen to 91 percent,
priority sectors’ share in gross bank credit eveu after 14 years of natio-
nalisation had reached 37.2 percent as against 14.6 percent at the time
of nationalisation. Out of the priority sectors’ share of 37 percent, the

here of weaker sections of society Is still quite less i.e. 7 percent. As
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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.

1.16 In their 8th Report presented on 11 August, 1983, the Rajya
Sabha Committee on Papers Laid on Table have pointed out that despite
a clear direction given by the Estimates Committee in their 62nd Peport
of 1973, Government failed to submit a Consolidated Report on the work-
ing of public sector baunks regularly. The Fstimates Committec would
urge Government that the consolidated Report should be brought out annu-

ally without fail in futare.
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CHAPTER I

CREDIT POLICY

1

The Ministry of Finance have intimated that in the context of the
continned existence of inflationary pressures in the economy and the
high rate of monetary expansion in the preceding year, the credit
‘nolicy of the Reserve Bank of India from the period 1980-81 onwards
has been aimed at restraining growth of credit without, however,
denying to the econpmy its essential credit requirements for production
of goods. While all seasonal mcasures had relevance to emerging
monetary situation at relevant times during these three years and had to
be resounded, retained, revised or reinforced according to the seasonal
developmants, the underlying continuing theme of the credit policy
during 1982-83 also has been one of the cautioiis regulation so as not
to harm the production but at the same time preventing cxcess credit

expansion which could only reinforce the inflationary pressures in the
economy.

22 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 requirements (Statutory
Liquidity Ratio and Cash Reserve Ratio), curtailment of refinance
facilities and recourse to outside funds, all of which reduce the capacity
of the banking system to create credit ; upward revision of rates of
‘interest which by raising the cost of borrowing induce greater economy
in the use of borrowed funds and also makes hoarding less profitable;
curtailment of bigger credit limits to ensure better funds management by
borrowers; upward revision of margins for advafces against stocks of
sensitive commodities which 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 even durmg an infla-
tionary situation.

2.3 Though the basic stance of the credit policy of Reserve Bank
of Jndia had been one of ‘‘restraint and caution,” changes in this policy

8
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were made 3 times duridg 1982-83 i.c. in April, June and October, 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. Some

of the important changes made by the RBI in its Credit Policy were as

under :-

(a)

(b)

{€)

In the credit policy announced in March, 1980, Banks were
asked to ensure that the absolute increase in non-food credit
_during the period end March, 79 to end June, 80 should not
“exoeed the absolute expansion during the 15 months period
ended June, 1979, On 27 June, 1980, they were asked to
limit their non-food credit expdnsion between April-Oct., 1980
to 40 percent of their additional deposits. The Credit Policy
for 1981-82 advised the banks that their non-food credit
expansion during 1981-82 should be margmally lower than the
expansion in 1980-81.

The incremental cash Reserve Ratio (10% of the increase in
Net Demand and time liability over the level of 14 Jan., 77)
was discontinyed for those banks which had not been defaulted
in maintaining this ratio. In May, 1981, the CRR was raised
from 6 to 7 percent of net demand and time demands in two
stages viz. 6.5 percent by 31 July, 1981 and 7 percent by 2|
August 1981." In November, 1981, the bunks were advised
that the ratio was to be further enhanced from 7 percent 10 §
percent in 4 stages. viz. 7.25 percent from 2, Nov., 1951, 7.50
perccnt from 26 Dec., 1981, 7.75 percent from 30 Jan., 52 and
8 percent from 26 Feb., 82. In the credit pulicy for 1v53-84,
it was however stipulated that w.c.f. 27 May, 1983 the rauo
may be raised to 7.5% and turther ruised 10 84 w.e.t. 29 July,
1983,

In the Credit Policy for 1980-81 banks -were asked to raise
the flow of credit to priority sectors to the level of 40 percent
by March, 1985. Following the recommendauon of the
Working Group on the role of Banks in the implementation of
the New 20 Point Programme that banks were asked 1n April,
1983 to cnsure that (i) ‘the Direct Finance to agriculture
(including altied activitics) should reach a level of at least 15
percent of total credit by March, 1985 and at least 16 percent
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of total credit by the end of March, 1987 and (ii) the advances
to the Weaker scctions should reach a level of 25 percént of
priority sector advancus or 10 percent of total bank credit by
the end of March, 1985.

(d) Inthe Crcdii Policy for 1981-82 the Bank rate was raised from
9 to 10 percent per annum w.e.f. 11 July, 1981.

(e) The Statutory Liquidity Ratio was raised from 34 to 35 per-
cent of total demand and time liabilities in two phases—34.5

percent effective from 25 Sept., 81 and 35 percent effective
from 30 October, 81.

2.4 Dealing with the Credit Policy of the Reserve Bank of India,
a non-official organisation has, in its memoradum, cxpressed the view
that :—

““The primary objective of the credit policy of the RBI has been to
regulate the behaviour of prices and performance of different
sectors of the economy through a check on credit system.
Whenever prices showed an upward trend, credit coatrol
measures were tightended. However, such an approach is mis-
placcd. 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 production, distertion in
smooth distribution system and risc in prices, Very often
sudden changes are announced in Credit Policy.”

2.5 The Committee asked,whether looking at the frequent changes
made in the credit policy, it would be correct to say that the credit
policy was living from hand to mouth, and if so whether it was mot
possible for the Reserve Bank of India to evolve a stable, long term
credit policy to obviate the nced for frequent changes. In reply, a
representative of the Ministry of Finance pleaded that :—

“T1.¢ objective of a credit policy is to go on the basis of requires
ment' of resl economy. The real economy consists of a
pumber of sectors—agriculture, industry, infrastructure and
"other social objectives which may be for the upliftment of
weaker sections or directional flow of credit, To reflect this
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requirement and also taking into account the growth of
deposits credit policy is changed {rom time to time. It cannot
be a stagnant and completely unchanging credit policy for all
circumstances. Itisa good thing to have a credit policy
which can change from time to time according to needs instead
of permanent for all times to come, When economic situation
changes some change in the policy is also necded. It is duty
of the Central Bank of the country to keep on reviewing thesc
things. We are reviewing only twice a year. In other countries
it is done more frequcatly.”

2.6 The Commitice enquired that even if any change in the credit
policy became inescapable, was it not possible to notify in advance the
proposed change so that banking circles were not taken by surprise. In
reply, the witness explained :— .

“a change in credit policy is something which ¢annot be avoided
from time to time. It is not, however, a fact that our credit
policy, as announced by the Reserve Bank from time to time,

_is something which is totally unexpected in the citcumstances.
If in a situation where prices are rising very fast and the credit
expansion is taking place 1n 4 mauner which is not planned,
then it 1s expected that the RBL would take sicps which would
result in curbing this expansion ol credit.”

2.7 Asked il whilc " formulating its credit policy or makiog
changes therein, the Reserve Bank of India 100k 10l0 consideration the
extent of black money in the country. 1he¢ witness said :—

“Itis not merely for bauks to rely on this.”

But when it was pointed out that the Bauks were also atfected by
this pareilel cconomy because they get iess depusits, the witness coaceded
“As a proposition one has to agree  with  wnat you are, sayimng.
There are parallel banks going on."”

2.8 The Committec desired o know if _Government _or, the
Reserve Bank of lndia bad ossessed the cxtent of black ioncy in the
country. lo reply, the Chiet Economic Adviser 1a (h¢ Minisiry of
Fipance pointed out that ;—

“Itis a fact that therc is a part of the cconomy which is aot
covered by the banking sector the effectivencss on the monetory
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policy to that extent is less. If we contract credit in the formal
market, that raises the rates of interest in the informal market.
The problem is that we have a very large section of people
.about whom we do not know what theirw age earnings ctc. are.
The wage earnings is to the extent of a very small proportion
about 17 per cent of our national income the incomes 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 has been estimated abroad as well as in
India. Unfortunately these (estimates) vary so much that if
you take an ecstimates for example, for the year
1968-69, the Wanchoo Committee’s method yielded an estimate
of Rs. 1400 crores. Another economist’s estimate was Rs. 1800
crores. Butthere is a third method which has yiclded an
estimate roughly of Rs, 30,000 crores in 1976-77. I am sorry
that we do not have scientitically acceptable cstimate of the
black money.” g

2.9 Asked if in view of the difficulties faced in the estimation of
black money, Government was not interested in persuing this matter
further, the witness revealed :—

*“the Government has requested the National lnstitute of Public
finance to look into this matter and try and provide us with
some kind of an idea or at lcast an authortative view on
-whether an estimate of black mouey can be made or not,”

2.10 According to the Ministry of Finance, from the year 1980-81
ouwards, the credit policy of RBI was aimed at restraining growth of
crealt witbout, howcver, denying to the economy iis essential credit re-
quirements for production or goods. Tnough the basic swnce of the

* credit puiicy of meserve Bank ot india had bpeen oné of ‘‘restiant and
eawtion’’, changes in the policy were made tiaree times during 1>8Z-83
i.c. in April, Junc and Uctoper, 1952. Un 30 April, 1933, the Governor
of Rescrve bank outlined turther measures which the Banks would be
persuing during the nirst halt ol the tinancial year 1983-84. 1n wUctober,
1983, the cregit policy was further liberalised. Defending these changes,
the Ministry of kinance have claimed that these were ‘‘seasonal. mea-
sures” and had to be ‘‘resounded, retained, revised or re-inforced. W hile .
the Committee do concede that the credit poiicy cannot remain static for

. all times to come and that it will have to gespond and react to emerging

.
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trends in the economic scene of the country, they feel that it shonld be
possible for the Reserve Bank of India to atleast énsure that credit policy
is not changed too frequently. The Committee feel that it should not be
too difficult for the RBI to ensure that the credit policy remains stable
for a reasonable time. '

2.11 The Committee are of the firm view that If the credit policy of
the Peserve Bank of India is to be really effective, it must not be con-
fined to the banking sector alone but should also aim at checking the
growth of black mouey in the country. The Chief Economic Adviser in
the Ministry of Finance rccalled duriog cvidence that Wanchoo Com-
mittee had estimated the black money in 1968-69 to be around Rs. 1400
crores, another estimate had placed it at Rs. 1800 crores, and accordinyg
to yet anether estimate, it could be roughly Rs. 30,000 crores in 1976-77.
He pointed out that so far, ‘‘we do mot have scieatifically acceptable
estimate ¢f the black momey”. He indicated that Government had
already requested the National Institute of Public Finauce to conduct a
study and provide an autheritative view in this matter. The Committee
. would like to be apprised of the outcome of this stady.



CHAPTER IIT

BRANCH EXPANSION
A. Population Coverage

3.1 The number of Commercial Banks' Offices in the country has
incrcased 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 offices added during
the periog, 61 per cent were in the unbanked areas.

3.2 The national average population per bank office which 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 census) by the end of June,
1983. State-wise population coverage is given below :

‘_S.;_artelUnion Territory No. of officers Population per Bank
e at the end of Office in thousands

June  June as at the end of

1969 1983 June  June

1969 1983
1 2 3 4 5
Andhra Pradesh ‘ 5.7 3275 75 16
Assam 74 653 198 30
Bihar 273 30450 207 23
Gujarat 752 2604 34 13
Haryana 172 947 57 14
Himachal Pradesh 42 461 80 9
Jammu & Kashmir 35 582 114 10
Karnataka 756 3150 8 10
Kerala 601 2501 35 10
Madbya Pradesh 343 2773 116 19
Maharashtra 1118 4115 44 15
Manipur 2 44 497 32
Meghalaya 7 79 147 17
Nagaland 2 50 205 15

14



15

1 2 3 4 5
Orissa 100 1302 212 20
Punjab 346 1777 42 9
Rajasthan 364 1899 70 18
Sikkim — 11 — 29
Tamil Nadu 1060 3394 37 14
Tripura 5 88 276 23
Uttar Pradesh 47 5261 1 21
West Bengal S04 2596 87 21
Andaman and Nicobar

Islands 1 12 82 16
Arunachal Pradesh — k)| — 20
Chandigarh 20 93 7 5
Dadra & Nagar Haveli - 6 . - 17
Delhi 274 940 10 7
Goa, Daman & Diu 85 250 g8
‘Lakshadweep - 5 _ 8
Mizoram - 15 - 33
Poadicherry 12 57 31 11

8262 42027 65 16

3.3 At present for the purpose of branch expansion statistics,
clagsification of centres is being made as under :

Rural Centres

Semi-urban Centres

Urban Centres

Metropolitan Centres/
Part Towns

Places with a population upto 10,000.

Places with a population of over 10,000 but
pot exceeding 10,00,000.

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

Places with a population of over 10,00,000 and
Port Towns of Cochin, Kakinda, Mangalore,
Nagapatnam, Okha, Pondicherry, Paradeep,
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Port Blair, Kandla, Vizakhapatnam, Tuticorin
and Mormugao.

3.4 Ministry of Finance have intimated inter alia, that according’
to available data, the average population per bank office achieved by the
end of June 1983 for rural/semi-urban areas, Urban/Metropolitan areas
and for all the categories of centres as a whole is as follows :

Rural/Semi-urban population
per rural/semi-urban Office 19,000

Urban/Metropolitan/Port Towns
population per urban/Metropolitan/
Port Town Office 1,000

Average population per bank office
(For afl categories of centres) 16,000

3.5 The Branch Licensing Policy formutated in August, 1978, and
which came into effect in January, 1979 terminated in March, 1982 The
policy was oriented towards extension of banking facilities in areas
which were deficient in such facilities (i. e. districts where average popu-
lation per bank office in respect of rural and semi-urban areas was,
higher than the national average of 20,000 as at the end of June, 19‘78)
and also towards reduction of inter-stage and inter-district disparitics in
this regard.

3.6 The new Branch Licemsing Policy. for .the Th(cc year per;oq
(April 1982—March 1985) formulated by the RBI in consultation with”
the Government of India.had aimed at achieving a coverage of one bank,
office on an average for a population of 17,000 ia the rural and semi-
urban arcas as per 1981 census. It was estimated that about 8,000
additional bank offices would have to be opencd during the new policy
periad i.e. upto March, 1935, to attain the objective set out under the
policy. :

3.7 The following is the break up of number of ofﬁces opened by’
banks in deficit and surplus dxstrlcts during the period January. 1979 to
arch, 1983 ;

»
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" Year No. of offices opened in rural/
semi-urban Centres

Defloit Surplus

Districts Distriots
1979 1483 350
1980 1568 1087.
1981 2523 566
1982 (upto March) 357 157
1982-83.(April to March): 1758. 509
7689 2669
[P . tettadatisnen

3.8 As on June, 1983 the comparative pésition of branch net
work, population-group wiss that -has ¢m.rged is as under :-

——

19 July 1969 June, 1983
Number Percentage  Number Percentage

Rural Areas 1860 23 22,629 53.8

Semi-urban. 3344 40.2 9,03, 21.5

Usban 1456 17.5 5,574 133
Metropolitan/

Port Tawn 1561 200 4,787 114

Totabr - 8321 . 1000 42,027 1000

——

39 In addition, at the end of June, 1983, banks are siated to be
Fiolding authorisation/licences for opening office at’$,108 Centres,

310 The Committee wanted ‘to know if all the Licences Policy
(1979—82) all the licences issued by thc RBI under the Branch Licensing
Policies-of 1979-82 for opening Branches in rural and semi-urban areas
had been implemented and if not what had been the shortfall.  In reply,
a representative o the Ministry of Finance revealed in evidence :

“In addition t@ 1850 allotments and licences already pending with
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banks for opening branches 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 deficit districts during the policy period January 1979
to March, 1982 to achieve the target of 20,000 rural semj-urban
population, based on 1971 Census. So in all 8351 rural and
semi-urban branches were required to be opened. At the end
of March 1982, 3005 authorisation for opening offices in
rural and semi urban arlas were pending with Banks, the bulk
of which are in respect of deficit arcas.’’

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

1. Tctal No. of block headquarters identified 675
2. No. of block headquarters adequately served by commer-
cial banks functioning beyond 3 kms according to the
allottee bank/State Goverament 9

3. Block Headquarters falling within 3 kms. from the
nearcst commercial bank office and are treated as
banked. 134

4, Block Headquarters scrved only by a branch of Regional
Rural Banks where the concerned lead bank consider
that there is no scope of opening additional offices. 167

8. No. of block headquarters where bank branches have
been opened. 292

6. The remaining block headquarters falling beyond 3 ¥ms
from the hearest bank office which are yet to be
covered. . B
3.12 Answering a Quety as to what ctiteria is followed in deciding
on the location of a bank branch in a particular area, a reptesentative of
the Ministry of Finance explained :
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“The Reserve Bank of India give the license. There arc no targets
or the minimum deposits prescribed before the license is givén.
Before that, firstly the State Government is concerned with the
question of identifying the areas and gct license. Their surveys
arc also carried out by the banks which are open to branches
in thesc 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 sursey carried out to know the likely business
poténtial beforc a branch is opened in a particular area the
license is not issued on the basis of the minimum target what
is prescribed and unless certain money is collected a bank
branch would not be opened.” '

3.13 While the Committee note with satisfaction the fact that the
branch network of scheduled commercial banks has expanded by more
than five times from 8,321 at the time of nationalisation to 42,027 at
the end of Junc, 1983, they would like to draw attention to the wide
gap which still exists between population coverage per bank office in
Metropolitan/Port towns on the one hand and rural/semi urban areas on
the other. As aguinst population coverage of 65,000 per bank office on
an average at the time of nationalisation the population coverage at the
end of June, 1983 was 16,000 per bank office. While overall population
coverage per bank otfice in Metropolitan/port towns is ,000, there is, on
an average, onc bank oftice for a population of 19,000 in rural/semi-urban
areas. 1t has been stated that under the Current Branch Licencing Policy
(1982—85) which was formulated in consuitation with the Government of
ludia, the target is to achieve by March, 1985 a 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 formulating the now
Branch Licensing Pelicy, for the period beyond 31 March, 1985, it should
be made obligatery on the part of schedule commercial banks to locate
a minimum percentage of new Branch offices in rural/semi-urban areas.

3.14 It is indeed surprising that even though a Block Headquarters
is a focal point in our developmental Administration, bank branches have
been opened in only 292 out of 675 identitied unbanked block Head-
quarters, 9 block headquarters are adequately covered by commercial
banks, 134 Block Headquarters do have a commercial bank office within
a distance of 3 kms., 167 block headquarters are served only by a branch
of Regional Rural Bank. There are still 73 block headquarters falijmg
beyond 3 kms, trom the nearest bank office which are yet to be covered,
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fye Committee recommend that coverage of block headquarters by
Mﬂ banks, Regional Rural Banks should be speeded up.

3 15 The Committee find that there are wide régional disparities in
jh matter of population coverage by scheduled commercial banks. As
.- thc end of June, 1983, as against the All India national average of
;ﬁ,poo per bank office, there is one bank branch office for a population of
,%WM in Manipur and Assam and 29 thousand in Sikkim, 23 thousand

"y ’l:rimua and Bibar, 21 thousand in U. P. and West Bengal, 20 thousznd

.. i Orisss and Arunachal Pradesh, and 19 thousand in Madhya Pradesh.
;e Committee would urge Government/RBI to ensure that such inter-
state disparities in population coverage are reduced to the minimum.

B Boards of Directors

w34 A6 Llause 3. of the Nationalised Banks (Management Misc.
Ripwigion) Schemes, 1970 and 1980 stipudate that the Boards of Natio-
wpndisodl. Banks consisting of the foliowing shall be constituted by the
JLentsal Government :—

(a) ‘not more than two whole time Directors, of whom one shall
"". “5" 'be the Managmg Directors;
wi R
TV @) One Director, from among the employees of the nationalised
o bahk who are’ workmen
b S TN

EE (P anDmotor, ffom among the employees of the nalionalised
v+ s+ 'bank whoiare pot workmen;

STy

— ”‘4) Oqc Dmctor from auons the Depositors of the Bank;

” (o) * Three Directors to represent the interests . of farmers, workers

FEA - und attisans;

b TR P

(fy not more than five Directors having special knowledge or
practical knowledge in respect of one or more matters likely

serm i to-be-useful for the working of the nationalised banks;

L LV o

AR (g) Oage Duector who is an oﬁicnal of the RBI; and
V) One Dlrector who is an official of the Central Government.
‘U\ »

. 3”1'7 Ministiy of Fitance have intimated, in a note, that some of
W‘rs Associations have gooe o the High Courts at Hyderabad,

W
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Madras and Karnataka challenging the provisions contained in clause
3 (c) of the Nationalised Banks {Managecment and Miscellcneous Provi-
sions) Schemes which, inter alia, empower Government to appoint in
consultation with the Reserve Bank of India one Director from among
the omployees of the nationalised bank who are not workmmen. The
relief prayed for, the nature of the grounds alleged in support of the relief
claimed and the nature of the interim orders prayed for are substantially
the same in all the writ-petitions. Some of the Courts huwe granted
interim injunction/stay orders restraining Government end Banks
Managements from appointing on the Boards of the conoerned banks
any officer employee.who is not a principal office bearer of the concerned
Banks Officers’ Association. These cases are yet to be decided 'Gy.‘ the
Courts. S

3.18 The Committec wanted to know if it was a fact that some--
times persons who were not fit to represent the interests of farers; -
workers, artisans etc. or who lacked knowledge of onc or more mattrs-
likely to be useful for the working of nationalised banks were selected bi*
Government and cven continued for mere than oae term. ~Ia-reply,-
a representative of the Ministry of Finance said in evidence :

“Efforts are always made to appoint Directors on Boards of.
nationalised banks from all walks of life and persons associated
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 ‘hominate
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 sec that the same persons are, as far as possi-
ble, not nominaied on the Boards. In 1977, out' of 140
Directors representing these Boards, omitting Government and
RBI Directors, only two were there in the previous Boards who
were reappointed. There is also a provision in the Scheme
that unless a substitute is appointed the same Dijreotor conti-
tnues so it has often happened in the past, especially before
1977 that no substitute was appointed and so the same person
continued for many ycars though his term was over.”

3.19 When the Committee pointed out instances wiiebe' the ‘sative*
persons had continued for as many as 28 years in the State Bauk 09
Bikaner and Jaipur and State of Mysore, the witness said ; e

e
v (’.’.' b
L]



22

“The 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 Statc 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
share holdings and private share holders can elect their own
Directors and no limitations is there on their continuing for
more than one term .”

« o 3.20 It was represcnted to the Committec that a non-official
Director of New Bank of India had misucd his position by helping the
firms/companics in which he was interested as partner/Director. It was
alleged that one such firm had not repaid the advance of Rs. 8 lakhs to
ths State Bank of India and another firm was declared as sick unit and
given substantial reliefs and concessions from the Punjab National Bank
and : Oriental Bank of Commerce besides reconstructing assistance loan
of about Rs. 25 lakhs from TIRCI.

3.21 When asked to furnish a factual note on the aforesaid case,
the Mlmstry pleaded, infer alia, that :—

iy

. .' “in terms of Section 13 of the Banking Companies (Aquisition and
' Transfers of undertakings) Act of 1970 and 1980, thc banks
are required not to disclose information, inter alia, relating to
the affairs of their constituents. As such, it was not possible to
kpow from the banks dealing with the compar.ies and firms of
Shri.eo.....cccceeeveneeenne... the details relating to their accounts,
" However, it is not desirable for Government to make proving
enquiry into the affairs of the person proposed to be appointed
as a director on the Board of nationalised bank or his relatives.
Position relating to the dealings . of the firms/:ompanies, with
which Shri.coovevriniiinni, ... is associated and their state of
" affairs with the Punjab National Bank and Oriental Bank of
Commerce is being ascertained from the banks concerned.”

3,22 The Committeo pointed out that if the antecedents of per-
80ps to be appointed as Director of a Nationalised Bank are not en-
quu'ed into, even a black markcter or u smugglec could manage to
become a Director and start favouring firms in which he had some in-
tercst. In reply, the witness said :
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“Generally, a person with good reputation is appointed. He is
himsel{ supposed to give a declaration that he does not have
interest in any firm or institution before accepting Directorship.
Tt is for the management to ensure that no favour is shown to
any firm or institution’"

3.23 Asked whether Government agreed that Directorshdp should
go to only thosc persons who really deserve it and not those who run
after it, the witness said :

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

) 3.24 Asked il any enquiry was held to find out that assets and
liabilities a person had before and after becoming a Director of Bank,
the witness replied “No".

3.25 The Commiltee cannot resist the impression that the manuer
in which Boards of Directors of Nationalised Banks are constituted by
the Central Government leaves much to be desired. Under the Nationa-
lised Banks (Maunagement Misc. Provision) Schemes, 1970 and 1980,
the Board fs to consist among others of three Directors to represent the
Interests of farmers, workers and artisans and Jnot more than five Direc-
tors having practical knowledge or knowledge in respect of one or more
matters likely to be useful for the working of the natiopalised banks. On
receipt of a complaint alleging that ome of the mon-official Directors on
the Board of New Bank of India had mis-used his position by helping the
firms/companies in which he was interested as a partner/Director, the
Committee called for a factaal note. In reply, the Ministry of Finance
pleaded inter-alia, that ‘it is not desirable for Government to make
roving enquiry into the affairs of the persons proposed to be appointed as
a Director on the Board of a Nationalised bank or his relatives.” If this
plea of Government is accepted, it would mean that even an undesirable
person with a shady past could, without any fear of detection, get into the
Board of Directors of any nationalised bank. The Committee recommend
that a thorough probe shouldb ¢ made into this case and the result reported.
The Committee also suggest that in futare the character and antecedents
as also the business interests of the person concerned should be ascertat-
ned by discreet enquirics so that the conduct and dealings of every person
who is appointed as Non-official Director is above board. In any case,
gersons who are likely to abuse the position to help their relatives and
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friends or the firm/company in which they bave a pecuniary or other in-
terest should be rejected outright.

3.26 It transpired during evidence, that cven though the term of
appointment of a Director is only for 3 years, there are finstances where
non-official Directors had continued in that capacity for as many as 25
years A representative of the Ministry of Finance explained that as far
-as nationalised banks were concerned they had eliminated such cases after
1977 and that such cases where there only in subsidiary banks of the
State Bank of India. 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 hanks were, under the
law, {ree to appoint a Director for more than one term. The Committee
feel that as subsidiaries of the State Bank of India are also in the public
sector, appointment of Directers should he for 8 maximum  period of two
terms. If necessary the SBI Act should be suitably amended for this
purpose.

c.' Staffing Pattern

3.27 The data relating to staff strength of Public Sector banks as
at the end of 1982 furnished by the Ministry of Finance indicates that
out of 28 public sector banks, the range of officer-clerk ratio is between
1:1to1:2in the case of 9 banks, viz, Central Bank of Iadia, Corpora-
tion Bank, Bauk 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 Bikaner, State Bank of
Hyderabad, State Bank of Indore, 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 Maharashtra, Indian Overseas Bank, New
Bank of India and Vijaya Bank.

3.28 However, the ratio is between 1:3and1:4 in the case of
State Bank of Patiala.

329 The Committee find tbat in 17 out of 28 public sector banks,
the officer-clerk ratio ranges between 1: 2 and 1: 3 indicating that there
is 1arge complement of officers in these banks. The Committee are not
sure whether this imbalance has arisen due to either shortages in clerical
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strength or due to the banks having opened more branches in rural and
semi-urbon areas and each such Branch has to have one N anager. The
Committee recommend that the Reserve Bank of India should undertake a
review of staffing pattern in the public sector banks and take steps to en-
sure that administrative 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
review, out of 136 recommendations acceptcd by Government while
the State Bank 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 cheques, discounting of bills, crediting of proceeds, despatch of state-
ment of accounts and so on. The behaviour of the bank employees to
the customers is also rude.” A suggestion has been to the Ccmmittee
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
represented by the borrowers and bank management to consider common

problems,”

3.32 The Committee desired to know as 1o 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 in evidence ,

*“There have been complaints regarding delay in the collection of
cheques. The systems of credit over a decade ago have failed
to keep pace with the demand made on the bank. The other
factors are rapid expansion of banking service, unhelpful
attitude of bank employees, postal delays and [failure of the
clearing system despite the difficulties faced by the banks, they
have been taking steps to streamline the system and affecting
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improvements in the system as far as possible. The RBI
Customers’ service progress has been reviewed. Clearing
operation at the metropolitan centres are computerised and
regional collection centres have been set up. It is expected
that various measures being taken by the banks will speed up
the process of collection of out-station cheques, etc. There
are likely to be delays where disputes are there.”

3.33 Asked if Bank of India had introduced a “Card System”
which enabled customers to withdraw money upto Rs. 1000/- without
following the 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 Finaace 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 find that expansion 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 August, 1975 and March 1977 Government had
accepted 136 recommendations. While the State Bank of India and its
subsidiary have implemented more than 100 recommendations, 14 nation-
alised banks are stated to have implemented only 90 recommendations.
The Committee can not but deplore the slow pace of implementation of
these recommendations. The rest of the recommendations may be imple-
mented by all public sector banks within a year i.e. by March, 1985 at
the latest. In order te ensure that this time limit is adhered to, Boards of
Directors of thesc Banks should review the progress in this direction
perfodically.

3.35 'The Finance Secretary assored the Committee in evidence that
systems were being improved to provide better customer service and these
include computerisation of clearing operations in Metropolitan cities and
setting up of regional collection counters. The Committee were given to
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understand that the Bank of India, Andhra Bank and Central Bank have
introduced a “Card System” which enables the customer to draw money
upto a maximum of Rs. 1,000 at a time without undergoing the usual for-
malities. The Committee suggest that othey banks should also go in for
such a system to avoid long queues of customers at the banks offices.

3.35 If introduction of computerisation in a phased manner can bring
about greater efficiency and smoother working of banks and customer
service, Banks should certainly go in for it but it should be ensured that
it does not result in any retrenchment of existing staff and does not affect
the employment potential in this sector.



CHAPTER IV
DEPOSIT MOBILISATION
A. Growth of Bank Deposits

4.1 The aggregate Deposits of Scheduled Commercial Banks have
increased from Rs. 4,646 crores in June, 1969 (i.e. prior to Nationalisa-
tion) to Rs. 56,879 crores in November, 1983—an increase of more than
13 times. Analysis of Deposit Mobilisation during the last 5 years has,
however, 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 been on
the decline. The accretion to deposits over the previous year was 18.50
per cent in 1979, 17.28 per cent in 1980, 19.57 per cent in 1981, 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

(as on 11.11.83)

4,2 A review of growth of Deposits since nationalisation upto the
end of June, 1982 has revealed that in 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 Rs. 10,788 crores or by 10 times, and deposits of
urban/metropolitan offices from Rs. 3,496 crores to Rs. 29,161 crores or
by 7 times.

]
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4.3 While growth of deposits of Scheduled Commercial Banks
during the last years ending December, 1982, had been sluggish, 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 as under :-

Aggregate Growth over

Deposit previous year

(Rs./crores) (percentage)
1979-80 3453.6 31.0
1980-81 4188.0 21.3
1981-82 £491.8 313

4.4 1In 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 interest of 11 per cent.
No assessment of response to this measure has been made till now.

4.5 Asked if deposits from the rural and semi-urban branches
were less 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 thesc areas) came to 75% of the 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 interest on Bank deposits was far less than the
interest offered by non-banking companies. In reply, another represen-
tative of the Ministry stated :

“in the new instrument which we have announced, interest on bank
deposit is 11 per cent.  Companies, both private and public,

can go upto 15 per cent”,

4.7 Asked that as deposits constitute stock-in-trade for banks,
would not Government favour increase in the rate of interest offerred
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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 least to some
extent you can say there is less security of that deposits because
there are 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
increasc 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 deposits in the country comes to 2400 crore. Two
types of accounts are there—non-resident rupee A/c and non-
resident foreign currency Ajc. We give 2% additional to what
is paid on similar deposits 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
moncy, the witness said :  “This 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 cxcrcise some check, the witness pointed out that : i

“This is a very basic question to entire banking industry and one of

the fundamentals is that dctails regarding the banking transac-
tion of constituents are not normally asked unless there is a
case of some illegal action.”

410 The Ministry of Finance have claimed that the aggregate
deposits of scheduled Commercial Banks have increased from Rs. 4,646
crores in June, 1969 (i.e. prior to nationalisation) to Rs. 56,879 crores in
1983 (as on 11-11-83)—an increase of more than 13 times. Apparently,
the rate of this growth in deposit mobilisation does not take into account
the appreciation in prices over the years, If the inflation factor is taken
into consideration, the rate of growth would work out to be far less. The
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Committee would, therefore, recommend that Reserve Bank of Iundia
should make a realistic assessment so that a comparative picture of depo-
sit mobilisation in real terms 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 1978, registering 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 o of deposit mebilisa-
tion. The yearly rate of growta of deposit was 18.50 per ceat ia 1979,
17 28 per cent in 1980, 19.57 per ceat in 1981, and 14.80 per cent ia 1952.
If the progress made in deposit mobilisation upto 11 November, 1983 is
any indication, tie year 1983 is not cxpected to end up in a better rate of
growth. What has surprised the Committee more is that whiie during
the last 3 years, non-banking companies had beea able to attract more
deposits, their yearly growth of deposits being 31.0 per cent in 19.,9-80,
21.3% in 1980-81 and 31.3 per cent in 1931-82, t.e growth of bank depo-
sits had been comparatively slusgish. A representative of tue Ministry
of Jinance pointed out in evidence that tiese non baiking companies,
both in public and private sectors, give interest upto 15 per cent on depo-
sits as compared to 11 per cent by Bunks. Non-resident deposits are
already being paid 2 per cent more by Banks. The Committee recommend
that interest in bank deposits may be suitably raised so that schedul:d
commercial banks arc able to attract Iarges deposits.

B. M: pping up of Excess Liquidity

4.12 The Cash Reserve Ratio 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, 1981. The CRR was enhanced fur-
ther by the Reserve Bank of India in three stages from 7% to 7.75%,
the last stage effective from 29-1-82. In 1982, the CRR 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 stages viz. from 7to 7.57 from 27 May,
1983 and from 7.5% to 8% from thg 29 July, 1983 thereby impounding
Rs. 275 crores at cach stuge. This was followed by another hike in the

. CRR from 8 to 8.5% from the weak beginning 27 August, 1983 resulting
in the impounding of a like amount i.c. Rs. 275 crores. Under Section
42 (1A) of the RBI Act, 1934, the RBI asked the Banks on 8 November,
1983, 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., 83 an incremental Cash Reserve Ratio of 10 per cent of the in-
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crease in net demand and time liabilities over the level as on 11
November, 1980.

4.13 RBI'scirculars issued on 8-8-83 and 8-11-83 stressed the
point that the banks would have no diTiculty 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 :—

)

(2)

(3)

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

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

special attention must be paid to the needs of small borrowers.
Banks must use their influence with their clients in the 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
Cash Reserve Ratio of Banks in 1983. In reply, a representative of the
Ministry of Finance explained :

“When the excess liquididy is to be mopped up, there are increases

in the cash reserve ratio............ main objective is to see that

.the excess liquidity does not result in unnecessarily hoarding

and speculative activities. The growth in the deposits has been
very high this year and with this very high availability of depo-
sits in the banks it was®ecessary to increase the cash reserve
ratio and take other steps to contain this liquidity, Otherwise,
there would have been still greater pressure on prices”.

415 Another representative added : .

““despite the policy announcement of October, 1983, the deposits

have grown ata faster rate than anticipated and the credit
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requirements have not been to that large 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, this step has been taken".

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

“The amount of credit facilitics granted by public 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, 1980
Rs. 2640 crores; and in June, 1982 Rs. 3748 crores (data provi-
sional) crores... ........In the priority sector, initially the small
scale units had an important weightage, 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 small
scale industry has gone down; in absolute terms, however it is

growing”’.

4.17 TIna Note furnished after evidence, Ministry of Finance inti-
mated that the percentage of bank advances to small scale industries as
percentage to total gross bank credit had gone down from 13.4 percent
as on March, 1982 to 13.1 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 Finance Secretary

assured “We will do that”. -

4.19 Accordingly a Press Release was issued by the RBI on 9
Dzcember, 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



34

Scheme of Self-Employment for the Educated Unemployed youth and
tne Small Scale Industries, 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 anticipated, thereby creating excess liquidity in
the banking system, the Cash Reserve ratio of Banks has to be raised to
sce that such liguidity does not go to fuel the inflationary tendencles ia our
economy or result in ‘‘counter productive build up of inventories”.- The
( ommittee, however, find thst in the year 1983 the Cash Reserve Ratio
was raised by the Reserve Bank of India so frequently and so suddenly
on each occasion that even banking circles were taken by surprise. The
ratio was enhanced from 7to 7.5 percent from the week begining 27
May. 1983 and from 7.5 to 8.0 percent from the 27 July, 1983, theresy
impounding Rs 275 crores at each stage. This was followed by another
hike from 8 to 8.5 percent from the wcek begzinning 27 August 1983,
resulting in the impounding again of a like amouut. On 8 November,
1983. RBI asked the Banks to inaintain, in addition to the percent CxR
of 8 5. an Incremental Cash Reserve Ratio of 10 percent of the increase in
net demand and time liability over the level as on 11 November, 1983.
The Committee would like the Reserve Bank of India to examine if trends
in deposit mobilisation cannot -be predicted more accurately to avoid the
need for frequeat hikes at short intervals in the Cash Reserve Ratio.

421 The Committee were assured during evidence that hikes in
Cash Reserve Rotio would not, in any way, affect the flow of credit to
priority sectors and especially to weaker sections of society and small
scale industries. The Committee’s attention in this connection has been
d awn to the guidelines issued by the Reserve Bank of lndia on 20
October, 1983, exhorting the banks to meet, despite increase of Cash
Reserve Ratio, all legitimate c-cdit requirements of productive activity
and pay special attention to the needs of small borrowers. Banks have
also been asked to use their influence with their clients in the large and
medium industries sector to ensure that payments due to suppliers in the
small scale industry are not delayed. The Committee urge the Reserve
Bank of India to sec that tl.ese guidelines are implemented by bamks in
letter and spirit.



CHAPTER V
CREDIT DEPLOYMENT

A. Sectoral Deployment of Credit
(i) Credit to Priority Sectors

5.1 According to the data on sectoral deployment of credit in respect of 50 major banks which account for
about 96% of total gross bank credit, the position in as under :

113

, Year Public Priority Sector Credits Industry Wheclesale Other Gross
e e ——— —— e ——— —— (Medium trade Sectors Bank
Food Agriculture  Small other total & Large) Credit
Credit Scale Sectgr Priority Sector .
Ending - 2410 2915 2718 1351 6981 8238 1835 2281 21,745
June® 80 (1L.1) (13.4) (12.5) (6.2) (32.1) (37.9)  (8.4) (10.5) (100.0)
Ending 22.02 3783 3406 1777 8966 9983 2000 2737 25,888
June'8l (8.9 (14.6) (13.2) (6.9) (34.6) (38.6) (7.7) (10.6) (100.0)
Ending 2825 4594 3909 2170 10673 11213 2122 2942 29,775
June' 82 (9.9) (15.9) (13.1) (7.3) (35.8) (37.7 (7.1) (9:9) (100.0)
Ending 3589 5356 4563 2646 12565 134 8 2273 3615 35,460
June'83 (101 (15.) (129) (1.5)  (354) (378) 64  (102) (100.0)
(Provisional)
—

(i) Figures in Brackets are percentage to total gross bank credit.
(ii) Targets of Priority sector advances are with reference to net bank credit.
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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 1969.

5.3

The Reserve Bank of India has called upon the Scheduled

Commercial Banks to ensure that -

(@)

(ii)

(iii)

5.4

the share of priority sectors advance in the total gross bank
credit should reach the level of 40 percent by \larch, 1985.

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

direct finance to agriculture (including allied activities) should
reach a level of at least 15 percent of the total credit by March,
1985 and at least 16 percent of the total credit by March,
1987.

Th: Ministry of Finance have reported that banks have

achieved these taréets 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, 933. At the time of
nationalisation i.e. June, 1969 share of public sector Banks in
these advances was 14.6 percent only. Only 5 out of public

- sector banks (State Bank of Hyderabad, State Bank of Patiala,

(b)

United Commercial Banks, Andhra Bink, Punjab & Sind Bank)
have achieved the national target of 2.40 percent share to prio-
rity sector, 12 public sectors have reached the level more than
37%. 11 Public Sector Banks including SBI, United Bank of
India, Indian Overseas Bank, New Bank of India are however
still lagging behind and are within the range of 31 and 37%.

As at the end of Scptember, 1983 flow of credit to weaker
sections of society by Public Sector Banks has reached the
lovel of 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 (10.6%), Bank of Maharashtra (9.7%2) and
New Bank of India (4.7%).

(c) As at the end of June, 1983, direct credit provided to Agricul-
ture (including allied activitics) reached the level of 15.4% of
total credit and 42.6%; of periority sector advance, However,
only 5 out of 28 public sector banks have achieved the target
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 advanse provi-
ded by public sector banks, the share of small and marginal
farmers ranged between 37 to 3 - %.

(d) As at the end of June, 1983 while the percentage of credit pro-
vided to small scale sector by scheduled commercial banks
constituted 12.9 percentage of total credit, the flow of credit to
large and medium industrics was .7.8 percent of total credit ;
In earlier years, the share of small scale sector was 13.2 percent
June 1981 and 13.1 percent in the year ended Junc 1982.

5.5 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 ciedit should go
to the priority sectors or for that matter to otlier sectors of economy.

5.6 Inreply, 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 each bank ; it is not that any bank has 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 guidclines. For gencral industry and
trade there are no guidelines Banks are free to give’.

5.7 Asked whether the public sector banks which had been lagging
behind and were nowhere near the national target of 40 pcrcent share
to priority scctors had been asked to redouble their efforts in this direc-
tion, the witness assured :

*““These banks will have to redouble their efforts. There is no doubt
-about it. There is a great pressure on the Board (of the Bank)
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to see that this is done. They are being asked to redouble
their efforts”.

5.8 The Committee pointed out that not only the flow of credit
to Weaker Sections of people was quite inadequatc but a fraction cf
whatever little was sanctioned to them was pockcted by the middlemen
who assist 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 put in his Thumb im-
pression, it is really & 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 employees do it, there is a malpractice now, we have
to sce that there is rcally better supervision, better inspection,
better returns and some spot checks to see that these malpricti-
ces are removed. Meanwhile, we will try to devise some
instruction and send them to every body, to cnsure that the
Weaker Sectors, scheduled castes and schedule tribes, and poor,
illiterate people are able to get whatever money is sanctioned
to them fully and that no body siphons it off. We wiil take
up this particular question much more seriously and sce 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 does not do
his work, he is taken to task. The collector can bring this up-to the
higher authority ”

5.10 A representative of the Ministry of Finance recalled in evi-
dence that full requirements of credit for agricultural sector were
assessed by the National Commission on Agriculture at Rs. 16,549
crores which consisted of Rs. 7884 crores for lending. Based on the
estimstes of the Naiional Commission, Ministry of Agriculture in consul-
tation with the National Federation of Land Development Banks and
the State cooperative Banks had, however, fixed a target of Rs. 5415
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consisting of Rs. 4,000 crores for short term credit, and Rs 1415 crores
for term lending during the 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. 795 crores, and commercial
banks and regional rural banks Rs. 620 crores during 1984-85.

5.11 Asked if the Sixth Plan target is likely to be achieved, the
wiftness assured “there is absolutely no doubt that this target would not
only be rcached but also surpassed by 1983-84."

5.12 Asked what is the number of Small -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.”

5.13 The Committce wanted to know what was the number of
applications received from the farmers by public sector banks, how much
credit was asked for and how much was given. In reply, a representa-
tive of the Ministry of Finance said :-

“The application formula we can try out as an experiment, but for
thesc people who are working in the ficld, these applications
are not there, they have to be generated ™

514 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 ended June, 1981 to 12.9 in the year ended June, 1983. In reply,
a representative of the Ministry of Finanee explained in evidence that :-

“In the priority sector, initially the small scale units had an impor-
tant weightage, but with growing emphas s on lending to agri-
culture and for agricultural opcrations, 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 the
total lending to the priority sector, as between agriculture and
small scale industries. It is difficult for both to increasc in
percentage terms, because after all, they are showing what is
100. As a percentage, the small scale industry’s share has
gone down, In absolute term, perhaps it is growing.”
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5.15 - Since the inctease in the share of small scale industries in the
outstanding credit of scheduled Commercial b nks in absolute erms
would not mean 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 if so to what extent. In a Note furnished after evidence the Minis-
try of Finance have replied, i: tcralia that “Corresponding figures of the
number of Small Scale industrial credits ¢s not available.”

5.16 According to the targets set by the Reserve Bank of India, the
scheduled commercial Banks were required to ensure that by March, 1985
(i) the sharc of priority sector advances in the fotal gross bank credit
reaches the level of 40 per cent, (ii) advances to weaker sections of
society should reach to level of 25 per cent of priority sector advances or
10 per cent of total bank credit and (jii) direct finance to agricultare
(including allied activitics) should reach a level of at least 15 per ceat of
the total credit. The Committee are disappoiited that while the targeted
percentage of providing direct finance to agriculture has already been
reached by scheduled commercial banks, they are nowhere near the
targets as far as flow of credit to priority sectors and weaker sections of
socicty arc concerned. The level reached for pciority sectors upto
June, 1983 is only 35.4 per cent against the target of 40 per cent of total
credit. The credit level for weaker sections of society by public sector
banks that has been reached upto the end of September, 1983, is 19.3 of
priority sector advances and 7.5 per cent of total credit as against the
targets of 25 per cent and 10 per cent respectively. What is worse is that
some of the leading public scctr banks like Oriental Bank of Commerce,
Dena Bank, Vijay Bank, Bank of Maharashtra and New Bank have not
achieved even these low levels and are lagging far behind. The Com-
mittee attach great importance to the flog of credit to priority sectors
particularly weaker sections of society because if banks lag behind in this
field, the very purpose of nationalisation of banks wou'd be dcfeated and
sma'l borrowers will continue to be at the mercy of private money lende:s.
The Committee, therefore, strongly recommend that performance of
public sector bauks in tiis respect should be closely watched by the
Boards of the Banks, tic Reserve Bank of India aud the Bankia;
Division of the Ministry o Finance to ensure that there is no
shortfa'l whatever in achicvement of the national targets set by the
Reserve Bank of India.

5.17 The Sixth Five Year Plan had stf -ulated that by the terminal
year of the Planie. 1984-85 credit to agricultural sector would be
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Rs. 5,415 crores m:dc up of short term credit of Rs. 4,000 crores (i.e.
Rs 2500 crores by cooperatives and Rs. 1500 crores by Commercial
banks and regional rural bauks) and term loan of Rs. 1,415 crores (i e,
Rs. 795 by Cooperatives and Rs. 620 crores by commercial banks and
regiona' rural banks). As far as the scheduled commercial banks are
concerned, the direct credit provided by them to agriculture (including
a'lied activities® is hardly 15 per gent. The Committee feel that agricultural
sector deserves a much larger share of the total bank credit than what it
is getting at present. The Committee hope that claims of this sector
would be given d 1e consideration by Goverament/Reserve Bank of India
while fixing new targets for sectoral deployment of credit.

5§18 The Committee cannot holp pointing out that not only the flow
of credit to weaker sections of society is not adequate but out of whatever
is sanctioned to them by banks a substautial portion is pocke.ed by middle-
men. This exploitation of the poor and illiterate people must stop. One
way to eliminate this malpractice could be that the Banks concerned
should establish direct rapport with the beneficiaries rather than deal with
them through intermiediavies. A representat.ve of the Ministry of Finance
assured the Committee in evidence that they would issue suitable instruc-
tions to Banks in this regard.

B. Regional Imbalance in Credit Deployment

5.19 One of the national target set for banks was deployment of
60 per cent of d posits mobilis-d in rural’semi-urban areas by way of
credit in these areas.  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 the last 5 years is
given below :-

Rural Se.ui- 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 90.1 774
Dec, 1978 56.6 49.3 78.8 70.1 70.3

June 78
Dec., 1979 56.2 49.6 779 69.1 ( 69‘.:1 )
Dcc., 1980 56.9 49.2 75.2 66.9 66.4
Dcc., 1981 60.6 1.4 78.1 68.1 67.5
Dec, 1982 60.3 51.1 76.3 68.2 67.5
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Region-wise Credit Deposit Rates of all scheduled Commer-

cial banks according to population groups as at the end of June, 1982
were as under ;-

All

India

Popula- Nor- Wes- N, Eas- Eas- Cent- Sou-
tion thern tern tern tern  ral thern
Group Region Region Region Region Region Region

58.7
50.0

751

67.0

I.Rural 50.1 52.5 45.8 49.6 56.1 867

24 Semi‘
Urban  52.1 47.8 37.6 33.5 1.6 60.4

3. Urban/
Metropo-
‘Htan 84.7 755 55.5 640 498 89.4

Total 73.3 68.5 439 55.5 51.6 79.1

5.22 The following facts emerged from analysis of the Credit-
Deposit Ratios :-

(a)

(b)

©

()

As against the national target of 60 per cent set for rural and
semi-urban offices of Scheduled Commercial banks the All
Tndia Credit Deposit Ratio for rural and semi-urban offices
have increased to 60.3 to 51.1 per cent respectively at the end
of December, 1982, .

Public sector banks were able to achicve the national target of
60 per cent for rural offices by December, 1981 as against the
slipulated dead line of March, 1979. They have not been able
to achieve this target in their semi-urban offices even upto
December, 1982,

As at the end of June, 1982 while the credit Dcposit ratio in
rura! offices of Scheduled Commercial banks was 80.7 per.cent
in the Southern region, it ranged between 49.6 and 56 1 per cent
in the Northern. Eastern Central and Western region and was
only 45.8 per cent in the North Eastern region.

In respect of serm urban offices also the Sotthern regiort
tanped the [ist with the Credit Deposit ratio at 60 4 per cent
followed by Northern Region (52.1 per cent), Central Region
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(51.6 per cent), Western region (47.8 per cent), North-Eastern
Region (37.6 per cent) and Eastern Region (33.5 per cent).

5.23 Among the public sector banks the highest and lowest credit
deposits-ratios as at the end of December, 192 were as ander : -

(i) In rural offices, while the Credit Deposit ratio of the State
Bank of Hyderabad was 95.0 per cent it was 30.7 per cent
in the casc of St.te Bank of Saurashtra.

(ii) In semi-urban cffices, the Credit Deposit ratio of the State
Bank of Hyderabad was (68.4) and the ratio of United
Bank of Tudia was 27.3 per cent.

5.24 The Committee wanted to know whether Government agreed
that sizeable part of deposits received in rural and semi-urban areas
should be ploughed back by scheduled commercial batks to thoge areas
and if so what steps had been taken in this direction. In reply, a
representative of the Ministrv explained in evidence that this precisely
was the underlying objective in la:ing down a national target i e. Credit
Deposit Ratio of 60 per c:nt for rural and semi-urban arca. He indica-
ted that they are pursuing a two pronged strategy of expansion of
branch network in rural areas on the on¢ hand and formulation and
execution of specific schemes meant people living in to the rural areas
on the other e g. Infegrated Rural D:velopmeat Programme, 20-Point
economic Programme, Loans to the Small and Marginal farmefs,
scheme for self-employment of Bducated Youth. The witness expressed
the view that :-

“Branch expansion has helped them But that by itself cannot
create a large potential.  For that other schemes are necessary
in order to enable the poorer sectors, who wvre either tradi-
tionally or because of their ignorance, not able to go to the
Credit institutions to take Credit. So, the expansion of
branches and the formulation of Schemes creates the atmos-
pherc for people to get mcre credit from the Commercial
banks in the rural sreas.”

%25 From the population group-wise, and region-wise credit
deposit ratios made available by the Ministry of Fisance to show how
much of the deposits mobilised in an area were given by way ef credit
to people of that area, the Committee find that as agajnst the nationa)



44

target of Credit Deposit ratio of 60 per cent for rural and semi urban
offices of scheduled commercial banks t be achieved by March, 1979,
schedu'ed Commercial banks were able to reach this target only by
December, 1981 in the case of rural branches. They have failed to achieve
this target even upto December, 1982 in their semi-urban branches. The
Committee urge that the reasons for this slow progress may be analysed
and effective steps taken to achieve without further aelay the targeited
ratio in their semi-urban branches 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 banks
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 was 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 (52.1 per cent), Central
Region (51.6 per cent), Western region (47 8 per cent), North ! astern Region
(37.6 per cent) and Estern Region (33.5 per cent). These ratios not only
reveal staggcring regional disparities but also strengthen the impression
of the Committee that sizeable jart of deposits received in rural and
semi-urban aress 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 these
imbalances are rectified as early as possible in the intercst of balanced
development of all regions of our country.

C. Credit Support to Socio-Ec nsmic Schemies and Programmes
(i) Iniegrated Rural D.velopment 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-
Jopment Programme (IKDP). The programme was launched in 1975-79.
It seeks to improve the lot of the poorest of the poor, small and
marginal farmers, share croppers, agricultural lubourers, rvral artisans,
scheduled castes/scheduled tribes and other weaker sections by enabling
them through credit and subsidy support to acquire capital assets and to
improve their carning from them.
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528 Sixth Five Year Plan had envisaged covering 1 § crores such
families at the rate of 600 families per community development block pet
year. There are 5,011 C.D. blocks in the country. While the expected
credit support from banks (commercial as well as cooperative) was
expected to be around Rs. 3,000 crores, total 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 :—

1980-81 1981-82 1982-83 Total

{1) Subsidy Allowed 25055  300.66  400.88  952.09
(Rs./Crores)

(2) Subsidy utilised 158.64 264 65 359.59 782.88
(Rs./Crores)

(3) Term Credit
Dispersed 289 05 3,7.59 71398  1470.62
{Rs./Crorcs)

(4) Number of
Scheduled
Casts, S.T» 781 1004 14.06 31.88
assisted
(in lakhs)

(5) Total numbet )
of families 27.27 27.13 34.55 83893
assisted
(in jakhs

5.29 The operations of the integrated ku al Development Pro-
gramme were revicwed at a high level meeting held in New Ddlhi in
November, 1981, by Senior Officers of the Central and Statc Govern-
ments and Chicf Exccutives of the public sector banks. The review is
understood to have disclosed that the progress is disbursal of iastitu-
tional credit for IRDP was “not satisfactory”. Some “‘operational
problems™ which were encountered in the successful implementation of
the Integrated Rural Development Programme related to the « ifficulties
in ensuring (i) provision of bankable schemes for all beneficiari s,
(i) preparation of diverse schemes according to th: capability and
aptitude of the beneficiaries, (iii) making adequate arrangements for
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provision of backward and forward linkages such as raw materials and
technological inputs and marketing arrangements, (iv) a smooth and
regular flow of applications throughout the year, (v) proper coordination
between bank officials and State Government officials, (vi) a regular
flow of information from bank branches to the district authorities about
sanction/rejection of applications, (vii) post-lending supervision to
ensure proper utilisation of funds.

5.30 Since progress in tank lending fell short of the targets fixed
under the IRDP, banks were asked in February, 1983 to take all steps
to increase their lending under this programme.® The progress of
lending under IRDP is revicwed monthly at the districtive level Consul-
tative Commmittec and quarterly at the State level Bankers Commit-

tees.

5.31 The Committee asked if fisherman Cooperatives were eligible
for assistance from Bank%s and if so under what scheme. In reply,

the Ministry of Finance have, in a Note intimated, inter alia,
that :—

(i) Normally, Cooperative Societies of fishcrman avail themselves
of finance from the District Central Cooperatives Banks. It
is understood 1hat Commecrcial banks have also financed a few
fisherman cocperatives under specific projects approved for
refinance by NABARD. In these cases rate of intercst charge-
able to the fisherman would inform to the rates for term loans
(i.e. Small beneficieries. at the rate of 10 percent and other

beneficieries).

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

* At the time of factual verification, the Ministry of Finance intimated that
«In February, 1983, instructions were issued by RB! for the implementation
of 20-Point Programme as a whole and not specially IRDP, In February,
1983, a study was conducted by RBI on IRDP on the basis of which
instructions were issued on 9th May, 1983. [Further instructions were issued

on 27th May, 1983.".
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(iii) Fisheriés DéveldpMidnt is one of the activities which can be
taken up under the IRDP. Upder IRDP industrial fishermen
are eligible for tubstdy of 33 -1/3 percent of the total cost for
items such as nets, ﬁngerlmgs,, boats, manures etc
Subsidy is also avallable for provndmg dcs:ltmg or reclamation
of tanks if the tanks are gnvcn on lease by Panchayats to fish
farmers belonging to the target group for a minimum fixed of
10 years. Fishermen cooperatives are ehgnble for subsidy of

50% 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.
In reply, a representative of the Ministry of Finance said (October, 1983)

in evidence :

“As far as the achievement of targets at the rate of 600 families per
block is concerncd, we do not have figures block-wise whether
600 families in every block have been assisted or not. The
broad picture is some thing like this there may be about
6 crores of famiiliés, which may be under ths poverty line, out
of which we have till now covered something like 1 crore
famifies...... »

533 Asked whether it was a fact that some of tie banks
had not been cooperatmg with State Government authorities in
implementation of this programme, the Secretary, Mmastry of Finance

confided :

“There are sporadic reports received from time to time. There
have been reports from governmental agencies about the lack
of coo'dination or cooperation from the banking system.
Wien these complaints come, we have a mechaaism which
lodks into them and try to get in touch with the......... there is
a block level Committee which is supposed to look into this.
There are Committees at the State lavels which can look into
this Collector is the Chairman of DCC—District Consultative
Committee. Lead Bank is convenor of DCC other financial
agencics operating in the district and Govt. Departments are
Members.”
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534 A representative of Ministry of the Finaaee added :

“There is a high powered Committee on Credits Constituted for the
IRDP by the Ministry of Rural Development on which a
tepresentative of the Banking Industry also has been nominated
to spot out diffctent bottlenecks or constrants.”

5.35 The Committee enquired if any cases had come to notice
where in collusion with bank employees the eople pocket the subsidy
given under IRDP but return the loans granted to them by Banks and if
s0 what steps are proposed to be to check this malpractice. In reply, a
representative of the Ministry of Finance said :

“We have no specific knowledge about any specific case of this
kind. We can carry out assessment in a few sample districts.
We will find out in how many districts, people returned it in
that way.”

(1i) B. 20<Potnt Programme

5.36 It 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 accounts. Such
advances are estimated to have increased to Rs. 2,623 crores in respect of
74.84 lakh accounts by the end of December, 1982,

5.37 On 11 March, 1982, 2 working Group under the Chairman-
ship of Shri A. Ghosh, Deputy Governor, RBI was consfituted to
(a) identify the tasks for the banking system for effective implementation
of the new 2)-Point Programmes, (b) review the present targets and sub-
targets within the priority s>ctors with special reference to the needs
of -h» Weaker Scctions, (c) examine the scope for modification in the
defirition of the priority sector, (d review the present reporting and
monitoring system and (e) make any other recommendations which are
incidental or related to these terms of reference. The Working Group
submitted its Report on 17 June, 1982. The recommendations made by
this Working Group were accepted by the Govt. of India and the
Reserve Bank of India with certain modifications. 1n its circular letter
dated 7 February, 1983, addressed to all commercial banks thc Reserve
Bank of India advis~d the banks to (i) assist the State Government i\
formulation of suilable viable scheme (ii) integrate assistance to the new
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20-Point Programme beneficiarics under District Credit Plans/Annual
Action Plan by including all viable/banking schemes drawn up under the
programme (iii) District Consultative Committets should have effective
instruments for coordination between banks and Statc Government
Departments/agencies (iv) increase the share of advances for minor
irr}gation and land development, purposes substantially (v) revicw 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 included in programme and help the bepeficiaries in filling
up the loan application forms (vii) the mechanism for monitoring or
evaluation of performance of individual banks to be the same as far

priority sectors lending.
5.'8 The Committee wanted to know whether year-wise targets of
Credit support 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 evidcnce —

“There is no specific target fixed. 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, state-wise or district-wise, as to
how much credit should be given.”

540 Asked what has been the impact of Reserve Baunk of
Indias guidelines of February, 1983 to banks on the working of
20-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 is
too carly to say as to what has been the impact of those guide-

lines.”
@it) Differential Rate of Interest Scheme

5.41 Under the Differential Rate of Interest Schemc, banks are
required to lend at least one per cent of their total advances as at the
end of the previous year. The scheme also provides that (i) not less
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than 407, of DRI advanees should flow tq borrowers belonging to
Schedulcd Castes. and Schedujed Tribes and (n) not Iess than 2/3rd of
the DRI credit has to go through Rural(Seml—urban branches.
Ministry of Finance have furnished the followmg _data about the
Scheme

AttbeEnd  Atthe End At the End
of Dec. %0 of Dec. 81 of Dec, 82

(Revised Data)
(i) Nq, of Borrowal
Accounts 25,10,271 29,25,278 33,44,%44
(i) Amount Outstandmg 192.49 257.50 311.50
(Rs crores)
tiii) of _whngh _of SQ(S‘E
(a) No. of Borrowal
Accounts 11,17,658 13,76,442 16,35.638
(b) Amount
Outstandmg §7.37 123.29 © 154.43
(45.9) 47.9) (49.6)
(iv) of which by rural/ 13%.24 188.57 236.01
semi-urban Branches (71.8) (73.2) (75:8)
(v) Percentage of DRI 1.01 1.17 117

Advances as 7, of
total advanccs at the'
end of prcvtous

year.

5.42 The National Institute of Bank Management had at the
instance of the Government of India undertaken a study of the Diffe-
rential Rate of [aterest Scheine and submitted #s Rerort in December,
1982." Government of India had also appointed a Working Group
under the Chairmanship of Shri V.K. Dikshit, Joint Secretary (since
r:plcced by Shri Ashok Chandra, Joint Secretary) in the Ministry of
Finance to review the DRI Scheme:  The Report of the Working Group
is awmted

543 The . Gommittee wanted to know as fo whatcriteria,is followgd....

‘by Banks it determining eligibility for pqsngta,qcp ungder, this scheme,  Jo |
reply. the Finance Secretary said in cvidence ;
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“Rate  of - interest is 4% p.a. The-criteria is that the family income
of borrower from all sounees should not exceed Rs. 3,000 pa.
in urban/semi-urban and! Re. 2,000 for tural areas......... I will
tell you the policy. The borrower’s land holding should not
exceed 1 acre in case-of irrigated Jand and 2.5 ‘acres of-
unirrigated land. Members of Scheduled Castes/Tribes are
eligible for loan under the Scheme irrespective -of  their land
holding if they satisfy-. the income criteria condition ' of
eligibility.  Orphanages,  women's homes, institutions of
physically handicapped' persons, are also eligible for credit
assistance under the scheme. They are exempted from the land
holding -and income criteria, but the individual beneficiaries -
should fulfil the eligibility criteria laid down under” the
Scheme.”

(iv)  Village :Adoption Scheme

5.44 According to the data furnished by the Ministry of Finance,
number- of accounts serviced,  number: of villages adoptéd by Public
Sector Banks from June 1977 to June 1981 was as under :—

Year. No. of Villages No. of direct agri. Amount outstanding

adopted Adwvance account (Lakh of Rs.)
serviced -
1977 47393 1158461 22186:00
1978 591393 1511315 31164.00
1979 89242 2717454 63976.37
1980 107451 349 1131 86971.22
1981 121003 4235933 121755.55

5.45 1In the guidelines for financing of agriculture by commercial
banks issued in Decemter 1970 Reserve Bank of India has asked banks
to adopt the area approach and had stressed the necd to avoid the
possibility of overlapping of efforts and resources in the same area
by two or more co nmercial banks. Thus, banks were advised to decide
on the *“‘co nmand area’ of each branch consistent with the availability
of staff, '

546" The Ministry “of Fladnce' bave intimated in a Noté'that the
VAS :apparently emerged ‘as a sequel to Such “area ‘approach”.
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However, the concepts of area approach and VAS had been interpreted
banks in different ways. A study comducted by RBI indicated that
a) barring a few exceptions, the adoption of villages by banks had been
generally on an ad-Aoc basis and that there had been instances of vitlages
having been treated as adopted, although the bank concerned had very
little involvement in such villages. (b) the scheme had not resulted in
any overall integrated development in many villages; (c) in some cases,
it appeared that VAS had been viewed by some banks as a means of
precluding other banks/agencies from financing in the villages adopted
by them. Thus. several complaints had emanated, from banks stating
that other banks were trying to grant advances in villages adopted by
them implying thereby that by adopting a village it becomes the e clusive
field of operation of a particular bank.

5.47 1In order to obviate the ministerpretation of banks in regard
to the VAS the RBI 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)to avoid :cat‘ered
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 agricultmal devclopment,
other credit needs of the villages should not be over-
looked.

(b) With the existing multi agency system, it would not be desirable
or even feasible to demarcate the area operation of different
credit agencies. Adoption of village by a bank should only
mean that it has declared 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 lending should 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 a_chicved through the
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district Credit Plans,-the D.C.C. Mee:ings and other platforms
of mutual consultation and discussions.

(d) Adoption of villages often creates a feeling of discrimination in’
the field as there is a possiblity of non-adopted’ villages feeling

ignored and uncared for. Such an impression should not be
created.

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

“No specific study is available to assess the impact of these Village
adoption schemes...... There is no organisation at the national
lcvel.  This is the present position.”

(v) Credit Planning and L.ad Bank Scheme

5.49 Lead Bank Scheme which embodies the ‘Area approach’ to
development. as recommended by Godgil Committee of the National
Credit Council, has been in operation since the beginning of 19°0. To
begin with, Lead Banks carried out a survey of their respective lead
districts, their resources, necds and potential in banking development.
Thereafter the Banks prepared District Credit Plans as well as Annual
Action Plans for the period 1930-82 in pursuance of Guidelines issued
by the RBI on plan formulation. Three plans are stated to have provi-
ded details of various sch:mes proposed to be taken up, the number of
beneficiarics expected to be covered and the quantum of possible oredit

- development Ministry of Finance bave reported inter alia **‘RBI do not
have complete data in respect of the achievements made under the Aonual
Action Plars 1080, 1981 and 1982,”

5.50 Asked if Annual Action Plan for 1983 had been prepared
for all the Districts, the witness reported :
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“The lead banks have prepared the*District 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.”

3,51 During evidence the Committec desired to kmow why comp-
lete data :ip respect of the achievements made under the Annual Action
Pians, 1980, 1981 and 1982 was not available. In reply, a Tepresentative
of the Ministry of Finance explained that :--

““The system of forumlating Annual Action Plans as part of the
District Credit Plans was introduced by the Reoserve Bank of
India from January, 1980 to December, 1982. The Reserve
Bank has introduced the information system for monitoring the
progress of the implementation of the Credit Plan. However,
the information system has pot stabilised and complete data for
a nhmbcr of districts cauld 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 Icad bank scheme.”

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

“The presgnt arrangements do not provide for data relating to lead
bank and district credit plans to\ be kept at the national level;
they are available only at the district level............ We will try
apd work.out a mechanism whareby at least some data on a
very broad magnitude do become.available at the national level
also, apart from the priority sector one,”

(vi) Rehabilitarion of Sick Industries

5.53 According to the “Policy for sick industries” laid down by
the Ministry of Industry (Department of Industrial Development), on
6 October, 1981 and modified 'on 15 February, 1982 thé responsibility
for prevention of mounitoring of sickness, and coordinating action for
revival has been vested in the administrative Ministries concerned. It
bas been stipulated that as soon as the banks/financial institutions be-
come aware of definite signs, of ‘sickmess; necessary- corrective action
should be initiated on the basis of a dignostic study-undertaken by them.
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va the case of growing sickness, financial institutes may consider assumption
of management responsibility after assessing the viability of the unit pro-
vided they are confident of restoring the units to a Irealthy state. Where
baoks 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
conslutation with the Department of Industrial Development, decide
whether the unit should be nationalised in the public interest,

5.54 The policy of sick units essentially assigns the following roles
to the banks :—

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

2.  When sickness become manifest, to take remedial aétion on the
basis of dignostic studies, and

3. To keep the Governmeat informed wherever action at the
Governmental level was necessary to deal with the sickness.

-5.55. Banks assistance to sick industries had been as under :

Year No. of Agg. outstand- No. of units No. of units  No. of units
ending sick ing Bank cre- for which considered put under

units dit (Rs./crores)- viability potentially  nursing pro-
* identi- studies were viable gramme
fied by undertaken
banks
I. Large Units*
Jgge, 422 1,453 385 342 242
1981
June, 435 1,729 393 337 244
1932
II. Medium Units**
June, 960 137 - -— -
1981 -
June, 1020 176 - —_ -
1982
I, Small Scale Units
{glsﬂl?. 22360 322 16,814 5468 2,029
June, 16,973 394 19,892 5316 1,982
1982 '

* ‘Large Units’ denote individual units eejoying bank credit limits
of Rs. 1 crore and above from the banking system.
** ‘Medium Units’ denote non-SSI units enjoying bank credit limity
of less than Rs. | rore, '



56

5.6 The Committee pointed out that sometimes management of.
sick units engineer sickness deliberately in order to seek assistance from
financial institutions’banks and latter either that assistance is misused or
diverted. Asked that in such cases should not the Banks take over the

“management of such units, the Finance Secretary expressed the view
that :—

“In my opinion, banks assuming management responsibility is
difficult, because I don’t think they have the structure to take
over mdustry, whether textile, sugar, cotton or enginecering
units, They are not designed to do it.”

(vii) Scheme for providing Self Employment to Educated
Unemployed Youth

5.57 The Union Ministry of Industry has launched a new Scheme
for providing self-emyloyment to educated unemployed youth with mijni-
mum qualification as 10th class pass and within the age group of 18 to
35 years. Such youth will be provided bank credit and Government
subsidy for undertaking self employment ventures through industry, ser-
vice and business avocations. The Scheme aims to cover 2.3 lakh such
persons in a year. The scheme extends to all areas of the country except
cities with more than 10 lakh population as per 1981 census. Opera-
tional responsibilities of the scheme has been assigned to District Indus-
trics Centres in collaboration with Jead banks of the respective areas.

5.58 The banking system is to provide credit of the order of
Rs. 160 crores (sinoe raised 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 exeeeding
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 '8 months. The repayment instalments would range over 3 to 7
years depending upon the nature and profitability of the venture.

559 Scheduled Commercial banks have been extending credit
support to a number of on-going soclo-economic schemes and programmes
in the country This is as it should be. One such programme is the in-
tegrated Rural Development Programme which seeks to improve the lot
fo the poorest of the poor, small marginal farmers, share croppers, agri-
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‘caltural labourers, rural artisans, scheduled castes/scheduled tribes, fisher-
men and other weaker sections of society. A representative of the
Ministry of Finance indicated during evidence that ‘‘there may be about 6
crores of families, which may be under the poverty line.” During the
first 3 years of the Sixth Five Year Plan i e. 1980-81 to 1982-83, a total
term credit of Rs. 1470.62 crores is stated to have been disbursed, a total
subsidy of Rs. 952.09 crores allowed, and 88.95 lakh families assnsted

under this programme.

5.60 The Committee however, note with concern the fact that though
as early as in November, 1981 a high level review of the Integrated Rural
Development « rogramme had disclosed that the programme had run into
some ‘‘operational problems™ and that the progress in disbursal of institu-
tional credit was ‘'not satisfactory’’. it was only in February, 1983 that
instructions were caused by Reserve Bank of India for the implementation
of 2u- Point Programme as a wnole and not specially ARDP. in rebruary,
1983 studies was conductcd by KBl on the basis of which instructions
were issued on Yth May, 1583. Further instructions were issued on 27 May,
1983. The >dixth I'ive Year Plan had envisaged that duriog the plan period
600 families per community block would be assisted per year. 1he
representative of the Ministry of Finance could not give any block-wise
figures to show to what extent the block wise target hud bren mer. it
ai1so traaspired in evidence tnat even Government agencies had reported
“lack of coordination or cooperation trom the bunkivg sysiem’’, In toe
circumsiauce, tne Lommittee recomnmend (hat all 100puvles or deticiencios
I tue existing system o1 implvnentation and momtvrng ot tais ‘pré-'
gramme snould be prugged early and operational probie s overcume, ‘Ine
Commjtiee woulu stress tne nced t0 ensure AsSistance 10r “turmulati n of
baukubie scuemics, SMULLD AUA Fegulul Processing 01 uppliCativus urdugu-
out the year, proper coOrdiusdiion petwecn Dank omcidly aud olale Guyerns
ment oluciais ang post lending supervision (0 ensure proper utiisativa of

funds,

5.61 While noting the fact that Pablic sector banks’ aggregate assis:
tance upder tue 4U- 0MIL K TORramuic Bau gohe Up Irum Ks. 4,007 crores
(57.74 lakh accouats) at tue end of Deccmiver, AY81 (0 nS. 4,04V crvres
(74.84 lakli accounts) by tuc esd ol ecember, 1984, the Comnliee ure
amazed to learn that at present no State-wise Or agistrici-wise targets of

_ credit suy port to be extended by tuc panks under ths piogramine are laid
down. The Committec feel that comsidermng the imporcance of this pro-
gramme, year-wise targets of credit support expected of baoks in the
implementation of this programme should be laid down 5o that the roje
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and performance of banks in making this programme a success can be
cvaluated.

5.62 The Committee note that the bauks’ lending under the scheme
of I ifferential Rate of Interest has increascd from Rs. 192 .49 crores (No.
of borrowal accounts Rs. 25.10 lakhs) at the end of December, 1980 to
Rs. 311.50 crores (Rs. 33 44 lakh borrowal accounts) at the end of
December, 1982. Advances under this scheme are given at the rate of
interest of 4%,. Only borrowers who fulfill the land holding and iccome
criteria are eligible fer such advances. The Committee understand that
after the National Institute of Baok Management had given its Report
on the working of this scheme in December, 1982, Government have appo-
inted a working Groap to review the DRI scheme The Committee would
like to be apprised of the outcome of the review.

563 The Committee find that even though the number of villages
‘“‘adopted” by the public sector banks has gone up from 47,393 at the ead
of June, 1977 to 1,21,008 at the end of 1981 and the amount ontstanding
increased from Rs. 221,86 crores to Rs. 1227.55 crores, neither any
study has been undertaken to assess the impact of the Village Adoption
Scheme nor the implementation of this scheme is being monitored at the
national level by Government/Reserve Bank' of India. A study group of
the Committec had made an on the spot visit to a village _in Mahabali-
puram adopted by the India Overseas Bank and gathered the impression
that village had made all round progress, The Committce, therefore, feel
that this scheme, if implemented in the true spirit and in accordance with
the guidelines issued by the Reserve Bank of !ndia in 1980, could prove a
boon to the villages, promote integrated development of the village econo-
my, ensure intensive and schematic lending instead of scattered lending
and help in better supervisicn over credit. The Committee recommend
tl.at progress made under this scheme may be monitored at the National
level by the Banking Division of the Ministry of Finance.

5.64 ‘1he Commiitee regret to find that though under the Lead Bank
 cheme, Lead Banks had prepared the District Credit Plan as well as
Annual Action Plans for the years 1980, 1981 and 1982 which provided
details of various schemes proposed to be takcn up, the number of benefi-
ciaries expected to be covered and the quantum of credit deployment, the
Ministry of Finance have reported that “RBI do not bave complete data in
respect of the achicvements made under the Annual Actions Plans, 1980,
1981 and 1982.” The Commitiee feel that lead bank bad to play an effective
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role in bringing about conditions conductive to development by under-
taking socio-economic surveys, identifying schemes and projects and
converting them into bankable ones, locatiug enterpreneurs, and helping
them in setting up projects successfully. All this underscores the need to
have a perfect information system. The Committcc would, therefore,
urge Reserve Bank of Incia to work out a simple but' meaningful infor-
mation system so that progress made from, year to year in implementation
of this Scheme is available at the District level and a broad consolidated
plcturc at t be national level.

5.65 The Committee find that during the year ending June, 1982,
banks identified 435 sick units among large industries 1,020 sick units
-among medium units and 26,973 sick units among small scale units and
after carrying out viability studies, placed 244 large scale units and 1,982
smali scales under ‘“‘nursing programme’. The Committec would like to
know out of the sick units placed under nursing progecamme duriog the
year 1982, how many have been rehabilitated so fur. The Committec
would also like a study to be undertaken to see if the units which conti-
nue to be sick despite assistancc from Banks had ia fact used the assiss-
tance for the purpose for which it was meant.

5.66 The Committee welcome thc launching of a Scheme by the
Ministry of Industry for providing Sclf Employment to educated unemp-
loyed youth under which the banking- systcm would provide credit of the
order of Rs. 325 crores during 1983-84. Each beneficiary is eligible for
a composite loan of Rs. 25,000/- which will carry interest at 10 percent in
backward areas and 12 percent in other areas. The Commiltec have been
informed that bemeficiaries of the Scheme will be identitied by a Task
Force at District industries Centre level. The Committee stress the need
to ensare that beneficiaries are selected with due care and caution so that
benefits of the scheme reach the persons who really deserve it.

5.6/ The interest chargeable from borrowers varies from Scheme to
Scheme but, whatever be the rate, public secter banks should ensure that
the total amount of interest charged on a loan does not exceed the princi-
pal.



CHAPTER V1

FINANCIAL MANAGEMENT

A. Working Results of Public §ector Banks

6.1 According to the published Annual Reports, the profits earned
by public sector banks during the years 1980, 1981 and 1982 were as

under :-
(Rs. Crores)
1980 1981 1982
1. SBI andits 7 associate Banks
Income 1323.36 1704.36 2022.90
Expenditure 1310.20 1685.04 2002.5y
Profit 13.16 16.32 20.31
11. Nationalised Banks .
Income 2512.13 3122.71 3676.62
Expenditure 2469.35 3074.56 3619.37
Profit 42.78 48.15 57.25

6.2 From the bank-wisc details furnished by the Ministry of
Finance 1t has been noticed that the ;year-wise profits, have come down
from Rs. 1.60 crores in 1980 to (Rs. 1.35 croies in 1952 in the case of
Indian Bank, from Rs. 0.83 crore in 1980 to Rs. 0.61 crore in 1¥82 in
the case of New Bank of India and from Rs. 0.36 crores in 1980 to
Rs. 0.19 crores in 1982 in the case of Vijay Bank.

6.3 Analysis of data furnished by the Ministry of Finance has also
revealed that in the case of certain public sector banks the establishment
cost as percentage of their total expenditure in 1982 was more than 25
per cent. These banks are State Bank of Bikanere & Jaipur (32.12%),
State Bank of Hyderabad (30.43%), State Bank of indore (30.56%),
State Bank of Mysore (30.837;), State Bank of Saurashtra (31.02%),
Dena Bank (27,0%4). Union Bank of India (26.02%), Oriental Bank of

Commesce (25,64%), Vijay Bank (30.27).
60
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6.4 A non official organisation, in its memorandum expressed
concern that despite substantial increase in the volume of business, the
profitability of banks had remained almost constant, It has been poin-
ted out by that organisation that the total earnings as percentage of
deposits rose marginally from 9.8% in 1973 to 12.8% in 1980 in case of
State Bank Group and from 8,59 to 10.8% in repard to 14 nationalised
banks. According to that organisation “this is largely attributable to
substaatial increase in expenditure particularly establishment expenses of
public sector banks.”

6.5 The Committee desired to kaow 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 for
improvement. In reply, a representative of ‘the Ministry of Finance
pleaded stated that :-

“The banks operate within certain parameters. About 85.90
per cent of banks income is essentially from interest and dis-
count income on which they have little or no control as the
interest rates are prescribed by the Reserve Bank of India.
Besides, 35 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 RBL. Out of the remaining, about 35 to 40 per
cent have to be deployed in the priority sector where also the

" return is low, 1 per cent of the finances have to be under the
Differential Rate of Interest on which the return is 4 per cent.
‘Then the banks are also requried to deploy their finances
under the Food Procurement 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. 1.35cr res in 1982 because of proportionate
increase in the interest paid on dep sits etc., The New Bank of India
paid Rs. 1.25 crores as arrears to staff on account of pay scales in line
with Pillai Committee recommendation. The increase in fixed deposits
with the Vijay Bank was relatively larger and therefore the amount of
intorest increaged. The cxpanses also incroased by a large amount,
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6.7 Asked whether expansion of Branch network in rural and
scmi-urban areas regardless of commercial considerations had -also
aflected the profitability of public sector banks, the witness conceded
that “it is true that the branches which are opened in the rural and
semi-urban areas take morc time to break even' but nevertheless
“Government had taken a deliberate policy decision to open branches
in the unbanked and underbanked areas so that the banks could reach
the remotest areas of the country,

6.8 Decaling with a query whether it was a fact that the establish-
ment expenses of public sector banks had gone up since nationalisation,
the witness gave the following data :-

“So far as the establishment expenses are concerned, we find that
the percentage of establishment expenditure to the total
expanditure has shown distinctive declining trend since
nationalisation of banks. In 1969, it was 30.58 percent; in
1970, it rose to 36.88 percent ; in 1975 it was 30.6. percent; in
1980 it was 23.09 percent; in 1982 it was 21.43
percent.” ’

6.9 1In this connection, the witness recalled that before nationali-
.sation, there was no u.aiform parameter to determine with coastitutes
the establishment cost, For example, where some banks treated bonus
as establishment cost, others did not. The baoks, he stated were in
private hands and therefore free to spend as much as they liked.

6.10 The Committee find that the overall profits of 28 public
sector banks have gone up from Rs. 55.94 crores in 1980 to 77.56 crores
in 1982. When asked about the scope for improving the profitability
further, a representative of the Ministry of Finance attributed the low
income of public sector banks to a variety of factors. He explained that
banks had to keep 35 per cent of their deposits in Government securities
where the return was low and 8} per cent with the Reserve Bank of
India in the form of Cash Reserve. Out of the remaining, 35 to 40 per
cent had to be deployed by Bank in Priority sectors where too the return
was low. Deployment of finances on Food Frocurement Programme and
Export Sector also ylelds low returns. Interest of only 4 per cent is
being charged by Banks on advances under the Differential Rate of
Interest Schemes. A non-official organisation has, however, expressed
the view that low profits of public sector “banks are due to *substantial
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increase in expenditure particularly establishment expenses of - public
sector banks.” Analysis of data furnished by Ministry of Finance and
evidence 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 Fikaner
& Jaipur (32.12%), State Bank of Hyderabad (30.43%)), State Bank of
Indore (30.56%). State Bank of Mysore (30.88%), State Bank of
Saurashtra (31.02%), Dena Bank (27.0%) Union Bank of India
(26.02%) Oriental Bank of Commerce (25.64%) and Vijaya Bank
(30.27). The Committee recommed that the establishment expenditare
of these banks may be brought down to a reasonable Ievel so as to bring
about improvement in the averall profitability of public sector banks,

B. Recovetry Performance :

6.11 1In 1982, out of total outstanding credit of Rs. 36,128 crores
of public sector Banks (State Bank of India and its 7 Subsidiaries and
20-Nationalised Banks the classification according to Security is as
under :- ’

Rs. (Crores)

a——————————

(i) Debts considered good and fully sacured - 28,345

(i) Debts considered good, secured by the personal
liabilities of one or more parties tn addition to
the personal security of the Debtor. 4,054

(iii) Debts considered good but having no other security
than the Debator’s person sccurity. 3,729

6.12 Ministry of Finance have intimated *‘Further Classification
of these data according to size of Crédit limits or age is not available.”

6.13 Under Section 34A of the Banking Regulation Act, 1949,
banks cannot be compelled to. divulge any information relating to (a)
any reserves not shown as such in its published balance sheet or (b) any-
particulars not shown there in respect of provision made for bad and
doubtful. Ssction 13(1) of the Banking Companies (Acquisition and
Traasfer of Undertakings) Act, 1970 provides that except as otherwise
required by law, the practices and usages customers amongs bankers,
and, in particular, it shall not divulge any information “rejating to or to
the affairs of its constituents.’
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6.'4 According to the forms of Balance Sheet and Profit and
Loss Account prescribed in the Third Schedule to the Banking Regula-
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 given
to Banks from disclosing the quantum and particulars of bad and
doubtful debts, should not be withdrawn to ensure accountability of
public sector banks to Parliament and the people. In reply, the
Secretary, Ministry of Finance pleadzd that :

“There is a convention of confidentially of banks accounts and
bank details particularly relating to these aspects.....It is a
customary practice which is followed. I want the Committee

to appreciate that there iy a practice which is followed by the
banking system.

I submit for your consideration that if you could
permit us to await the recommendations of this Committee
which is expected to weigh the 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 might make. This is a Committee constituted by
the Reserve Bank.”

6.16 Reserve Bank of India had appointed in March, 1982, a
Committec under the Chairmanship of 8hri A. Ghosh, Deputy Gover-
nor of the Bank to examine, intcr alia, the desirablity of greater or full
disclosure in the published accounts of Banks, having regard to the need
for disclosure, public accountability of Banks, requirement of main-
tenance of confidentiality between bdnker and customer and the require-
ments of maintaining the image, reputation ard credit worthiness of
banks. Earlier, the need for full disclosure was stressed by the Banking
Commission under the Chairmanship of Shri Sarajya.

The Report of
the 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 has shown that during
the last 4 years (years ending June, 1978, 1979, 1980 and 1981), the
percentage of recovery to demand ranged between 57.0 and 58.5 percent
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in respect of short term advances, the percentage range was as low a$
41.5 and 46.8 per cent in respect of term loans.

6.18 The witness attributed the poor recovery pcrformance in
respect of direct agricultural advance to the following factors :-

(i) A sizeable portion of overdues relate to the advances granted
soon after the nationalisation when banks were new in the

area of agricultural lending.

(i) Natural calamities such as drought and floods:

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

(iv) Misutilisation of loans and diversion of income-generated out
of investments.

(v) Lack of integrated approach in lending. Credit is only one of

thé inputs and to be effective, it has to be supported by
arrangements for supply of other inputs, technological support,

extension services etc.

Unsatisfactory marketing arrangements resulting in the
borrowers getting lower than the expected prices for their

produce.

(vi)

(vii) Lack of suitable/adequate staff for efficient supervision snd
recovery of agricultural loans at branch level,

Lack of adequate government support for recovery of

overdues.

(viii)

(ix) Wilful defaulters.

6.19 ‘The Committee wanted to how how the recovery pere
formmance in respect of direct agricultural advances compared with
advances to other sectors of ¢conomy. In reply, the representative of

the ministry of Finance revealed that :—

“RBI has now prescribed a new format for recording recovery of
udvances to other sectors, When  the data starts flowing, an

jdea will be availablc all out. Precently, the data reporting
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system only gives the recovery figures in respect of dircct
agricultural advances. This is mentioned by the RBI. The
Data Reporting System does not pive the figures rclating to
recovery of advances to the other sectors of the economy.
Therefore, it is not, posgible to compare the recovery per-
formance in respect of direct agricultural advances, with
advances to the other sectors of the cconomy...”

6 20 The Committee find during the that last 4 years (1578-1981) the
percentage of recovery of direct agricultural advances to demand ranged
between 57.0 and 58.5 per cent in respect of short term advances and
between 4.5 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 factors including (i) lack of cxperience in agriculture lending (ii)
defective processing of loan applications (iil) lack of integrated
approach in lending (iv) unsatisfactory marketing arrangements (vi) lack
of suitable adequate staff for efficient supervision and recovery (vil)
natural calamities ; (viil) mis-utilisation of loans etc. The Committec
feel that in effecting recoveries, while stern action should be taken
against wilful defaulters, recoveries should be put off or res'cheduled in
the casc of fariners whose repaying capacity is adversely affected on
account of circumstances beyond their control e.g. national clamities,
like droughts, floods, etc. The Committee further feel stremgly that for
the rccovery of loans agricultural land ought not to be attacked and sold
thereby depriving the farmers or their means of livelihood for cver.
Instead of other methods of recoxering the ioans 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 the lease
amount realised against the outstanding loans.

6.21 The Committee arc surprised to learn that the existing data
reporting system as devised by the Reserve Bank of India gives statis-
tics of recovery of direct agricultural advances only but not advances
granted by Banks to other sectors of economy. A representative of the
Ministry of VFinance assured the Committee that RBI had since prescri-
bed a new Format and whea data about other sectors of economy starty
flowing in, 2 complete picture of recovery performance of banks wo 1d
become available, ‘The Committce would await this.

6.22 Ministry of Fimance have intimated that out of total outstand-
ing credit of Rs. 36,128 crorcs at the end of 1982 in respect of public
sector banks, debts amounting to Rs. 28,345 are fully secured and are
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considered good, debts amounting to Rs. 4,054 were cousidercd good but
were secured by the persomal liabilitics of ome or wore parties in
addition to the personal security of the Debtor, but debts amounting to
Rs. 3,729 crore have no other security than the liebtor’s personal
security. The Committee could not have any indication 2s the amount
-of “bad and doubtful debts’’ because banks have cluimed statutory prote-
.ction from divulging such information. The Committec are of the view
that as after nationalisation banks have become accountable to Parlia-
ment, thc amount and broad details of bad and doubtful debts of public
sector banks should no longer be kept a secret but should be disclosed in
their Annual Reports. The Finanke Secretary assured in evidence that
the question whether banks should continue to have such a protection
was already under examination. by. 1 Committee appointed by the
Reserve Fank in March, 1982, under the Chairmanship of Shri A. Ghesh
Deputy Governor. The Committec will examine, intcr alia, the desir-
ability of greater or fuller disclosure in the published accounts of Bank’s
having regard to the need for disclosure, public accountability of bank’s
requircment of confidentiality between banker and customer and the
requirements of maintaining the image. reputation and credit worthiness
of banks. The Committee would await a decision on the findings and
recommendations of this Committec.

C. Accounts & Audit

6.23 In its oth Report presented on 11.8.1983, the Rajya Sabha
Comunittec on the Papers laid.on the Table, had found that ;

(a) large number of items of accounts in respect of almost all the
public sector banks havc been left unrcconciled, incompletc,
unscrutinised and in arrears for several years ;

(b) A study of the inter-branch outstanding as the end of 1977
during the period 31.12.79 10 30.6.82 reveals that during this
stretch of 30 months, a bank had altered the position from 9.6
lakh entries in arrears to 8.9 lakh entrics only, a net change of
only 8 per cent, another bank had reduced its burden by only
12 per cent. At this rate, it is doubtfull whether the arrears at
the end of 1977 will be clearcd in many banks even by thé
year 2,000 A.D.

(c) There is no uniform system of audit among the differeat
groups o’ public sector banks. Under the guidelines issued by
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the RBI to nationalised banks, all branches with advance of
more than Rs. 50 lakhs are audited and the other branches by
rotation once in three years., In respect of the SBI and its 3
subsidiaries. There has been no guideline and no branch audit.
In respect of this SBI which has about 6000 branches and ad-
vances over Rs. 600 crores, the accounts of only 12 main
branches and 6 others are audited every year by the statutory
auditors and in a SBI Subsidiary Bank with about 500 bran-
ches in operation only the accounts: of the Head Office are
examined by the external audit.

6.24 The Rajya Sabha Commitete on Papers Laid observed ‘‘The
‘Comnmittee finds no plausible 1eason why the audit of the public sector
banks should not be brought under the Comptroller and Auditor Gene-
ral while a large number o1 financial and credit institutions including
the State Financial Corporations and a Commercial bank in a State are
already under hus jurisdiction 1n respect of audit.” The Committee has
recommended that ‘‘carly steps may be taken by the Government in this
regard eituer by a change in the procedure adopted or by moduyag the
existing provisions of the Act, whenever necessary.”’

6.25 Half-an-Hour Discussion in Lok Sabha on 17 August, 1983
on Bank Frauds had revealed that in some of the banks reconcihation of
accounts has been pending since 1973, As far the peading work 1n ress
pect of savings bank and current accounts was concerned, 1t had been
pending since 1979 1n some branches and since 1980 1n otners. Iismiso
transpires that a number of branches of nationalised banks go without
external audit for years,

6.26 A representative of a non-official organisation confided
during evidence that reconciliation of accounts was left 1 arrcars delis
berately. He telt that staff had vested jnterest in keeping this work 1n
arrears cover up frauds. He indicated that in som. of the Branches,
employees do not work beyond 2 P.M. and spent their time in recreatiou
centres set up in the Banks premises itsclf with the result that Banks had
to engage retired personnel to autend to this work:

6.27 The Committce wanted to the reaction of Government
to this State of affairs was and whether computerisation could help. In
reply, the Ministry of Finance have intimated, in a Note that is
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(i) “Government and Reserve Bank of Iandia havc been alive to
the need for speedier reconciliation of inter-branch and inter-
bank accounts. Instructions have already been issued for
liquidating 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 Executives in
February 1933 and Finance Minister, in his meeting with the
Chief Executives in'April 1983 have asked them to give utmost
attention to the problem of inter- branch reconciliation.

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

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

(v) The boards have also started reviewing regularly the progress
of reconciliation.

(vi) As a result of these steps, there has -been improvement in the
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 has been an agreement for
limited introduction of computers in the recent settlement
between the Indian Banks' Association and the Unions repre-
senting the employces. 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, disciplinc etc.

6.28 During an Half-an-Hour Discussion in Lok Sabha on

17 August, 1983, it transpired that in some of the banks reconciliation
of accounts had been pending since 197:. As for the pending work in
respect of Savings Bank and Current Accounts, it was pending since
1979 in some branches and since 1980 in others. It also transpired that
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a number of branches of nationalised banks go without external avdit
for years. TFarlier, in its Report presented on 11 August, 1983, the
Rajya Sabha Committce on Papers Laid had pointed-out that a large
number of items of accounts in respeot of almest aM the -public sector
banks have been left ‘‘unreconciled, incomplete, unscrutinised and in
arrears for scvera! years.” That Committee had observed : ‘“The Com-
mittee sec no plausible rcason why the andit of the public sector banks
should not be brought under the Comptroller & Auditor General while a
large number of financial and credit lnstitutions iocluding the State
Financial Corporation and Temmercial bank 'in a State are already
under Lis jurisdiction in respect of audit.” Ministry of Finance, have
now intimated, ioter 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 programmg and that in pursuance of the
recent settlement between the Indian Banks’ Association and the Unions
representing the Bank Employees, L.anks are also considering introduc-
tion of computers in a limited scale for the purpote of reconciliation of
jnter-branch accounts. The Committee recommend that the Ministry of
Tinance should reflect in their Annual Reports the progress made by
public sector banks in liquidation of these arrears and also take an
early decision on the svggestion for bringing 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 the amounts involved therein as reported by 28 public
sector banks to the Reserve Bank of India during the years 1978 to 1983
(up to 30-6-1983) were as under :(—

Year No. of Frauds ° Amount involved
’ (Rs./lakhs)
- 1978 1422 737.71
1979 1400 1514.71
1980 1594 840.57
1981 “1891 2034.21
1982 2065 1953.67
1983 1169 1197.76

(upto.30-6-83)
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6.30 In this connection, the Ministry of Finance have clarificd
that ;

(i) the amoung involved in these frauds do not necessarily repre-
sents the actual losses which the banks might have ultimately

to suffer : —

(ii) the amounts of frauds expressed in foreign currencies have
not been included.

6.31 Conceding the possibility of collusion with bank emj:loyees,
Deputy Finance Minister revealed in Lok Sabha on 17 August, 1983

that :—

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

(i one lady employee of a Bank in Delhi defrauded the bank to
the tune of Rs. 1.60 lakh approximately;

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

6.32. Tht Committee wanted to know whether public sector banks
do have an eﬂ'ectwc vxgnlance machinery to guard against the possibility
of such frauds In reply, a representative of the Ministry of Finance
statcd in evxdence

“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 are appointed, with the
approval of the Chief Vigilance Commission and before the CVC
gives its approval the CBI would have alieady condusted its
enquiries into the antecedents of these officers, who are to be
appointed as Chief Vigilance Officers under the Chief Vigilance
‘Officers, there are Vigilance Officers at the Headquarters level
and also at the.regional and zonal levels. This is only one of the

 mechanism that the banks have for detecting frand cases,
Fhere are corresponding Departments like -Inspection Depart-
meat.and the Audit and Accounts Department. Ofiate, many
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banks are having the system of concurrent Audit which throws
up cases cf irregularities.

6.33  Asked whether the system and procedures in vogue in public
sector banks have any loopholes to make frauds being committed at such
a large scale, the witness expressed the view that :—

“by and large, the assessment is that these frauds take place because
stipulated procedures are not being followed, the implementa-
tion defects has been noticed. In the meeting of the Chief
Executives of Banks............ one of the reasons given by the

“Chief Executives was that over the years so much stress has
been laid on developmental activities that they they have neg-
lected the house keeping activities of banks like reconciliation
of accounts, etc. The Finance Minister laid great stress on
this account and said that house kceping activities must be
tightened up............The Reserve Bank of India has once again
issued instructions that entries above Rs. 25 thousands should
be given priority consideration for the purpose of reconciliation
so that major frauds are detected.”

6.34 Replying to a query about the action taken in cases of bank
frauds, the withness said ‘‘We do not neglect these casés.” He added
that “whenever a fraud comes to notice either a report is lodged with
the police or, if it is a mjor case, the report is lodged "with the CBI
also.” He confided “We hive now asked banks that every quarter, these
cases of frauds should be reviewed by the Boards so that they ensure
that banks are taking proper action in respect of these cases.”

6.35 Asked how many cases had resulted in convictions, the wit-
ness gave the following data :—

“*Total oumber frauds that occurred in 1978,1979 and 1980 was 315
who were found guility; In 69 cases. Warning & Censure,
stoppage of increments in 48 cases; reduction or reversion in
ranks in 13 cases; discharged, dismissed or removed in 166
cases, resigned 12, number of persons covisted by courts 7.
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6.36 The committee invited attention to the New item titled
“Operation Clean up in Banks” which appeared in Economic Times of
10 September, 1983, according to which Government had decided to ask
the two Chairman of Syndicate Bank and the Bank of India, to submit
their resignations.” Asked what were the circumstances which had led
the Government to take this step, in reply, the Finance Secretary con-
fided :

““CBI enquiries are in progress in both these cases. In one case
(Shri K. Raghupathy of Syndidate Bank) there was allegation
of disproportionate asscts (Rs.' 13 lakhs). He expressed a desire
to resign. We said  ““Yes, but the cnquiry being conducted
separately will continue™. In the second case, there was allega-
tion of grant of irregular advances of. Rs. 10 crores. This case
relates to Shri B.L. Khurana, Chairman of New Bank of India,
( BI'enquiry is going on in this case.”

6.37 The Committee cannot but express their grave concern over the
alarming rise in bank frauds. The number of bank frauds in public
sector banks has gone up from 1422 cases involving a total amount of
Rs 7.38 crores in 1978 to 2065 involving a total amount of as much as
Rs. 1953 crores in 1982. In the first half of 1983 year, 1169 bank
frands involving Rs. 11.97 crores have already taken place and at this
rate, the year 1983 may end up with more cases than in any year in fhe
past 5 years. During this entire period frym 1978 to 1983 (upto June),
there have been a total of 9,541 bank frauds involving an aggregate
amount of Rs. 82.79 crores. Government’s assessment of the situation
is that banks aiready have a vigilance mechinery and adequate proced-
ures but these frauds take place not because there are any loopholes in
procedures but because such procedures are not followed A representa-
‘tive of the Ministry of Finance conceded in evidence that ‘over the years
so much stress had been laid on developmental activities that they
(banks) have neglected their house keeping activities like reconciliation
of accounts’ The Committee would urge that vigilance mechinery in
banks mav be strengthened, stipulated procedures tightened, fraud proae
areas of banking operations identified, reconciliation of accounts up-
dated, audit arrangements strengthened and proper supervision at all
levels undertaken. The Reserve Bank of India should critically study
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thé modus-operandi of frand..cuses and forewarn the Banks to be
cautious, The Comnmittee trust that whenever biuk employees are
found guilty of froud of being in collusion with persons committing sich
frauds, tbey should bs awardel exemplary putishment to serve as 4
warning to othets.

New DELHL BANSI LAL
April 28, 1984 Chairihan.
Vaisakha 8; 1906 (S) Estimates Commilttee,




APPENDIX
Statement of Recommendations

—~—

S1. No. Para No. Recommendation/Observation
1 2 k}
1 1.14 As early in 1935, Government had set ub

the Reserve Bank of India. RBI has been
acting as the Banker to the Government,
bankers’ bank regulatory authority, and
looking after public debt and currency
management. In 1949, the Banking Re-
gulation Act was passed empowering the
RBI to control and regulate the function-
ing of commercial banks. Later, in pur-
suance of the recommendations of All
India 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 -
Indfa Ac¢t' 1955, In 1968, Governsment
inttoduced *‘Social Control” over banks
by which they were directed to provide lar
ger volume of credit to hitherto neglected
doctors afid make bank credit a more «
effieétive instrument of economic develop-
ment. The progress made in this direction -
was not found adequate with the result
that Government nationalised 14 major
‘scHediiled commercial Banks in July, 1969,
followed by nationalisation of 6 more
banks in April, 1980.

2, 115 "Pie objectives underlying the pationalisa-
ton of banks were to ‘‘subscrve national
priorities ‘@nd objective” and to *“‘serve

s
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1.16

210

better the needs of the economy and to
promote the welfare of the people”. The
Committee’s examination, however, revea-
led that despite the fact that the share of
the 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 had reached 37.2 per cent
as against 14.6 per cent at the time of
nationalisation. Out the priority sectors
share of 27 percent, the share of weaker
sections of scciety is still quite less 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 their 8th Report presented on 11
August, 1983, the Rajya Sabha Committee
on Papers Laid on Table have pointed out
that despite a clear direction given by the
Estimates Committee in their 62nd Report
of 1973, Government failed to submit a
Consolidated Report on the working of
public sector banks regularly. The Esti-
mates Committee would urge Government
that the consolidated Report should be
brought out annually without fail in
future.

According to the Ministry of Finance,
from the year 1980-81 onwards, the credit
policy of RBI was aimed at restraining
growth of credit without, however, deny-
ing to the economy its essential credit
Tequirements for production of goods.
Though the basic stance of the credit policy
of the Reserve Bank of India had becn one

of *‘restraint and caution’, changes in this
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policy were made three times during 1982-
83 i.e. in April, June and October, 1982.
On 30 April, 1983, the Governor of
Reserve Bank outlined further measures
which the Banks would be persuing during
the first half of the financial year 1983-84.
In October, 1983, the credit policy was
further liberalised.  Defending these
changes, the Ministry of Finance have
claimed that these were ‘‘scasonal measu-
res”’ and had to be “resounded, retained,
revised or re-inforced.”  While the
Committee do coneede that the credit
policy cannot remain static for all times
to come and that it will have to respond
and react to emerging trends in the econo-
mic scere of the country, they feel that it
should be possible for the Reserve Bank of
India to atleast ensure that credit policy is
not changed too frequently. The Commi-
ttee feel that it should not be too difficult
for the RBI to ensurc that the credit policy
remains stable for a reasonable time.

The Committee are of the firm view that if
the credit policy of the Reserve Bank of
India is to be really effective, it must not
be confined to the banking sector alone but
should also aim at checking the growth of
black money in thé country. The Chief
Economi¢ Adviser in the Ministry of
Finance recalled during evidence that
Wanchoo Committee had estimated the
black money in 1968 69 to be around
Rs. 1400 crores, another estimate had
placed it at Rs. 1800 crores, and accor~
ding to yet another ecstimate, it could
be roughly Rs. 30,000 crores in 1976-77.
He pointed out that so far ‘“‘we do not
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have scieatifically acceptable estimate of
the black money”. He indicated that
Government had already requested the
National Institute of Public Finance to
conduct a study and provide an authorita-
tive view in this matter. The Committee
would like to be apprised of the outcome
of this study.

While the Committee note with
satisfaction the fact -that the branch net-
work of scheduled 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 Metropolitan,
Port towas on the one hand and rural/
semi-urban areas on the other. As against
population coverage of 65,000 per bank
office on an average at the time of nationa-
lisation the population coverage at the
end of June, 1983 was 16,000 per bank
office. While overall population ¢overage
per bank office in Metropolitan/port towns
is 7,000, there is, on an average, one bank
office for a population of 19,000 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
India the-target 'is to achieve by March,
1985 a coverage of one bank office fora
population of 17,000 in the rural and
semi-urban areas as per 1981 census.
The Committee recommend that while
formulating the new Branch Licensing
Policy, for' the period beyond 31 March,
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1985, it should be made obligatory on the
part of sctisdule commercial “banks to

logate a minimum perceatage of new
Branch offices in ruial/semi-urban areas.

It is indeed surprising that even
though a Block Headquarters is a focal
point in our developmental Administra-
tion, bank branches have been apened in
only 292 out of 675 identified unbanked
block Headquarters, 9 block headquarters
are adequately covered by commercial
banks, 134 Block Headquarters do have
a commercial bank office within a distance
of 3 Kmg.,, 167 block headquarters are
served only by a branch of Regional Rural
Bank. There are still 73 block head-
quarters falling beyond 3 Kms. from the

- nearest bank office which are yet to be

covered. The Committee reccommend that
coverage of block headquarters by Com-
mercial banks, Regional Rural Baaks
should be speeded up.

The Committes find that there are wide
regional disparities in the matter of popu-
lation coverage by scheduled commercial
banks. As at the end of June, 1983, as .
against the All India national average of -
16,000 per bank office, there is one bank
-branch office for a population of 30 thou-
saad in Manipur and Assam and 29
thousand in Sikkim, 23 thousand in

"Tripura and Bihar, 21 thousand in U.P.

and West Bengal, 20 thousand in Orissa
and Arunachal Pradesh, and 19 thousand
in- Madhya Pradesh. The Committee,

. T —

would urge Government/RBI to ensure that
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: “suph inter-state disparities in populatio;h
-coverage are reduced to the minimum.
‘. 325 The Committee cannot resist the

" impression that the manner in which

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

“or knowledge in respect of one or mors

matters likely to be useful for the working
of the nationalised banks. On receipt of
a complaint alleging that one of the non-

" official’ Directors on the Board of New

Bank of Iadia had mis-used his position
by helping the firms;companies in which

""he was intérested as a partner/Director,
. the Committee called for a factual note.

In 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 the
Board of a Nationalised bank or his rela-
tives.”  If this plea of Government is ac-

‘cepted, it would mean that even an un-

desirable person with a shady past could,
without amy fear of detection, get into

" the Board of Directors of any nationalised

‘bank. The Committee 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 the busi-

———
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ness interests of the person concerned
should be ascertained by discreet enquiries
so that the’ conduct and dealings of every
person who is appointed as Non-official
Director is above board. In any case,
personsﬂwh'o are likely to abuse the posi-
tion® to help their relatives and friends

- or the firm/company in which they have

a pecuniary or other interest should be re-
jected outright. '

It transpired during evidence, that
" even though the term of appointment of
a Director- is only for 3 years, there are
instances where non-official Directors had
i:o'nfinugd in that capacity for as many

"as 25 years. A representative of the

Ministry of Finance explained that as far
as ‘nationalised banks were concerned
they had climinated such cases after 1977
and . that such cases were there only in
subsidiary banks of the State Bank of
India. He pointed out thiat non-official
- Directors on the Boards of SBI's subsi-
diary banks were made by the >BI and
not by the Government and that private
share holders of these banks were, under
the law, free to appointa Director for
more than one term. Thc Commntee
“fcel that as subsidiaries of the State Bank

S B2 opiradla are also in the public sector,
' “appoititment of Directors should be tor
‘*"a" maximum period of two terms. If
* fetessary, the SBI Act should be suitably

-amended for this purpose.

The Committee find that in 17 out
..of 28 public scctor banks, the officer-clerk
-ratio ranges between 1 : 2 ard 1: 3 indicat-

—

e Lt
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ing that there is large complement of
officers in these banks. The Committee
are not sure whether this imbalance has
arisen due to ¢ither shortayes in clerical
strength or due to the banks having opes.-
ed more branches in rural and semi-urban
areas and each such Branch has to have
one Manager. The Committee recom-
mend that the Reserve Bank of India
should undertake a review of staffing
pattern in the public sector banks and
take steps to ensure that administrative
set up of any public sector bank does not
become top heavy-

The Commiittee find that expansion
of Branch net-work since nationalisation
of major banks in 1969 has led to dete-
rioration 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 August, 1975
and March, 1977, Government had accep-
ted 136 recommendations. While the
State Bank of India and its subsidiary have
implemented more than 100 recommenda-
tions, 14 nationalised banks are stated to
have implemented only 90 recommenda-
tions. The Committee can not but deplore
the slow pace of implementation of these
recommendations. The rest of the
tecommendations may be implemented by
all public sector banks within a year i.c.
March 1985 at the latest. In order to
ensure that this time limit is adbered to,
Boasds of Directors of these Banks should
review the ptogress in this direction perio-
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The Finance Secretary assured the
Committee in evidence that systems were
being improved to provide better customer
service and these include computerisation
of clearing operations in Metropolitan
cities and setting up of regional collection
counters. ‘The Committec were given to
understand that the Bank of India,
Andhra Bank and Central Bank have
introduced a ‘‘Card System™ which enable
the customer to draw money upto a maxi-
mum of Rs. 1,000 at the time without
undergoing the usual formalitics. The
Conmittee suggest that other banks should
also go in for such a system of avoid
long  queues of customers at the banks

offices.

If introduction of computerisation
in a phased manner cen bring about
greater cfficiency and smoother working of
banks and customer services, Banks should
certainly go in for it but it should be
ensured that it does not result in any
retronchment of existing staff and does not
affect the employment potential in this

sector.

The Ministry of Finance have
claimed that the aggregatc deposits of
scheduled Commercial Banks have increa-
sed from Rs. 4,646 crores in June, 1969
(i.e. prior to nationalisation) to Rs, 56,879
crores in 1983 (as on 11.11.83)—an increase
of more than 13 times apparently, the rate
of this growth in deposit mobilisation
does not take into account the appreciation
in ptices over the years, If the inflation
factor s taken into consideration, the rate -
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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
comparative picture of deposit mobilisation
in real terms over a period becomes avail-

- able,

'I'he Comnmittee find that bank depo-
_sits-had-increased to Rs. 26,550.79 crores
.as at:the end of 1978, registering an
increase of 24.47 percent over the previous

: yeat. - But in subsequent years, scheduled
-~ commercial banks failed to maintain that
~tempo-of deposits mobilisation. The yearly

rate--of .growth of deposits was 18.50
percent in 1979, 17.28 percent in 1980,
19.57 percent in 1981, and 14.80 percent
in 1982. If the progress made in deposit
mobilisation upto 11 November, 1983 is
‘apy indication, the year 1983 is not ex-
pected to end up in a better rate of growth.
What has surprised thc Committee more
is 'that wh:lc during the last 3 years, nop-
banking ' companies had been able to
attract more deposits, their yearly growth
of doposnt! being 31.0 percent in 1979-80,

21.3% in 1980-81 and 31.3 percent in
. 1981-82, the growth of bank deposits had
been comparatwely sluggish. A represen-
tative of tke Ministry of Finance pointed
out in. cvxdcnce that these non-banking
compapies, both in public and private
scctors, give interest upto 15 percent on

deposits as compared to 11 percent by

. Banks. Non-resident deposits are already
- being paid 2 percent more by Banks. The

Committee recommend that interest in

T >
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bank deposits may be suitably raised so
thut schaduled commercial banks are ablo

‘to attract largcr deposits.

The Committee agree that if and

. when the bank deposits grow at a faster
rate than anticipated, thereby creating
.cxcess liquidity in the banking system, the

Cash Reserve Ratio of Banks has to be
mscd to see that such liquidity does not
go. to fuel the inflationary tendencies in our
cconomy or result in ‘‘counter productive
build up of inventories”. The Committee,
however, find that in the year 1983 the

‘ 'Cash Reserve Ratio was raised by the

Resé(ve Bank of India so frequently and so

“‘'suddenly on each occasion that even

'

‘banking circles were taken by surprise.
The ratio was enhanced from 7 to 7.5
percent from the week beginning 27 May,
1983 and from 7.5 to 8.0 percent from the
29 July, 1983, thereby impounding Rs. 275

- crores at each stage. This %was followed

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

.asked the Banks to maintain, in addition

to the present CRR of 8.5, an incremental

. Cash Reserve Ratio of 10 percent of the

increase in net demand and time liability
over the level as on 11 Novembe:r, 1983.
The .Committee would like the Reserve

- Bank of India to examine if treads in

deposit mobilisation cannot be predicted

~__more accurately to avoid the need for
frequent hikes at short intervals in the
.. Cash Reserve Ratio.
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_ The Committee were assured during
evidénce that bikes in Cash Reserve Ratlo
would not, in any way, affect the flow of
credit to priority sectors and especially o0
~eaker sections of society and smadl scale
industries. The Committee’s attention in
this connection has been drawn to the
guidelines issued by the Reserve Bank of
India on 20 October, 1982, exhorting the
banks to meet, despite increase of Cash
Reserve Ratio, all legitimate credit
requirements of productive activity and
pay special attention to the needs of small
borrowers. Banks have also been asked
to use their influence with their clients in
the large and medium industrigs sector to
ensure that payments due to suppliers in
the small scale industries are not delayed.
The Committee urge the Reserve Bank of
India to see that these guidelines are
implemented by banks in letter and
spirit.

According to the targets set by the
Reserve Banks of Indis, the scheduled
commetecial Banks were required to ensure
that by March, 1985 (i) the share of
priority sector advances in the total gross
bank credit reaches the level of 40 percent,
(iiy advaoces to weaker sections of socicty
should reach the level of 25 per cent of
prierity sector advand®s or 10 percent of
total bauk credit and (iii) direct finance to
agricilture (including allied activities)
-should reach a level of at least 15 per cent
of the total credit. The Committee are

: disappointed that while the targeted por-

centage of providing direct finance to
agmwm'm‘. bas already begn reuhcdhy .
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scheduled commercial banks, they are
nowhere near the targets as far as flow of
oredit to priority sectors and weaker
sections of socicty are concerned. The
level roached for priority sectors upto June,

" 1983 is only 35.4 per cent as against the

target of 40 percent of total credit. The
credit level for weaker sections of society

, that bas been reached by public sector

banks upto the end of September, 1983,
is 19.3 of priority sector advances and 7.5
percent of total credit as against the
targets of 23 percent and 10 percent res-
pectively. What is worse is that some of

" the leading public sector banks like

Oriental Bank of Commerce, Dena Bank,
\ijay Bank, Bank of Maharashtra and
New Bank have not achieved even these
low levels and are lagging far behind.
The Committee attack great importance to
the flow of credit to priority sectors parti-
cularly weaker sections of society because
if banks lag behind in this field, the very
purpose of aationalisation of banks would
be defeated and small borrowers will
continue to be at the mercy of private
money lenders, The Committee, therefore,
strongly recommend that performance of
public sector banks in this respect should
be’ closely watched by the Boards of the
Banks, the Reserve Bank of India and the
Banking Division of the Ministry of Finance
to ensure that there is no shortfall what-
ever in achievement of the national targets
set by the Reserve Bank of India.

The Sixth Five Year Plan had stipu-
lated that by the terminal year of the Plan
i-e. 1984.85, credit to agricultural sector
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would be Rs. 5,415 crores made upto of
short term credit of Rs. 4,0 00 crores (i.c.
Rs. 2,500 crores by cooperatives and
Rs. 1500 crores, 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 commercial banks are
concerned, the direct credit provided by
tﬁem to agriculture (including allied
activities) is hardly 15 per cent. The
Committee feel that agricultural scctor
deserves a much larger share of the total
bank credit than what it is getting at
present. Tie Committec hope that claims
of this sector would be given due consi-
deration by Government/Reserve Bank of
India while fixing new targets for s:ctoral
deployment of credit.

The Committee cannot help pointing out
that not only the flow of credit to weaker
sections of society 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
climinate this malpractice could be that the
Banks concerned should establish direct
rapport with the beneficiaries rather than
deal with them through intermediaries. A

_tepresentative of the Ministry of Finance

assured the Committce in evidence that
they would issue suitable jnstructions to
Banks in this regard.

From the population group-wise, and
tegion-wise credit deposit ratios mads
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available by the Ministry of Finance to
show how much of the deposits mobilised
in an arca were given by way of credit to
people of that area, the Committee find
that as against the 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,
scheduled Commercial banks were able to
reach this target only by December, 1981 in
the case of rural branches. They have failed
to achieve this target even upto December,
1982 in their seme-urban branches. The
Committec urge that tue reasons for this
slow progress may be analysed and effec-
tive steps taken to achieve without further
delay the targetted ratio in their semi-
urban branches as well.

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
banks was 80.7 percent in the Southern
region, it ranged between 49.6 and 56.1
percent in the Northern, Eastern and
Western regions and was 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 60.4 percent followed by
Northern Region (52.1 percent), Central
Region (51.6 percent), Western region
(47.8 percent), North Bastern Region (37.6
percent) and Eastern Region 33.5 percent).
These ratios not only 1eveal staggering
regional di.paritics but also strengthen the
impression of the Committee that sizeable
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part of deposits received in rural and semi-
urban areas of the country are not being
ploughed back by scheduled commercial
banks in these arcas. Such imbalances, to
say the least, are deplorable. The Commi-
ttee would stress the need to see that these
imbalances are rectified as‘early as possi-
ble in the interest of balanced development
of all regions of our country.

Scheduled Commercial banks have been
extending credit support to a number of
on-going socio-economic schemes and pro-

" grammes in the country. This is as it

should be. One such programme is the
Integr'ated Rural Development Programme
which seeks to improve the lot of the
poorest of the poor, small marginal far-
mers, share croppers, agricultural labourers,
rural artisians, scheduled castes/sche-
duled tribes, fishermen and _.other
weaker sections of society. A repre-

" sentative of the Ministry of Finance

indicated ‘during evidénce that “‘there may
be about 6 crores of families, which may
be under the poverty line.” During the
fiest 3 years of the Sixth Five Year Plan i.c.
1980-81 to 1982-83, a total term credit of
Rs. 147062 crores is stated to have been
disbursed, a total subsidy of Rs. 952.09
crores allowed, and 88.75 lukh families
assisted under this Programme.

The Committee however, note with concern
the fact that though as carly as in
Novembes, 1981 a high level review of the
Integrated Rural Development Programme
had disclosed that the programme had run
into some ‘‘operational problems” and
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that the progress in disbursal of institu-
tional credit was “not satisfactory”. It
was only in February, 1983 that instruc-
tions were issued by the Reserve Bank of
India for the implementation of 20 Point
Programme as a whole and not specially
IRDP. In February, 1983, a study was
conducted by RBI or IRDP on the basis
of which instructions were issued on 9 May,
1983. | 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 show to what extent
the block-wise target had been met. It
also transpired in cvidence that even
Government agencies had reported “lack
of coordination or cooperation from the
banking system.” In the circumstances,
thc‘Comxpittec recommend that all loopho-
les or deficiencies in the existing system of
implementation and monitoring of this
programme should be plugged early and
operational problems overcome. The
Committee would stress the need to ensure

-assistance for formulation of bankable

schemes, smooth and regular processing of
applications throughout the year, proper
coordination between bank officials and
State Government officials and postlending
supervision to cnsure proper utilisation of
funds.

While noting the fact that Public sector
banks® aggregate assistance under the 20-

" Poist Programme had gone up from

‘Rs. 2,037 crores (57.72 lakh accounts) at
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the end of December, 1981 to Rs. 2.620
crores (74.84 lakh accounts) by the
end of Cecember, 1982, the Committee are
amazed to learn that at present no state-
wise or district-wise targets of credit
support to be extendcd by the banks under
this. programme are laid down. The
Committee feel that considering the impor-
tance of this programme, year-wisc targets
of credit support expected of banks in the
implementation of this programme should
be laid down so that the role and perfor-
mance of banks in making this programme
a success can be evaluated.

The Comnittee note that the banks’ lending
under the scheme of Differential Rate of
Interest has increased from Rs. 192.49
crores (No. of borrowal accounts 25.10
lakhs) at the end of Decemb.r, 1980 to
Rs. 311.50 crores (Rs. 32.69 lakh borro-
wal accouqts) at the end of December,
1982. Advances under this scheme are
given at the rate of interest of 47. Only
borrowers who fulfil the land holding and
income criteria are eligible for such ad-,
vances. The Committee-understand that
after the National [ustitute 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 scheme. The
Committee would like to be apprised of
the outcome of the review.

The Committee find that even though the
number of villages ‘‘adopted” by the
public sector banks has gone up from
47,393 at the end of June, 1977
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to 1,21,008 at the end of 1931 and
the amount outstanding increased from
Rs. 221.86 crores to Rs 1227.55 crores,
neither any study has been undertaken to
assess the impact of the Village Adoption
Scheme nor the implementation of this
scheme is being monitored at the national
level by Government/Reserve Bank of
India. A study group of the Committee
had made an on the the spot, visit to a
village in Mahabalipuram adopted by the
Indian Overseas Bank and gathered the
impression that village had made all round
progress The Committee, therefore, feel
that this scheme, if implemented in the
true spirit and in accordance with the
guidelines issued by the Reserve Bank of
India in 1980,-could provea boon to the
villages, promote integrated dcvelopment
of the village economy, ensure intensive
and schematic lending instead of scattered
lending and help in better supervision over
credit. The Committee recommend that
progress made under this scheme may be
monitored at the national fevel by the
Banking Division of the Ministry of

"Finance.

The Committee rcgret to find that
though under the Lead Bank Scheme,
Lead Banks had prepared the District
Credit Plan as well as Annual Action Plans
for the years 1980, 1981 and 1982 which
provided details of various schemes pro-

* posed to be taken up, the number of bene-

ficiaries expected to be covered and the
quantum - of credit deployment, the
Ministry of Finance have reported that
“RBI do not have complete data in res-

—
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pect of the achievements made under the
Annual Action Plans, 1980, 1981 and
1982.” The Committeo feel that the lead
bank had to play an effective role in
bringing about: conditions conducive to
development by under-taking socio-econo-
mic surveys, identifying schemes and pio-

‘jects and converting them into .bankable

ones, locating enterpreneurs, and helping
them in setting up projects successfully.
All this underscores the need to have a

* perfect information system. The Com-

mittee would, therefore, urge Reserve
Bank of India to work out a simple but
meaningful information system so that
progress made from year to year in imple-
mentation of this 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 industries 1020
sick units among medium units and
26,973 sick units among small scale
sector and after carrying out viability
studies, placed 244 medium and large scale
units and 1,982 small scales under “nurs-
ing programme”. The Committee would
like to know out of the sick units placed
under nursing programme during the year
1982, how many have been rehabilitated
so.far. The Committee would also like a
study to be. undertaken to see if the units
which continue to be sick despite assi-
stance from: Banks had in fact used the
assistange for the purpose for which it

. Was meant, -
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. in the form of Cash Reserve. Out of the

The Committee welcome the launch-
ing of a scheme by the Ministry of In-
dustry for providing Self Employment - to
educated unemployed youth under which
the banking system would provide credit
of the order of Rs. 325 crores during
1983-84. Each beneficiary is eligible for
a composite loan of Rs. 25,000~ which
will carry interest at 10 percent in backward
areas and 12 per cent in other apeas. The
Committec have been informed that bene-
ficiaries of the Scheme will be identified
by a Task Force at District Industries
Centre level. The Committee stress the
need to ensure that beneficiarics 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 does not exceed
the principal,

The Committee find that the overall
profits of 28 public sector banks have
gone up from Rs. 55.94 crores in 1980 to
77.56 crores in 1982. When asked about
the scope for improving the profitability
further, a representative of the Ministry
of Finance attributed the low income of
public sector banks to a variety of factors.
He explained that banks had to keep 35
per cent of their deposits in Government
securities where the return was low and
84 per cent with the Reserve Bank of India

——
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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 cert
is being charged Ly Banks on advances
under the Differential Rate of Interest
Schemes. A non-official organisation has,
however, expressed the view that low
profits of public sector banks are due to
‘“‘substantial increase in expenditure parti-
cularly establishment expenses of public
sector banks.” Analysis of data furnished
by the Ministry of Finance and evidence
led before the Committec 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 Bikaner &
Jaipur (32.12%), Siate Bank of Hyderabad -
(30.43% ), State Bank of Indore (30.56%,),
State Bank of Mysore (30 88), State Bank
of Saurashtra (31.02%), Dena Bank (27.0%)
'Union Bank of India (26.02%) Oriental
Bank of Commerce (25.64%) and Vijaya
Bank (30.27%). The Committee rccom-
mend that the establishment expendlture
of these banks may be brought down to
a reasonable level so as to bring about im-
provement in the overall profitability of
public sector banks.

The Committee find that during the
last 4 ycars (1978-1981) the percentage of
recovery of direct agricultural advances
to demand ranged between 57.0 and 58.5
percent in respect of short term advances
%nd between 41.5 and 46.8 per cent in

pa——
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respect of term loans. Poor recovery per-
formance has been attributed by the
Ministry of Finance to a number of
factors including (i) lack of cxperience 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
supervision and recovery ; (vi) national
calamities ; (vii) mis-utilisation of loans
etc. The Committee feel that in effecting
recoverics. while stern action should be
taken against wilful defaulters, recoveries
should be put off or rescheduled in the
case of farmers whose rcpaying capacity
is adversely affected on account of cir-
cumstances beyond their control e.g. na-
tional calamities, like droughts, floods, etc.
The Committee further feel strongly that
for the recovery of loans agricultural land
ought not to be uttached and sold thereby
depriving the farmers of their means of
livelihood for ever, Instead other methods
of recovering the loans should be thought
of. One such method involving the land
could at best be taking temporary posses-
sion of it and leasing it out for a few years
to adjust the lease amount realised against
the outstanding loans.

The Committec are surprised (to

learn that the existing data reporting
system as devised by the Reserve Bank of

India gives statistics of recovery of direct
agricultural advances only but not ad-
vances granted by Banks to other sectors
of economy. A repiesentative of the
Ministry of Finance assured thc Com-
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mittec 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 would await this.

.~ Ministry of Finance have intimated
that out of total outstanding credit of
Rs. 36,128 crores at the end 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 werec considered good but
were secured by the personal liabilities
of one or more parties in addition to the
personal security of the 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, thc amount and broad details of
bad and doubtful debts of public sector
banks should no longer be kept a secret
but should be disclosed in their Annual
Reports. The Finance Secretary assured
in evidence that the question whether
banks should continue to have such a pro-
tection was already under examination by
a Commitiec appointed by the Reserve
Bank in March, 1982, under the Chair-
manship of Shri A. Ghosh, Deputy
Governor. The Committce will examine,
inter alia, the desirability of greater or
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fuller disclosure in the published accounts
of Banks, having regard to the need for
disclosute, public accountability of banks,
requirement of confidentiality between
banker and customer.and the requirements
of maintaining the image, reputation and
credit wotthiness of banks. The Com-

"mittee would await a decision on the

findings and recommendations of this
Comnmiittee.

During an Half-an-Hour Discussion
in Lok Sabha on 17 August, 1983, it
transpired that in somec of the banks
reconciliation of accounts had been pen-
ding since 1973. As for the peading work
in respect of Savings Bank and Current
Accounts, it was pending since 1979 in
some branches and since 1980 in others.
It also transpired that a number of
branches of nationalised banks go without
extornal audit for years. Earlier, in its
Report presented on 11 August, 1983, the
Rajya Sabha Committec on Papers laid
had pointed out that a large uumber of
items of accounts in respect of almost all
the public sector banks have been left
“unreconciled, incomplete, unscrutinised
and the arrears for scveral years.”” That
Committee had observed: “The Com-
mittee sec no plausible reason why the
audit of the public sector banks should not
be brought under the Comptroller and
Auditor General while a large number of
@nancial and credit Institutions including
the State Financial Corporation and a
Commercial bank ina State are already
under his jurisdiction in respect of audit.”
Ministry of Finance, have now intimated,




“ 100

—

3~ o

38.

6.37

infer 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-

senting the -Bank Employees, banks are
also considering introduction of computers
in a limited scale for the purpose of
reconciliation of inter-branch accounts.
The  Committee recommend that the

“Ministry of ‘Finance should reflect in their

Annual ‘Reports the progress made by
public sector banks in liquidation of these
arrears and also take an early decision on
the suggestions for bringing the public
sector banks within the purview of CXAG
audit.

The Committee cannot but express
their grave concern over the alarming rise
in bank frauds. The "number of bank
frauds in public sector banks has gone up
from 1422 'cages involving a total amount
of Rs. 7.38.crores in 1978 to 2065 cases

~ involving atotal amount of as much as

‘Re. 19.53 csofcs in 1982, In tho first, half
of 1983 yeas, 1169 bank frauds involving
Rs. 11.97 ¢rotes have already taken place
and at this Tate, the year 1983 may end up
with more: cases than in any year in the
past 5 years. During this entire period
from 1978 to 1983 (upto June), there have
been a _total of 9,541 bank frauds involving
an aggregate amount of Rs. 82,79 crores,
Government’s assessment of thc situation
is that banks already have a vigilance
machinery dnd adequate procedures but
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these frauds take place not “because there
are any loopholes in procedures but
because sueh procedures are not followed.
A representative of the Ministry of Finance
conceded in evidence that ‘“‘over the years
so much stress has beea laid 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 strengthened,
stipulated procedures tightened, fraud
prone areas of banking operations identi-
fied, reconciliations of accounts updated,.
audit arrangements strengthened and
. proper supervision 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 trust that whenever bank
employees are found guilty of fraud or
being in collusion with persons committing
such frauds, they should be awarded
exemplary punishment to serve as a warn-
ing to others.

PRINTED AT : AKASHDEEP PRINTERS, 20 DARYAGANJ, NEW DgLHI-110002



LIST OF AUTHORISED AGENTS FOR THE SALE OF
LOK SABHA SECRETARIAT PUBLICATIONS

Sl Name of Agent Sl Name of Agent
No. No.
BIHAR 9. Subscribers Subscription

1. M/s. Crown Book Depot,
Upper Bazar,
Ranchi (Bihar).

GUJARAT

2. The New Order Book
Company, Ellis Bridge,
Abmedabad-6.

MADHYA PRADESH

3. Modern Book House,
Shiv Vilas Palace,
Tndore City.

MAHARASHTRA

4. M/s. Sunderdas Gianchand,
601, Girgaum Rcad,
near Princess Street,
Bombay-2.

5. The International Book Service,
Deccan Gymkhana,
Poona-4,

6 The Current Book House,
Maruti Lane, Raghunath
Dadaji Street,

Bombay-1.

7. M/s. Usha Book Depot,

Law Book Seller and
Publishers® Agents Government
Publications,

585, Chira Bazar,
Khan House,
Bombay-2.

8. M & J Services, Publishers,
Representative Accounts &
Law Book Seller,

Mohan Kunj, Ground Floor,
68, Jyotiba Fuele Road,
Nalgaum-Dadar, Bombay-14.

Services India,
21, Raghunath Dadaji St.,
2nd Floor, Bombay-1.

TAMIL NADU

10. The Manager, M.M. Sub-
scription Agencies,
No. 2, 1st Lay Out Sivananda
Colony, Coimbatore-641012,

UTTAR PRADESH

11. Law Publishers,
Sardar Patel Marg,
P.B. No. 77,
Allahabad-U.P.

WEST BENGAL

12. Mrs. Manimala, Buys & Sells,
123, Bow Bazar Street,
Calcutta-12,

DELHI

13. Jain Book Agency,
Connaught Place,
New Delhi.

14, JM. Jain & Brothers,
Mori Gate, Delhi.

15. Oxford Book & Stationery
Company, Scindia House,
Connaught Place,

New Delhi-1.

16. Bookwell,

4, Sant Nirankari Colony,
Kingsway Camp,
Deihi-9.

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

18. M/s. Rajendra Book Agen
1V-D-59, 1V-D-50, Lajpatcy,
Nagar, Old Double Storey,
New Delhi-110024.

19. Mys. Ashoka Book Agency,
BH-82, Poorvi Shalimar Bagl

Delhi-110033.

20. Venus Enterprises,
B-2/85, Phase-11.
Ashok Vihar,
Delhi.



	001
	003
	005
	006
	007
	009
	010
	011
	012
	013
	014
	015
	016
	017
	018
	019
	020
	021
	022
	023
	024
	025
	026
	027
	028
	029
	030
	031
	032
	033
	034
	035
	036
	037
	038
	039
	040
	041
	042
	043
	044
	045
	046
	047
	048
	049
	050
	051
	052
	053
	054
	055
	056
	057
	058
	059
	060
	061
	062
	063
	064
	065
	066
	067
	068
	069
	070
	071
	072
	073
	074
	075
	076
	077
	078
	079
	080
	081
	082
	083
	084
	085
	086
	087
	088
	089
	090
	091
	092
	093
	094
	095
	096
	097
	098
	099
	100
	101
	102
	103
	104
	105
	106
	107
	108
	109
	111



