
Trends iri Bank fldnanees

j^angeetlja % . (Sealant

A THESIS SUBMITTED TO THE 

UNIVERSITY OF MADRAS

IN PARTIAL FULFILMENT OF THE REQUIREMENTS 

FOR THE DEGREE OF MASTER OF ARTS

department of ^tcottomrrs
ri J\toina8l]Umgam JMortte Science JVutanomaus College

3 [o r 'Iffitmtm
(AFFILIATED TO THE UNIVERSITY OF MADRAS 

Coimbatore-641 043

M A Y  1 9 8 3



I oppress my $tnoora thanks m  Mr**A*ft*Jaaiarf »

H*A*t ofp* iti+t H*PhU»$ Ami slant ptoN i n p  In Ecanaatea* 

m4 (tra*v»R*ja*» n»A*t Dip# iii** Assistant professor In 

e«oMn1t*# Sri Avtaashf Ilagan m m  tctono® Autonor&Hjs col teg*

for warn** Cafahatoro far their cjyf4«e@ d r  vmimm  iu g » »  

of tii® study*

I would life  to place an record my sinm m  thank* to 

&MMr*»)ft*j«m*t *»o*oada»* n*A*ff m*sc«* ph*o (Ohio sente)* 

0#s©*§ (Madras Scots) Director* srf Artoaahft Inga* Mane sclane* 

Col leg© far worsen* Cotahataro for Introtatng a* to *ueh 

portals of anrfehfng knowledge* I m  outran*ly grateful to 

©r» (Mrs#hUnalanatliaft* *•**•, f>h*o** principal* set &ofi»a*l»f«» 

Hag*® Hoo* Setanae Autonooou* College for tMwt* Cofabetoro* 

for hor vetiufet* guidance* my sincere thank* and gretftdh 

to or*(h iss) saratwathf shatjf# m. a. # ptt*&«* Professor <if 

goonosfos* srf swfitdM lingo* Horae m im m  mtmmmm  Oolfag* 

f « r  wane*** Cotahatare for her vaftMfelo suggestions *nd constant 

sneouragsosnts*

fart lout *r thank* should h« expressed to hr«H«i»***tinnf *

Director* Division of Banking fiapartaant* fteservo tank of ladle* 

tomboy and to nr*ftana*handra* Principal* Souther India footers*



Training Collage* Coimbatore* ttr*ft*v*Chaftdar* Assistant 

' Accountant* State Clank of Mysore* Coimbatore* and 

Hr*sbr1n1vas upadhya* faculty Header, Indian Overseas Sank 

Staff Training Collage* Cofs&otor# for providing m  wfdi 

necessary Information* •

1 would alto Ilka to convey my gratltude to a ll 

those whose names though not mentioned here yet come to my 

mind whenever I recollect their good and laudable services*



O J U L 1

Chao tert Pads... not.........

AOUtiKumcMEiiT

I . SMTHODUenON 1

It# REVIEW or LITEMATURE 40

a, Thakkar Cownlttee Report 2 a

b. Godgf 1 and Dehejfa study Group ik

c« Reserve BmM of India study
Group

cLb

d, chore Cowftiae 51

c . working Group on the Modalities 
of tfgpimenftftlon of the Priority 
Sector lending and 20 -  Point 
Economic Programra© by Banks

3£>

III* DATA Am  METHOD 3fl

1. Data lass

2, Method of analysis

3* Graphical Representation

V\

41
47

IV, RESULTS AK0 DISCUSSION 4S

a* Growth of sank Advances over a 
period of ten years as competed 
with national Incase

A%

b» Growth Rates of Advances* national 
Incosi® and Money Supply

So



l i U U U L

Owotif> Pmm Hqi

<

C* t̂agfifftid• o# VarfablHty of 
3©nk Advances f«i relation to 
Harm? $t*>piy# national Income 
and Kata of Interest

SJb

V* mrnmm mm om tirn tm 6 S'
•

U

%
writmix,



TA3LE»

1* EXPANSION OF CROSS CREDIT FROM 
1973 to 1990 IH PERCENTAGE

IX* momtss or lending at purlic sector
SANK* UNDER THE SCHEME Of DlfFERE'IP*
tim . r a ti or in te r e s t

ill* amm advances to priority sectors
1970 * 1980

iv* m m  m vA M is m o  national income in  
the per too 1970 • 198©

v* mm advances as r a tio  or national
INCOME AND MONEY SUPPLY

vi# magnitude or varia§il it y  8eb€ i »
ADVANCES* MONEY SUPPLV# NATIONAL INCOME* 
AND RATI Of INTEREST (ADVANCE RATI AND 
9AM RATI I

VII# CORRELATION HCTWCEN SAMX ADVANCES AND 
NATIONAL INCOME# HONEY SUPPLY# RATE Of 
INTEREST (ADVANCE RATE AND 9AM RATE)

v i i i # eompounc drouth or m m  advances a w
NATIONAL INCOME (1970 • SO)

IX# REGRESSION StTWEEN advances AW HONEY 
SUPPLY* NATIONAL INCOME AW' RATI Of 
INTEREST

X# MULTIPLE REGRESSION SCTWEEN ADVANCES AND 
MONEY SUPPLY# NATIONAL INCOME Am ADVANCE 
RATE

XI# MULTIPLE REGRESSION SETWEEN ADVANCES AW 
MONEY SUPPLY# NATIONAL INCOME AW SANK 
RATI '

trtNfr

U

<30

l l

SI

S3

6"  3 
SS 

5T

S'?

S'0}

Pan* Not



t p  m  gjflMHEf

ZIS3USSI . t m .M l

t# ausuc sector earn awakes to pitto&m 60 a.
s te m s  fRON w o  * m o

IS* 1*£«0$ It* A0CANC1S '

HI* n m ir  nMtmrtmm i» &&m aovauces ^  a
mo the

mm



1

u j m s m m

Bmki in  India* have emerged as Important iu*trw a»t« 

of soclo * economic change* Comaeretal hanks* have undergone 

significant transformation during the last two decades| 

contours and the complexions of the change having been determined 

by the soclo * economic and political context of their operation 

In the country* The hanks have traversed a long and untrodden•
path* during the period* and their traditional functions being 

**tskers of deposits* lenders of money and providers of sonsy 

transmission services**1

tending Is by far the most Important functions of 

a modern bank* Advances comprise a large portion of banks 

total assets* and form the backbone of the bonk*a structure*

The strength of the bank Is thus prlmalrly judged by the 

soundness of Its  advances*

Advances not only play an Important part In gross 

earnings of banks but also promote the economic development of 

the country* The emphasis of bonking policy on credit deploy* 

ment has been on two aspects * a more balanced distribution of
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credit among different regions and m  Increased floe of credit 

to p rio rity  sectors* Advances by commercial banks are raid® to 

Industries# Including small scale Industries largely for tiorte* 

Ing capital and to a certain extent for acquisition of fixed 

assets to trade Including exports and agriculture*

A clean advance is  generally granted for a short 

period after taking into consideration the net liquid resources 

of the borrower* Since there is no security to fa ll back upon# 

only such parties are considered eligible as would at short 

notice be expected to so just the accounts* A large portion of 

bank advances Is granted to meet the working capital require* 

ments of the borrowers# l*e«# for purchasing raw materials and 

carrying on the business* A anal! portion of advances Is In 

the form of raeditfa tern loans for meeting the fixed capital 

requirements of borrowers, !*#•# funds for renovation of 

buildings# improvement of land and purchase of machinery* In 

these coses, there is a regular programme of repayment* S ills  

may be payable on demand or on due dates*

A hank's advances can be divided Into two grot#**, 

vis*# those made against security upon which the bank relies 

and those made m  the general credit standing of the borrowers 

and evidenced only by a promissory note* Thus, advances fa ll 

under two broad heads# personal and collateral* this division 

corresponds to the distinction made by the Companies Act# 1956 

between secured and unsecured loans*
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A loon I t  art advance which f t  made Id a Itmpsisft 

without liberty to the borrower or repaying with a view to 

subsequent withdrawal*

A sUeable portion of the loans and discounts 

particularly of a Comerclat hank consists of unsecured 

loans* that Is* loans which are arranged against no specific 

collateral and which are the obligations of borrowers who* •
In the opinion of the lending hank* are excellent credit 

risks* Such advances ar^ evidenced only by a negotiable 

Instrument* promissory note or b ill*  and are called “unsecured”

‘ or “clean” and the note ft referred to as an “unsecured note” 

1*e«v one In which the borrower has pledged no specific asset 

to secure payment to the bank when the note fa lls  due for 

payment* A secured loan Is one In which specific property 1s 

pledged to secure payment of the loan* The note 1s referred to 

as a “secured or collateral note***

Another type of an advance 1s the overdraft and 

cash credit* In the case of an overdraft the arrangement Is 

In relation to per son’ s current account and the customer can 

overdraw from his account upto the lim it permitted by the 

banker! whereas 1n the case of a cash credit the customer contl-
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nuousty avails of the banMs credit usually against securities 

without at any time* hasping a credit balance* Qesldes* m  
overdraft 1s supposed to be for a comparatively short time whereas 

1t is not so 1n the case of a cash credit*

the major source of the fesn§t*s funds 1s Its  deposits 

and original capital Investment of die banfe** shareholders plus 

retained net profits and the reserves built up over the years*

the primary loan considerations are safety and 

H«ju1d1ty# A bank lends the sums which he has received as 

deposits from countless customers of varying financial position 

both rich and poor*

§y weight of authority* ft  1s contended that In 

granting credit throe elements must be considered* namely* 

character* capacity and capital* iusfness character Is business 

reputation* built up by long years of fa ir dealing* Capacity 

means the ab ility  of the business man so to conserve his resources* 

and to conduct his affairs as to be able to maefc hfs obligations 

on time* the efficiency of capital* measures the capacity of the 

applicant* for I t  Indicates the amount of careful consideration 

that he has therefore given to hfs uss of credit and also the 

extent of economy In the organisation end administration of hfs 

business*
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Therefore* the credit equation can be stated as«

Character ♦ capacity ♦ Capita! »  lim it of Credit*

landing Is done In various ways* In various forms* 

and for various purposes* Essentially* ft  1s the means of 

providing liquidity to the borrower at a point of time for 

a future period* when the purpose of providing liquidity Is 

to generate additional economic activity with stipulated • 

liquidity* 1t 1s termed as productive tending*

The basic essentials of good lending* where the 

Intention Is to deal In money proper end not other assets 

acquired In lieu of money lent aret existence of assets with 

the borrower that are acquired from the monies lent! use of 

such assets for the purpose of generating cash! gensratton of 

enough cash to pay for the service of monies lent* visible 

gains to the borrower from using such monies arising from 

generation of surplus! and relation of money over the period 

for which the monies are lent*

The objective of good lending Is based on Issues such 

as* proper end use of fundsi proper utilisation of funds for 

productive purpose! adequate generation of surplus! appreciate 

motivation for the borrower* and approximation of estimates to 

actuals under conditions of uncarts!nlty*
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the heels of sefttioiiing financial limits lies to be 

the reasonable level of current assets needed for a smooth 

flew of production# The various steps In fixing the lim its for 

borrowers consist of #» determining reasonable level of ftnamfefele 

current assets at peak level financial requirements In the year 

for which limits ore to be provided} setting off current llabl* 

title s  related to fInane!able current assets against them to 

determine working capitals stipulating borrowers contribution •
to working capital as proportion as well as a stm mlnlmuas 

balance being working capital gap to be provided as the sastlmti* 

finance bank should be able to provide by way of financial limits 

such that current assets exceed current lia b ilitie s  Including 

bank borrowings subdivide financial lim its Into sub * limits 

whos© total may exceed the limits which cannot be drawn e ll at 

a times determine bock up of other commitments needed from the 

bank for financing In respect of current lia b ilitie s  In addition 

to financial limits i stipulate margins to be maintained In 

respect of financial current assets held by the borrower from 

time to time#

the principle commodities against which advances are 

generally made by bankers Includes foodstuffs* vis#* Rice# 

wheat* Millets* Sugar* Salt* Shea* etc# fibres* vis#* Cotton
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and Jute* oilseeds via#, linseeds, Cotton seeds, Tor fa seeds* 

Groundnut®. H ill produce, v l t i  Tea, Coffee and Hi&ber* 

Manufactured articles* vlx*, Iron and Steal, Paper, Hides and 

Skint, Text!las goods, H I m  and Miscellaneous articles, v lx .,  

Tobacco, wool, Gold and SI Ivor, Spices, Cashewnuts*

A striking feature of eosorcfal teiftt operations hat 

boon the diversification of tftalr acteances portfolio* $1 teazle 

aaouncs of money have been given by banks by way of food procure* 

mint cre d it, loans to agriculture, export finance and advances 

to other prlorlty/neglecfcad sectors ♦ s»a!t • scale Industry, 

road and water transport operators, r  etol 1 traders aid small 

businessmen and professionals and se1f«eB$>leyed persons*

Thus the basic meaning behind all good hanking Is 

that of service to the people, to the Government end to a ll good 

undertakings* working together to build a country, to bullet e 

rising living standard for all and every one*

Today the bcifcsrs, are engaged in this process and 

there are no limitations to their activities* This can ha 

observed Frm  the characteristics of the danker rendered by Chase 

Manhattan, emmeratlng, “A banker today is e lot more than money



8

specialist who wafts for tits community to comet to him* He is 

well rounded* imaginative Individual who knows to present s 

package of ftnanelel services to f i l l  bis clients needs* He Is  

professionally Involved with every kind of business from n 

Government to apace exploration* to problems of an emerging 

nation* And be cannot be pigeonholed because versatility Is 

one of the ingredients of his creed and one of the keys to 

success** •

m M L X M M L M m U  '

with the nationalisation of Commercial banks* there 

has aeon a change in the lending policies* directed towards 

soelo * economic Justice and economic development*

Thus* the Investigator Is interested to find out the 

extent of changes In the trends of advances through the change 

In money supply* national Incase and rate of Interest*

Om of the limitations of the Study is  that the 

reserve §ank of India Bulletins ** import m  Currency and finance 

were not available from 1980 to 1972* The data for Sank advances
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m *  obtained fro® the Reserve Sank of India* iembay* ft* time 

was the Hail ting factor ttm data for the variable* rate of 

Interest (Advance Rate and isnft note)* could not be obtained 

and fiance* tfie study bad to be restricted to 10/0 to I960 

and a compart son of ora and poet national last I on trand of 

advances could not be made*

m M M im  M  M  &TMPTI

!• To examine tbe trend and magnitude of 

variability of the various components* 

comparison of advances In relation to 

money supply* national Income* over a 

period of ten years*

* 2. To quantify the Impact of money supply 

and national Income on bank advances*

I* To analyse the Impact of flate of 

Interest on bank advances*
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w9arik!ng means the accept log* for the purpose of 

fending or Investment, of deposits of money from the public 

repayable on demand or otherwise, and withdrawable by cheque 

draft, order or otherwise** (The flanking Regulation mt§ I9b9)*

In devaluing countries, where economic growth tends 

to be uneven, judicious disbursement of credit eon control • 

haphazard growth* for this reason* m  efficient and comprehensive 

banking system Is crustal*

According to Phtrojsa*@*hedhora, Joint Monaging Director, 

of ICICI« **In the case of banks, t i l l  t$69t the Government could 

only Issue policy directives In respect of use of funds* These 

directives were In the nature of central banking Control, and 

therefore, did not govern the allocation of funds according to 

the economic policy of the Government***

In order to ensure that the vast resources controlled 

by the banking systam were utilised to meet the basic goals of 

public policy such as economic growth and social justice * I t  was 

realised that there was no option but to nationalise $am of the
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staler banks* Consequently* on duly 1969# 16 major Indian 

Commercial Banks * accounting far 93 par cant of tbs tots! 

deposits w r i  national tied* Subsequently, 1n April 1990, slit 

tsars mar® added to the lis ts  **##111 order to further control 

tne economy to meet progressive!? end serve better# the needs 

of the development of the economy end to promote welfare of the 

people In conformi ty with the policy of the State*" as s rasult 

of these landaertis# the share of nationalised banks increased to 

$0*7 per cent In terms of deposits and 90*6 per cant In terms of *

Smnediately after nationalisation, the outlook of 

Indian banking underwent a sea change with branches mushrooming 

veritably overnight* The total miaber of branches In the twenty 

two years prior to nationalisation stood at 9#262« fat# by 

April 1991# the number stood at 3S#!92* As a result the papula* 

tfon per branch declined progressively from 65*000 In 1969 to 

19*000 In tm*

An important characteristic of this mamaotb expansion 

fas the emphasis on more and mors branches in unbooked and under* 

banked rural end semi -  urban areas as also in underbarked States 

of the country* hsw branches opened in rural areas as percsntage 

of total branches opened Increased from 66 per cent In W O  to 

90 per cent during 1990*



12

With regard to the quantum and character of advance* 

hr the Commercial hank* since nationalisation there has bten a 

sharply marked transformation and progress* to December \Jb% 
the bank credit advanced was of the order of nt*2*W croros 

only* while In 1979*80 the bank advances went tpto fi««!7|SI8 

crores*

there has bean a weleoae change In the attitude of 

coBiaerclal banks towards credit dispensation* with greater * 

emphasis on the v ia b ility  of projects fInaneed end the earning 

capacity of borrowers than on security* The lending policies 

are reoriented to suit the local conditions based on the repay* 

stent capacity of borrowers seising from Incremental Incomes*

Table 1

m p w s i i N ..0ff..9SM .$ vm  c r e d i t  r a w  m i  t o  t a w  i «  w b « » t w h

Tears Safe sredlt In P<

1973 -  79 20*6

197* -  75 11.8

1975 • 16 27*7

1976 -  77 17*1

1977 -  78 tk*6

1978 -  79 20.3

1979 • 80 12*0

1930 -  81 19*6



IS

During the year 1973 -  7%# the commercial banka 

credit reglatered a record expansion of Rs*1#32t crorea 

(20*6%) aa coopered to rs*932 Crorea (17.&0 In 1972 -  73 

(excluding the b lits  rediscounted with the Reserve stank of 

India)* Total credit Inclusive of b ills  rediscounted with 

Reserve Sank of India expanded by RS*1#5S0 crorea ( Z k * M  In 

1973-7% as cortpared with t?s#936 crorea (17«Q&) In 1972*73*

This transformation In the resources position of banks during 

the year may be attributed mainly to the Intersection of three ’ 

factors! first# the accelerated demand for bank credit from 

the p rio rity  and essential sectors like food procureiaent 

operations# public sector undertakings and exports# the last 

having assumed added Importance In the context of the o il c ris is ! 

second# the relatively slaver Pace of growth In deposits# and 

third# the deployment of several mamtmtf weapons by the Reserve 

Sank# with a view to further tightening of credit 1n the context 

of mounting Inflation*

In terms of expansion of gross credit# 1n 197% * 7S» 

the Increase was even lower at tt*8% as against 26*5% 1n the 

previous year# so as to contain the continuing Inflationary 

pressure* Despite this# there was a marked Increase 1n advances 

for food procuramant and there was a distinct progress 1n the
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deployment o f credit to priority sectors* Tit© ’Credit Authori­

sation Scheme* wot further streamlined to ensure a mom judicious 

use of bank credit at alto to over • toe the end ute of such 

credit*

The pace of bank credit expansion during 1975 «* H  
was faster then that of deposit accretion* Cross bank credit 

(Including b ills  rediscounted with the Reserve Sank) showed an 

expansion of Rs*2*52t crores (27*7%) as cankered with the ’

Increase of only ftt*955 crores (11*7$) In t9|b*75. A major 

factor contributing to this expansion was the record Increase In 

food procurement credit* Moreover* the t®sp® of branch expansion 

was accelerated and 19 Regional hurst banks were set tip with the 

primary objective of development of the rural economy*

banking trends during 197$ * 77 were characterised by 

a sharp deceleration In credit expansion* and ahlghar deposit 

growth* The lower pace of credit expansion resulted largely froa 

the decline lit the pace of public food procurement advances* which 

had experienced a record Increase In the previous year* The 

expansion In gross bank credit at Rt*l»98l croras (17*1%) was 

Significantly lower than the expansion of ks«2*533«% croras 
<27.3&) In 1975 -  76*
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The gross bank credit expansion during 13?; * Id 

of 8s.l#992 erores (1k*6&) ess somewhat lower then diet In 

1976 * I f  (fts*t#937 erores or 17*7%)* This was entirely on 

account of a decline In public food procurement advances| 

nonfood advances actually showed a larger rise In 1977 * 79* 

Advances for public food procurement, which had Increased by 

89*311 erores during 1979 * 77# recorded a decline of rs*11 

erores during 1977 <* 79* Chi the otherhand# non-food advances 

rose by ftsf#993 erores as coopered with ®s*t#636 erores In the 

previous year*

Sank credit recorded high rates of growth over the 

year 1979 * 79 * gross bank credit rose by Rs*3#297 erores# 

or 29*9 per cent due to the steep expansion in non-food credit 

which was over rs. 100 erores a week on an average than food 

credit* According to the target laid down by the Government of 

India# advances to p rio rity  sectors like agriculture# small scale 

Industries and small borrowers by the public sector banks were 

to reach a level of 33 t/3 of their outstanding creoit by end -  

March 1979* 8y the end of March 1979# the share of actoencas to 

p rio rity  sectors by 50 berge banks accounting for about 95 per 

cent of total bank credit# had increased to 30*5 per cent as 

against 29*2 per cent a yew before* Further# public sector banks 

war® also expected to achieve by March 1979 e credit deposit ratio 

of at least 60 per cent in respect of their rural and semi-urban 

branches separately*
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Further, progress was mam by the banking sac tor 

towards the attaiment of tbs two national targets rotating to 

adrancos to prio rity  m e tars and credit deposit ratio In the 

rural and aaiim rtia  areas* AltHoog.il the target* could not bo 

achieved, at the and of the June 1980, p rio rity  sector advances 

of major bahts which account for 95 par cant of gross bank 

credit constituted 3l#6 par cant of the total net Car* credit 

as against 29#@ par cant a year car liar*

Two Important policy decisions, relating to deployment 

of credit mere m da during the year { ! )  Public Sector SanNt should 

•trtvo to raise tlie proportion of advances to prio rity  sac tors 

f r «  the target of 33 1/3 par cent to bo per cant by 1985#

(2 ) Soaks should actively provide financial support to the tapis* 

fsontatlon of the twenty * point program , which alias at improving 

the lot of the washer section of the population#

The year 1979 -  80 Indicated a significant deceleration

In the growth rate of bank credit# The Increase In bank credit 

In 1979 • 80 mm very much lover at Rs#2,j£6 crores or 12*0 per 

cent as against 22#5 per cent the year before# The slowing down 

of the pace of growth In bank credit was die combined result of , 

substantia! decline of fts#586 crorea In food credit and a m l  lor
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expansion of fts*2#9$2 erores or 17*7 par cant non-food credit* 

THIS decoloration In Panic credit growth lit 1979 * 80 Is  viewed 

In the context of a decline In national Income*

Tile expansion In Panic credit In 1980 • 81 was 

substantially higher at K#*8#332 erores or 19*8 per cent as 

against R**2#38t erores or 12*1 per cent In 1929 -  80* Tiie 

expansion In both the years was the net result of Increase In 

non*food credit and declines In food credit*

as regards the national targets set for deployment of 

credit during die period do!y 1980 to dune 1961# priority sectors 

share was as much as 8S*7 per cent of the Incremental non-food 

gross bank credit as against 83*3 per cant In 1979 * 80* The 

outstanding p rio rity  sector advances et the end of dune 1981 

formed 38*1 per cent of the total net bank credit# compared with 

the target of 80 per cant to be achieved by 1985* In respect of 

the other target diet barks should dsploy 80 per cent of the 

deposits mobilised In rural and semi-urban areas In the respective 

areas, at the end of December 1980# the At! India Credit Deposit 

Ratio of rural office* worked out to §7*2 per cent and semi urban 

offices to 88*9 per cent*

As containment of inflationary pressure is the over­

riding objective of economic policy# a slowing down of the pace 

of monetary and credit expansion became a must and the Reserve
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8ank»s Credit Policy was restrictive throughout the decode 

(1979 * S9|« At the m m  tine hanks were urgeJ to stake renewed 

efforts to provide cdsgtisca credit to priority sectors as well 

as to meet the genuine requfrcsaents of production a pub! Id 

distribution of essentia! commodities and to pay spool a! atten­

tion to the needs of the weaker sections o f society* The 

Reserve Barrie employed a variety of Instruments to restrain credit 

expansion such as qualitative end cpm tltstlvs credit controls# 

raising the cost of credit# tightening refinance facilities# 

bringing Participation Certificates under the purview of the 

Cash Reserve Ratio and Statutory liq u id ity  Ratio etc* Between 

1973 * 1980# the bank rate ranged from 7 per cent to 10 per cent# 

the statutory liquidity ratio ranged between 32 per cent In 1973 

to 35 per cent In 1930* The Bank tightened refinance feci titles# 

and Interest rates on standby refinance from the bank and on 
rediscount!ng of b il ls  with the bank were raised* Quantitative 

guidelines were also set on non-food expansion. Hence# the 

credit policy per sued by the Reserve tank was made more rigorous 

towards the close of the years and thereafter*

Oesplte# the stringent credit policies to be followed# 

the coanerclal banks catered to Increase lending to the prio rity  

sectors# through the Area Approach* lh*s Implied# choosing a 

compact area# Identifying the credit gaps and developing It  

Intensively through integrated Banking Facilities*
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The Village Adoption Scheme which Is  alto an Into- 

grated approach In lending was adopted at a part of the area 

Approach*

In extending Increased credit to agriculture, 

particularly mono, the small and marginal fa n »rt|  Credit Camps 

ware organised by the nationalised hanks#

The Schema of the Differential Rata of interest was 

formulated by the dewernment of Indls In t$?2* The schemt* 1s 

basically meant for Improving the soelo *» economic lots of the 

weaker among the wedc by providing financial assistance to them 

for setting «p smell productive endeavours at concessional rate 

of k per cent* The table below provides sept# ovl dance that 

since the Inception of the schema In igya9 public sector banks 

have made considerable progress*
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At at the Nucabar of 
end of borrows! 

December accounts 
(000*)

Amount
outstanding

(croro*)
Percentage of m t advances 
to total advances of the 

previous year

1972 26 0*87 0*02
1973 230 10*06 0*22
*37% 313 13.35 0*23

1975 *65 20*00 0*31

1976 <095 17. * 0*56
1977 1392 67.99 0*69

1978 1620 00*00 0.76

% m 2076 130*80 o*os

1980 2253 158*1% 0*8$

The rural people benefltted and the share of the 

credit advanced to agriculture* snail scale Industry# profe* 

sslonals and transport operetert roes s e rp ly  from 1% par cent 

In I9$9 to about 33*6 per cant by 1900 • 81# Says ©canonist 

day Ot&ashl t **aanks are mm an accepted part of the rural 

economic landscape and to that extant they have helped modernise 

village economy***
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Since 1975# monitoring and allocation of credit 

In accordance with the priorities of various sectors befitting 

the objectives of the five year plan and formulating a fraaa- 

wotk of differential rate of Interest have been brought out 

for fa c ilita tin g  sectoral deployment of credit* In this 

content# the traditional bank rate policy and the present day 

differential rate of Interest u t il  have their significant role 

to play owing to the mult! »  agency approach of financing •
agricultural and decentralised sectors* In tills regard# the 

recommendations of the A ll India Credit review Comlttee assumes 

e specie! significance which Is "Credlt to richer section In 

rural areas for agricultural production can be at a higher rate 

of Interest than credit for the poorer sections**1
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There Is another notlcfablo change in the bo«k*s 

lending policy in the post -  nationalisation period* In order 

to help hanks increase their contribution towards employment 

creation, the Thakkar Committee recommended that barges should 

cask® an effort to finance various self •employed groups* 3anks 

have hitherto evolved credit schemes for sophisticated sections 

of If-employed groups such technicians, engineers, doctors 

and transport operators with adequate fleet* However, for the •
unsophisticated self-employed groups of modest means, such as 

fru it  and vegetable vendors, farmers undertaking allied agricul­

tural activities and operating cottage industries, cobblers and 

so on, the recommendations of the Committee had been accepted and 

the Government announad a scheme' of concessional rate of interest 

lending for such small people* The scheme c « e  Into force, 

lending to this sector at a flat rate of k per cent per unmet 

provided the borrower satisfied two conditions*

1* He works hard and

2* He doss not employ an assistant in his job*

The Committee had also recommended the establishment 

of an apex body called the Haiti Service Agency to provide 

Integrated financial assistance and technical advice on financial 

management! purchase of raw materials and marketing of products 

to vast multitude of self-employed groups*



Two study groups were appointed under the chairman* 

ship of ProflO.R.Gadgll and v*T*0ahegfa to study respectively

•) trap lamentation of social control objectives 

and

b) gaps In credit retirements and disbursements* 

These g ro ts  found that social control on banks 

did l i t t le  to check the uneven flow of credit between 

different territories* I t  was also not a very successful * 

measure In extending credit to weaker sections of the society 

as they continued to remain neglected* The study group 

suggested that Improvements could be made through a new often* 

tat Ion In banks9 celled the ’ land sank Scheme I According to 

this scheme* ovary bank was to take a lead bank role and 

undertrfte the responsibility for developing certain chosen 

areas by expanding Its  efforts at deposit mobilisation* The 

lead bark scheme was expected to Increase credit to agriculture 

and smell • scale Industries by expansion of banks brandies to 

rural areas and by close connection with other credit inetltu* 

tlons*

24

tn 1969* the lead bank scheme came Into operation 

In 336 districts In the country with the exception of the 

Metropolitan areas like Bombay9 Calcutta* Madras* Chandigarh*

\ V y  
l i b r a r y  ; « i

?‘H>ATOUr_-f>&
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Delhi and Soe* Each laad bar*, was expected to work fit close 

connection with Co-operative banks and financial Institutions 

to f i l l  In credit caps In prio rity  sectors and rural areas*

A review of the social control objectives showed that 

while several controls were Instituted In banks* they failed 

to channelise credit fa c ilitie s  to prio rity  areas and saps 

continued to grow* To serve the needs of the development of . 

the economy the Ooverimnt nationalised caaaercfa! barks* The 

af« of national last I on was

I* to direct resources to those areas which 

had urgent requirement of fundst

tm to avoid the use of credit for speculative 

and unproductive purposes* and

3* to expand the branches of banks to extend 

credit facilities  and encourage banking 

habit to a wider population*

with a world-wide flare of prices and stagnation 1n 

our agricultural end Industrial production recently* fuelled 

an unprecedented rise in prices and 1n turn led to a rise In 

demand for credit* moreover In t‘3?3* when demand for credit
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rose steeply et a time when production was not rising* the 

Reserve Bank Imposed certain credit restraints* To f i t  In 

with these economic compulsions* the bank felt that the time 

was opportune to bring about other reforms In the bank credit 

systems, so that I t  could be geared to fu lf il a developmental 

role In the economy In the comings years*

It  was against this background that the Reserve Bank 

constituted In duly 1976 to frame guidelines for follow-up of 

bank credit* Its terms of reference were*

C I )  To suggest guidelines fear commercial banks 

to follow-up and supervise credit from the 

point of ensuring proper use of funds and 

keeping watch on safety of advene :*t

( 11) to make recommendations for obtaining 

periodical forecasts from borrowers of

(a ) busfnesa/product1on plans and

(b ) Credlt needs



( I f f )  to make suggestions for prescribing

Inventory norma for different Industries 

both In the private and public sector 

and Indicate the broad crite ria  for 

deviating from these norms*

( tv) to suggest criteria  regarding satis* 

factory capital structure ami sound 

financial basis In relation bo borrow­

ing*!

( v ) to make recoanendatfons regarding the 

sources for financing the minimus 

working capital requirements#

( vf ) to make recommend®tIons as to whether 

the existing pattern of financing 

working capital requirements by cash 

credft/overdref t system etc** requires 

to be modified. I f  se, to suggest 

suitable modifications, and

(v f l )  to make recommendations on any other

related (setter as the group may consider 

germane to the subject of enquiry of any 

other allied matter which may bo specifi­

ca lly  referred to ft by the Reserve sank 

of Indie*
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The mechanics of lending In the framework suggested 

by the Committee arei

As a banker should be concerned with a borrowers 

total operations and not merely Inventories of receivables, 

examination of the borrower's operational plan for the next 

year assures special significance* It  1s In the customers 

own Interest to plan his operations, 1f he Is to be assured 

by the banker of adequate credit to meet his genuine produe* * 

t1on needs*

financial analysis w ill cover examination of tits 

borrowers past current financial position, p ro fita b ility , 

production operations for the next year and projected financial 

position at the end of the next year*

The current asset position has to be examined to 

ensure conformity with inventory and receivable norms in 

relation to the projected production*

In settling the quantum of bank finance, the 

operating funds flow and projected financial statements 

provided by the customer have to be amended* This w ill 

lead to an understanding between the banker and customer



on the financial needs arising from the years* operations# 

covering doth long ter® and short term finance as well as 

projected disposition of the resources generated*

In respect of existing advances* excess finance 

over and adore the permissible level should bo Identified 

and replaced on a repayment basis* to be adjusted over a 

period of time* taking Into account customers cash accruals 

and obligations and his capacity to raise additional equity* *

The agreed quantum of bank finance w ill be made 

available In separate account si the minimus fund requirements 

during the year by way of a fixed loan for twelve months and 

the balance* by way of cash credit and or bills*

The quarterly operating statement and funds flow 

statement w ill constitute a segment of the annual plan 

submitted earlier* and the banker w ill see whether the 

quarterly plan 1s more or less In line with earlier expects* 

tfons* Fund needs not directly linked to production needs 

such as for Investments In or loans to subsidiary firms or 

other companies etc** will be evident from thequarterly funds 

flow statement* and the banker w ill hove to take a view cm 

what 1s not permissible*
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The Reserve Sank of India appointed a study groi*>

In March 1979 to review the working of the cash credit system 

In recent years with particular reference to the gap between 

the sanctioned limits and the extent of their utilisation* 

under the Chairmanship of Mf«ft*9*ehore*

The primary aim of setting up this Committee Is to 

1oJc Into the operation of the Cash Credit System and to find 

alternative ways of controlling the flow of hank credit to 

Industry* in order to establish a link between output and 
credit needs*

After analysing the advantages and disadvantages of 

different systems of lending in vogue* vis** Cash credit* loans 

and bills*  the committee cams to a conclusion that no system was 

superior to the other* while considering the characteristics 

of a good system of lending* the Chore committee recommended 

the following measures for the future system of lending by 
the Commercial banks*

O )  The advantages of the existing system 

of extending credit by a combination 

of three types of lending* vis*, cash 

credit* loan and b i l l  should be retained*

At the same time. I t  is necessary to give



som© directional changes to ensure 

that wherever possible the use of 

cash credit would be supplanted by 

loans and bills* St would also be 

necessary to introduce necessary 

corrective measures to remove the 

impediments in the use of b ill  

system of finance arri also to remove 

the drawbacks observed in the cash 

credit system!

( 11) The short term loan system with

fa c ility  for repayment In instalements 

where necessary should be increasingly 

used for financing small borrowers* 

particularly in the prio rity  sectors* 

for grant of packing credits for export 

purposes and generally for a ll types 

of *singte transaction* finance* This 

system could be used where necessary 

1n the case of modi us and largo 

borrowers for grants of o<$toc accomoda* 

tion for specific needs* eg** bunching 

of inports* bonus payments* advance 

payment of incuse tax* unexpected delay 

In collection of receivables etc*
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( t i l )  while the b ill  system of financing 

receivables Is quite popular In the 

country* the drawee b i l l  system for 

financing purchases has not s t i l l  

made much headway. The drawee b ill  

system also requires to be encouraged 

and should progressively replace cash 

credits against raw materials and 

Inputs*

Thus within the framework of the situation created 

by Its  proposal for reduction In bank financing of the working 

capital requirements of Medina and Urge firms* the Chore 

Working Group’ s recommendations are aimed at curbing the use of 

cash credits and Increasing the role of short «* term loans and 

b i l l  finance in the over • all scheme of bank finance* -law the 

question 1st Goes the loan system or b ill  finance system have 

such an overwhelming advantage that i t  Is worthwhile never the*

less to shift from the cash credit system to those as the working 
grout) has suggested*

The system of granting advances by way of cash credits 

has Its  origin in the U*K. In India, this system of tending was 

for the f irs t  time Introduced by the union sank In 1839* Since
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than I t  has matte rapid strides In the grant of credit to 

industry by Commercial hanks* iy 1950*s a much larger 

portion of the bank funds was used to finance the industries 

like textiles, jute, sugar, rice mi its,etc*, through the 

system of cash credits* In addition, banks were also usod to 

finance the movement of agricultural produce referred to as 

•produce cash credits* which ware being liquidated In fu ll 

at the close of the season* Cash credits are, thus advances 

granted by the Commercial banks to Industry and trade for 

meeting their working capital needs* They may be secured or 

unsecured* But ntosfe of the cash credits are secured by the 

hypothecation of raw materials work-in-progress, finished 

goods, stores and spares and are treated as "Demand Cash Credits*** 

Under this system, normally a credit line is fixed every year 

for each undertaking by the lending bank sand the amount is 

transferred to the current account maintained by the borrower 

with it* The borrower Is free at any time to withdraw money 

from his current account*

as at present. Industrial advances made by way of 

cash credits can© to represent a predominant share In the 

credit portfolio of commercial barks* evidently, it  has cam© 

to be regarded as the lone way of making available the bunk
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funds to Industry and trade, primarily due to U s  fle x ib ility  

end operational convenience* The borrower under this system 

Is free to withdrew the funds at any time as required by him 

within the sanctioned lim its, while he Is also free to reduce 

h!s Indebtedness and Interest changes by depositing the cash 

accruals In his account* This has been recognised by the 
Committee Itself and ft observes* “The anxiety to minimise 

Interest changes prompts the borrower to rout® a ll his cash 

accruals through the account and keep the drawings at the 

minimum required level* This ensures lesser cost of funds 

and facilitates a better turnover of funds for the bank as well. 
The f le x ib ility  of the system also takes care of temporary 

requirements of funds by the borrowers without undue delay, with* 

exit detailed negotiations and without creating any problem of 

documentation and security charging*"

The system Is also operationally convenient for the 

customers who can route a ll their transactions 1n one account 

and also few the banks who have to maintain only one cash credit 

accoitfit for a ll transactions of the customer* The account can 

also be operated whether the balance 1s 1n debit or credit* 

Further, unlike the other systems of lending, credit limits are



fixed once In a year and the borrower la not required to 
present his case often times In a single year In the cash 

credit system* The fact that the customers m  well as bankers 

are wall accustomed to I t  Is another reason for Its  continuing 

Importance t i l l  today*

Pursuant to the decision taken at the Finance 

Ministers meeting, the Reserve Bank of India constituted, on 

March 13* 1980* a working group to examine and report on the 

modalities of Implementation of the 20 • Point Programme* The 

Terms of inference of the working Group were*

(1 ) Identification of the specific groups of 

which are to be assisted under the 20 *

Point Programme §

(2) The ways and means of rendering assistance 

to the beneficiaries Identified under the 

programme#

(3) To look into the question of fixing sub -  

targets (within the enhanced overall target 

of kO per cent for assistance to priority 

sector) to the Identified beneficiaries*
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(<0 To consider whether certain types of 

assistance to the beneficiaries Identic 

fled under the program  which Is presently 

not treated as “priority sector** should be 

Includ’ d In the “priority** category«

(5) To consider modalities of evaluation of 

the performance of banks In the lending to 

prio rity  sectors particularly under the 

programme*

(6 ) To suggest an appropriate machinery within 

the banks to monitor the progress of the • 

assistance to the priority sector* parti* 

cularly under the programme and

(7) To make any other feeommendatlons which are 

Incidental or related to the terms of 

reference mentioned above#

The group submitted Its  report on April 22* 1580* 

In pursuance of the recommendations mads by the group* banks 

were advised on October 29* 1980 that

Cl) Forty per cent of tha parlor!ty sector 

lending should be extended to the a g rl- 

cultural sector by 1985*
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( I I )  F ifty  per cent of direct lending by 

commercial banks to agricultural and 

allied activities, should be directed 

to the weaker sections such as snail 

and marginal farmers and agricultural 

labourers by March 1983, and

( I I I )  12*5 par cant of the total credit

advanced to Small -  Scale Industries, •

should be for fural artisans, village 

craftsman and cottage industries by 

1985#

Hence, the commercial banks have emerged as harbingers 

of critica l changes In the socio-economic agrarian and Industrial 

milieu of the country* In India today, no more can the old saying 

** Credit goes to where money la» can be held true* on the other-* 

hand. It  w ill be more correct to say that credit goes where It  

Is required and where It Is productively utilised* Besides, 

the banks have proved beyond doubt that the financial assistance 

they extend when combined Imaginatively with a package of measures 

for enabling the utilisation of the money productively and profit­

ably, can be on Important fastrusont in bringing about the required 

changes In the attitude and aspirations of men, paving the way 

for social transformation and economic development*
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m *.mum .

The dots base of the stud/ and the method of analysis 

used therein are derived below*

Since the subject of the study Is "Trends In lank 

Advances" 1970-1939* secondary data regarding eh® related and 

relevant variables of bank advances* like* the Honey supply* 

national Income and aat© of interest which Include Advance 

Rate and 3ahk Rate* Is needed for the study* as secondary 

data provided an adequate basis for analysis and published 

statistics war© available from 1970-30* the data on bank 

advances were obtained from the Reserve sank of India* gtmbay 

and data on Honey Supply» national Income and Rat© of Interest 

(Including Advance Rot® and dank Ratal* were obtained from 

the various Issues of Report on Currency and finance from 

Southern India aankers* Training College* Coimbatore*

The dank Advance* H-nay supply* national Incase and 

Rate of Interest (Advance Rat® and bank Rate) are defined asi

A clean advance Is generally granted for a short period 

after taking Into consideration the net liquid resources of the 

borrower* Since there Is no security to fa ll bock upon* only such 

parties ©re considered eligible as would at short notice be ejected 

to adjust the accounts*
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m m ,r s u p h t »

Hooey supply comprises currency with the public 
and such of the deposit money with the banking system,

Including the Reserve sank of India, as Is withdrawable ’on 
demand»♦

income«

National Income Is defined as the sum of Incomas 

accruing to factors of production supplied by normal residents 

of the country before deduction of direct taxes* It  Is 

Identically aqua! to net national product at factor cost*

Of INTEREST*

Interest Is the money which Is paid for a loan or 

the use of money* in the case of a banker, Interest Is paid 

by him to cue toners for money deposited, and Is received by 

him for money he has lent to custoilers* Interest Is expressed

In terns of an annual rate of percentage upon the principle*

T?f,

Advance rate Is the lending rate, at which commercial

baiks give loons to the public for commercial purposes*
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' The Sank date is the advertised minimis rate at which

the Reserve Sank w ill discount approved b ills  of exchange, but 

the rate which was actually charged to customers who kept their 

accounts with the Bank was the current market rate, which was, 

as a rule, lower than the dank Rate* The rate was regulated 

according to the supply of money, on the one hand and the 

demand for i t  on the other* The rates, whether for loans, 

discounts or deposlts were regulated more or loss, according to 

the dank Rato* The bank rate has now assumed soma of its  former 

significance as eweapon in the hands of the Gcwernraent to check 

Inflation and stimulate demand as and when necessary*

..

The investigator has presented the analysis under the 

following headings!

1* Correlation Analysis 

2* Linear Regression Analysis 

3* multiple Regression Analysis 

k* Compound Growth Rate Analysis



5* Graphical Representation

a* Multiple bar diagram 

b* Trend tine 

c* yearly Fluctuations*

iM -Jtm tw ia * . analysisi

The method of correlation along with coefficient of 

determination Is used to measure In one figure the degree of 

relationship existing between the dank Advances, Money supply, 

National Income and Rate of Interest (Advance Rat® and sank
pate)

where «a* Is bank advances! #y» Is for the variables, money supply 

supply, national Income and rat® of Interest*

The square of the correlation coefficient Is also 

computed to find out the coefficient of determination*

The correlation was obtained by using the formula*

r
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The Linear Regression Analysts Is applied to the data 

to determine the average probable change In the Sank Advances 

due to die variables* Honey supply* national Income and rate of 

Interest*

The Linear regression was found out by qpplytnj die

formulas

A * 1 * has ( S~$)

bes teda) Ud«)
£d i2 -  (£<Ja)2

vjhere •A* refers to bank advancesi and S reforms to 

the variables* money supply* national Income and rate of Interest*

J h L J M d M & M r m M M i

Multiple Regression Is used to assess which variable^ 

among the three variables considered for the study Influenced 

bank advances and was the dominating factor#

The multiple regression Is found out by using the 

following formulas



the estimated regression line w ill be*

At *  ba  * b l  * lt * H  %2t *  b 3  x3t
/ v  A*

ithere* b0* b|t b2, b| are the estimated parameters of 

b0t b|t b2 and b  ̂ respectively*

The estimate of the parameters are obtained by the following

formal ae*
Abo • X <* b| Xf «• A — /Vbjl- »3 *

(81 • £ X| £ X|X2 £X, X,
*«2 *1 ^ 4 £X2 Xj
^X3 x«  ̂ *2 *3 V X3

Estimate of b|» £Xfa ^X|X2 »*! *3 ]£X2a £ x| ^*2 x3
£Xj* iX3 x2.... * _ . 4.].

1® iA
h* £ X| £ X|ft £X, X,

£ X, X2 £X2. £ X2 X|
L * 3 x! £X3* £ X|

A - * '■ !V £X| ^X|X2 £X|8
£ X, ^  J-XjS-X/ £X2«

- L b * ...



•a* refer* to bank advance** *X*| • money supply X2 * national 

Income* X| • advance? rate / sank rate*

The small letters of the parameter denotes Its  dev!a* 

tlon from the corresponding means*

The standard error test Is also used to test the 

significance of the derived result*

£«? * flf ♦fcbf \  feX|%*£&2 m 2 -£b3 a*3 

Sn ■ £ « | / n - *
A

Variance b| A*­
* £X| £X2 x3

£Xj l xi ........ £ l |

A
Variance b2

i. i»l
* 6 fl ix f  £X| *3

£Xt xi ..... £.X|

A
Variance bj «  6n

(»!

H| X| X2

gXf x2 ^x|

!®l



The variance of each parameter Is the product of 6n 

multiplied by the ratio of the minor determinant* The minor 

determinant for each parameter I* formed by the elements of 

the determinant left after striking out the row and coitus?

Including the parameter associated with this parameter and Is 

divided by the determinant 3*

The standard error test used 1st

Sb| * y/ variance b|"1"'

I f  S (b|)<(*$) bj« then the estimate bj Is statistically sign!* 

fleant at the 5 per cent level of significance*

Aa-fiflMP.ouHQ m m m  bate »
9

The growth rates of bank advances and national Income 

for ten years was computed by fittin g  an exponential function 
of the form

t

A »  Rcb*

where A Is Sank advances and *t* Is time# Sy taking 

logarithms of both sides of the equation* I t  takes the form*

*2
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Log A »  Log K ♦ bt Log e

tog A • tog K ♦ tit

If  m  put tog A ■ Y and tog K * at for convenience take, 

the equation becouesi

T • a ♦ bt*

a u a s e a i s a u m w i i

The Graphical Analysis was used to f i t  a trend line 

for Sank advances and show the yearly fluctuations 1n bank 

advances and the variables*



IttaJfcSULTS AMO.DISCUSSION

Results of the study on "Trends In Bank Nonces"

®r© described under the following hoods•

!• Growth of Bank Advances over a period of 

ten years {1370*1980) as colored with 

Motional l neons §

2* Growth Mates of Hank Advances, money 

simply ond Motional incase i

3* Magnitude of variability of hoik advances 

In relation to money supply, notional Income 

« k3 rate of Interest (Advance Mate and Bank 
Rate)

Jl-,.SSffTTM 9f.M m  mmiQUAH TM BEfrm-HCE PtRIX CI97Q-8Q>
m  overview of the position of bank advances, In 

relation to national Income in India Is presented In the follow* 
Ing paragraphs*

Table IV gives the details of the share of advances 

and the size of national Income In India during the years !970*80*



Is U & M
in m io  -  lasoi

I rsi In crores)

■tsar. Mfance* national Ineuaa

1970 4684 33,966
1971 SI6I 35,756
1972 S732 38*921
1973 7306 49,631
i m m&9 58,137
1975 I06IS 60,293
1976 12786 63,600
1977 1M98 76,109
1970 17834 81,228
1979 20750 90,173
1980 24364 1,10,011

Advances are considered as a mean* of Investment; and 

capital formation facilitating the day-today trade and business 

thereby enhancing economic growth* There was a $|k • fold 

Increase In advances during the period under consideration m  
G m  fhfar that banking tnsltutfons case to play crucial role



so
than the non~f|nanclsl Intuimedfarfcs* with the nations!Isa* 

tlon of hanks and lisportance given to the priority sectors, 

the neglected sectors are also turning to hanks for financial 

assistance and have coma to depend on there Increasingly*

The Increase In national fncormi was only three fold 

as compared to the six * fold Increase In hank advances. This 

Implies that with every Increase In Income, the Increase In 

hank advances Is twice as much and banking habits have picked 

*  In the country with the spread of banking institutions In the 

backward areas. And the lead bank mhom which crnm Into opera­

tion also helped to f i l l  fn credit gaps In prio rity  sectors.

ftPjMflfiS?,§ waupnal tHcm  .am mm: y s u r^ y

Table V shows bank advances as a proportion of national 
Incase and Money supply.
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M te JL
a t .M ism m x. supply

<fculflLJC9r!tt>

fear

0 )

Advances

<2)

national
Income

€3)

Honey
supply

(4)

Coltnm (2) as 
percentage of 
col urn (1}

(51

Column (2) 
percentage 
col urn (4) 

(61

1970 4684 33966 6,729 13.79 69.60
1971 5161 35756 7,557 14.43 68.29
1972 5732 38921 8,559 14.72 66.97
1973 7306 69631 10,052 14*72 72.68
1974 8489 58137 11,572 14.60 73.35
1975 I 0 6 IS 60293 12,547 17,60 84.60
1976 12784 63600 16,667 2 0 . 1 0 88*48
1977 16398 76109 30,263 18.91 67.57
1978 17824 81228 36,143 21.94 69.31
1979 20750 90!73 63,756 23.01 47.42
1980 24364 ItO Ott 51,326 22.14 47.46

Bank advances as a ratio of nation®! Inccme stood at 

13.79 par cant In 070* This ratio increased to 22.14 par cant 

In 1980. whl la 3ai* Advances as a ratio of money supply decreased 

qolta sharply frost 69.60 par cant to 47.46 par cant. This shows
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that national Income .and money supply are relatively oars 

Important variables Influencing advances* Another cause for 

the growth of advances as e proportion of national Income than 

money supply could be attributed to the resources mobilisation 

programmes of hanks In favour of the backward areas* The decline 

In bank advances as a proportion of money supply could bn referred 

to the Increasing rate o f Inflation In the economy* The Reserve 

Sank of India thus pursues a stringent credit policy through 

qualitative and quantitative measures to curb Inflation while at 

the sane time mobilises resources effectively*

Table VI
* maittTiUP£ o f . vARiaaaiTr ktwkh 3AUK M v . i m M .

K M l m  IWCOfC AMO ft Mi- of m m c n  tAOVWCC M L a m i W  RATS.)

fear Advance* ?at,=>na'  M°™>vInco-ne supply

C0ltmn(2) ColtnmU) 
as percen- as percent*
tag® of age of 
d d lu w C I) m lm s & l__

Advance
sate

3ank
Rate

1,11 ' 2 3 * 5 6 ’ 7 1 s " "

1970 *68* 33966 6729 13.79 69*60 7*0 5*0

1971 5161 35756 7557 1***3 68*29 0*5 6*0
1972 5732 38921 8559 1**72 66.97 8*5 6*0

1973 7306 69631 10052 1**72 72*63 8.5 6*0

197* 3*39 58137 11572 16*60 73*35 9*0 9*0
1975 10615 60*293 125*7 17*60 0**60 13.5 9*0
1976 1278* 63600 !***7 20*10 03**8 1**0 9*0
1977 1*398 76109 30263 18*91 67.57 l**0 9*0
1978 1782* 81228 36163 21.96 69.31 13*0 9*0
1979 20750 90173 *3756 23*01 67.62 16*50 9*0
1980 2*36* 110011 51326 22.16 *7**6 16*50 9*0



The above table reveals that, as advances are Increase 

Ing, the advance rat® and Bank rate are also Increasing, leading 

to the conclusion that this Increase In Interest rates due to 

an Increase In advances might be due to the accelerated demand 
for bank advances from the priority end essential sectors Ilk® 

fool procurement operations, public sector undertakings etc*

The magnitude of variability of bank advances from its  

mean value Is computed by using the method of correlation* The 

co-efficient of correlation showed the association be Mon bark 

advances and the variables national Income, money supply* rat© 

of interest (advance rate and bank rate)

The results of the correlation analysis are given In

Table VII

Table m

fiORWELAHTH « M £ »  ZMK i mo HATIJW*. IttCJtC. .Mf-Bfet.
SUPPlt. rate or MTebest Om aiCi. a m  a w  3ahx ratc!

MO* Variables Correlation
sa fU ls  laafa

Coefficient of 
tiS£SC2l03£laS.

1* Motional Income *32 • 102b

2* Honey supply •30 *09

3* Rate of Interest

a* Advance rate •25 •0625
b* dank ret© • 11 *0121
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The correlation coefficient between bank advances 

and the variables was positive though the site of the co­

efficients m m  lo# and inaplte of 'this nations? Income m s  one 

of the most Important variable Inftuenclng Sank Advances with 

money supply following close * by* The- co-efficient of deter* 

mined on showed that *1021* of the variation O f hank advances 

Is associated with national Income and *09 of the variation 

In bank advances could he attributed to the change In money 

supply*

, The variation lit tomtit advances could also be attributed 

to changes In advance rate (*0625)# but variations In bank 

advances due to changes In tomtit rate Is negligible# that Is by 

*0121.

fr m  the above table# I t  sen thus be Inferred that 

ether factors may als> Influence the variation* In bank advance* 

vastly than the variables tslcsn by the Investigator*

mmmjmm ..- • ?  mm..i m s i s .M Agm m jim um M m L

The Compound growth safe Analysis Is an Indispensable 

too In studies m  trends* These growth rates ere in a way a 

•uamsry atstspart of the way In which the variable (Sank Advances 

and hat I am i Income) have behaved over a period- of titan*
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The exponential function fitted to the related data 

yielded the results shown In table VIII*

m t e u m
COMP-JUWO SS3WTH .Of » m  W O  WATI-MAt, » I C «  ( 1 9 2 0 -9 0 1

Si!i2j  t S i e i g  coefficient

|» 3©nk dvonces 1566

2* national Income 1096

asm sst

• m

*S2|

The compound growth rate of bank advances Is higher 

than that of national Incase* WMIe bank advances increased at 

the rate of .285* tho national Income Increased at a compound 

rate of *527* This shows that bank advances Increased at a 

faster rate than national Income* This may be due to* the
-be

unalloyed turning banks for financial assistance In the hope 

of self-employing themselves*

Table IX

S.NO. U Q ia c -S a a ta a ila a Correlation
s a s C U s i m

I* Money supply *601 • 9m

2* national Income *279 .3870

9* Advance H ate 176259*86 • 32U

6* dank Rate * 9 9 5 * 1  •* .7*52
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The regression coefficient of Advances (A) on money 

supply (S| Is denoted by the symbol •has** It  measures the 

change In Advances (A) corresponding to a unit change In Money 

Supply ($)• From the result the Investigator comet to die con­

clusion that the rot® of change In advance Is directly Influenced 

fay the Money Supply (.601)* This shows that there Is a positive 

correlation (*3723)* between the Advances and money supply*

It  can ho Inferred that the Increase In Money Supply 

and Its  Influence on Advances may be due to Increase In National 

Income which also Influences ths bank advances#

Similarly the rat® of ehang® In .advances Is directly 

Influenced by the national Income (*273) but to a lessor degree 

than Money Supply* The correlation between Advances and national 

Income too Is positive (that Is *9870)*

From the analysis the Investigator expresses that the 

Increase In national Income and Its  Influence on advances may be 

pinned down to the growth of the productive sectors of tits economy*

The above table also shows the changes In Advances due to 

a Change In Advance Sate (176259*36) and the correlation between 

these two was also positive (*9211)*
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Frara the above table It  can be concluded that the 

chaise In advance* rate which brings about a change In advance* 

wa* due to Increasing amount of Imsm provided by the cossercia! 

b^iks and the Increasing dependence of people on f Inane lot 

Institutions for financial assistance*

From the results shown In the above table, the Invest!* 

gator comes to the conclusion that the rate of change In advances 

1s directly Influenced by the sank Rat® (2995^1*96)* This shows 

that there 1s a positive correlation (*7%52) between the advances 

and the 8ank Rate* This may be due to the fact that, the dank

Rate 1s the minimus at which the Reserve 3onk discounts the 
approved b ills  of exchange*

From the standard Error *Test* the Investigator Infers 

that the relationship between Advances and the variables Is 

statistically significant at the $ par cant lave! of significance 

(that 1s for advances and money supply 12*23 >2* advances and 

national Income, 1S*¥» >2f advances and advance Rat®, 707*87 >2* 

advances and dank Rot®, 3358*^5 >2)*
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MULTIPLE nESBfSSt-JN K M B  APWMWES AWO H-MET MEeUfi
iwc^g m&. m & M L Jim .

h m m is b ls a -
Correlation
to tt ic l& tt

i* Money supply *19% *9712

2* National income *11%

3* Advance Rat® 22%70

Multiple degression Is used to find the dominating factor 

Influencing bank advances* for this purpose# the following 

hypotheses was assumed by the Investigator*

1* Advances are Influenced by Money Supply# 

national Incorse and Advance Rate*

2* Advances are Influenced by Money Supply#

National income and (lank Rate*

Advances are directly Influenced by money supply by 

•I9fcy National Income by *11%I and Advance Rate by 22%70. 3ut 

this has been tested with the help of standard error test which 

shows that advances are directly Influenced by money start? by 

*877%t which Implies money supply 1s statistica lly significant 

at 5 per cent level of significance {that 1s b| ^

{h\ bf » * m m ^ * 0 9 n u
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Frau the te st done by I n v e s t ig a t e , i t  i s  cle a r that 
National incane and Advance nat© when regressed together with 

nonay supply are not s t a t i s t i c a l ly  s ig n ific a n t which implies 
that there may be other in v is ib le  fa cto rs influencing advances 
rather than National Incaas and Advance tat© apart from Honey 
supply•

l& IS J U . '
wv.mccs «  m r  sum .r. watmhm 

imc»k ana mm rate

it£&* Jtaciei8« -  a g a a iila c -ts te t  § £ ? ? }$ £ «

1* Money supply • 162 .3828

2* National Incoie *158
3* dank rate 20330

The second hypotheses could be written as, dances 

are influenced by Money Supply, National Incase and Bank Rata*

Advances arc directly influenced by Money Supply by 

• 162t National Incan® by *1SS| iionfc Rate by 20330* To tost the 

hypotheses# Standard Error test 1s applied# showing that advances 

are directly influenced by National Incan® by (£77) which expli* 

cits# National Income Is statistically significant at the 5 per 

C'ot level of Significance (that Is $bj */vartanee b2^( *)b2 * *077^ 

• 073)



Fran the above analysis* the Investigator* concludes 

that Honey Simply and Sank Rat© ©re not statistically s l g n l f t -  
can^t which means that there may be other exogenous factors 

tike trade cycle* value o f money etc** Inf tuenclng advances

rattier than money supply and bark rate apart frost national Income*

M im ic a l  analysis#

The multiple bar diagram Is Illustrated In figure I .

The figures shows that between 1970 to 1977* smell scale Industries 

received a considerable amount of advances (Ra.370 crores to 

RS*f320 crores) from the Commercial banks than that of the 

advances received by the agriculture sector (fis*30O crores to 

Rs* 1*280 crores)* aetween 197? • 1980 there was a significant 

chMiga In the attitude of the commercial banks In providing 

advances towards agriculture sector (Rs»2*970 crores) colored 

to the advances given to small scale Industries (iis*2*640 crores)*

The Investigator eases to the conclusion that the 

Increase In amount advanced to small scale Industries between 

1970 -  1977 may be* In trying to reduce the extent of unemploy­

ment problem 1n rural areas. After 1977# Importance was given

to the agricultural sector so as to augment food production and 
National Incase*
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Coming to tm  advances gtwn by the Cmrnrclot barks 

to other prio rity  sectors (education# Professionals# transport 

**«♦)§ the multiple Oar diagram showed that there has been an 

Increasing trend of advances from Iff®* ns#too cruras to 

Rs*!|270 crores In I960* This shows that there has been an 

upward trend of advances to other priority sectors so as to 

ehhance self-employment among the people*

iM M LA im  ...«».m m  m m m  m m m *

The Investigator has divided the data Into two parts# 

that Is data for the years W O  to 197%# and 197% to 1980* For

1970 to 197% the Investigator has calculated she mid-point of 

advances as fts«6*600 crores# Indicated by the year )97t| and 

similarly# raid-point as rs*I9#900 crores Indicated by the yaar 

1979* Hence# the Investigator has joined the two mid-points 

(Indicated by the years 1972 and 19791 and obtained die trend 

line Illustrated by figure II*

Mpto the year 1971# the actual advances Increased from 

(Rs.%#6oo to as*5#IOO crores) within the trend lino* whereas from

1971 onwards# the actual advances Increased tremendously from

(its*S#tOO crores to £ls*2%#399 croras) beyond the predicted trend 
line*
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Hence# the Investigator Infers that the rising trend 

In advances may be duo to a Increase In national Income aid 

economic growth and development* It  may also be due to Increase 

In food procurement credit and acceleration In the tempo of 

branch expansion with the objective of development of the rural

m i .o u B it o w m i

The graphical representation of the yearly fluctuations 

Is shown tp figure til*  The Investigator Infers that Advances 

Increased In a proportionate way from 1970# Rs.5000 croras to 

fts*2%#300 crores In 1980* Along with an Increase In advances 

there has been a proportionate Increase In money supply fro®

1970# that Is Rs*?#O0O to 8**l%#000 crores In 1970* Again# 

there Is a sharper Increment of money supply from 1970# fls*l%#0OO 

to fts*5l#QO0 crores In I960* This may be due to the Inflationary 

situation In the economy*

As regards National Income# there Is an Increasing 

trand from 1970 to 197%# Rs*3%#000 to ®s*58»0O0 crores and between 

197% * 1975 there has been a slight Increase In National Income# 

that Is from ®s«58#OQ0 to rs#60»OO0 crores aid this has Increased
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tremendously to Rs*t,00,000 crores In 1980. I t  can thus he 

confirmed that Incase Increased due to the Increasing grass 

national Product of the economy* so higher the National Incase, 

higher w ill be the advances provided by barhs*

Due to an Increase In national Incase, money supply 

and advances, there has also been an Increase In the advance 

rate from 7 psr cent In 1970 to 8*5 per cent In 1071# Tha 

advance rate remained stable at 8*5 par cant for three years, 

(that Is from 1971 to 1973) and than rose sharply to f|#5 per 

cent In 1975* I t  stepped up s t i l l  further, t i l l  I977 (lb  per 

cent) and fluctuated down to 13 per cent In 1978, rising again

rapidly %> 16*5 per cent In 1979# again remaining stable at 
16*5 per cent In 1980*

Sim ilarly, the bank rate remained constant for four 

years at 6 per cent from 1970 to 1973 Increasing s w iftly  to 

9 per cent In 197b and remained stable at this irate 9 per cent 

t i l l  I960* This shows the stringent monetary or credit policy 

being pursued to chadt the Increasing mousy supply and tliereby 
Inflation In the economy*
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The Investigator foots that* through Her study* 

hot Indicated the trend In honk advances and the efforts 

tm m  by the Ooverwsont and the Central dank to Help the 

p rio rity  sector by changing thalr policy to attain the goat of 

economic development*
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Tlie • Study on •Trends In tank &frsnoes* use under*

taken tot

I* Examine the trend and magnitude of variability 

of the various components* comparison of 

usances In relation to money supply, national 

Income* over a period of ten years*

2* To quantify the Impact of money supply and 

national Income on hank advances*

3* To analyse the Impact of Rate of Interest on 

hank advances*

The data for the study mas mainly drawn from the

Reserve Bank of India Bulletins * Report on Currency and

finance#

The study mainly a lined at comparing the behaviour 

of Key variables* Honey Supply9 national Income and Rate of 

Interest (advance rate end bank rate)* over bark advances using 

the various methods of analysis aval labia* The Compound growkfe



m

ret® of notional loco®® and bank advance® are capered and 

the Impact of the variable* on bank advance* are 

using the method of correlation, Linear Regression and Mtiitlfji 

Regression* The Graphical Analysis was also used to depict the 

trends In hank advancestyearly f  1 actuations among hank mtomeaa 

and the variables and Multiple Bar Diagram, to analyse the trend 

of bohk advances lent to the p rio rity  sector during the post * 

nationalisation period*

The main finding* of the study can be stsamrlsad 

as the followings

1* The Increase In national Incase was only 

threefold as coppered to a si* * fold 

Increase 1n bam advances*

2# National Income and Honey Sipply are two 

relatively more Important variables 

Influencing advances*

3# Advances and. Rate of Interest (Advance 

gate and Sank Rate) Increase due to the 

accelerated demand for Sank Advance* 

from the p rio rity  and essential sectors like 

food procurement operations, public sector 

undertaking etc*



%* The coefficient of determination show* that 

• 1(12% of the variation 1n bai* advances was 

associated with hattonal Income and *09 of
f

the variation in Sank Advances could he 

attributed to the change in money supply* 

as compared to the changes in national
5

income ami money supply* the changes in 

advance rate and hank rate is comparatively 

less on bank advances*

5* Bank advances increased at a faster rata 

(•785) than national income (*$27)*

8* The rata of change in advances was directly
*

Influenced by money supply (*%©t) national 

Incorse (by *273)1 advance rate (by176259*8%) 

and bank rate (by 299S%t*96>* The relation* 

ship between advances and the variables 

(money supply* national Income* advance rate 

and bank rate) was statistically significant 

st the 5 par cent level of significance*
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7* The swl tipi© regression proved that when 

money supply* national Incase and advance 

rate were taken together» money supply 

was statistically significant and Influenced 

bank advances rather than national Income 

and advance rate*

8* On the ©therhandp when money supply* national 

Income and bank rate were taken together* 

national Income m% statistically significant 

and had a role to play In determining the 

Increase In bank advances*

9* Thera has been an upward trend In bark 

advances towards the agriculture sector 

(KSclOQ crores In 1970 to fis*2*970 crores 

In 1980) as compared to the small scale 

Industries (f?s*370 crores In 1970 t©

£$*2*669 crores In i960) and others 

(ns.loo crores In 1970 to Rt*!»270 crores 

In 1980)*

10* from 1971 onwards the actual advances

Increased tremendously from rs*5#100 erases 

to ft s*26*300 crores* beyond tim predicted 

trend line*



f it  Along with m  Increase In money supply* 

national Ineon and advance rata* there 

has been an Increase In bank advances* 

whereas* bank rate has Increased from 

6 per cent to 9 per centres remained 

stable from 197b to 1980 at 9 per cent*

The above summary* leads the Investigator to make a 

fee suggestions regarding the Improvement In the allocation 

of loans* as the following*

The bank may adopt a three-tier system* each biirk 

consisting of a set number of rural branches* branches In a 

town* branches In a city* with an open branch to dsclda 

policy matters for different offlceacoperatlng In different 

areas In the country*

The number of Ccxnmsrclal banks stay be reduced to 

eight or nine so that healthy competition may continue* et 

the same time duplication of operating a large number of bsnks 

may be avoided* The Investigator also suggests that the savings 

scheme differ to some enfant to lend an element of competition*
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Any re-el tom t ion of credit could be carried out In 

a phased manner permitting a il sac tors to adjust and prevent* 

1ng dislocation In econoale activity which would ensure 

against any drastic once ovarttftsnge*

Again any re-allocation of hank advances would 

necessitate changes in Interest rates to the differant sectors 

i f  overall bank v ia b ility  Is not to be a causualty In the 

process*

At present# banks depend on field officers end agri­

cultural assistants who v is it  rural areas to find out prospec­

tive borrowers end assess v ia b ility  of the applicants projects* 

The trouble is  that the fie ld  officer cannot stay long in a 

particular village to find out the genuine borrowers# So# the 

local leaders# m. U a. »s and H*P**s should extend full co-opera­

tion to the baric* In identifying the genuine borrowers or 

economically viable projects*

The existing fie ld  officers and agricultural assistants 

should be preferably a lloyed In their respective heme villages 

where they can easily Identify vfabla projects*
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I t  1$ In this context that proper linkage bo M a n 

co-ow atfves and e m m re M  banks Is suggested and not only 

have mw procedures of landing to b® evolved to suit the 

needs of the now classes of borrowers* but the whole pit! !o*» 

sophy of landing has to undergo a change*

To conclude* the Kamath working Group (appointed by 

the kesorve Sank of India}* On limit!•agency approach has 

rightly observed* “proper and use of credit should be the Kay 

not® of Institutional finance to agriculture* for I t  haa a 

direct bearing on the quality of lending aid eventually the 

recovery performance* neither of which any credit Institution 

can afford to underestimate* The emphasis has to be on the 

quality of Inspection rather than on the periodicity of 

Inspections# tending Institutions should evolve a well * 

structured Inspection procedure which should alts a l a  meaning* 

fui and productive followup of advances*«
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