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REPORT OF .THE WORKING GROUP ON 
EXPORT CREDIT AND FINANCE 

INTRODUCTION : 

One of the more significant aspects of our export promotion 
effort is the atlention now being paid to export credit facilities 
by way of enlarging the quantum of finance going into this field 
and by making such finance available at a reasonable cost. This 
question has formed the subject matter of three working groups, 
the most recent of which \vas convened by Dr. S. P. Chablani 
and which, reporting in October 1964, provided a comprehensive 
treatment of the problem both in its policy and procedural as
pecl6. 

2. While the importance of export finance is clear and has 
been recognised as such, it is equally to be admitted that any 
measures taken in this sphere have to be integrated into the overall 
credit pattern and policieg. The Reserve Bank of India is 
primarily concerned ·with the 1·esponsibility fOr the forn1ulation 
and implementation of credit policy in keeping with the currc_nt 
requirements of the economy. As part of its promotional func
tionS: however, the Bank has ·attempted to insulate the export 
sector from the impact of policies directed towards restricting 
the volume of credit or of raising it< cost. 11Je banks ha\·e been 
urged not to reduce credit to the export sector while pr.uning 
their credit portfolios. At the same time, they have been advised 
to take positive steps in the form of instituting special schemes of 
finance to the export sector such as the Export Bills ~kheme, 
the Rupees Exl'ort Hill Scheme and, mm·e reccJ\tly, ihe Packing 
Credit RefinanCe Scheme. · The objective behind these schemes 
hao:~ been to enlarge the area of the Reserve Banks; refinance 
facilities to the export sector, both at the postshipment and pre
shipment stage. Export Credit has been given a 1prdCrrcd sector' 
treatment. But nonetheless there have been, from time to time, 
complaints from eXporter~ about either paucity of credit or its 
high cost or both. The commercial ;rinks on the other hand, 
feel that. the existing procedures are such that adequate use 
cannot be made of ~he facilities available and that, in the result 
the 'preferred sector' statuS has not been translated into reality. 
It was with a view to examining how, within the Jroad frame
work of the credit policy, the current facilities provided by the 
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Reserve Bank could be more fully utilised that the present Working 
Group, consisting of the following members was constituted in 
March 1966 :-

Shri D. S. Joshi, 
Secretary, 
l\1inistry of Commerce. 

Shd A. C. Banerjee, 
Joint Secretary, 
}.,f inistry of Commerce. 

Shri C. H. Bhabha, 
Vice-Chairman, 
Central Bank of India. 

Shri P. C. D. Nambiar, 
Manager, Forei&" Departmqnt, 
State Bank of India. 

Shri G. Laksluninarayanan, 
Joint General Manager, 
Indian Overseas Bank. 

Shri S. B. Kaji, 
Assistant General 1vfanager, 
Bank of India. 

Shri K. P. Sen, 
Jvfanager, Foreign Departn1ent, 
United Bank of India. 

Shri M. Narasi1nhan, 
Director, Banking Divis.ion, 
Reserve Bank of India. 

Dr. S. P. Chablan.i, 
Managing Director, 
E. C. G. C. 

Shri C. K. Srinivasan, 
Secretary, 
E. c. c." c. 

Chairman 

Convenor 

Member 

Member 

Member 

!\I ember 

Member 

Member 

l\Iember 

Member 
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3. All the meetings of the Working Group, except the last, 
were held under the Chairmanship of Shri D. S. Joshi. His 
association with the Working Group came to an end with his 
transfer from the Commerce Ministry as Cabinet Secretary. 

4. The Group had also the opportunity, at one of its meetings, 
of discussing with representative exporters their difficulties in 
the matter of olotaining adequate credit, at reasonable cost, f<>r 
their production and export operations. 

5. Though availability and cost of export crt·dit are but tw<> 
dimensions of the same problem, the Group has approached 
the question b'5' drawing a conceptual distinction between these 
two aspects, so as to facilitate a separate and detailed examinat
tion of each of them. 
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AVAILABILITY OF EXPORT CREDIT 

· 6. Export Credit is required both at the preshipment and 
post-shipment stage. Most of the discussion on the subject 
generally refers to post-shipment credit, though p1·c-shipmcnt 
credit is of no little importance. The current procedures 
in respect of post-shipment credit arc well set out in the Report 
of the Chablani Group, referred to earlier, and we confine our
selves to recapitul~ng the more salient aspects of it. The bulk 
of post-shipment credit is in the form of discount of bills. Of 
the total Bill Finance, the sight bills account -tor a substantial 
portion. ·The credit element here refers to the period between 
the tin1e a bank takes the bilJ in for collection and the reimburse
ment of the exporter. This generally does not take longer than 
10 days, and, to the extent that banks place the exporter in funds 
for the intervening period, they hriVe provided the credit. The 
ability of banks to do so depends, as in the case of their other 
credit operations, on their resources position on the one hand 
and their assessment of. the credit-worthiness of the individuai 
custon1er on the other or . what n1ay be broadly described as 
finance considerations and risk considerations respectively. The 
amount of sight bills held at any one time was estimated at about 
Rs. 38 crores at post~devaluation exchange rates. As a 
proportion of total credit which .currently is around Rs. 2,672. 2 
crorcs, sight bills would not account for more than 1.4 per cent. 
The absence of refinance faciliti~s cannot be considered a major 
Jimiting factor, and the workin'g party on the cost of Export Credit 
'"':h.ich considered the question _at length, did not. favour the pro~ 
VISIOn of refinance at conccsswnal rates for tlus purpose. \.Ye 
endorse this view. 

7. In respect of the usance bills, the banks may either 
negotiate the bills, in which event the exporter obtains funds 
immediately (subject to cliscount), or take the bill in for collec
tion. Ba~ need. not fi1ce any r:so~rce probl_t'Jn in ;t..o.spect of 
usance b1lls negotiated. If the b1ll Js denommated m . foreigr 
currency, there is no difficulty in its being discounted ahroact

1 

Foreign banks operating in India send their bills abroad fo: 
such discount while Indian banks sccrp generally tn prefe1• t 

1 

hold such bills to,maturity (though the exponer has been put i;' 
funds earlier). This may,l:>:c pa•·tly due to the absence of the sarn~ 
degree of liquidity pressures on them as in the case of foreign 
banks and, possibly, to the fact that they may not he able to obtain 
as fine rates as the foreign banks do in 1narkcts abroad. In any 
event, once a bill in foreign currency is negotiated by a bank 
the initiativ~ lies with the bank as to whether it wishes to obtain 
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immediate reimbursement by discount abroad or not. Even 
if it wishes to hold it until maturity, it can obtain refinance in 
India under the Export Bills Scheme of the Reserve Bank but at 
rates determined by the net liquidity ratio of a bank. It is then 
a question of the cost of refinance and is more appropriately con· 
sidered when we deal with interest rates in respect of export credit. 

8. With regard to bills denominated in rupees, facilities for 
their discount abroad are obviously not present. The Reserve 
Bank, therefore, operates the Rupee Export Bill Scheme, in terms 
of which the banks can obtain refinance against a declaration 
that they hold, in their portfolios, such rupee export bills. Thus, 
in respect of usance bills negotiated, there do exist at present 
facilities for reimbursement subject to conditions and limita· 
tions and the problem of finance as such apparently does not arise. 

9. In regard to collection bills, (which account for a not 
inconsiderable portion of the total bills) the exporter obtains 
reimbursement only aftt.r collection. . A factor of significance 
is the growth of such coli(:ction b"lls which is pe·:haps telatcd 
to the increase in the number of new and second il'he exporters. 
The problem here is more one of the risk factor than the finance. 
The enhacement of the bankability of any particular export 
transaction would properly be thP- f~mction nf a credit guarantee 
organisation. The E.C.G.C. provides a range of credit insurance 
policies and _financial guarantees (including packaging credit 
cover). Considerable progress has been achieved by the Cor
poration in the field of 'Export R~sk InsuranCe' but even here 
hardly 4% of India's expops arc covered by E.C.G.C. policies. 
It is true India is still engaged in expol"ting mainly traditional 
commodities and nearly tw"o-thirds of our exports are effected 
"through letters of credit or by sales through associates. Even after 
accounting for these factors, out of the balance onc~third, the 
Corporation secured .no n1ore than. Rs. 55 crores worth of export 
business in 1965. Evidently not enough use is being made of 
the facilities offered by the E.C.G.C. · · 

10. As regards financial guarantees, althpugh a measure of 
success has. been achieved, the finances made available through 
the asSignment of policies are far from encouraging. The"banks are 
obviously reluctant to grant increased .,credit ;.~inst assignment of 
policies. The reasons for such re~uctar.c~ should be investigated by 
the E.C.G.C. and if necessary, Its terms and conditions revised. 

II. One of the functions of the E.C.G.C. envisaged by the 
Study Group on Export Finance (Mathrani Committee),· and ac
cepted by Government, was that it should provide 'supplementary 
credit facilities as are essential for promotion and development 
2-1 M. o[F.T. & S. (C'i.D 
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of exports'. This recommendation has been incorporated 
in the E.C.G.C.'s Memorandum of Association. The time is 
ripe for the Corporation to invo~e this provision and to make 
available supplementary finance m order to augment the avai ... 
lability of credit to the exporter. To star~ with E.C.G.C. could 
immediately deal with drawback of ExcJSejCustom duties, etc. 
about which exporters have complamed of very great delay in 
payment. The delay is irksome and locks up considerable sums 
of the exporter. The problem can be_ effectively met by the E. 
C.G.C., if it coul? pay the exporters agamst thei~ claims to. rebates/ 
drawbacks. ThJS could be done, on the basiS of a certificate 
issued by the Ex~isejCustoms authorities as soon as the exporter 
produces the shippmg documents. The E.C.G.C. can claim 
,reimbursement later from the concerned authorities. If 
considered necessary, a nominal rate of interest can be charged 
by E.C.G.C. in this regard from the exporters. While this may 
be a good starting point for E:C.G.C.-~or providing supplementary 
finance, in order to be '!ble to ~nter mto. the field in-a big way 
the Corporation must have a bigger caplt~ ba~e thah what it 
has now. . The authorised capi!al ·of the Corporation· is Rs. 5 
crores and paid up capital onl_y Rs. I crore. It would be 
necessary to strengthen the capital resources of the Corporation 
substantially for the purpose. 

12. The Study Group on Export Credit set up by the Admi
nistrative Reforms Commission has noted some delay between 
the proposals made for credit insurance and the issue of policies 
by the E.C.G.C. to the exporters. It is stated that the proposal 
form seeks to elicit information fi·om the exporter about his 
past and anticipated shipments. It also calls for a bank report 
on the exporter before approving the proposals.: We suggest 
that E.C.G.C, sh'ould• go into this question and consider whether 
information about the past s~ipme_nts is necessary,- and whether 
it could not rely on t~e regt.Stratmn of the Exp?rt Promotion 
Councils and Commodity Boards. We agree With the Study 
Group of the A. R. C. that an arrangement should be made 
with the Export Promotion Councils and Commodity Boards 
whereby the names of the parties registered with these Organisa: 
tions are regularly sent to the E.C.G.C. 

13. The CorporatioiL'}Jc policy covers on_!y the gross invoice 
value and does not cover th~ risk due to los~ ~ncurred by exporters 
in raising credit on the assignment of policies. !'-C.G.C .. should 
consider covering the l~ss of interest also, particularly in cases 
where the policy has been assigned to the bank. Besides, in the 
case of defuult by foreign buyers the bank has to wait a while 
before it receivf'~<; the payment. This naturaHy discourages com-
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mercia! banks to grant credits against the assignment of policies. 
The delay is due mainly to two factors, viz., that (i) the party 
has to wait for a stipulated period before filing a claim; (ii) that 
E.C.G.C. has to obtain clarification and documentary evidence 
as to the cause of default by the foreign buyer. E.C.G.C. should 
curtail the period of waiting and apply its mind to discover ways 
and means for expenditious settlement of claims. 

14. As our development programme depel).ds so much upon 
exports, we are of the view that a measure of calculated risk would 
·have to be taken in the field of export finance. The E.C.G.C. 
could lend a helping hand by raising its indemnity to the banks 
under its .financial guarantees from the present level of 66-2/3%/ 
75% to 80% which would bring it in parity with its Standarrl 
Policies. If, however, for ani reason an indemnity of 80% is 
considered on the high side at this stage, the' E.C.G.C. should, 
at least, raise the percentage of its indemnity to 75% uniformly. 

15. We would also like to draw attentron to the establish
ment by the Government of India of a credit guarantee scheme 
for credit to small scale industry, in terms of which the Reserve 
Bank o(India has been designated as the Guarantee Organisa
tion, to operate a credit insurance scheme in respect of the small 
scale industry. The object of the scheme is to. enlarge the supply 
of institutional credit to small scale ~ndustry, by ensuring a degree 
of protection at· a moderate charge to the· lending institution 
against possible losses in their credit to the small industrial sector. 
The prmciple could, with advantage, be extended to the field 
of export finance. The availability of· such credit insurance 
would we believe, enable the banks to take a more liberal view 
towards negotiating bills, arising out of exports .of new coiD:IDo
dities to new markets and by new exporters. It w1ll help to bndge 
the gap between 'collection' and 'negotiation'. 

16. It may be mention~d that some of the bills for collection 
relate to larger exports who, in any event, are able to obtain finance 
from the banks, though not under 'bills accounts'. In their case 
it is not material whether the party's bHls have been 'negotiated' 
or accepted for 'collection', in either case, the exporter is not 
without funds. 

17. Until recently, export price~ lf'ere out of alignment with 
domestic prices-the differential bemg, on an average, perhaps 
25 to 30%. This aspect created a special problem in respect 
of post-shipment finance. The problem arose from the . fact 
that a party preceive~ t~e f.o.~. value; less di~count, . until such 
.time as he cashed b1s mcenUves, whereas his reqmremen-t of 
finance, based on ·the domestic value, was considerably larger. 
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18. The E.C.G.C's export finance guarantee was desigoed 
to meet tllls spe~ial difficulty; but the banks were understandably 
reluctant to provide interim finance as the incentives, such as 
import entitlements, cash subsid:cs and drawbacks against which 
funds were advanced took inordinately long time to materialise. 
The incentives did not also have a positive title which the banker 
could consider as a document of security. If the title was esta
blished and the document made negotiable advances could be 
treated by banks as secured and not clean. Banks were also 
averse to locking up their funds for long periods, pending encash
ment of the entitlements. 

19. 1/v~e discussed this at length, and also elicited the views 
of exporters. With the devaluation of the rupee and the abolition 
cf the special Export Promotion Schemes, the problem ;s no 
longer present in jhis form. In fact, as a result of devaluation 
the exporter is. immediately assured of an enhanced rupee value 
for hi~ exports. Nevertheless, there would still be some commo
dities particularly· industrial products~ who.."ie domestic. prices 
would be above f.o.b. prices, and the banks could avail themselves 
of the E.C.G.C. guarantees with advantage. 

20. E.C.G.C. proposes to introduce yet another guarantee 
entitled: 'Export Performance Guz.rantec'. It is in the nature of a 
counterguarantee to banks which'"'" they are themselves called 
upon to furnish on behalf of exporters for fulfilment of export 
contracts and realise of goods from customs etc. An informal 
Advisory Committee appointed by the Reserve Bank has recently 
gone into the question of regulating guarantee issued by banks. 
The E.C.G.C. should discuss with the Reserve Bank implications 
of the scheme in the light of the Advisory Committee's report. 

21. Another aspect of the availability of finance is in respect to 
pre-shipment finance. The problem merges into the more general 
problem of the provision of finance to domestic trade and industry. 
There is also the definitional side as td what constitutes the export 
sector, especially in respect of goods produced for both the home 
and foreign markets. For our purposes, we could include under 
the export sector all cases of goods which arc being processed 
or manufactured to meet specific export orders or take as the basis 
for computing exp'll't business the proportion of. production in 
previous years that has he<? exported. C.ompl~m~s have been 
voiced from time to time that with the overall restrictions on credit 
in operation, financial facilities for these engage · n produc:ng 
for the export market have also been affected. 

It is concei:led that the export business should have a pre 
ferential treatment, and the Governor of the Reserve Bank, in 
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his several meetings with hankers and in his letters to the banks, 
ha,; exhorted the banks to insulate the export sector's needs from 
the operation of the credit squeeze. The most recent example of 
this is the exemption from the provisions of a directive issued on 
the 12th April 1967, regarding the imposition of a ceiling on 
advances against indigenous cotton of prcshipment (packing 
10re<:lits) advances in relation to export of cotton, subject to 
certain tcm1s and conditions, to ensure the bonafide export 
character of the transaction. 

22. The widespread complaint regarding the inadequacy 
of credit for exporters at the pre-shipment stage might suggest 
that there has been some curtailment of credit to exporters also. 
This may have occurred in view of the genuine difficulty for banks 
to distinguish bct\-\'een the needs of the export sector and the r~t 
of the economy. lt is likely that the second line and marginal 
exporters have suffered more. The present mechanism of credit 
control seeks to control the volume of bank credit by regulating 
the right of access of banks to the. Reserve Bank. Against this 
background, and to meet the speCial needs of the export sector, 
the Reserve Bank introduced in November 1965 its P:U:king· 
Credit Refinance Scheme as part of the wider Bill Market Scheme. 
In terms of the packing credit scheme, the Reserve Bank agreed 
to make refinance availabld upto any limit at Bank rate in respect 
of packing" credit finance made available by banks. This was 
subject to certain safeguards, m".z. (a) the packing credit facilitie<> 
should be granted to bonafide exporters; (b) the credit should be 
granted on the strength of a letter of credit in favour of the local 
exporter or a firm export order;· (c) the banks should ensure 
that the relevant sale contract:-; and/or the letters of credit should 
be lodged with them; (d) the usance promisory note should ha\•c 
a maturity of not more than 60 days ; (e) the bank should certify 
at the timC of lodgment of the usance promissory note that the 
relative advances have been made to parties concerned for financing 
the packing credit for the purpose of export and that it holds 
the necessary doucumcnts; and (f) the outstandings in these 
accounts should be extinguished by the negotiation of relative 
export bill~. 1bc5e conditions were prescribed to ensure that the 
conccssional rdina.""lcC facilities were limited to the specific purpose 
for which they were intended. The refinance facilities, while 
being available upto any limit at 1~ank rat~\vere, however, in
cluded as part of a bank's total bm\·f>wings for purposes of cOm
putation of its 'net liquidity ratio' on the basis of which the cost 
of its borrowing fi·om the Rt:!'ern~ Hank for non-priority sector~ 
was determined. 

23. ln the fCw months that the scheme was in operation limito; 
upto Rs. 9 crore_.. were sanctioned by the Reserve Bank but the 
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actual utilisation was negligible. It was represented to us 
that this was due to the inclusion of such borrowings for purposes 
of computation of net liquidity ratio. However, during the season 
of 1965-66, the recourse of the banking system to the Reserve 
Bank was (apart from the special demands posed by food procure
ment advances), on the whole, moderate. The conditions in 
the money market were also relatively easy and the non~tilisation 
of the refinance facility in respect of packing credits could possibly 
be attributed to the relative absence of liquid by pressure on the 
banks as indicated by the generally lower credit-deposit ratios 
of the banking system in recent months. The packing credit 
scheme had, indeed, many of the feature'S of the Japanese E.xport 
Advance Bills Scheme, which the Chablani Working Group 
c.ommendcd as an example to be adopted in India with suitable 
modifications. The packing credit refinance facilities at Bank 
rate were: open in respect of all exports and not only to bills desi
gnated in rupees as in the Rupee Bills Scheme. The scheme was 
essentially a device to provide more central bank credit at Bank 
rate, con.bined with a positive attempt to link such central bank 
accommodation to the specifi«: sector of exports. It was, in- fact, 
designed to help banks who would otherwise have found it 
difficult to get any central bank refinance at !lank rate to obtain 
such accommodation at this rate. As it has turned out, the 
comparative easy money conditions have resulted i~ the scheme 
not having been drawn on in spite of the sanction of sizeable 
limits. It was a]su represented to us rhat banks found some of 
the procedures of the packing credit refinance scheme to be cum
bersome. The representative of the Reserve Bank explained that 
in iL'i exall\ination of applieation for limits for accommodation 
under the scheme, the Reserve Bank adopted a flexible attitude 
and that there were cases of waivers being granted in respect 
of some of the conditions if the Bank was satisfied t\1at the absence 
of fulfilment of the conditions represented a technical breach. 
\Vhilc welcoming the adoption ·of such a flexible attitude, we 
would reqttest the Reserve Bank to examine whether the proC'edures 
could be furlher simplified so as to bring them in line with the. 
simt>lc procedures that now apply jn the case of Lhe Rupee Export 
Bill Scheme7 without detracting from the need to ob'ierve the 
usual safeguards. 

24. The paclQing credi't .refinance scheme now remains sus .. 
pended. In the slack season banks generally do not require 
lhe faci1ities of refinance from the Reserve ]idnk and the absence 
of this scheme cannot be Sdid to limit the availability of credit. 
For the busy season, 1966-67, the Reserve Bank has operated 
a more liberal credit policy marked by an increase in the quantum 
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of refinance available at Bank rate. In the light of. this libera
lisation, there has' been no necessity to continue the vacking credit 
refinance facilities as. the additional volume of refinance made 
available at the Bank Rate has been substantial and has been 
continued even into the current slack season (upto 30th June 
1967}. An essential counterpart to the credit liberalisation was 
the issuance of a Directive, in October I 966, requiring the banks 
to divert to priority sectors, not less than 80 per cent of the credit 
expansion between October 1966 and April 1967. We would 
suggest·that if packing credit were to be reintroduced, refinance 
should be made available for a period of 90 days rather than 60 
days. Also inesiJCctive of the seasonal character of the acco
rnodation from the Reserve Bank of India for general banking 
purposes, any scheme that may be devised for packing credit 
refinance should, on the analogy of the Export Bill Scheme, be 
open all the year round. Representatives of commercial banks 
would further wish the Reserve Bank of India to re-consider 
the question of refinance in respect -of exports in computing the 
net liquidity ratio. 

25. In the definition of vriority sectors, all export bill finance 
and packing credit for exporters including that made to 1nerchant 
exporters (nmnufhcturer-exporters were, in any case, covered 
as iudustry was part of the priority sector) wc1·c covered. This 
shou]d have ensured adequate credit both at the pre-shipment 
stage (for production and processing) as well a~ the postsbip
rncnt stage not only in respect ofR'upee bills but, if the cOnunercial 
banks so desired, even in respect of filreign currency bills. This 
would tncct, in a measure, bank's. problems uf finance; lmL the 
enhancement of credit-worthiness of individual parties is a matter 
which would still necessitate the institution of a guarantee systcrn. 
\-\'c recommend that E.C.G.C. should so gear its packing credit 
and post·shipmcnt guarantees, and scale down its premia rates,. 
as would nu~et the needs of the situation, especially in regard 
to the financing of the marginal and second line exporl-ers. \Ve 
also recommend that the banks should, ~s far as possible, avail 
themselves of the E.C.G.C.'s policies and guarantees, to tninimisc 
their risks, with a view to increasing the flow of credits to the 
exporter and to [;acilitatc the growth of his business. This 
would, however, require revision of some of the tenus and cOndi
tions of E.C::G.G. 's l-'olicics and ~'9,idctnce~of delay in meeting 
claims as mentioned earlier in. the report. 

26. !vJedium-tcrm·expm:tcr finance is a comparatively recent 
phenomenon in India though it has been in vogue in other parts 
of the '''orld fOr some time. The importance of n1cditnn-term 
export finance can hardly be ovcre111phasised in view uf the sig
nificance attached to lhe promotion of exports of engineering 
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and capital goods, in respect . of which meaium-tcrm credit is 
particularly apposite. However, in keeping with the general 
principles governing central banking operations, the Reserve 
Bank has confined its refinance facilities to short-term credit 
(upto 180 days), whether it· be for domestic finance or for export 
finance. Nevertheless in respect of the medium-term credit 
needs of domestic industry, the Rcsttvc Bank took the initiative 
h1 setting Ui-' the Refinance Corporation for industry in 1958. 
In pursuanc~ of the recommendation of the Kapur Commitlce, 
the Refinance Corporation (since merged with the Industrial 
Development Bank) draw up a scheme to extend refinance facili
ties to medium-term exvort credit (i.t., over six months and up to 
five years). Under this scheme, which came into cfiCct in january 
1963, ~he refinanc~ fac~lities are ordin~ily e.xtended to export 
of cap1tal and cngmeermg goods and m respect of such other 
goods where the exchange control i:lUthorities permit the sale pro
-ceeds to be received within a sp~cificd period, namely, 6 months 
to 5 years. The scheme also provides for refinance of pre-shipment 
credit where it is combined with post-shipment credit. The 
I.D.B.'s facilities are available to manufactUrer-exporters as well 
as merchant-exporters, but ar~ restricted t~ ea~cs whcr~ fim1 export 
contracts have been entered mto and ordman1y rcqmrc insurance 
cover by the E.C.G.C. Refinance is I.~rovided upto 80 per cent 
Qf the order, but vrovision exists for the waiver of this requirement 
in deserving Cdscs. The limitation of refinance to a period of 
5 years reduces the advantcsge of the scheme espccialJy in relation 
to construction contracts and the like. \Ve \\<·auld suggf'.st for 
the consider4tion of the Indust_rial Development Bank the possi
bility of raising the 5 year IJCriod to 7 years, wherever necessary. 

27. India lacks, at the momeut, a specialised Credit Insti
tution to which the cxporLers could turn for assistance. when 
they have to II"dflSact large busine~, specially on mcdiumfloug 
term basis, e:~gainst tough competition, at workable rates of interest. 
The establishment of some sort of an institution to meet the special 
-credit needs of the exporter apvears to be essential for increasitJg 
the growth rate of our exports. It \Vill be neccssal"}' lOr such a1·1 

urganisation to work in dose co-opcr~tion with ErC.G.C. and 
;._vail. itself of the latter's policies and financial guar.mtees. The 
two, between thcm,'~an evolve, in course of time, into dH 'E."q)ort. 
Import Bank' t\·pe of orga.n~<i\.ion, which could tak_c an intl'gr~tcd 
view of the problem, assist private as well as pubhc under~kmgs 
in the provision of both short'·tcrm and long term. prc-sh1pmcnt 
~nd post-shipment export credit. ll could also assJst .t!~ !iCcond 
line exporters and help cre.1.lc outlets for new commodities to new 
markets. 



13 

COST OF EXPORT CREDIT : 

28. \Ye now come to the question of the rates of interest 
charged by banks on export credit. The Chablani Working 
Group went into this question at some length and pointed out 
the need for and cjesirability of reduction in this behalf. So far 
as the sight bills are concemed(the interest cost on such bills covers 
only the tr~nsit period, whit!h~· as stated earlier, eXtellds" tO about 
10 di.t.ys; · and the~ transit interest· is I pe·r cent above the Bank 
Rate; a rate which the Working Group on cost of Export Credit 
considered reasonable. We do not, therefore, see any need to 
recommend any change in this respect. As regards rupee usance
bills, the provision of refinance by the Reserve Bank against rupee 
bills held in banks' portfolios has been made conditional on a 
ceiling rate of 1 -i% above the Bank rate which banks may charge 
by way of discount to their customers. In respect of sterling 
bills the rate are set by the Foreign Exchange Dealers' Association 
of India with the approval of the Reserve Bank. 

29. It has generally been accepted that export business is 
a more lucrative source of earnings for a bank than domestic 
trade; and the ?anker-members of the Group averred that, in 
pracuce, they dtd offer a rebate to the exporters on the credit 
and extended to them ·at the preshipment stage. The rebate 
now being offe~o;vever, seems_ to be regarded as inadequate. 
Indeed, the exporters rcprescntallves, who appeared before us 
denied having received the benefit of any such rebate. Apart: 
however, fi·01n the allowances of a small rebate, the banks do 
not ippear to be making any major distinction bchvecn the rates 
charged for domestic ~redit and c.xport credit at the pre-ship
ment stage. This rate IS now governed by the inter-bank Agree
ment on 'Advances Rates', the present minimum rate on all 
advances being 8 per cent. We would request the commercial 
banks to examine the possibility of offering a substantial rebate 
on export credit at a pre-shipment stage. ·It is ·certainly not 
suggested that the banks should _suffer a reduction in their earning 
by offering a larger rebate; to tl~cJr customers _who bring in exchange 
business, as the latter business IS more lucratJve. It is the exporter·, 
who makes it lucrative for the bank. "''batever, that rr..ay ~ 
what is being suggested is that the banks rt'l'!ght consider placing 
a ceiling rate on their export credit-business (by offering a sub
stantial rebate), and recompense themselves by charging a some
what hi!!her rate on their domestic business. This is in a ntanncr 
of speaking, an extension of the principle of dual pricing for 
the export and home markets, to the banking sector's credit opera
tions. Export finance at the pre-shipment stage would, even 
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.after devaluation, account for, at any one time, barely 10 to 15 
per cent of total bank credit outstanding. It should be, therefore, 
possible for the banks to make this adjustment in their domostic 
credit rateS by accommodating even a larger rebate for the export 
sector while making a small increase in their domestic credit rates. 
We are aware that the position would vary from bank to bank 
depending on the proportion which its export business (at the pre
shipment stage also) would bear to its total business. Further 
with the existence of_prescrib~d ceiling r~t~ on advanc~s the abilitY 
to do so may be cJrcumscnbed, but 1t ts worthwhile following 
the concept of dual pricing. The lead for such an adjustment 
should appropriately come from the Indian Banks' Association 
who are represented on the Committee governing interest rates 
on advances. The State Bank of India who is not a signatory 
to the interest rate Agreement should also be brought in to the 
fold. ' 

30. It is recognised that a low rate charged on medium export 
credits is a factor of importance. Hence, despite the normal 
inclination on the banks' part to charge more, a preferential rate 
bas been advocated. Under the Industrial Development Bank's 
Scheme, the Industrial Development Bank makes available re
finance to banks at a conccssional rate of -:1'! o/o, on condition that 
the primary lending bank provid~s ~1e .credit to the exporter 
at no more than 6 per cent. It JS stgmficant that despite the 
increase (in February, 1965) of the Bank Rate to 6 per cent, the 
Industrial Development Bank's rates have been unchanged. 

3!. On the above analysis, we believe that the existing faci
lities that arc available in the country are not being sufficicnt.lv 
utilised; and there is scope for streamlining the procedures and 
better publicity. Within the frame-work of existing policies 
it is possible to ensure an adequate flow of credit, at rcasonabl~ 
cost to the export sector. This will call for a co-operative endeavour 
of all concerned-the Commerc~al Banks, the Reserve Rank, 
and the Government. The enlargement of export credit facilities 
and the cheapening of cost of export credit no doubt, calls for 
taking a calculated risk by all concerned. Bufthc risk is worth 
taking, having regard to the vital importance of export promotion 
1n the national ecmtrmy. 

'Sd/- Sdf-
(A. C. Banerjee) (C. H. Bhabha) 

Sd/- Sd/-
(P. C. D. Nambiar) (P. Lakshminarayanan) 



Sd/
(S. B. Kaji) 

SdJ-
(M. Narasimhan) 

POST SCRIPT : 

15 

Sd/
(K. P. Sen) 

Sd/-
(Dr. S. P. Chablani) 

Sdf· 
(C. K. Srinivasan) 

After the above report was wrilten, the Governor of the 
Reserve Bank of India has announced measures that would sti
mulate fiow of credit into certain priority sectors like exports, 
engineering industries, small·scale industries and agricultural 
inputs and marketing. The highlight of the measures is that the 
Reserve Bank is taking steps to see that bank credit is available 
to ultimate borrowers of certain selected sectors such as exports, 
etc. at rates not more than 6--B per cent. So far as exports are 
concerned, the following is the assistance visualised : 

(i) With regard to packing credit advance to exporters 
of engineering and tnetallurgical products, banks 
have been asked to charge not more than 6o/0 to the 
ultimate borrower. The Reserve Bank will be pre
pared to provide refinance at preferential rate of 
4t per cent subject to certain necessary safeguards. 

(ii) With regard to packing credit to exporters of other 
products refinance will be available at the bank rate 
subject 'to certain necessary safeguards. Banke~ 
would charge not more than 8% in such cases to the 
ultimate borrower. 

(iii) Post-shipment c.'<port bills in all currencies will be 
refinanceable at the Bank rate. Here also, the rate 
to the ultimate bonower is not to exceed 8 per cent. 

(iv) The Industrial Development Bank of India's export 
credit scheme is to be extended to 7 years in deS&:~ 
ca•es and even beyond ( upto ~ years in specially 
deserving cases). Here"<«so, Banks have been advised 
not to charge the ultimate borrower more than 6 
per cent. Consideration is ~eing given by the Industrial 
Development Bank of India to the extension of the 
scheme to cover finance of construction projtcts 
executed by Indian firms abroad. 
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The~r Group is of the view that these measures. anno-
unced by"ffi< eserve Bank would go a long way in making export 
really a preferential sector for Bank findncing. 

Sd/-
(A. C. Banerjee) 
August 5, 1967 

Sd/-
(P. C. D. Nambiar) 

Sd/-
(S. B. Kaji) 

Sd/-
(M. Narasimhan) 

Sd/-
(C. H. Bhabha) 

Sd/-
(P. Lakshminarayanan) 

Sd/
(K. P. Senj 

Sd/-
(Dr. S. P. Chablani) 

Sd/-' 
(C. K. Srinivasan) 

Gll'N- 57-1 M. of F. 'r. & S. (N. D.)/69-6-S.59-IOOO. 


