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Part One 
BANKING IN INDIA -STRUCTURE AND TRENDS 



Introduction 

In recent years India's national economy has developed cer
tain serious economic maladies. In the first instance the econo
my has become heavily dependant on foreign aid. The propor
tion of foreign aid in the Plan Development Programme has been 
continuously rising since the First Five Year Plan. Since the 
prospects of the availability of foreign aid in the last two or three 
years have become very uncertain and rather dim, there has 
been a slack in the levels of economic activity and employment 
in the country. 

Secondly, there has been the paradox of inflationary recession 
having come in the economy and tending to become all perva
sive. The chief characteristic of the recession is that, while 
on the one hand there are large unutilised industrial capacities 
in the economic system, the supply of raw materials and other 
components for production of final goods is extremely deficient. 
The decline of agricultural production explains only a part of 
this phenomena, while another part will have to be ascribed to 
the general shortages in the economy which have been gene
rated as a result of the growing inter-sectoral imbalances caused 
by the functioning of the financial institutions and the economic 
system in a particular. manner. 

The most curious aspect of the present situation is that the 
price level of industrial and agricultural goods continues to be 
very high despite the slack in d<>mand. Obviously, the financial 
system of the country seems to have acquired such characteris
tics that it is able to sustain a prolonged holding of goods in the 
economy without leading to the adjustments of the price level 
with the existing state of demand and supply. 

The role of bank credit in the situation is obviously an im
portant factor to be examined in so far as it helps to create the 
present situation as well as to maintain it for a long period. 
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In addition, due to various political and economic reasons, 
both national and international, the perspective of long term 
development of the economy is tending to get blurred. The 
commitment to long term programmes of plan development has 
tended to become weak in recent years and greater attention is 
being given to measures of policy which seek to attain economic 
stability rather than economic growth. In this context too, 
it has become necessary to examine the role that the banking 
system of the country has played so far in promoting the long 
term growth of the economy as well as in creating conditions 
in which further growth of industry and agriculture has been 
halted in recent years. 

With this background in our mind, we have examined in this 
Report the structure and functioning of our banking system and 
drawn necessary conclusions regarding its reorganisation, which 
in our opinion are vital for accelerating further growth of the 
economy and the achievement of broader social objectives. 

The magnitude of the bank deposits in 1965 was only 15 per 
cent of the National Income (at current prices). The corres
ponding figure for 1951 was 9 per cent. In money terms, the 
bank deposits have grown on an average at the rate of nearly 
16 per cent i.e., from Rs. 908.47 crores in 1951 to Rs. 3073.36 
crores in 1965. 

This fact indicates two things. One, that the bank deposits 
in India represent a significant part of the Nation's disposable 
resources. And secondly, the growth of bank deposits has been 
nearly five times the rate of growth of the National Income. With 
each successive year of planning in India, the banks have been 
accumulating larger and larger financial resources of the society. 
On the assumption that the past trends would continue it can 
be safely projected that banks would very soon acquire command 
over the bulk of the nation's financial resources. 

Declining Number of Banks 

The Banking institutions in India can be broadly grouped 
under two categories viz., (i) scheduled, and (ii) non-scheduled. 
Since I 951 there has been a significant decline in the number 
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of these institutions. From a total of 566 banks (of both cate
gories) in 1951, the number had come down to only 109 in 1965. 
The reduction in the number of non-scheduled banks has been 
phenomenal-from 473 to mere 33; and the scheduleu banks 
from 92 in 1951 to 76 in 1965. As is only natural, with reduc
tion in numbers on the one side and growth in banking deposits 
on the other, it has led to larger concentration within the bank
ing sector. 

Scheduled and Non-Scheduled Banks 

Out of the total bank deposits of Rs. 3183.20 crores in 1965, 
the non-scheduled banks, which numbered 33, held deposits 
worth Rs. 24.15 crores only. Similarly, the significance of non
scheduled banking has been very little in terms of advances and 
other operations. Past experience provides support to the idea 
that small financial institutions have little place in a develop
ing society. These do not enjoy confidence of the public 
in general; nor do these institutions have the resources to or
ganise such facilities which can be easily provided by the large 
sized national financial institutions. Therefore, for the purpose 
of our discussion, the non-scheduled banks have very little 
significance. 

The scheduled banks are 76 and these can be grouped under 
(i) the Public Sector; and (ii) the Private Sector. The former 
comprises of the State Bank of India and seven of its subsidia
ries.' Out of the remaining 68 scheduled banks 15 banks 
are of foreign origin. This leaves the private sector Indian 
banks as :i3 only. 

Foreign Banks 

The total number of scheduled Bank offices at the end of 
1965, were 6,133 only. The following Table gives details of the 
State-wise Bank Offices. 

1. The subsidiaries to State Bank of India are: (i) The State Bank of 
Bikaner & Jaipur: (ii) The State Bank of Hyderabad; (iii) The State Bank 
oflndore; (iv) The State Bank of Mysore; {v) The State Bank of Patiala; 
(vi) The State Bank of Saurashtra ; and (vii) The State Bank of Travancore. 
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Table -1 
SHOWING STATE-WISE BREAK-UP OF BANK OFFICES IN INDIA 

f 
No. of Offices in Each State % of Offices in Each State 

S. 
No. States 

I I 
O.I.S.B., S.B.I and O.I.S.B. F.B. Total S.B.I. and Foreign 

Sub. Sub. Banks 

2 3 4 5 6 7 8 

·I. Andhra Pradesh 205 217 2 424 10.7 5.6 2.2 
2. Assam 34 24 I 59 1.8 0.6 1.1 
3. Bihar 93 120 213 4.8 3.1 
4. Gujarat 155 329 I 485 8.1 8.4 1.1 
5. Jammu & Kashmir 2 12 I 15 0.1 0.3 1.1 - 6. Kerala 126 257 4 387 6.6 6.6 4.3 0 
1. Madhya Pradesh 134 104 238 7.0 2.7 
8. Madras 161 679 10 850 8.4 17.4 10.9 
9. Maharashtra 199 587 23 809 10.4 15.1 25.0 

10. Mysore 137 429 567 7.1 11.0 I. I 
II. Nagaland 2 2 0.1 
12. Orissa 49 20 69 2.6 0.5 
13. Punjab 143 232 4 379 7.4 6.0 4.3 
14. Rajasthan 125 119 244 6.5 3.1 
15. Uttar Pradesh 213 325 2 540 11.0 8.3 2.2 
16. West Bengal 94 229 25 354 4.9 5.9 27.2 
17. Union Territories 48 209 18 275 2.5 5.4 19.5 
18. Total 1920 3892 92 5904 100.00 100.0 100.0 

S.B.I. State Bank of India and Subsidiaries. 
O.I.S.B. Other Indian Scheduled Commercial Banks 
F.B. Foreign Banks. 



It would be seen that out of the 92 offices of the foreign 
banks, 75 offices were located in four States of the country i.e. 
Maharashtra, 23; West Bengal, 25; Delhi, 17; and Madras 10. 
Punjab and Kerala had 4 offices each. States like Bihar, 
Madhya Pradesh and Orissa did not have even a single branch 
of foreign banks. It is, therefore, obvious that the foreign banks 
have generally confined themselves to centres of international 
trade. Also it is by no coincidence that the majority of the 
foreign bank offices have been at the seaports of the country, 
except Delhi, for obvious reasons. 

Concentration of Banking Operations-State-wise 

In the case of Indian scheduled commercial banks it can be 
seen that bank offices are concentrated in a few States' only. 
For instance, large number of the offices are located in five States 
viz., Maharashtra, Madras, Gujarat, Mysore and West Bengal. 
The five States' combined total of bank offices was 3,065 out 
of the total of 5,812. States like Jammu and Kashmir, Bihar, 
Orissa, and Madhya Pradesh had a significantly_ smaller share in 
the national total. However, two States, namely Kerala and 
Mysore, are exceptions. Otherwise, the bank offices have 
been mainly located in the comparatively well-off States of the 
country. 

Another way of studying the special distribution of banking 
activity is to have a look at the distribution of bank offices 
according to the population of urban centres. The following 
table shows the number of offices in centres of varying popula
tion. 

(See Table-II showing Distribution of Bank Offices accord
ing to Population Centres-on page 12) 

From this it is evident that the banking actiVIty has been 
mainly confined to urban centres. For instance, nearly two
thirds of the bank offices are located in centres having popula
tion of more than I lakh. On the other hand only 15- per cent 
of bank offices were located in towns with population of 10,000 
and lessser. 
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Table-D 

SHOWING DISTRIBUTION OF BANK OFFICES ACCORDING TO POPULATION OF THE LOCATIONS 

-
Number of Offices as on December 31, 1965 

s. 

I 
No. Population Range Foreign State Bank Other Total % of %of %of 

Banks & Sub. Indian Col. 2 Col. 3 Col.4 
Scheduled 

I Banks 

2 3. 4 s 6 7 8 

-.., I. Unclassified 74 42 116 3.8 1.0 2.0 
2. Less than 5,000 104 117 221 5.4 3.0 3.8 
3. 5,000 to 10,000 289 258 548 15.0 6.6 9.4 
4. 10,000 to 25,000 I 620 625 1246 32.3 16,0 21.4 
s. 25,000 to 50,000 3 315 510 828 16.4 13.1 14.2 
6. 50,000 to 1 lakh 161 486 647 8.4 12.5 ll.l 
7. I lakh to S lakh ll 192 849 1052 10.0 21.8 18.1 
8. S lakh to 10 lakh s 58 230 293 3.0 5.9 5.0 
9. 10 lakh and above 71 107 775 953 5.6 19.9 16.4 

10. Total 92 1920 3892 5812 100.0 100.0 100.0 



In both the above tables if one compares the degree of spa
tial concentration of banking activity, as represented by the 
offices, one notices that the degree of dispersion is comparatively 
higher in the case of the State Bank of India and its subsidiaries. 
Comparatively the State Bank offices are more evenly distributed 
than that of the private commercial banks. Similarly, a large 
percentage of the State Bank offices are located in smaller towns 
as· compared to the private banks. Nearly one-fifth of the pri
vate banks are in big cities whereas the corresponding percen
tage for the State Bank is only 5.6. There is clear indication 
that the State Bank offices are opened in such areas where the 
private banks hesitate. It could happen only because the State 
Bank had followed a different policy as regards the opening 
of offices, from that of the other banks. 

However, the overall picture of banking in India is that of 
uneven distribution. It becomes further clear from the State
wise break up of banking offices the deposits and bank credit in 
relation to population. From the following table it would be 
seen •hat the most highly developed States, from banking view 
point, are Madras, Mysore, Kerala and Gujarat. The worst 
in order are: Orissa, J. & K., Bihar and Assam. In the first cate
gory of States a bank office exists for every 50,000 persons where
as in the worst an office is for more than 2 lakh persons. 

(See Table-III showing Distribution of Bank Offices, De
posits and Bank Credit in Different States (1965) on p. 14) 

Per Capita Deposits in States 

From column 3 of table Ill it is also clear that per capita 
deposits are the highest in these States which have larger number 
of offices. For instance, the four States (after excluding two 
States, namely, West Bengal and Maharashtra where the higher 
per capita deposits can be explained because of the high quan
tum of demand deposits of the industrial and business enter
prises) with the higher per-capita deposits are those which had 
larger banking offices. 

Looked from the per capita bank credit angle it would be 
seen that except for the four States (namely), Maharashtra, West 
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Table- III 

SHOWING DISTRIBUTION OF BANK OFFICES, DEPOSITS AND 
BANK CREDIT IN DIFFERENT STATES (1966) 

s. States 000 person I Per capita [Per Capita Credit 
No. per Office Deposits Bank Deposit 

Credits Ratio 

I. Andhra Pradesh 90 30.0 17.5 58.0 
2. Assam 227 22.7 9.1 40.0 
3. Bihar 234 19.3 6.9 36.0 
4. Gujarat 47 103.7 57.7 56.0 
5. Jammu & Kashmir 246 43.7 3.4 48-.0 
6. Kerala 48 51.1 31.0 61.0 
7. Madhya Pradesh 148 21.9 14.9 68.0 
8. Madras 41 57.5 60.8 106.0 
9. Maharashtra 53 184.8 152.1 82.0 

10. Mysore 45 57.4 39.5 69.0 
11. Nagaland 
12. Orissa 273 9.3 4.6 50.0 
13. Punjab 59 78.9 33.6 43.0 
14. Rajasthan 91 23.2 12.1 52.0 
15. Uttar Pradesh 145 28.8 12.7 44.0 
16. West Bengal 112 115.8 123.1 106.0 
17. All India Average 80 64.2 44.6 67.0 

Source: R.B.I.-Statistical Tables Relati11g to Banks in Inti/a, December, 1966. 

Bengal, Madras and Gujarat) the per capita credit in 12 States 
was lower than the national per capita average of Rs. 44.6. In 
Maharashtra the per capita credit was Rs. 152.1; West Bengal 
Rs. 123.1; Madras Rs. 60.8 and in Gujarat Rs. 57.7. On the 
other hand, the per capita bank credit was as low as Rs. 3.4 in 
Jamm~ and Kashmir; Rs. 4.6 in Orissa; Rs. 6.9 in Bihar and 
Rs. 9.1 in Assam. In the rest of the States the figure varied 
from Rs. 12.0 to nearly Rs. 40.0. 

Credit-Deposit Ratio 

It is of interest to see the credit-deposit ratio in States. It 
is only in the case of two States, West Bengal and Madras, that 
the ratio is more than 100 showing that the Bank credit 
is 6 per cent more than the deposits. I.n the case of the rest of 
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the States t)le ratio is less than 100. In.five States the ratio is 
less than 50 with Jammu and Kashmir having the ratio as low 
as 7.8. 

Bank Investments 

It needs to be mentioned here that credit-deposit ratio does 
not represent the true picture. It is so because out of the total 
deposits the investments accounted for nearly 935.16 crores in 
J 965. Nearly four-fifths of the bank investments were held in 
the form of securities of the Central and State Governments. 
lnvestme'lts, other than in the Government securities, were of 
the order of Rs. 159.97. 

Table-IV 

SHOWING PATTERN OF INVESTMENTS OF THE SCHEDULED 
BANK (MARCH 1965) 

S.No. Source of investment Amount Percentage 

2 3 

I. Government Securities 755.12 80.7 

a) Central 562.69 60.2 

b) States 191.20 20.4 

c) Othe's 1.23 0.1 

2. Domestic Investments 159.97 17.1 

a) Trustee Securities 114.53 12.2 

b) Shares of Joint Stock Companies 25.04 2.7 

c) Real Estate 10.21 1.1 

3. Foreign Investments 20.7 2.1 

4. Total 935.16 100.0 

Source: R.B.I.-Statistical Tables Relati11g to Banks;, India, Dec. 1966. 

From this it would be seen that investments account for 
nearly 30.7% of the total deposits. Therefore, credit-deposit 
ratio should take into account the spatial investment pattern 
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as well. In the absence of more details on State-wise bank in
vestments, for the purpose of understanding real credit policies, 
one may deplete the deposits of each State, on an average, by 
the percentage of investments to deposits. For instance, one 
can take it that each State has to share its bank deposits with 
the Central and State Governments by a certain ratio. For the 
year 1965 one may spread the bank investments of Rs. 935.16 
crores equally over all states: 

Table--V 

SHOWING VARIATION IN BANK DEPOSITS AND CREDIT 
(STATE-WISE) 

s. Deposit Credit Deposits Excess Excess 
No. States in Crores in Crores after Deposits Credit 

accounting 
ror invest-
ment (Jn 

Crores) 

2 3 4 5 6 

I. Andhra Pradesh 114.3 66.8 79.2 +12.4 
2. Assam 30.4 12.2 21.0 +8.8 
3. Bihar 96.6 34.6 66.9 +32.3 
4. Gujarat 235.3 130.9 163.1 +32.2 
S. Jammu & Kashmir 16.1 1.3 11.1 +9.8 
6. Kerala 94.3 57.2 65.3 +8.1 
7. Madhya Pradesh 77.3 52.6 53.6 +1.0 
8. Madras 202.4 214.0 140.3 73.7 
9. Maharashtra 195.5 655.0 551.3 103.7 

10. Mysore 146.3 100,6 101.5 +0.9 
11. Nagaland 

12. Orissa 17.6 8.7 12.2 +3.5 
13. Punjab 175.7 74.1 121.8 +47.7 
14. Rajasthan 51.3 26.9 35.6 +8.8 
15. Uttar Pradesh 225.9 99.3 156.5 +57.2 
16. West Bengal 453.0 481.4 313.9 167.5 
17. All India 3049.2 2116.4 2ll6.4 +344.9 344.9 

Source: R.B.I. :-Statistical Tables Relating to Banks ill India, December, 1966 
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Movement of Resources 

Table-V shows Statewise bank deposits and credit as on 
March 31, 1965. Column 3 gives the adjusted deposits as is 
shown in columns 4 and 5. From these columns it emerges that 
out of the 16 States of the country only three States are such 
which draw more bank credit than their deposits. It can be 
seen that through the institution of banking nearly 345 crores 
of rupees are channelized for purposes of business and indus
trial activity from the other States and made available to West 
Bengal, Maharashtra and Madras. The situation can also be 
described as one in which the commercial banking institutions 
act as instruments of mobilizing saving from the other States 
of the country for supporting investments and other economic 
activity in the three States which are already well developed. 

Viewed from another angle the banks act as instruments to 
ensure flow of financial resources from under-developed areas 
to the industrially advanced ones. If one looks at the pattern 
of advances and deposits, according to the centres of popula
tion, one finds relatively much higher concentration of advan
ces in cities. The advance/deposits ratio for large cities works 
out to be as high as 91.3 whereas the ratio is 39.2 in the case of 
small centres. 

Another factor which needs to be kept in mind is that the 
nature of deposits also varies from centre to centre. However, 
broadly speaking, fixed and saving deposits form higher per
centage of the deposits in smaller centres whereas in larger 
cities (as is also true of industrially developed states) the deposits 
are more of the nature of demand deposits. Viewed in this 
light the flow of funds from under-developed states may appear 
to be even more significant. Similarly, it would be seen that 
banks help to mobilize saving from smaller population centres 
to larger ones.• 

From the above account it may be said that banking insti
tutions in India have not been uniformly developed in all States. 
Also there is an evidence that bank offices have been mainly 

2. For an analysis of the deposits and advances in cities and smaller 
centres, See: Kanvinde, D.J. State Bank of India, Monthly Review, 
July, 1967, pp. 234-246. 
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operating in thickly populated centres. In this regard, a better 
spatial dispersion of the State Bank of India is well recognised 
than of the other commercial banks. The disparities in level 
of growth of banking is indicated by number of offices, and the 
magnitudes. of bank deposits and credit. Another interesting 
feature of the Indian banks operation is their impact on the flow 
of financial surpluses from different states to only three states of 
the country. As can be expected from the above pattern of the 
growth of banking in this country, an evidence to the fact exists 
that banks act as instruments of mobilizing savings from smaller 
centres for providing credit in the urban and industrial centres 
of the country. 

Paid-up Capital and Deposits Ratios 

Another important feature of the Indian banking system 
is the extremely low ratio between the paid-up capital and the 
bank deposits. Initially the banks were established with very 
little paid-up capital and the situation continues to be so. For 
instance, the paid-up capital of most of the banks have been 
around one to two crores. The total paid-up capital of all the 
Indian Scheduled Banks (numbering 61) stood at Rs. 44.36 crores 
only. However, because of the continued pursuasion on the 
Reserve Bank the banks have built up some reserves. The total 
equity capital of the scheduled Banks was Rs. 61.78 crores in 
1951 and it rose to Rs. 93.25 crores in 1965. The rise in the 
amount has been mainly due to the building up of Reserves. The 
rise in paid-up capital and reserves has been by about 50 per 
cent only whereas the bank deposits have grown by nearly 238 
per cent. As a result'the ratio of paid-up capital and reserves to 
Deposits has gone down from 9.7 per cent in 1951 to 3.4 per cent 
in 1955. 

The paid-up capital Deposit ratio for the overall banking 
sector is low in itself but if one looks at the ratio in the indivi
dual banking companies, one would notice that the same is ex
tremely low i~ the case of the bigger banks of the country. How 
important this ratio is, needs to be underlined because it is the 
paid-up capital the ownership of which determines controlling 
authority over the banks. The following table shows paid-up 
capital to Deposits ratio of the important banks in the country. 
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Table-VI 

SHOWING PAID-UP CAPITAL AND DEPOSITS RATIO IN THE 
INDIAN BANKS-1965 

s. Name of the Bank Paid-up Deposits Ratio 
No. Capital and (Crorcs) (Col. 2; 3) 

Reserves(Cr) 

2 3 4 

I. Bank of Baroda 2.0 185.91 1.07 
2. Bank of India 4.0 235.72 1.69 
3. Central Bank of India 4.7 306.04 1.53 
4. Punjab National Bank 2.0 232.96 0.86 
5. United Commercial Bank 2.8 141.15 1.98 
6. Five Banks (I to 5) 15.5 1101.78 1.48 
7. State Bank of India 10.63 881.47 1.20 

(and its Subsidiaries) 
8. All Scheduled Banks 44.4 2814.66 1.57 

Source: R.B.I.-Statistical Tables Relating to Banks in India, December 1966, 

Ownership of Bank Shares 

The quantum of paid-up capital or its relationship with depo· 
sits is not in itself of much significance as the implications of the 
pattern of the ownership of the bank shares which form the 
paid-up capital. Take the case of the Central Bank of India. 
The paid-up capital is Rs. 4.70 crores. According to the 
information provided in the balance sheet of the Bank, the bank 
had 12.6 lakhs shares held by 24,800 share-holders. Nearly 92 
per cent of the share-holders held less than 100 shares each. An
other 5 per cent held shares between 100-200 each and 2 per cent 
held shares between 200-500. It was only one per cent of the 
share-holders who held more than 500 shares, individually. From 
another point of view 49 per cent of the shares were held by 3 
per cent of the share-holders and 36 per cent shares _were owned 
by one per cent of the share-holders. 

The pattern of ownership is widely dispersed. tf one were· 
to have details regarding the spatial distribution of bank share· 
owners, one would find that a large part of the shares are held by 
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small isolated individuals scattered throughout the country. On 
the other hand a fraction of the share-holders own a big block 
of shares. The wide dispersion of share-holders helps to strengthen 
the control of a small section of the share-holders in the banks. 
In a company in which all share-holders could be present at its 
General Meetings, the group which wishes to carry majority 
would require 51 per cent votes. But if the share-holders are 
scattered all over the country an interest group can enjoy control 
over the company with even much lesser votes. Because of the 
wide distance and Jack of interest by an average share-holder, 
control over the banks is exercised by a small group. Even 
keeping the numbers aside, one needs an investment of Rs. 1.0 
crore only to obtain control over a bank with paid-up capital of 
Rs. 2.0 crores. It is through this mechanism that control over 
each banking institution has come to rest with a group of persons 
or a few families. 

It is in this regard that the Governor, Reserve Bank of India, 
said: 

"One of the structural features of Indian banking is this 
concentration of power which, in some cases, is enormous in 
relation to the capital actuallly employed. From time to 
time we come across cases in which a family or group has a 
controlling interest in a bank and it has become a major 
task of inspection to prevent the exercise of this interest in 
undesirable ways." 

Ownership and Control of Banks 

On account of the scatteredness of the share-holdings of pri
vate commercial banks as well as the limited amount of paid-up 
capital in relation to the total deposits, it is necessary to examine 
the ownership and control of private commercial banks in India. 
Here, it is necessary to distinguish between the persons who own 
shares in the banking companies and those who put their deposits 
in the banks. As we have seen the ratio of paid-up capital 
of the total number of deposits is extremely low. Conse
quently, the depositors have much higher stakes in the successful 
operations of private commercial banks, financially speaking, than 
the owners of share capital. Nevertheless, it is found, as already 

20 



;ndicated above, that the ownership and control of.·· the ~otal 
inances of the banking system rests with very small number of 

,>ersons who are able to determine the patterns of allocation and 
investment of bank finance according to their own individual 
interests and convenience. 

With the present system of private ownership of banks, the 
security enjoyed by the depositors is considerably weakened since 
it rests on the ability and competence of those who control the 
allocation and investment of bank finances. But from the point 
of view of social justice and of encouragement of the confidence 
of depositors in the banking system, it is necessary that they 
should be ensured a complete security for their deposits with the 
banks which can be done only if the banking system was to be 
nationalised and the ownership of banks was to rest in the Govern
ment. This is because the first claim on the resources of a bank 
in case of its failure would be that of depositors and not of the 
owners of share capital, and this would be best ensured by a 
nationalised banking system. 

While under any law the private banking institutions can go 
bankrupt, there is nothing like a phenomenon called government 
going bankrupt. Hence the interests of the depositors cannot 
be admittedly secured beyond any doubt whereas in case of pri
vate banking, insecurity can never be ruled out. 

If ownership alone is to be the criterion it stands to reason to 
state that the depositors whose deposits are infinitely far greater 
in proportion to the total paid-up capital should be considered 
the legitimate owners of the banks rather than the market share
holders, and an ordinary depositor, in fact, exercises greater 
control over government and governmental activities than he can 
ever do in the case of private bank. 

Thus even from the point of view of exercise and control in 
·he case of nationalised institution, the depositor will not be an 
wisible owner but an active participant in the exercise of 
ontrol. 

)wnership of Deposits 

The total number of bank accounts stood at 1.02 crores in 
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1965. Out of this fixed deposit accounts were nearly 19lakhs and 
the saving deposits nearly 67 lakhs. The number of current 
accounts were around 16 lakhs. The following table provides 
break-up of the accounts and deposits. 

Table-VII 

SHOWING DISTRIBUTION OF ACCOUNTS AND DEPOSITS 

s. Accounts I Deposits Accounts Deposits 
No. Category Cr. % % 

2 3 4 5 

I. Demand Deposits 16,32,000 835.7 15.9 30.8 
2. Savings Deposits 67,28,000 581.7 65.1 21.4 
3. Fixed Deposits 18,74,000 1296.5 18.3 47.7 

4. Total 1,02,34,000 2,713.9 100.0 100.0 

It would be seen that nearly 31% of the deposits are demand 
deposits held by nearly 16% of the accounts. The savings 
accounts from nearly two-thirds of the total bank accounts. 

For the purpose of the study of the ownership pattern of the 
bank deposit the clientele can be grouped under three broad 
heads: (i) Personal and partnerships; (ii) Government, public 
sector and cooperatives; and (iii) corporate sector. 
(See Table-VIII on page 23) 

Out of the total demand deposits of Rs. 835.7 crores, nearly 
24% belonged to the corporate sector. In the case of savings 
accounts the entire deposits of Rs. 581.7 crores belonged to per
sonal accounts. Similarly, about three fourths of the fixed depo
sits were that of personal and partnership accounts. If one 
looks at the savings and fixed deposits collectively, one would see 
that out of the total deposits less than eight per cent of the deposits 
(amount) belonged to the corporate sector. For the purpose of 
our discussion one can combine the ownership category of per
sonal and partnerships with the Government and cooperatives. 
The ownership pattern of bank deposits indicates that practically 
nine-tenths of the bank deposits belong to a large number of small 
depositors or Government institutions and cooperatives 
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Table-VUI 

SHOWING OWNERSHIP PATTERN OF DEMAND, SAVINGS AND FIXED DEPOSITS UNDER THREE CATEGORIES 

s. Personal and Partnership Govt. and Cooperative Corperate Sector 
No. Category 000 Cr. 000 Cr. 000 Cr. 

Accts. Amount Accts. Amount Accts. Amount 

2 3 4 5 6 7 

..., I. Demand Deposits 1,529 468.9 41 185.7 63 181.1 

"' 2. Savings Deposits 6,728 581.7 

3. Fixed Deposits 1,855 929.9 10 218.0 9 148.5 

4. Total 10,112 1,980.5 51 403.7 72 329.6 



Industry and Banks 

However, the control over banks is enjoyed by the corporate 
sector only. This is evident from three sets of statistics. One, 
the close relationship between the corporate sector and the Bank 
Directors; two, the nature of credit policies as pursued by 5anking 
institutions; and three, the extent to which the Directors of the 
banking companies have taken loans from the banks. 

Inter-locking 

The extent of inter-locking between leading banks and other 
companies a study was conducted in the Company Law Depart
ment by Shri R.K. Nigam. According to the Survey of Direc
torships of the twenty leading banking companies, a total of 188 
persons served as Directors on the boards of these 20 banks. The 
188 bank directors held 1452 directorships of other companies 
also. The total number of companies under these directors 
were 1100. This excludes non-profit making organisations. 

(See Table IX, on page 25) 

A detailed study of the directorships held by the directors 
of the five leading banks reveals that through common directors 
these five banks are connected with 33 insurance companies, 6 
financial companies and 25 investment trusts. Further, these 
banks were connected to 584 manufacturing and other companies 
and 26 trading companies and 15 associations not for profit. 

(See Table X, on page 26) 

The close relationship between the private corporate sector 
and the banking institutions was also underlined by the Maha
lanobis Committee Report. It had specially noted that "The 
dominance of industrial directors on the boards of the commercial 
banks is seen to be much greater in the case of the first eight 
banks, in whose case they numbered 59 out of 77 or nearly 77 
per cent of the total". 

Financial Accommodation to Directors 

A very natural corollary of the close relationship between the 
banks and the industrial enterprises is the advantage that these 
industrialists enjoy for the purpose of credit accommodation to 
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s. 
No. 

Deposits 

I. Demand Deposits 
(i) Industry 

(ii) Trading 
(iii) Financial 
(il·) Others 

Total (I) 

11. Savings Deposits 

Ill. Time Deposits 

(i) Industry 
(ii) Trading 

(iii) Financial 
(iv) Others 

Total (Ill) 

Grand Total 

Table-IX 

STRUCTURE OF DEMAND, SAVINGS AND TIME DEPOSITS 

Limited Companies Govt., Quasi-
Govt. & Coops 

Accts. Amounts Accts Amounts 
in 000 in crores in 000 in Crores. 

2 3 4 5 

18 64.6 38.4 
30 46.1 7.8 
8 54.9 2.6 
9 15.5 39 136.9 

63 181.1 41 185.7 

3 73.8 31.8 
3 38.6 12.2 
I 6.7 5.9 
2 29.4 9 168.1 
9 148.5 10 218.0 

72 329.6 51 403.7 

Source R.B.I.: Sta~istical Tables Relating to .Banks in India December, 1966 

1 Personal and Partnerships 

/ . Accts. Amounts 
m 000 in Crores 

6 7 

64 25.3 
588 158.2 

2.3 
877 282.1 

1529 468.9 

6728 581.7 

3 9.7 
56 . 36.6 

0.4 
1796 883.20 
1855 929.9 

10112 1980.5 



Table-X 

SHOWING DISTRIBUTION OF DIRECTORSHJPS HELD BY THE DIRECTORS OF THE LEADING FIVE BANKS 

Directorships heJd in 

s. Name of the Bank Number of Number of 
No. Directors Director- Insu- Financal Investment Manufac- Trading Associ a-

ships held ranee Companies Trusts turing Companies tions not 
& Other for 

Companies profit 

2 3 4 5 6 7 9 9 

"' <>"> 
I. Bank of India II 174 10 8 146 9 
2. Central Bank of India 10 108 4 3 94 4 2 
3. Bank of Baroda 12 196 9 9 162 7 II 
4. United Commercial Bank 13 144 6 2 4 127 3 2 
5. Punjab National Bank 9 65 4 2 1 55 3 

Total 55 689 33 6 25 584 26 15 

Source: Nigam, R.K., : Company News and Notes, October, ], 1963, pp. 62-74. 



their own concerns. Due to obvious reasons a bank director is 
in a better position to obtain credit from his bank. The debt 
due to the bank directors or their companies was nearly Rs. 55.8 
crores in 1954. But the amount had risen to Rs. 290.9 crores 
by 1965. The debt due reflects only the amount due at the end 
of the year. The bank loans given to the directors and their 
companies in the same year stood at Rs. 317.4 crores. 

The figures given abovjJ should only be taken as broad indi
cations of the financial accommodation that the bank directors 
obtain directly from their own banks. But the advantages en
joyed by the bank directors and the ease with which they can 
secure bank credit, is not fully reflected in these figures. There 
is no doubt that the director of a bank commands a special status 
and reputation and thereby his association helps the companies 
to secure easy credit from practically any banking institution. 
Moreover, the phenomena of 'back scratching' and its implica
tions cannot be assessed through these figures. 

Back Scratching 

Supposing 'X' is the director of 'A' bank and 'Y' that of 'B' 
bank. With mutual understanding, bank 'B' can lend loans to 
'X' and in return •y• can obtain similar financial accommodation 
from 'A'. In this way both banks have not lent to their own 
directors; and yet bank credit has been made available to both 
the bank directors. This phenomena is a well known one in the 
financial circles. It would be no surprise if the total bank credit 
advanced, directly or indirectly, to bank directors works out to 
be around Rs. 600 crores to Rs. 700 crores. Thus out of the 
aggregate bank credit, a few industrial houses would be claiming 
a large chunk. 

The figures of bank credit to their directors also sulfer from 
another serious limitation. According to the Bank Companies 
Act, no bank director can hold directorship of another bank and 
there is also a limit beyond which no individual can hold company 
directorships. These legal provisions are very easily set aside 
if one has his wife alive; and the situation is most convenient if 
one is lucky enough to have a large number of children or rela
tions. In India, therefore, it poses no problem to keep oneself 
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within the legal limits and yet operationally continue as one 
would if there were no legal restrictibns. 

Thus the quantum of bank loans, shown against the directors 
and their companies in the above Statements, is only the direct 
and a clear one-for which returns have been filed to the Reserve 
Bank. But the extent of 'back scratching' can only be known 
through a study of the manner in which the bank credit in India 
has been shared by individuals, the b01nking magnets and the few 
big industrial and business houses to which the directors belong. 

Lion's Share in Bank Loans 

An indication of the gross underestimation of the Bank loans 
to the Directors and their companies is revealed by a compilation 
of the data regarding the bank loans and advances for the year 
1966. The total bank credit for this year stood at nearly Rs. 
2432 crores. This amount was shared by nearly 9 lakh accounts. 
A break-up of the bank loans and advances for this year indicates 
that out of this Rs. 1800 crores were lent to nearly four thousand 
accounts only. It has also been brought out that in June 
1967, 572 borrowers in the entire banking system were extended 
nearly Rs. 1400 crores out of the bank credit of nearly Rs. 1800 
crores given for industrial and commercial purposes to the big bor
rowers. This means that nearly two-thirds of the total bank 
credit was obtained under less than six-hundred accounts in the 
country which formed a fraction of the total borrowers. 

If the five to six hundred accounts were to be identified by 
industrial and business houses one would find that the number of 
borrowers are in fact only four or five and also those only who 
enjoy control over the largest banks of the country. Thus the 
figure of Rs. 292 crores as debt due from the Bank directors and 
their Companies reflects less than one fourth of the financial 
consideration that has been actually shown to the Banks.* 

Another indicator of the phenomena of 'back scratching' is 
evident from the extent of mutual accommodation of the Big 

*The Minister for Planning, Shri Asoka Mehta while delivering convo
cation Address at Saugar on 4th Feb., 1966 said: "Broadly speaking, 
about 650 accounts in this country constitute roughly two-thirds of the 
total advances of the banking system." 
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houses while appointing Directors over the Bank Management 
Boards. Even a cursory glance at the composition of the Boards 
of Directors of the five largest banks would show that the bank 
managements are closely interlinked with one another through 
different members of the same family holding Directorships in 
three or four, out of the five largest banks. For instance, the 
four member of one family held one Bank Directorship each in 
the Punjab National Bank, the United Commercial Bank, the 
Bank of India and the Bank of Baroda. Similarly, the Birlas 
held directorships on two Banks, viz., the Bank of Baroda and 
the United Commercial Bank. Apart from the interlinks through 
family members the close links within the banking sector have 
often been seen through the non-family group-members also. 
Another interesting feature of the Bank Directorships is that 
there are very few changes in the composition of the Bank Direc
tors overtime. In a rare case where a Bank Director did not 
continue for another term, it is not abnormal that the same in
dividual was accommodated in one of the other Banks or some 
other companies*. The hold of a family on a Bank is unfortu
nate and it creates problem of its own but when a group of families 
control all the major Banks jointly very serious implications are 
bound to follow. 

Bank Credit For Industry & Commerce 

Thirdly, the close links between industry and banking insti
tutions are also indicated in the pattern of bank advances. For 
instance, out of the bank credit of Rs. 2097.7 crores for the year 
1965, an amount of Rs. 1287.3 crores was extended for industrial 
purposes and another Rs. 536.8 crores for commerce. In other 

' words, nearly 87 per cent of the bank credit was utilised for pur-
poses of industry and commerce. Since 1950, the beginning oft he 
Indian planning era and the time from when onward the banking 
business in India started growing at a fast rate, the pattern of bank 
loans has changed in such a manner that larger and larger share of 
the total bank credit is being directed to support industrial and 
commercial activities. For instance, in the year 1953 (Septem-

*This becomes unavoidable as no one can hold Directorships in two 
Banks: and also holding of very large member of Directorships of com· 
panics does not find favour with Government. 
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Tabi~>-Xl 

SHOWING DEBTS DUE BY COMPANIES OR FIRMS IN WHICH DIRCTORS OF THE BANK ARE INTERESTED 
(Rs. in crores) 

Year I All Banks Scheduled S.B.I. I Other Indian Foreign Non- Five Banks 
Banks Banks Banks Scheduled Banks 

2 3 4 5 6 7 8 

1954 55.83 18.31 31.83 5.69 
1955 52.35 51.19 15.13 31.04 6.80 1.16 
1956 66.50 65.63 20.85 36.76 8.02 6.87 

1957 103.14 102.41 39.44 54.20 8.95 0.73 
1958 109.57 108.99 51.03 50.57 7.39 0.59 
1959 110.13 109.52 43.79 56.60 9.67 0.61 

1960' 142.13 141.96 63.17 68.11 10.70 0.15 
1961 156.30 155.92 67.81 72.92 14.19 0.38 51.96 
1962 183.68 183.47 72.81 96.81 13.85 0.21 73.90 

1964 228.57 228.35 29.43 111.89 13.39 0.22 
1965 290.90 290.87 126.36 135.07 13.89 0.9 

Source: R.B.J.: Staa.ftics Tables Relating to Banks in Indio, 1955 to 1965. 



ber) the total loans for industrial purposes stood at Rs. I 82.39 
crores only against the sum of Rs. 1287.3 crores in I 965. This 
is an increase of 6 to 7 times whereas the total bank advances had 
increased by a little over 4 times only. As a result one notices 
that the industrial loans which comprised nearly 36.4 of the bank 
credit in 1953 accounted for 61.5 per cent in 1965. The trend in 
bank loans extended for agricultural purposes was absolutely 
to the contrary. In 1953 (September) agricultural loans stood 
at Rs. 19.01 crores whereas the amount was Rs. 3.9 crores only 
for the year 1965. Not only the amount of absolute loan for 
agriculture had come down to one fourth of what it was in 1953 
but more significant is the fact that the share of the agricultural 
loans in total bank credit declined from 3.8 per cent to its nearly 
one-twentieth i.e. 0.2 per cent only. 

Bank Credit and Plan Priorities 

From the above account it is obvious that the bank credit in 
India is being increasingly directed for industrial and commercial 
activities in the country; and out of the industrial loans a lion's 
share is claimed by a few industrial Houses. Further, the ten
dency of increasing dominance of few houses in bank credit is 
on the increase. One can safely make a generalization that the 
banks have become instruments of mobilizing community savings 
for the growth of a few big industrial houses. We will deal with 
this aspect a little later but the point to be emphasised here is 
that normally one would expect that the pattern of Bank loans 
would reflect the Plan priorities not only in its distribution to 
individual sectors but more so in conformity with the Plan priority 
industries and other social considerations. One is not sure if it 
was so. On the contrary it appears that bank credit has been used 
for a number of such industries which had the least priority 
under the Plans and only those few who have, due to some histori
cal reasons, come to enjoy control over the banking institutions. 

It needs to be said that the financing of industries in general 
and that of big industrial units is not the same thing as the 'big 
industrial Houses'. Within the broad category of loans for 
'industrial purposes', it is often observed, that not only the re
sources are directed to non-priority industries but also to indus
tries which are surely contrary to the broad social objectives-
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other than 'concentration of economic power'. Therefore, while 
considering the fact that bank loans are increasingly used for 
industrial purposes one must distinguish between the desirable 
and the undesirable industries. 

Concentration in Consumer Goods Industries 

Since we have said above that there can be certain industries 
which may run contrary to the overall national and social 
objectives, we may explain this a little further with reference to 
the consumer goods industries. It is well known that there has 
been a clear but recent tendency in the industrial consumer goods 
production to have large scale production units. 

On the one hand, concentration of production in consumer 
goods industries leads to discourage the growth of small scale 
industries, and on the other, it reduces opportunities of employ
ment since large scale production is more mechanized. Very 
obviously such concentration in production and industrialisation 
runs contrary to the social objective of ensuring maximum 
employment opportunities in the economy. The process is not 
complete here. More relevent question to be asked is whether the 
price charged from the consumer is higher than what could be 
for a similar product of small scale enterprises and in view of the 
advantages of economies of scale, which are available to large 
scale production units and what happens to the difference between 
the price paid by the consumer and the actual cost of production 
of a big industrial unit. If the pricing policy of these units was 
a deliberate one and was used for the purpose of mopping away· 
surpluses in the economy, or for ploughing back the surplus re
sources raised in this manner, there could be some justification for 
such concentration in production of consumer goods. But un
fortunately, surpluses obtained by this type of concentration of· 
production in consumer goods industries do not get invested for 
expansion or establishment of other essential or priority indus
tries. A very little of this price differential is ploughed back. 
It happens so because large enterprises have to maintain huge 
sales organisations. As a result the administrative and super
visory costs of distribution of these products involves 30 to 40 
per cent of the gross sales. In the case of small enterprises the 
sales costs are very limited. Thus, what is gained by way of 
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economies of large scale production is lost in supporting a huge 
administrative and distributive system by the big industrial 
units. 

From our preceding discussion, it is evident that the private 
commercial banking system in our country suffers from serious 
structural maladies. These have thwarted a purposeful use of 
bank credit in the Indian economy along desired lines. On the 
contrary banks have led to the creation of conditions in which 
economic results are contrary to our planning priorities have 
followed. 

Moreover, it has been reported that a recent official docu
ment on social control over banking contains a detailed study 
of India's banking system in which the following conclusions 
have been reached by the author: 

(I) The private commercial banks have failed to attract 
deposits of the rural masses in spite of the fact that the rural 
depositor is more than willing to take to banking habits once he 
comes into contact with the organised banking sector. 

(2) The private commercial banks have mainly acted to drain 
away deposits from rural and semi-urban centres by means of 
fixing a low rate of interest on such disbursements. 

(3) Private commercial banks have contributed an extremely 
small proportion of bank credit to small industry and agriculture 
despite the fact that 40 per cent of India's industrial production 
comes from small industry and 45 per cent of total national income 
from agriculture. 

(4) There is no basis in the arguments usually given by the 
private banks for their failure to help small scale industry and 
agriculture. 

(5) The new entrepreneurs whose main capital is their tech
nical and managerial skill have been denied bank credit facilities 
almost completely. 

(6) The use of bank credit is exclusive and highly concentra
ted which have led to many undesirable social consequences and 
conferred the benefits of public savings upon only a few persons 
and industrialists. Private commercial banks, by their credit 
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policei . have added. abetted and supported social unde~i rable 

activitie . 

(7) The support and attitudes of commercial banks in favour 
of certain industrial hou es have vitally added to their capacity 
and influence to raise internal capital and secure foreign colla
boration. (Thi s ha been clearly pointed out in the report of 
Dr. Haza ri ). 

(8) The private commercial banks have not been guided in 
their credit policies and practices by any positive social objectives 
and the major commercial banks have been highly selective and 
excl usive in their cred it policies. 

Since the above conclusions are admittedly true, we do not 
wish to burden this document by presenting an analysis which 
would lead to the arne conclusions. Hence we have deliberately 
avoided to include a di scussion of this aspect and take the above 
conclusions for granted for our purpose. 
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Part Two 

PLAN OBJECTIVES 



Introduction 

The basic objective of planning in India is to unleash a process 
of development which will raise standards of living, help to create 
new economic opportunities for the vast masses of the country, 
and lead towards the establishment of a "Socialist Society", The 
planning problem is basically that of utilizing more effectively 
the potential resources available to the community. However, 
the economic system of a country at a given time is the product 
of its broader social environments. the socio-economic institutional 
arrangements, values of the people and the operational goods of 
the State objective of plan efforts in India has been to bring about 
the necessary changes in the functioning of the economic system 
hy introducing the required institutional and other reforms. 
It is in this context that one has to consider the question of 
management and control of the banking set-up which is undoubt
edly a strategic institution in any economy. How can the achieve
ment of national objectives be facilitated by introducing a change 
in the control and management of the banking institutions? 
This is a question which can be more fruitfully discussed only 
\vhen the national objectives have been identified in a precise 
manner. With this purpose in mind an effort has been made in 
the following pages to identify the major objectives before the 
Indian economy and explain some of the recent trends in these. 

I. Economic Growth 

Very few objectives are amenable to as many interpretations 
as the expression 'economic growth'. Jt can be measured in 
many ways; and each has its own purpose. Generally, however, 
economic growth is equated with the growth rate of national 
income. But rate of growth, whether it is measured in terms of 
national income or in terms of per capita incomes, is not an 
objective in itself. All attempts at improvement of growth 
rates are mere means of achieving the basic objective of ameliorat
ing the living conditions of the Indian population. Even at the 
cost of a little deviation from our main discussion, it would be 
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necessary to underline that a mere talk about the achievement of 
higher rate of national income growth has no meaning unless it 
was ensured that the benefits of growth are shared by the largest 
numbers of the Indian people. 

Therefore it is essential that the process of economic growth is 
also accompanied with efforts at reduction of disparities in the 
incomes and the wealth levels. Viewed fron1 this angle the yard
stick of economic growth is not only the growth rate of the national 
or per capita incomes but also the extent of improvement in the 
average living standards of the large sections of the population. 
It follows from this that economic growth in a country like India 
must necessarily be accompanied by a reduction of disparities in 
levels of income and wealth-or at least to ensure that these do 
not get aggravated. 

Income Disparities 

The Government's policies at reducing disparities in incomes 
levels were expected to be two pronged. Firstly, to follow such 
fiscal, monetary and regulatory policies which would not allow 
the gap in income levels to widen; and secondly, to undertake upon 
itself the direct responsibility to provide basic amenities to the 
weaker sections of the community. This would have involved 
the pursuance of a well worked out incomes and wage policy. 
However, we have yet to evolve such a policy. Consequently, 
alongwith the evolving of appropriate policies to correct im
balances it is equally, and perhaps more, important to pay atten
tion to reform the economic system and establish such institu
tional arrangements which would allow the fullest utilisation of 
the community's resources as also would ensure against the likely 
possibilities of exploitation by a few of the many. 

For instance, the progress of land reforms has not been uni
form in the States. One must admit that the programme has 
made significant changes in the countryside. But the progress 
of these efforts would have been more impressive if only due 
attention was given to the understanding of the purposes for which 
land were being suggested. Moreover, while pursuing reforms in 
the countryside a logical step was to evolve the corresponding 
policies for urban property. In the present situafoion one can 
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rightly ask "why should the reforms be confined to agricultural 
sector alone? Why should there be a ceiling on land holdings 
when in the urban centres there was no ceilings on holding of 
property or number of houses? This has been mentioned to 
point out that the approach to incomes & wage policy has to be 
applied throughout and not confined to a part of the economy. 

How far the disparities in inco.mes had worsened during the 
first decade of planning in India was brought out by the Maha
lanobis Committee Report. Speaking about the urban and 
industrial sector it was categoric that the inequalities had grown, 
the reasons given were : 

(a) The operation of the economic system with its criteria of 
credit-worthiness and security of lending and investment 
tends to support the large established enterprise against 
the small and struggling entrepreneur. The large 
companies and bigger enterprises have an easier access 
to the capital market as banks, life insurance companies, 
and trusts; besides individuals have a preference for 
investing in shares of large companies. 

(b) The Government's policy during the Plan period has 
been responsible for the growth of the private sector and 
in the process specially of big companies. In addition 
to affording a protected market and necessary over
head facilities and maintaining a budget policy with a 
middle inflationary bias favourable to industry, the 
Government has been permitting the growth of private 
industry by extensive tax incentives. 

(c) One of the factors accounting for an increase in economic 
power of the large groups in recent years have been the 
larger flow of foreign investment and technical know
how through joint ventures. 

Concentration of economic power is not objected to on non. 
economic considerations alone. To some extent, and in certain 
cases, concentration may be justified on functional grounds but 
the Report observes, "concentration of economic power in Private 
sector is more than what could be justified on functional grounds". 
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These observations have to be seen in the context of the 
Directive Principles of the Indian Constitution, one of which read, 
"In the economic sphere the State is to direct its policy in a manner 
as to secure the distribution of ownership and control of material 
resources of the community to subserve the common good and 
ensure that the operation of economic system does not result in 
the concentration of wealth and means of production". 

In brief toe objective of economic growth is not an end in 
itself. The basic purpose of growth in national income and per· 
capita incomes is the improvement of living standards of the 
masses. Thus if there was growth in the economy accompanied 
by widening of the gulf between the few and the large many this 
cannot be considered as ·economic growth. Moreover, one is 
not sure if there can be sustained growth in any economy if 
the disparities do not get reduced. Even from the purely 
economic angle disparities are least conducive to a continuous 
sustained growth of any economy. An economy which has 
concentration of economic power is also the one which is most 
liable to severe fluctuations, depressions, recessions and booms. 
Thus, it is imperative to realize that economic growth which does 
not reduce disparities is neither socially desirable nor economical· 
ly sound development in the long nm~leave apart the political 
implications of such developments. 

II Balanced Growth: Inter-Sectoral 

Another oojective in the process of planning is that of ensuring 
balanced growth in the economy. The concept of balanced 
·growth can be interpreted in three ways. One, it may be inter· 
preted to mean a balance between the rates of growth of different 
sectors of the economy. It does not, however, mean equal rate 
of growth of all sectors. For instance, for obtaining a 5 per cent 
rate of overall growth a few sectors may grow at the rate of 10 
to 15 per cent; whereas in certain others the growth may be around 
3 to 4 per cent only. The essential meaning of a balanced 
growth would be to ensure that the inter-sectoral balances were 
not disturbed since excess or lower production in one sector would 
lead to a number of bottlenecks which would stand in the wny 
of a smooth and sustained rate of economic growth. To ensure 
this the government would have to l1se taxation, cerdit and other 
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regulatory measures to support or discourage production in a 
manner that the supplies of various inputs arc available in the 
required quantum. This is a function which cannot be left to the 
operations of the market forces. In some measure one is 
afraid ~hat our past experience has not been a very happy one in 
this respect. At many a point of time shortages had created 
bottlenecks for production. Especially a number of plan prio
rity industries which should have been developed had lagged be
hind whereas in a number of non plan industries the growth has 
been phenomenal. 

Inter-regional 

Balanced growth can also be referred to the ensuring of re
ductions in the inter-regional disparities over space. However, 
the situation that is obtained in the country to-day presents a 
picture of considerable disparities in levels of growth-from one 
State to another. (See Table I). To some extent the inter-state 
disparities are corrected by central Investments but unfortu
nately the private sector growth has tended to negate the trends 
towards spatial balances. 

One can measure the level of economic activity in States in 
many ways. But no single indicator would reveal the real inter
State disparities. A broad indicator of a States level of develop
ment is provided in the State per-capita income estimates. (See 
column 2 of Table I). However, a more important indicator of 
the differences in levels of growth of the States would be in the 
study of the share of each State in the national productive capi
tal in factory establishments. It would be seen that the two 
States, namely, West Bengal and Maharashtra claimed nearly 
two-fifths of the national productive capital in the private sec-

. tor. The State of Rajasthan was the least industrialised having 
only one per cent share in this capital. (See column 3 of the 
Table 1). To some extent the existence of varying shares in 
productive capital may be explained by the differences in State 
potentials. But, surely enough one cannot argue that the existing 
distribution of national productive capital in the private sector 
reflects nothing but spl\tial differences in potentials. For ins
tance, from all accounts it seems clear that States like Mysore, 
Kerala, Andhra Pradesh and others do have considerable scope 
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for the establishment of industries. This has also been indicated 
by the techno-economic surveys of the States. The real reason 
for development of only a few States lies in the manner in which 
the Indian economic system operates and is also to some extent 
due to historical and political factors. It would be noticed that 
the two States which claim two-fifths of the national productive 
capital in factory establishments are the Stales which were ini
tially developed as centres of Commerce and Trade. And due 
to a variety of reasons growth of industries has follo·wed the same 
spatial pattern as that of commerce and trade. One would not, 
however, argue that there have been deliberate attempts at deve
loping only the States of Maharashtra and West Bengal whereas 
no efforts were made towards industrialization by the other 
States. 

In our opinion the main reason for this una balanced growth of 
regions in the country has been the functioning of our economic 
system which contributes towards the growth of such areas which 
are already better developed against those which are poorer. A 
similar pattern of distribution was noticed regarding the growth 
of banking institutions. Part One of this study indicates as to 
how the operations of the banking system in India have led to 
movement of nearly Rs. 390 crores from the poorer States to the 
three States, namely, Maharashtra, West Bengal and Madras. 
Since banking set-up is an important and potent part of the eco
nomic system it is no surprise that the operation of the overall 
economic system has helped the growth of certain States at a 
faster rate than the others. While the strategic institutions are 
allowed to operate as they do now, there can be little hope for 
inter-regional balanc.:es or for attempts at reductions in the inter
state levels of economic activity and growth rates. 

(See Table l on page 43-44) 

To some extent the Central public sector plan investments 
can attempt to correct such inter-regional imbalances. How
ever, in the initial stages of economic development the location 
of Central Plan projects has to be more on considerations of im
mediate economic· advantages than other social objectives. 
Therefore, the central outlay can be used for this purpose in a 
limited manner only. We would not even for a moment suggest 
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Table-t 

SHOWING INDICATORS OF ECONOMIC ACTIVITY IN STATES IN INDIA 

~~--

Per capita • % share in the % of Central %of total Length of Per Capita 
income (Rs.) Nations Investment villages Roads per Bank Deposits 

S. States 1960-61 Productive 1965-66 Electrified 100 K.M. (Rs.) 1965. 
No. capita\ in Fac~ 1965-1966 1965-66 

tory Establish-
ments 1963 

2 3 4 5 6 7 

-----

.... I. Andhra Pradesh 2H7.0 5 4.5 20 17 30.0 

"' 2. Assam 333.3 2 2.6 I 4 22.7 
3. Bihar 220.7 13 16.0 6 14 19.3 
4. Gujarat 393.4 8 3.0 9 13 103.7 
5. Jammu & Kashmir 289.0 10 4 43.7 
6. Kerala 314.9 2 2.3 39 43 51.1 
7. Madhya Pradesh 285.3 9 20.5 2 10 21.9 
8. Madras 334.1 7 7.0 7 38 57.5 
9. Maharashtra 468.5 20 3.7 II 15 184.8 

10. Mysore 304.7 3 1.4 15 28 57.4 
11. Nagaland 
12. Orissa 276.2 7 16.5 9 9.3 
13. Punjab 451•.3 3 1.1 25 17 78.9 
14. Rajasthan 267.4 0.5 4 8 23.2 



15. Uuar Pradesh 
16. West Bengal 
17. All States 

2 

297.3 
464.6 
~34.5 

3 4 

5 6.4 
20 14.5 

100 100.0 

---- --- --- -

Sources: Col. 2- National Council of Applied Ec:onomic Researc:h. 
Source: Col. 3- Annual Survey of lnduslries 

Col. 4- Planning Commission, 
Col. S - Planning Commission 
Col. 6- Planning Commission 
Col. 7- Reserve Bank of India ltd. 

5 6 7 

9 14 28.8 
5 30 115.8 

10 17. 64.2 

·-- ----· --- --·---·-··-



that the plan investments should not be used as an instrument for 
ensuring greater inter-state balances, wherever it can be done it 
should be only too welcome. On the other hand it is a well 
known fact that a large many medium scale industrial units and 
'foot loose' industries can be established in places which do not 
have minerals or other basic materials but have abundance of 
surplus labour supply-which is an important resource. The 
point to be emphasized is that left to the existing economic system 
as such there can be little hope of development for the depressed 
areas. It is so because the level of underdevelopment is in itself 
a great handicap for the poorer States. Therefore, it has to be 
recognised that a number of institutional reforms are a basic pre
requisite to the attainment of spatial balances in the country. 

III. Self reliance & Foreign Exchange 
Another objective before the Indian economy is the conser

vation and enhancement of foreign exchange resources-both 
by judicious use of the foreign exchange for purposes of develop
ment of strategic and ~asic industries and also by making every 
effort at stepping up of exports. The purpose of being careful 
in the use of foreign exchange is to ensure that the Indian economy 
reaches a stage, as early as possible, from where onwards ils nor
mal growth would not remain heavily dependent upon the assis
tance of the outside world. We are conscious that many a time 
the interpretation of the objective of 'self-reliance' is stretched 
too far. Some have entertained ideas that self-reliance would 
mean being selfsutllcient in all matters-social, economic and 
political. For them the concept of self-reliance is another form 
of isolation from the rest of the world. But the purpose, which 
we have in mind, is a limited one we do not visualize that India 
can be or it need to be self-su11icient in all respects. We visualize 
that India's overall trade transactions would get enlarged and 
India would become an important country from its exports view 
point as also it would continue to import goods from abroad. 

Exports 

But the relevant question would be: Why with all the deve
lopments in industrial sector has not India become an exporter 
uptil now'! The answer to this lies in three li1ctors, ••i:. (i) failure 
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of the Indian industrialists to compete in the world market 
because of their high cost of production, (ii) Jack of attempts on 
the part of the Indian exporters to win confidence of the foreign 
countries by maintenance of better uniform standards of their 
products, and (iii) absence of any economic pressures and chal
lenges which would force the Indian industrialists to go in search 
of markets abroad. The three factors are not independent of 
each other. The basic reason for these has been the existence 
of seller"s market for too long a period accompanied by a variety 
of subsidies and the pursuance of fiscal and regulatory policies 
which have discouraged imports and created conditions 
of an extremely sheltered market for the local industrialists. This 
question is again closely related to the manner in which the newly 
established industries were provided conditions for the emer
gence of monopolies. Many a time licence was given to an 
industry because it was expected that it would boost up Indian 
exports. But once the licence was granted, imports of machines 
and raw material allowed and collaborations arranged, these 
very industrialists came forward with the plea that the Indian 
products cannot be exported because they cannot compete 
in the world market. And therefore, industries which were es
tablished with the clear understanding that the bulk of their pro
duct would be exported, divert their produce to the home market 
-which is only too ready to absorb anything that is available 
and were no other foreign competitors would be allowed to 
threaten the monopoly privileges of the so called 'national' 
enterprise. 

As far as the lack of efforts at maintaining standards of qua
lity of the industrial products is concerned, this is a hypothetical 
question in a 'sellers market'. Very rightly, as long as there was 
excess demand to what can be met by the local producers the 
immediate problem of any rational producer would be to maxi
mise profits by reducing his immediate costs and in this he is 
only too easily tempted to do his job in a half-baked manner as 
also charging the high~st price that he can. Where does come 
the question of consumer satisfaction? Or for that matter, 
where was the threat to his sales? And under these conditions it 
would be only an idealist or an unintelligent person who would 
harp on maintenance of quality or reasonable prices. Thus, 
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the question of Indian producers having failed to evolve their 
standards of quality is only of academic value. The reality 
of life is too hard to be fully appreciated; and that is that in 
a monopoly situation the consumer satisfaction or attempts to 
reduce costs of production remains an unreal question. Similarly, 
one may ask: Why should the Indian industrialists go abroad 
for securing new markets when they have the exclusive rights of 
sales, to their full capacity production, within the economy? 

Imports Substitution 

On the other hand one has to ask: "Why India imports so 
many goods both consumer goods and producer goods? One 
can understand the need to import such commodities which 
are not produced in sufficient quantity within the country. For 
instance, foodgrain imports may be justified for short periods. 
But why have continued food imports? It is not for us to dis
cuss the question of food here: and therefore, much against the 
tempation to do so we would raise another specific question 
i.e., "Why do the consumers as well as the producers- the 
big as well as the small-prefer imported commodities, from any 
luxury item like lipsticks to imported cars and machines? Leav
ing aside the import of machines which are not produced within 
the country why should even an average man consider imported 
products as superior to the home made ones. Have we as In~ 
dians lost all the national pride? The answer to this is not in 
lack of sentiments but in the lack of faith in the quality of goods 
produced by the Indian industries. This ag&in brings us to 
the question of the lack of efforts by the Indian industrialists 
at maintaining certain uniform standards. 

In this respect the responsibility has to be shared equally by 
the Government as well as by the industrialists. The govern
ment's failure has been in not enforcing-more so where the 
monopolies exist-the minimum standards for their products. 
For ecample, how much deterioration had taken place in a com· 
modity like automobiles-which is used by the most vocal and 
influential strata of the Indian society-is too well known. We 
hope the Committee appointed to go into the causes responsible 
for worsening of the quality of cars would indicate how far the 
existence of monopolies, and inability of the government to cant-
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rol them, alongwith the prevalence of sellers market has been 
responsible for this deterioration. The basic point in referring 
to this is to underline that no amount of moral pursuasions can 
prove of any use unless the government took active and continu
ing interest to impose conditions of quality maintenance and 
consumer satisfaction. For doing this the government has the 
obligation to the society, since a large amount of foreign ex
change resources were made available to such units by denying 
the average citizen the rights to import goods from outside. The 
allotment of foreign exchange to industrial concerns ha.d 
become possible only when someone else was denied its use. 
Thus the grant of a licence is not only a social sanction but is also 
accompanied with a privilege and economic benefit for availing 
the scarce resources of the society. This sanction was provided 
by the government; and in return it was an obligation to ensure 
that the sanction was not used against the broader interests of 
the society. 

A very closely connected question with the low-efficiency of 
the industrial sector in India has been the fact that the so called 
industrial entrepreneures have not made any efforts to achieve 
specialisation in one type of activity. On the contrary each big 
industrial house has attempted to enter as many industries as it 
was capable of. For instance, Dr. R.K. Hazari had pointed out 
in his Interim Report that the Birlas had entered practically all 
types of industrial enterprises which included textiles, aluminium, 
electrical goods, chemicals, cement, a man-made fibre and yarn, 
heavy engineering, timber products, news print, sugar, vanaspati 
and so on. Very <;>bviously one industrial house could not have 
developed specialisation -within such a short period-in all 
such industries. The diffusion itself is a contra indication that 
it is impossible to develop expertise on such huge scale. And 
yet the fact remains that the government did grant licences to 
the Birlas. The real reason for this lies in their capacity to muster 
a substantial financial support to all proposals irrespective of the 
merits. The finance, however, it would be readily agreed have 
not been out of the savings or profits of these big industrial houses. 
Basically, the finance become available because each one of the 
Big Houses in India controls one or two large banking institu
tions. 
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In brief, one would say that the objectives of achieving >ell~ 
reliance are very closely dependent upon the way the industries 
are managed and the manner in which, these are regulated to be
come conscious of the necessity of reducing their cost structure 
as also in maintaining-leave apart improving-the standards of 
quality to win confidence of the foreign and Indian buyers. It 
is only then that India can hope to step up her exports and 
earn foreign exchange which in turn would allow us to accelerate 
the pace of our movement towards industrialisation and self 
sufficiency. 

In summing up one would say that the three national and plan 
objectives before the nation are: (i) to ensure steady, continuous 
rate of improvement in the living standards of large many; (ii) 
to achieve and ensure that economic growth is not accompa
nied by widening of disparities-inter-state and intra-personal; 
and (iii) to ensure that the growth of the economy is on such lines 
which would enable India to reach a stage, as early as possible, 
from where onwards its growth would not remain heavily de
pendent upon the foreign assistance. 

These three objectives are complementary to one another. The 
realisation would obviously depend upon the pursuits of such 
policies which would help to reorganise the present economic 
structure and develop it along lines which would ensure the ful
filment of these objectives. 

Evidently, the financial system of the country, specially the 
private commercial banking system had to be devoted a great 
deal of attention from the point of view of realising the above 
objectives. However, we have seen that while the country has 
already completed three Five Year Plans, there has been no pro
vision for any type of credit planning in the Indian economy. 
The Indian plans, while laying down various targets for develop
ment programmes have not simultaneously realised the need for 
allocations of appropriate bank finance for different projeCts, 
in the public and private sectors. Since the Government financ
ing of development projects has been confined only to the res
ources of the State with no efforts at the regulation of bank 
credit in plan directions, it has often happened that private 
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~..· ~.HHmen.: t ~tl hank.-.. ha '~ linanccd ttH.Iu -.. tn a l rro_1ech '' lm.: h 
h:l\e enjO)ed et ther a In\\ prior ity 111 the rla th o r :tr<.' out~ide 
the pl ans. Mo reover. in extent to which such projects lw vc been 
linanced ha.., hccn out or a ll propo rt ion to the need ~ of the eco
nomy nr the p:tt tern .... of demand for the)e ind u tria l pwd uct . 
\\htch h:t\C : tlre~t d y emerged in the economic .... y. tem. In th i~ 

" ''Y· the commercia l h:tnk. fi nance h a ~ tended to be \\'Ork. ing 
:tgain .., t the pla n prio ri t i~ .... a nd helping to crea te imba lance' in 
th~ gn)\\ th of the eco no m) fro m ltlllC to t tme. The .... e a ~rech or 
the \\ Orki ng of the pr i \ ~ l l C COrnmcrci:tl bnnk. ing ~y ~ t em ha\ e <ll
f l':IU )' been documen ted 111 a num ber of Gc" ern ment puhl ica tion.., 
:tnd the F1r' t I i'e Year Plan .... . 
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IO brea k th is \ icio u circle Je t it may lead to th e end Of ~11J plan 
<.h~ ' elopmen t of the economy in the fut ure. 
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L'l)lllmcrclal han!-. ... ha\e tin<mrcd 111du,trial projCL'h v.hich 
ha\'e enjoyed either a lo\\ priority in the plarh or are ouhide 
tl1c plans. Moreo\ cr. in extent to whiL·h ~urh projects have been 
financed ha.., been out of all proportion to the neelb of the ero
IWmy or tht:' pattern-. of demand for the..,e inJustrial produch. 
\\hich ha\e already emerged in the L~L·orwmic "ystem. In thi'> 
\\ay. the commercial hank finaJK'e ha" tcnded to be worl-.ing 
;1gain"t thc plan prioritic" and helping to create imbalances in 
the grm\ th t)f the economy from time to time. The"e aspech of 
the \\orking of the pri\ate commercial banking ... y,tem )M\·e al
n:ady been documented in a number of Gm·ernment publication.., 
;11lll the i-="ir ... t Fi\l· Year Plan'~. 

Of L'lHir..,e. it"" \\CII-knm\11 that the bank.., ha\·e financed lar
gely tho"c project'\ for which licence-. ha\·e been given e""entially 
hecau..,e the private indm.trialists have been able to claim the av:lil
ability of hank finance for linanring their project'\. Tlw" li
L"Cil,ing or indu,tries and their financing with bank credit ha\e 
both heen cnterprised in a \ic.:iou~ circle which have to gi\e help 
tn deflect the course of India'" plan development from its expected 
national priorities, and it is high time that we take necessary ~tep" 
to break this 'icious circle lest it may lead to the end of all plan 
development of the economy in the future. 

i() 



Part Three 

RESOURCE MOBILIZATION 



The basic truth regarding under-development of countries 
is the absence of. adequate productive capital,-physical and 
human. And therefore, all efforts at planning are in essence 
directed towards the creation of the capital of both types. It 
is only when the human and physical capital is developed in a 
harmonious and systematic manner that a country can en .. 
sure a rapid sustained and balanced rate of growth. In this 
effort a country may depend upon foreign capital or mainly 

. rely upon its own capacity to mobilise resources. There is no 
given rule about the manner of building up national capital. 
For instance- the American development in its early phases 
was greatly facilitated by the import of human and other capi
tal from the European countries; and the most recent example 
is that of Israel where foreign capital played a very significant 
role. On the other hand countries like U.S.S.R. and China 
have mainly depended upon their own resources. 

How fast an economy can grow is determined by the rate 
at which the productive capital is built up. And the rate of 
capital built up is determined by two factors, vi<;. the rate of 
internal savings and the magnitUde and nature of foreign 
assistance. Whatever may be the extent of foreign assistance 
the entire cost of growth in any case cannot be borne by the 
outside world. The two factors are not substitutes for one 
another. In any case it is necessary to raise corresponding 
internal physical and financial resources despite all foreign 
assistance. The situation is simply this: the more efforts a 
nation is prepared to put in, more countries can be found 
willing to help. A country which is not prepared to put in her 
own efforts at development can hardly expect other nations 
to foot the entire bill of development. In fact, one can even 
go to the extent of saying that the rate of savings in a community 
would determine its overall rate of investments and that in 
turn will determine the rate of economic growth. Therefore. 
the stepping up of the savings rates is of crucial significance 
for the growth of a country. 

53 



The rate of savings in a country depends upon the extent 
to which the country is prepared to, willingly or unwillingly, 
reduce its aggregate consumption. A higher rate of savings 
would enable higher investments and thereby additional in~ 
comes in the subsequent years. Again, the additional in
comes generated may be largely saved or go to improve the 
level of consumption, But greater the willingness on the part 
of an economy to 'tighten the belt' higher would be the rate 
of capital accumulation. This is what one calls as the sacri
fice of the society for its own growth. Normally the, term 
"savings' indicates voluntary savings of the individuals. But 
in the context of national savings one has to take account of 
the voluntary savings of the individuals and other private 
agencies as also the compulsory savings affected through tax 
mobilisation for investment and the surpluses -of the public 
enterprises which have been ploughed back for creating 
additional capital. Under the voluntary saving one may 
include savings in the form of bank desposits, personal cash 
hoardings, purchase of shares of the corporate sector and other 
investments and loans made to the public and private agencies. 
While compulsory savings would be that part of the public 
sector and government expenditure which is diverted for pro
ductive purposes. 

Compulsory Savings 

The extent of compuslory savings is very much dependent 
upon the extent to which governmental agencies can pcrsuc 
policies of resource mobilization by (i) enhancing the rates 
of taxation, (ii) widening the coverage of taxable population 
or (iii) follow such pricing policies in the public enterprises 
which would yield the requisite surpluses. It need to be re
cognised at the very beginning in a democratic set up like ours 
imposition of fresh taxes tic. is not as easy as it could be in a 
society under some other political system. .There are limits 
within which the government efforts have to be confined. 11ore
over, the taxation structure cannot be used with as much of 
intensity as it can be in a developed economy to raise resources. 
For instance, too high taxation measures can lead to some un
economic efforts e,g. discouragement to new enterprise anct 
uncentives. However, it docs not mean that under-developed 
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countries always exhaust all revenue collections. For instance, 
in India it would be only a fool hardy scholar who would argue 
that the taxable capacity of all sections of the Indian economy 
have been fully harnessed. 

It is, however, true that in underdeveloped economies 
there arc limits beyond which direct taxation cannot be introw 
duccd without discouraging the level of investments in the 
private sector. At the same time if more reliance was placed 
on indirect taxes the problem comes that of excessive economic 
sacrifice imposed upon the poorer sections of the community. 
Thus in an underdeveloped economy the use of direct and 
indirect taxes has its own limitations. This would, therefore, 
require a very careful and judicious view, on the part of the 
Government, regarding the emphasis that it may place on other 
sources of revenue. 

In the field of compulsory savings we would like to make 
a special mention of the role of public sector enterprises. Fortu· 
nately enough it is by now well recognised that the public 
sector has a special place in the underdeveloped economics. 
Specially the Public sector enterprises are a necessity in such 
fieldo; where private enterprise does not enter because the magniw 
tude of investments involved are very high, the gestation period 
is large or the expectations of return on investments arc not 
directly remunerative as against the amounts of investment. 
Therefore, in such areaS the role of public sector enterprises 
is well appreciated even by the inost conservative economists. 
It is agreed that the public enterprises have a special place in 
furthering the overall rate of economic growth of a country 
by providing the economic and social overheads and thereby 
facilitating the growth of many large private enterprises. For 
this purpose the public enterprises have to directly ente-r into 
the productive system of the economies. It is in this regard 
that the public enterprises in India have come to occupy a 
significant role in the development of the country. Thus, the 
importance of public sector in the development process is not 
disputed. For example, in the post world war-II period the 
French economy took over a large part of the national capital 
under ownership and control. 
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The controversy arises around the question whether or 
not the public enterprises should follow similar policies in their 
functioning as does the private sector. One view is that public 
sector enterprises should function on no-profit no-loss basis .. It 
is suggested that the attempt should be to help the growth of 
the private sector by providing all the necessary requisite 
infrastructure for helping them to overcome such difficulties 
which individually no private enterprise can meet. In this 
concept we would like to make it clear that the role of the 
public enterprises should not be viewed as mere promoters 
of the private sector. In a developing economy, the public 
sector enterprises have a very direct role other than what is 
generally to be the case, in resources mobilization and the 
direction of development. In the Indian economy the public 
enterprises should certainly be used as an instrument of 
resource mobilisation and for providing a sense of direction in 
the planned process of growth. 

There is a difference bet\veen the profits of a private enter
prise and that of a public sector enterprise. The distinction 
is that the surpluses of the public sector enterprises become 
available to the Government and public agencies and decisions 
on the use of such resources are directly governed by social and 
economic considerations or the economy as a whole. The 
profits of the private enterprises are mainly directed and regu
lated in a manner which depends on an individuals' opinion 
about a profitable investment. In a developing society like 
ours, the surpluses of the public sector should in fact be viewed 
as Compulsory Savings of the society which would go for further 
the build up of the national capital-and the capital build-up 
on the lines which would be in accordance with the plan priori .. 
ties and overall social objectives. 

Voluntary Savings 

The Voluntary Savings in a society take various forms. 
The important organised forms are i) Deposits with the Com
mercial Banking institutions; ii) Life Insurance Policies; iii) 
General Insurance; iv) Post Office Savings Deposits; v) Go
vernment Bonds and Certificates; vi) Deposits with Coopera
tives, and vii) Cash hoardings. 
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The relative importance of each one of these is broadly 
indicated in Table II. The Table has been compiled to indi
cate a very broad comparison of the different forms of savings 
in the community. The data is not strictly comparable as it 
relates to different periods of time as also the types of the data 
referred to are not identical. 

Table--11 

SHOWING A BROAD COMPARISON OF THE FORMS OF VOLUN· 
TARY SAVINGS 

~0-1 Agency Remarks Rs. Crores 

2 3 

I. Commercial Banks Deposits (1965) 3,049.0 
2. Life Insurance Corporation Investments (1964 March) 763.5 
3. <Jenerallnsurance Assets (1963) 90.2 
4. Post Office Deposits (1965) 555.6 
5. Government Banks & Outstanding (1965-66) 449.8 

Certificates 
6. Cooperative Societies Deposits of Individuals 303.0 

(1964-65) 

Out of the above mentioned organised financial institutions, 
the Commercial Banks arc the most important ones. Also, 
except for the banks, the other institutions cannot be consi· 
dered as primarily and wholly the financial agencies. The 
resources collected by agencies like the Post Offices and Life 
Insurance Corporation are incidental to their other opera· 
tions. Therefore, while discussing voluntary savings, one has 
to place special reliance on banking institutions. It is so be
cause the banks are organised with the basic purpose of mobi
lising financial resources and for providing credit to the eco
nomic functionaries of a society. 

Banking Institutions 

The magnitude of resource mobilisation by banking insti
tutions is related to the capacity of these institutions to reach 
numbers and their success and efficiency in looking after their 
clientele. For instance, if the banking offices were confirmed 
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to a few centres of the country only, very naturally, the capacity 
of the banks to mobilise deposits from the public would remain 
limited to that extent, And if the network of banking offices 
was extended to all parts of the country and most of the 
population could reach one or the other bank office conve
niently the deposits would be of a larger order. Similarly, 
if the banking institutions functioned efficiently and made 
rigorous efforts to provide satisfaction tot he savers-irrespective 
of the fact how big were the deposits of a saver-the banks 
could still improve their effectiveness in desposit collections. 
In a developing economy banking institutions have a special 
role in making people 'bank minded'. For a large majority 
of those who can save opening of an account in a bank would 
he a new experience. And therefore utmost care would need 
be taken in seeing to it that the experience is not so unfor .. 
tunatc that an average saver would decide to never visit a 
bank office again. If a visit to a bank office could be made 
a pleasant experience the banks would become still better 
institutions of deposit mobilisation. 

This aspect needs to be underlined since very often it is 
not realised that in underdeveloped economies the savers 
are not as enlightened as to always bother to look into the 
economies of returns for their savings. Their values and deci
sions are dependent upon, at least equally, on considerations 
other than the interest rates. And one of the important factors 
is the security of definite and the personalised service and the 
consideration they would receive from the bank staff. The 
importance of enhancing savings may not be fully appreciated 
by an ordinary man. For this one can only say that if the 
banks can draw out financial surpluses from the community 
-by way of the deposits-to that extent the buying power in 
the community gets contracted. And by that magnitude 
there is a reduction in the aggregate consumption with a 
corresponding release of physical resources which can be di
verted towards the creation of additional national capital. 
Similarly, by practising selected credit policies the banks can 
influence the consumption pattern in the society. The banks 
are important agencies for ensuring greater savings to help 
economic development. 
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The capacity and will to save on the parl of the savers is 
not in itself sufficient to ensure deposits. What is equally 
important is the existence of an institutional fran1ework which 
tnakes it convenient to save. One has no measure to assess 
the level of willingness but it would not be too wrong to pre
sume that everyone, whether rich or poor, would have a desire 
to save. The degree of will power would, however, vary 
from one individual to another. In a country which recognises 
private property and rights to inheritance an average man 
would undoubtedly like to save. But the real problem is that 
of impressing upon the savers that the function of saving was 
also a national obligation and each person must save by habit 
and in an organised manner. 

The task of making 'savings' conscious is only possible if 
there was an institutional framework which would undertake 
this task vigorously and continuously. And further to this the 
set up must ensure the necessary physical and organisational 
conveniences to the savers. It is in this context that one has 
to evaluate the capacity of the existing financial structure as 
instruments of enhancing and further mobilization of savings. 

In Part One of this study it has been pointed out that the 
commercial banking in India has remained concentrated in 
urban centres and also in the comparatively advanced states of 
the country. It would not be correct to form an impression that 
banking offices ar(evenly spread over space within the urban 
centres or in the comparatively better off States. A study of 
the spatial distribution of banking offices in these cities would 
indicate that a very large number of offices were located in the 
two cities of Bombay and Calcutta whereas the smaller towns 
and rural areas were as badly neglected as in any other State. 
Furthermore, a look at the distribution of bank offices in these 
cities would indicate that more bank offices are located}n such 
areas of the two cities which are trade centres or arc inhabited 
by richer sections of the urban population. Very rarely bank 
offices are located in areas where the poorer sections of the 
community live. 

From the view point of savings potential it would be appro
priate to mention . the general belief that the poorer sections 
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in the Indian society have very little savings capacity is 
completely misplaced. In fact the savings with the lower 
income groups in the urban centres-which will equal the 
middle income groups of the .-ural population -are of a signi
ficant order. While the middle income groups enter into a 
race for consumption of 'prestige goods' and become victims of 
the 'demonstration effect' and have lesser savings willingness to 
save in the lower .. income groups are still conservative and do 
effect savings. Considering the numbers involved even small 
saving when aggregated would come to a fairly significant 
order. There is no doubt that dealing with very small amounts 
and with large numbers of comparatively lesser educated 
depositors would involve higher costs of administration of 
these bank offices. The same is true about rural areas. But 
the benefits of such savings are many times more than the 
costs of deposit collections. But this approach can only be 
followed by such institutions which have the proper perspective 
of their role and are even prepared to bear short term promo
tional losses in the overall and long term interests of the society. 

Rural Banking 

For a long time the official view regarding the provision 
of banking facilities to the rural areas has been that extension 
of banking facilities to the rural sector should be earmarked for 
the cooperatives and urban banking should be largely left for 
the commercial banks. While nationalising the Imperial 
Bank offndia, it also argued that the private commercial banks 
cannot reach the villages because opening of branches in the 
rural areas was not a profitable proposition. It was, therefore, 
suggested that with the nationalisation of the Imperial Bank, 
the State Bank of India would have special responsibility to 
provide banking facilities in smaller towns and villages. Thus, 
the official attitude seems to have been that the State Bank of 
India and the cooperatives would specialise in rural banking 
and the private commercial banks would confine theiractivties 
to the urban centres. 

The implication of this division of areas between the public 
sector banking (State Bank of India) and the cooperatives 
vis-a-vis the private commercial banks is that the non-profitable 
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bankirig should be the main responsibility of the public sector 
institutions whereas the profitable ones should be earmarked 
for private banking institutions. It is recognised that since 
rural batiking is not a profitable business (and that is why 
private batiks do not attempt this) therefore, the coopera
tives and the State Bank of India have to be adequately subsi
dised for such batik offices which run under loss and were 
opened with the intention of covering rural area. For this, 
the Reserve Bank oflndia meets the deficit of a branch opened 
by the State Batik of India. 

Such an approach would be all right if it was clearly under
stood that the cooperatives and the public sector batiks were 
not to be judged on the same criteria as the other commercial 
batiking institutions. The public sector banking institutions 
may, therefore, be judged on different standards than the 
private ones. But unfortunately it is argued that private banks 
do not want to go to rural areas because it was not profitable 
and therefore the public sector (State Bank of India) should 
undertake the responsibility of entering into the losing business. 
In the same breath it is also expected that the State Bank 
should show at least the same profits as other private batiks. 
This really means that the non-profitable propositions are 
meant for the public sector and the profitable ones for the 
private sector. And then we turn batik to judge the efficiency on· 
private profit criteria. No logic could be strange than this. 

Cooperative Societies 

As for the role of co--operatives in rural banking is concern
ed, it is high time that we understood what the cooperatives 
can do and what these cannot. We must understand the 
structural handicaps of the cooperative credit system in an 
economy like ours. It is only after a proper appreciation of 
the capacity of the cooperatives that one can decide as to how 
far the cooperatives can offer a solution to the problem of pro
viding banking facilities in the rural areas. 

It should, however,. be made clear that we do not doubt 
the importance and the role that cooperatives in ameliorating 
the economic and social conditions of the rural areas in general 
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and the farmers in particular. Basically, the cooperatives 
movement is a sound one and has many a merit. For instance, 
agricultural, marketing, service, industrial and consumers' 
cooperatives are of great significance in a developing society 
like ours. However, the need for opening of bank offices in 
rural areas is not pureJy the provision of credit to agriculture. 
It is more than this; In this respect that we need to· under
stand some of the structural and other inherent limitations of 
the cooperative credit societies. Also one has to take due 
note of the present defects in the cooperative movement. No 
doubt some of the defects in the cooperative credit movement 
can be set right with appropriate reforms. But, the inherent 
limitations of this movement for purposes of extending banking 
facilities to rural areas can hardly be met by such actions. 
At the same time we visualise that opening of branches of the 
organised banking institutions in rural areas would help to 
strengthen the cooperative credit movement in the country 
side. The existence of organised banking is not a substitute 
or a rival development to cooperative credit societies. On the 
other hand, in our view organised banking is a complementary 
and a pre-requisite for effective functioning of the cooperative 
credit institutions. 

In principle the credit cooperative societies need not neces· 
sarily be dependent upon the governmental finance alone. 
The objective of establishing cooperatives in India, as also 
anywhere else in the world, is to bring the various economic 
functionaries together for mutual help. For instance, credit 
societies, it was expected, would receive deposits from those 
of their members who had surplus resources, and in turn, 
J:hese resources would be lent to those who need financial assis· 
tance. In this manner, the cooperatives could eliminate the 
money lenders who discharged this function of receiving de
posits and lending credit to the farmers. In this manner 
the cooperatives could provide a system of mutual help and 
eliminate the exploitation of the private moneylenders. The 
cooperatives, viewed from this angle, are an institutional 
reform where intermediaries are attempted to be eliminated. 
This is the spirit of cooperative movement. In the initial 
stages, the Government and other public institutions could 
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provide financial assistance to the cooperalives if the require· 
ments of the members of the cooperatives were more than 
what the cooperatives could raise from their own members. 
But unfortunately, in India cooperative credit movement 
has come to a stay as heavily dependent upon the governmcn· 
tal finance. It is evident from the fact that out of a total work
ing capital of the cooperative credit institutions of Rs. 2101.44 
crores in 1963-64, nearly Rs. 500 crores was the share capital 
and resources. The deposits from its members and others 
stood at Rs. 303.40 crores only. The rest was provided by the 
Reserve Bank of India, by the Government and other public 
institutions. Since the credit cooperating societies have not 
succeeded in resource mobilisation from their members or 
otherwise, these have remained instruments of one way flow 
of finance-from the Government to the me1nbers of these co
operatives. Thus the credit cooperatives are in practice only 
credit distributing agencies. No doubt this is an important 
function in itself. But this certainly is not banking for rural 
areas. 

The cooperative movement has been heavily subsidised by 
way of cheap and easy credit by the Reserve Bank of India. 
Because of this most of the cooperatives were organised by 
those only who wanted to avail of the goverrunental financial 
assistance. Right from the beginning the objective of orga
nising cooperative credit societies was to avail facilities rather 
than lo become a forum to local farmers and other ruralities 
for mutual help. Secondly, the cooperative societies being 
each independent of the other has to function in isolation 
and therefore these societies cannot offer the normal banking 
facilities which an organised bank can. Due to this handi
cap, very naturally the depositors prefer to maintain thcit: 
surplus either with the moneylenders or hoard the amounts 
in cash with them than handing over the same to a local co
operative credit society which cannot allow similar and easy 
withdrawal facilities as a private moneylender can. Of course 
provision of other banking facilities like transfer of funds from 
one place to another and safe deposit facilities are out of 
question. Therefore, the depositors arc not encouraged to 
use the cooperative credit societies as institutions where they 
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vest, Since there is time gap between the sowing and harvest
ing seasons, during the middle periods the finances of the co
operatives cannot but be idle. However, the requirements 
of the agricultural trade anct processing industries are the most 
in the post-harvest period. But because of the absence of any 
institutional mutual arrangements the idle resources of the 
cooperatives do not become available for the latter purposes. 
This cannot be helped if the cooperatives remain in isolation 
of the organised banking structure. 

The net result of the division of responsibility between the 
private commercial banks and the Reserve Bank of India in 
financing of industry and trade on the one hand and agri
culture on the other respectively has been a fragmentation of 
India's financial system into two water tight compartments. 
The private commercial banking system operates in unplan
ned isolation from the needs of the rural sector while the co
operative banking system finances agriculture without any 
coordination with the needs of the Industrial and urban sec
tors. The inevitable economic consequence is that there is 
misallocation of financial resources between the two sectors. 
This comes about because the funds earmarked for the rural 
sector remain idle for a major part of the year while the 
idle funds of the private commercial system during the lean 
periods cannot be utilised for short term financing of the 
agricultural operations. Inevitably, too much finance is 
thus tied up merely because the financial system is fragmented 
into these two broad divisions. 

If the private banking system was to be nationalised, it 
would be possible for the Government to integrate the financial 
system of the country into one complete whole. This would 
help to save idle resources of both financing sectors as well 
as help to coordinate and· integrate their financing operations 
into a system of planned development. Moreover, the skilled 
personnel of the cooperative financial sector as well as of the 
private commercial banks can be integrated with one another 
in order to provide a much larger cadre of trained personnel 
in banking operations of the country.· 

Such integration of two major financing sectors in the 
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country would also help to curb the flow offinancial resources 
into the unorganised money market which plays havoc with 
the economy in the present situation of acute scarcities and 
shortages. Once the two financing sectors, that is the private 
commercial banks and the cooperative sector are integrated, 
they would constitute a major source of attraction for all volun
tary savings of the community in so far as they would reach 
out to all the areas of the country from the highest to the 
lowest range of society, and provide the besl security for the 
deposits of all savers, big or small. 

1\loreovcr, in the presence of such a unified financial system, 
the unorganised money market would lose much of its attrac
tion and concealed power to engage any financing operations 
which will be beyond the purvitw of the organised financial 
system. Let us not imagine that the unorganiscd money 
market in the country operates entirely outside the banking 
system. There are strategic points of linkage, between the 
unorganiscd money market and the banking system. These 
linkages would come to full view once the banking system is 
fully unified under the State control, and it will be easy to 
keep a watch and regulate the activities of the unorganiscd 
money market far tnore effectively than has been possible 
hitherto. 

Rural Savings Potential 

~mnetimes one also hears that there was very little surplus 
resource potential in the rural sector _which could be tapped 
by the Banks. But the facts do not bear testimony of such a 
belief. For instance, the amount of deposits which the post 
offices have increased during the last 15 years significantly. 
We are conscious that the post office bank savings are not a 
substitute for banking. This is only an indicator ofihe poten
tial resources which can be mobilised from the lower income 
strata and the rural communities. In the yrar 1950-51 the 
total post office saving bank deposits stood at Rs. 187.28 crores 
whereas in 1965-66 the figure touched Rs. 641.2 crores. The 
receipts for the year were Rs. 173 in 1956-57 and the corres
ponding receipts of the post office saving bank deposits were 
Rs. 366.27 crores. Similarly. the rC'tc at which small savings 
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have grown as indicated br the number of saving hank accounts 
with the Conunercial banks and also the share of small savings 
in total bank deposits is an indicator that the small amounts 
are not really small if only these could he tapped properly. 

In Part One it ha'i been seen that the intensity of banking 
varies from State to State. In some States~ there is a bank 
office for more than 2! lakh population whereas in a 
few others a bank office exists for less than half lakh of popu
lation. The magnitude of per-capita bank deposits also 
varies from one.....Statc to another. The highest per capita de
posits being nearly Rs. 185 and the lowest being Rs. 9. This 
variation could be explained to some extent in the differences 
in per capita incomes in States. But essentially the lower 
per~capita deposits are because of the absence of banking faci
lities. This is evident from Table-III in Part One. It would 
he seen that there was a very high degree of co-relationship 
between the degree of concentration of banking facilities and 
the per-capita bank deposits. Those States which have a 
bank for 40 to 50 thomand people are the States where per 
capita bank deposits are the largest. We do not believe that 
what hold true about the States where banking facilities have 
been extended would not hold true about the States where 
banking is absent. The non-development of banking in the 
States has undoubtedly meant lesser deposits mobilisation for 
the community. And if the national objectives are to en
hance savings it is necessary that the banking institutions 
were more evenly distributed than what these arc today. 

The savings potential of the rural sector can be appre
ciated only if one takes into account the level of inequalities 
in the agricultural sector. Howsoever unfortunate it may be. 
hut one ha'i to recognise the existence of considerable dis
parities in land holding5-which is the source of incomes
in the rural sector. One can broadly group the agriculturists 
under two broad categories vi~. the ones \\'hich would have 
agricultural produce for the market after meeting their own 
requirements and those who arc just on subsistance level. 
In numbers the fanner category in much smaller but the 
agricultural land with them con'ititutes a very large part. 
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There are, however, variations from State to State. The agri
cultural classes which produce for the market have been at 
a considerable advantage because of the recent rise in prices 
of foodgrains. This has raised the incomes of the land owning 
classes in a substantial manner. However, the costs of inputs 
have remained comparatively lower. The net result of this 
is the enviable prosperity of the land owning classes of the 
rural sector. Where would additional incomes thus generated 
go ? One does not wish to argue that all the extra income 
would be received in the banks; but surely enough a signi
ficant part of it can be mobilised if only there was a proper 
institutional framework. Otherwise one is afraid ready cash 
has always the temptation of slipping out of the hands for 
non-essential purpoSes. 

In brief one could say that the lever for growth is the rate 
of savings an economy can achieve. And the rate of savings 
in turn is dependent upon the taxation measures and the nature 
of pricing policies that the public sector enterprises pursue. 
The view that public sector should not attempt at taking ad
vantage of the market forces for resource mobilisation is wholly 
misconceived. The public sector profits should be viewed 
as not only desirable but as necessity. But apart from the 
compulsory savings the role of voluntary savings is of crucial 
importance in an under-developed economy. The private 
banking institutions which operate on profit considerations 
cannot take up the responsibility of building up a financial 
and institutional set up to cover .the rural and urban areas 
or reach all sections of the conununity. As far as the rural 
banking is concerned the cooperatives alone do not provide 
the answer. Extension of organised banking for rural areas 
is a necessary complimentary development to the coopera
tive movement. Apart from this the function of resource 
mobilisation can be only undertaken by organised banking 
institutions. 
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Part Four 

SOCIAL OBJECTIVES AND COMMERCIAL BANKING 



Resource mobilisation is one aspect of the banki~g opera ... 
lions, It has been seen, however, that the growth of the bank
ing institutions have remained confined to the urban centres 
as also to the new industrially better advanced States of the 
country. Not only there is concentration of banking cffices 
over space but also the intensity of the banking offices is so 
distributed that the banks have not made any efforts to reach 
large majority of the population. As a result its capacity to 
muster surplus financial resources with the community has re .. 
m~ined a limited one. Speically, the present banking system 
ha'l n~glccted the poorer sections of the conununity as·also the 
rural sector. 

Profit n1otive of Private Banks 

The main reason for this unbalanced growth of banking in 
the country has been the manner and the criteria of the private 
sector which determines the operations and the direction of 
development of these agencies. Because of the smaller ~mounts, 
larger number of persons to be dealt with and scattered nature 
of the villages, the administrative costs of managing Panking 
offi:es in the rural areas are considerably higher than that of 
the bank offices which are located in urban centres wher,e the 
clientele is generally educated, have better incomes and there 
exist a number of other facilities like better and easy, ccmmu
nicatbn. Therefore, opening of bank offices in the rural areas 
is not a profitable proposition in the immediate sense. This 
obviously is a limitation of the entire banking system when it 
is operated in the private sector which seeks to cor_fine its 
operations in such areas which would yield handsome prcfits. 
Therefore, it is no surprise that the bank developments iri India 
have remained confined to urban centres only and yet the fac,t 
rem'lins that in the overall interests of economic develoFmcnt 
and fJr achievement of other social objectives, it was necessary 
to extend banking facilities evenly both spatial and frcn'l the 
view point of intensity of coverage in the urban centres. 

71 



Banking as Public utility Services 

Sometimes it has been suggested that this uneven growth 
of banking i·,, the country can be improved and .set right if 
only the private banks were enlightened on the necessny of 
providing b~nking faciliticS-.to the rural areas and were to be 
under moral pressures by the Reserve Bank of India and the 
Government. For this it is further suggested that the private 
commercial banks should be helped, even subsidised, to develop 
research _departments and development wings whose main task 
would be to locate potential areas where a bank could open its 
new officeso: One wonders if moral pressures can be used to 
persuade. -.the private sector banking companies to accept 
non-profitable business of extending banking offices in the rural 
areas. Reliance on such a belief is not only too idealist but also 
misconce_ived.. As long as the banks are under the control 
and management of private sector no amount of persuasion can, 
and would be, effective to filllow policies which are against 
their own economic interests. 

On the other hand to expect that in the absence of the pri-. 
vate banking institutions being ready to open bank oHices 
in the rural areas, the public sector banking should undertake 
this job is extremely illogical because this would implythat the 
profitable areas of banking may be left to be harnessed by the 
private bankers whereas the public enterprises should run the 
non-profitable and losing banking business, A more rational 
view would be that the profits from the banks were not viewed 
as a very important criteria but the banking institutions were 
essentially considered as public utility services. There perhaps 
one could even argue that a principle of no-profit-no-loss may 
be adopted to compensate the deficit incurred by the banks by 
opening branches in the rural areas from the profits they may 
earn by bahking operations in the urban centres: This ob-· 
viously would mean the negation' of the rights of the private· 
sector to -take advantage of their investments in the banking 
institutions-because no one would like to make investments 
unless these did offer some scope for direct returns. 

Therefore, banking in an under-developed economy which 
attempts at a continuous balanced rat~ of growth has to b~ 
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considered as an institution of resource mobilisation. The 
Criteria of their success should be measured in their capacity to 
increase deposits and consolidate scattered surplus' financial 
resourceS in the community, thereby to release denland pres
sures than to assess their functioning on a very conservative 
and out-dated criteria of profits. 

Credit Worthiness 
Sometimes one hears an argument that private banks are 

often in· a position to judge the credit worthiness of a small 
man-who is known to the manager of the bank_;__is likely to 
be perhaps a little more flexible than a financial institution 
which has a set of rules and regulations, handed down by some 
one from the top and in relation to which if he showed any 
flexibility, the manager may often be accused of cor'ruption, 
favouritism and so on. This element of knowing· the local 
man was a very important factor in the development of private 
banking in countries like United Kingdom. 

But how did private banks develop in these countries in spite 
of the tendency of the banks to prefer to stay in the urban 
centres? Historically, one would find that in the period of 
industrial revolution in Great Britain there was a system of 
··country banks' which were unit banks and did not form a part 
of branch banking system. Therefore, first of all, the small 
private b3.nks were subject to directives from above either 
from the state owned or the private owned enterprises; and 
secondly 'country banks' were allowed to issue curr-ency notes 
that they had an incentive to work in rural areas. But the right 
to issue the notes was withdrawn from the commercial banks 
after Britain had reached a stage of take-off. The main ad
vantage with these banks was that the lenders could exercise 
their judgement regarding the characters of their borrowers 
and watch their varying fortunes, on day-to-day basis even if 
the borrowers could not offer good security. In other words, 
the whdle problem of dealing with the small man, who have 
some potential or entrepreneurialability was oVercome with 
the help of the unit banks which were small and enjoyed con
fidence of the local people. 

But tire present-day banking is not mere unit banking. 
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From the operational view point it hardly makes any rlifferrnce 
whether banking was in the private sector or in the public 
sector because in branch banking the managers or the bankers 
can never claim to know the local people so intimate!) ss it 
was possible for 'country bank'. The question of public 
versus private sector banking comes up only if one considers 
the basic cor.Hict between the private and the. public sectors. 
The banking activity, by its nature, involves a confliCt between 
the small man, the illiterate man, the man who does not have 
the banking habit and the big man who has banking habit and 
who hJ.s control over the commercial banks. Therefore, the 
question of nationalisation of banks is really a question of 
resolving the conflict between the big and the small. What is 
the social objective? Is it to strengthen the hands of the few 
who are big or is it to help the common man? 

More Controls-Futile 

One hears quite often an argument that the apparent 
conflict between the big and the small can be resol-:ed by re
gulatory and credit control measures. It is suggested that the 
Reserve Bank of India has s~fficient powers or it can be given 
more p'lwers to exercise better supervision if the trends in the 
private banking were not in accordance with the overall social 
objectives of the country. It has also suggested that some sort 
of a credit council could lay down broad policies for the private 
banks. In this manner a great faith is shown in the effectiveness 
of regulatory and other con trois. This is a rather atnusing 
situation because such an argument is advanced by those very 
persons of the private sector who have the least faith or belief 
in administrative controls-may these be concerned with any 
aspect of personal life or otherwise. The persons who show 
great exuberance regarding the effectiveness of controls, re
gulatory measGres and moral pressures of the Government and 
the Reserve Bank of lndia are in fact those persons who do not 
believe, ideologically speaking, that governmental control can 
ever prove effective. 

However, it would be of interest to see what is me~nt by the 
regulatory control and other improvement; which have been 
suggested to direct the functioning of the private banking insti-
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tutions so that these function in accordance with the social 
objectives, The two instruments in the hands of the Reserve 
Bank of India for regulating the functioning of the private 
banks are (i) periodic reporting of the banking operations and 
(ii) periodic inspections. 

How far the existing controls are superficial is only too 
obvious to need any fresh emphasis. The successive failure of the 

. banks like Palai Bank and Travancore National Bank in the 
recent past are only too fesh to remind that the Reserve Bank 
of India or any other similar institution cannot supervise the 
functioning of thousands of bank offices in the country. 
Moreover, the Reserve Bank of India can at best have one~ 
in a year or twice inspect the record of the Conunercial Bank:-. 
and very obviously such an inspection would amount to a 
postmortem of what has already been done. If the Reserve 
Bank of India did not approve the operations of a bank !t re
mains in doubt whether it should take any punitive action or 
impose any fines on the banks because such an action would 
jeopardise the confidence of the depositors in the concerned 
bank in particular and banking institutions in general. There
fore, the limitations of the Reserve Bank of India should ensure 
that banks pursued the Directives it issues from time to time is 
an extremely difficult task and the net result is that the Reserve 
Bank of India has failed to achieve the objective for which it 
was given a number of statutory sanctions. 

It will be worthwile mentioning here that in a country 
like United States no bank can extend loans to any single 
concern which are more than 10 per cent of the paid-up capital 
and reserves of the concerned bank. In other words in the 
United States there are severe limits for extending credit in 
large bulk to an individual concern. 

Credit Drain-A hindrance to growth 

On the other hand the paid-up capital of all the scheduled 
banks in Jndia is around 44 crores but the Directors of the 
bank have been shown financial accommodation to the extent 
()f more than Rs. 300 crores. Further as we have mentioned 
ea~;lier a small fraction of lhe total borrowers in the country 
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have claimed nearly· two-thirds of the total bank credit. Very 
obviously when· the l/3rds of the bank credit is spared for a 
handful of industrialists, the rest of the economy cannot but 
remain starved of the bank credit and to the extent the non
availability of credit does not allow the establishment of hew 
enterpnses. There is a positive hindrance to the growth of the 
economy. In Part One it has been shown that a fraction of the 
total borro;vers had claimed nearly four-fifths of the total bank 
advances. This needs no further argument to show that pre

·sently the banks are being utilised by a small group of indus
. tria lists to obtain financial resources for the growth of their 
own industrial houses. Leave apart any progressive and socia
listic concept, let the situation, as it prevails in the country 
today, be judged on the most conservative policies of those 
countries who believe in complete capitalism .. 

Apart from the function of resource mobilisation, the role 
of the banks in an under-developed economy is also to be viewed 
in terms of the credit policies that the banks pursue. The 
close relationship between banking and industries on·the one 
·side and banking and commerce on the other side is· only 
too well known to require special emphasis. What role 
we expect the credit institutions to play in India? In Part II 
of this Report we have spelled out the three basic social objec
tives namely (a) achievement of sustained economic growth, 
(b) a balanced development and (c) self-sufficiency. 

The role of Banks 

The role of the banks has to be viewed in this context. The 
broad social objectives of the Indian society are spelled out in 
concrete terms in our Five Year Plan documents. Each Five 
Year Plan has a strategy of development. For instance;during 
the first Plan greater emphasis was placed on the development 
of agriculture and irrigation facilities whereas during the 
second Plan greater emphasis was placed on the development 
·of heavy and basis industries. Thus a Plan document inditates 
the broad inter-sectoral priorities which need to be pursued for 
a balanced growth of the economy. One would norttially 
·expect that the bank credit was directed in such a manner as 
to help better implementation ofpl~n priorities. For instance; 
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the· banks should give due consideration to the development 
of agriculture. But we would not like to stretch this point too 
far: because extension of credit to agriculture need not be 
entirely financed through private commercial banking 
institutions. 

One can understand that the main objective of the private 
commercial banking institutions is to mobilise resources for the 
growth of the private sector. Not that one would completely 
agree with this argument but to keep the area of dispute narrow, 
let us proceed on the understanding that the main function of 
the . commercial banks was to finance the private industrial 
~ector. If that was so, it would be expected that the bank 
credit was used for the growth of such industries which were 
given priorities under the Plans. The reationale for giving an 
industry a priority in a Plan is derived from the overall national 
plan strategy. For instance, when we think of the establish
ment of basic industries, the emphasis on these is placed be
cause in the latter years, it would be possible to grow at a faster 
rate than if in t!1e initial stages the nation places lesser emphasis 
on the basic capacity. When the Plans indicate a priority for 
agriculture, it is necessary· to understand that it also means 
a priority to such industries the output of which would be 
directed to support the growth of agriculture at a faster rate. 
For instance, when we place emphasis on agricultural develop .. 
ment, industrial sector has the responsibility to provide inputs 
like fertilisers, pesticides and agricultural implements. There 
fore, the nature of industries which are helped with bank credit 
can be such which would make the implementation of the 
Plan·priorities easier and more effective. Thus even when the 
banks were used to finance industrial activity one could find 
that agriculture could be specifically helped in accordance 
with the plan priorities without bank credit being made avail
able directly to the agricultural sector. 

Banks and Industrial Priorities 

Similarly bank credit is a very important instrument of 
influencing investment decisions and locations of the industrial 
projects. As mentioned in Part II nearly two-fifths of the 
productive capital in factory establishments in the country is 
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located in only two States of the country. Certainly if the 
bank credit was used as an instrument of ensuring better spatial 
balance in development, the banks could have helped in the 
achievement of the broader social objectives. Also by the use 
of differential rates of lending, the banks can be used to help 
the growth of such industries which have a priority in the Plans 
and discourage those which are non priority industries. 

Many a time it has not been fully appreciated that tile 
growth of non Plan industries becomes a great handicap to 
the process of development. For instance, one often wonders 
how and wherefrom did the private industries obtain the supe
rior quality steel for mass production of stainless steel utensils. 
There would be hardly a house which does not have a few 
stainless steel utensils. Similarly, it is surprising that a large 
number of household consumer goods of the western type have 
flooded the Indian markets when these were positively not 
under any Plan priority. Take the case of Air-Conditioners 
and Refrigerators which require imported parts and therefore 
a considerable amount of foreign exchange must have been 
wasted on the production of such goods. Another case in 
point is that of the synthetic fibre. We have mentioned these 
only to underline that the credit mechanism could have been 
very effectively utilised for discouraging the growth of such 
industries. The growth of such industries not only wastes 
foreign exchange and divert other internal raw ~aterial but 
are ~lso instruments of di~ersion of individual savings. In 
the same context one would like to refer to the development 
of certain industries, which were mentioned at the end of 
Part I, the development of which is certainly against all social 
objectives. 

The bank credit cannot only help rational decision making 
in the field of investments but also be used to regulate the 
level of activity in the industrial sector. Proper policies of 
lending credit for meeting working capital could ensure that 
those industries receive preference Where greater: prodUctiOn 
was otherwise desirable. On the other hand qy following 
proper policies demand for durable use consumer goods like 
automobiles could be significantly influenced 1hrough banking 
instruments. 
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The Role of Banks in Trade 

The credit institutions, therefore, can play a very important 
role to regulate and direct' the activities of the private sector 
in the field of industries., Very similar to the objective of 
regulating industries through credit mechanism one can show 
that the bank credit can play a strategic role in determining 
the pattern of commercial activities in the country. By 
discouraging speculation in such products which are in shortage 
the banks can manoeuvre price level as also encourage trade 
where it was desirable to encourage stocks. In this reference 
one may refer that food problem is one of the constant problems 
with us which needs to be squarely dealt with. For this it is 
very necessary that large stocks are built up during the periods 
when we have bumper foodgrains crops. Very often one 
hears that after 5 to 10 million tons of foodgrains have to be 
stored it would be very difficult to find the corresponding 
financial resources. One does not know why the banking 
institutions cannot be squarely tapped for ensuring the requisite 
financial resources for building up of foodgrains stocks. In 
this manner banking institutions can play a vital role in holding 
the price line and regulating the private sector trade and 
ecommercial operations. 

The banking institutions can also play a very hnportant 
role in ensuring that credit was made available to such entre· 
preneurs only who have the necessary competence, expertise 
and capacity to undertake new industries. For instance, just 
like the World Bank, the banks could insist upon receiving 
project reports and satisfying themselves regarding the feasi
bility of investment proposals before granting loans, In this 
manner the banks could help those who would prove efficient 
and thereby keep the cost of production lower by helping an 
industrial house which starts a large number of industrial 
u,nits each different from the other. This fact is mainly res
ponsible for lower efficiency and high cost of production in the 
industrial sector of our economy. 

One need not rule out the possibility of banks being used as 
institutions which would ensure. that industries pursue certain 
pricing policies and were managed in the manner in which it 
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was not against the overall interests of the social objectives nf 
the society. In the same manner banking institutions, could 
keep a watch on the operations of the industrial units which 
were established for the purposes of export promotion or im
,port substitution, The banks could also use their position 
to ensure better follow-up of the licences which were granted 
by the Government. Similarly the financial institutions, whe'n 
properly operated, would ensure that under and over invoicing 
was not resorted by the private sector, commercial and indus .. 
trial institutions. 

Backing to Investment 

Sometimes it has been argued that investment decisions are 
not influenced by the easy availability of bank credit. Bank 
credit is made available to only such industries which have been 
granted the necessary licences by the Government. Therefore, 
it is argued that banks are the least responsible for encouraging 
or discouraging plan priority industries. The same argument 
·is put forward regarding concentration of industries and growth 
of economic power in the hands of a few industrial houses. The 
argument is an attempt to show the innocence of the banking 
institutions in matters of helping trends towards concentration. 
of economic power in the country. But this would not stand 
to reasoning if one was to show that bank credit, though known 
as short .. term credit, can be, and has been, long .. term credit 
as invariably bank credit is rolled over many years. Secondly, 
the question would arise whether an application which is not 
supported by a bank guarantee for provision of the necessary 
financial resources, would ever receive consideration from the. 
Government or any Committee responsible for granting of 
licences? It is only with the help of the bank credit and the, 
easy availability of financial resources that few industrial ho~ses 
have been in a position to obtain licences because they only 
could afford to ensure the required financial resources for the· 
establishment of new industrial units. 

Foreign collaboration 

Not only this, the bank guarantees have also ensured easy 
foreign· collaborations on instalments where the homC entre,..· 
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preneurs'ar.e no.t r.equired to undertak,e very large investment~ ..• 
Why it is that an ordinary man cannot get a }i('(•nce whereas} 
a big industrial house like Birlas can have many liCences? 
The basic reason is that the Birla House have financial resource& 
drawn from the commercial banks a~d an ordinary man can. 
never hope to obtain bank loans to the required magnitude. 
Thirdly, in the Indian industrial structure. inter~company 
investments are not unknown. A company which has its 
own resources to meet its working capital can easily invest 
its working capital into another country if the bank was ready 
to provide the necessary working capital. In this and in many 
other manners, the bank credit can he used for investment 
purposes. 

Credit coneentration 

B.::fore we come to the question of nationalisation of hanks, 
~··c would like to indicate the implications of bank advances· 
~cing used by a few industrial houses. It is a well accepted fact, 
th~t nearly one per cent of the total horro\\·ers of the country 
received nearly Rs. 1800 crores during the year 1966 fron1 the 
C(lmmercial banks. The rate of interest per annum f(Jr scheduled. 
b.ank ad,·ances has varied from 6 to 10 per cent per annum. 
Th.: market rate, however, has been between 15 to 16prer cent. 
Therefore, Rs. 1800 crores have been lent to nearly one percent 
o'f the borrowers at a r~lle which is two-third of the market rate. 
F.irstly, there is a favoured treattnent to these industrial houses 
becausf.· these have been given so much of financial acconunoda .. 
tion and secondly the rate of interest charged has been around 
8 to 9 per cent. This really means that during the year 1966 
these handful of borrowers had obtained an advantal'(e of Rs. 
114 crores because of their close corrunnnications with the hanks. 
In other words, this is the amount of subsidy which the big 

business houses received at the cost of the depositors and aver
age man in the country. The amount of special advantage 

which they have enjoyed during one year would be mo~e than 
three times the total paid-up capital of all the scheduled banks 
of the country. This is a really shocking situation where one' 

pleads. of compensation to · the banks '\~hen every year the~. 
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draw 600 per cent direct returns on their investments in the sha1r 
rapital of the banks. 

Case for Nationalisation 

The question of bank nationalisation has to be considered 
in the light of the above account of the operations of the private 
banks in the country. Firstly, the present banking system has 
an inherent limitation in its operations and it cannot provide 
the necessary banking facilities to rural and the lower income 
starta of the population. Secondly, the banks have been used 
for the growth of only a few industrial houses who happened to 
enj"ly control over the banking institutions, Thirdly, the easy 
credit availability to a few industrial houses has led to the 
growth of monopolies and helped the process of concentration 
of economic power in the society. Fourthly, a large number 
of entrepreneurial ability remains under-employed because 
the requisite financial resurces are denied for their l<git:"n.ate 
growth. There is discrimination against those who happen: 
to be competent but unable to satisfy the conservative criteria 
of credit worthiness, Lastly, the banking institutions as these 
are, have helped, because of structural reasons, the growth of 
only a few States and have siphoned away large amounts of 
resources from the poorer States to the comparatively better 
industrialised States of the country. 

No amount of moral persuasion or minor changes here or · 
there can achieve the social objectives which have been spelled 
out in Party II of this Report. Further the past experience · 
ltas shown that regulations and other controls by the Reserve 
B3.nk of India cannot prove effective. ·The basic difference is 
that of fundamental conflict between the interests of the few 
and the interests of the many. Under these conditions, there 
can hardly be any justification for leaving the banking sector 
in the hand~ of the few industrial houses. What is 
necessary is the nationalis_ation of all conunercial banks in 
the country. Partial nationalisa.tion would neither serve any 
purpose n0r would help to correct the imbalances which have 
creeped into the working of our economy. We would, how
ever, come to broad policies which must be pursued if the 
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tunctioning of the nationalised banking has to be more pur
posive and in the desired directions. 

Clabns of Bankers Association Unfounded 

In the recent past the Indian Banks Association and, the 
private banks individually, have been active in creating an 
impression that nationalisation of banks would be an economic 
disaster. The Indian Bankers' Association's statement of 
IOthJuly,l967, goes to theextentofsaying: 

The banks which are the trustees of more than Rs. 
3500 crores of deposits from 1.25 depositors mostly 
representing hard earned savings of small people of 
m'lderate means and which are responsible for nearly 
100 crores of capital func:l.s belonging to a large body 
of equally small shareholders cannot meekly submit 
to pressures that may create a financial panic in the 
country and jeopardise her economic future. I, 
therefore, wish to send a note of caution that if poli
tical or legislative pressures precipitate the issues and 
force hasty and drastic changes upon banks, tht 
country may have to pay heavily for it." 

When the attitude of the Bankers Association is that of the 
issuing warnings to the Government, one does not know if one 
can discuss the question of bank nationalisation with a cool 
and calm mind. However, one is surprised at the extraordi
nary interest which the Association has started showing not 
only through the press but also otherwise on the question of 
hank nationalisation. Many claims are made which cannot 
stand the scrutiny of examination. For instance, the Associa
tion claims that banks are owned by small shareholders. In 
Part l of the note, we have shown how the bank shares of the 
Contra! Bank of India are controlled by a small fraction of the 
investors. To repeat, we may mention that from the. in• 
formation publi•hed by the Central Bank of Iml.ia in its Annual 
Report it is m~de out that nearly half of the bank shares were 
held by 3 per cent of the shareholders. The knowledgeable 
circles, however, believe tho.t the Central Bank of Incl.ia is per
haps not a representative bank fur the study of the distribution 
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of shares. In ntost of the banks controlling shares are held by'i 
one or two business houses. This is.indicated in the.very little-: 
change that takes place in the Board of Directors of these banks_ 
as also is obvious from the controlling shares held by a group·l 
of persons. Thus the plea of small shareholders does not have 
much meaning after the controlling shares were held by a smaHr 

nuntber of persons. In any case the largeness of the share .. · 
holders have little meaning if the control and the managemenb 
of the banks was only with the same and the big industria! 
houses. 

Political Pressurizing 

One is surprised that bankers association should issue a 
warning to the 'political or legislative' agencies of the country. 
What are the political agencies in the country? Very obvious .. 
ly the sovereign body of the Indian Nation is the 'Lok Sabha'. 
Thus the bankers association has directed its warning to the 
Parlia1nent of the country and said that 'the country may have 
to pay heavily for it'. One does not know what is· in1plied 
by such a statement. Surely this is not the language of reason 
or of rationality. 

The private banks have been inserting huge advertisements 
in the national press during the last few months. At the face 
of it one wonders the provocation for such huge expenditure,• 
out of the public resources. If the banks were running so~ 

efficiently and so justly, there was no question of any danger: 
to· their functioning whether these were nationalised or these· 
remain in the hands of the private sector. It is admitted that'· 
banking is a service. If it were so, as it is so, why should the 
big industrial houses and those who today control the banks·. 
get so agitated? Very obviously one has a reason to doubt iE 
present propaganda and tirade of the private banks is not ari. 
attempt to conceal something which is much more anti-social 
and questionable than what has come to be known to the 
Parliament and the intdligentsia. 

Scare on Depositors-A Myth 

Let us take one by one the fears which have been expressed 
regarding the nationalisation of banks. FirStly, it:is argued 
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that nationalisation of banks would result in psychological 
reaction and as a result of the number of depositors with the 
banks would get declined. Would this be so the basis for such 
a fear appears to be that the nationalised banks would not 
enjoY. the same degree of confidence from the savers as is 
enjoyed by the private commercial banks. This argument and 
~psychological reaction' was argued when the Imperial Bank of 
India was to be taken over by the State Bank of India. What 
has happened to the deposits of the State Bank during the 12 
years. Has the State bank lost confidence of the savers? 
This would be indicated by the facts which we can easily cite. 
Between the peiod ofl955 and 1965, the deposits of the scheduled 
banks had risen from Rs. 1071.73 crores toRs. 2814.66 crores 
in 1965. This obviously is an increas~ by less than three times. 
The deposits with the State Bank of India for the year 1955 
stood at Rs. 219.80 crores whereas this stood at Rs. 676.92 
crores in 1965. This is more than three times the deposits held 
in 1955. This would indicate that the argument of adverse 
'psychological reactio~' is only too baseless to require any 
further discussion. 

But more than citing the State Bank of India, one would 
like to ask as to what is the base of confidence that people have 
in the banking institutions, This needs be made clear 'that 
confidence in the institutional set-up, whether it is banking or 
otherwise, is derived from the laws of the nation and the trend 
of the social order. If there was a crisis in the basic structure 
of an economy the banking institutions have no separate juri
dical ~xistence. Referring to the fact that the banking insti
tutions have to deal with the finances whic};l have been created 
by the Reserve Bank of India and the Government, if people's 
faith in the currency of a country docs not exist, or if there is 
~awlessness in the economy, and the banking institutions pro
vide confidence to the economy? The faith in the banking 
institution, whether in the private or in the public sector, is 
provided by an ordered society which is sought to be believed 
through the rule of' law and nut through the operations of the 
few industrial houses. In fact time and again the Govern
ment has to introduce legislative measures to ensure that the 
confidence of the people was built up in the private banking 
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institutions are only too well-known to he referred to indicate 
that the source of confidence which the private hanks enjoy 
lies with the Government and the Parliament and not \vith the 
few capitalists and theselfMstyled representatives of the people. 
It is only a few years back that the Government has hi traduced 
Insurance in the small deposits with the banks whicM. ensure 
that small depositors are not made to suffer if a private commerM 
dal bank failed. Thus the argument of adverse 'psychological 
reaction' is only worsening the faith and the fear for nationalM 
isation so that small section of the population could continue 
to. exploit the community savings for· their· personal 
benefits. 

It has also been argued that with the nationalisation of 
banks, the bank deposits would get t'educed. One may ask 
which is the section of the depositors \Vho \vould not like to have 
deposits V•.'ith the banking institutions. Very obviously the 
section which maintains current accounts in the banking in
stitutions, comprising oft he btisiness and the corporate sector, 
cannot but help to maintain accounts with the banks because 
it was an operational necessity for their working. Also it is 
only through the current aq:ounts that they can obtain credit 
from the banking institutions. ThUs in our discussion regard
ing the deposits, one must keep the current deposits outside 
the discussion. In the rest of the deposits, as has ~Jeen shown 
in Part I, a large part of the deposits come from small savers. 
This section of depositors is very directly dependent upon the 
humber of banking offices which are located in the economy. 
It is very obvious that nationalised banking sector Would put
sue a vigorcms policy to cover the rural ~reas and the small 
savers in the urban centres, ·theteby the quantum of deposits 
as well as the number of deposits would considerably be en
larged. The same could be said regarding the fixed deposi
tors. One does not see which section is referred to wheri it 
was agrued that a certain type of depositors may withdraw 
their savings from the nationalis-ed banks. 

Credit Needs not affected by Nationalisation 

The main argument put forth by the Private banks is that 
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with the nationalisation of the banks, the private sector would 
be adversely affected and it would not be able to obtain credit 
from the nationalised banking institutions. Nothing could 
be m.ore unreal and superficial than this argument. Though 
State Bank of India is not a model enterprise, yet it needs to 
be mentioned that it is the State Bank oflndia which has shown 
accommodation to the private sector in a big manner. Even 
the ICICI and IFC as well as the LIC are the financial insti
tutiom which have been specifically created by the Govern
ment to provide finance to the private sector. There is no 
reason to believe that private sector would not obtain financial 
accommodation from the nationalised banking institutions. 
However, one must say that such a fear would be genuine on 
the part of those who enjoy a privileged position in matters 
of bank credit no.t because they have entered priority 
industries but because of their inllucnce and control over the 
policies of the private banking institutions. Very certainly, 
a nationalised banking sector would not be able to allow a 
favoured treatment to a few only the degree of discrimination 
against sm~ll borrowers would get reduced. Thus the real 
danger in the nationalisation of banks is not to the industry as 
such but to a few monopolists and industrial houses who have 
b~en receiving an extremely favourable treatment from the 
private banks which they own or control. 

A general charge against the functioning of the private 
sector is that the poblicies of the public sector are influenced 
by political considerations. Without going into the argument 
further one may only state that all that is 'political' is not what 
is generally made out. There is a difference between the 
political and personal influence entering into the functioning 
of the public enterprises. In the case of the functioning of the 
private banking institutions today the inlluences 'personal' 
and vested. If the banks were in the public sector, the policies 
and the management may be under the pressures of the Parlia ... 
ment and the Government. Since the Parliament and the 
G..Jvernment are the institutions of the society, the influence 
of the Parliament cannot be considered as derogatory to the 
overall interests of the society. Thus even for a moment if one 
takes the political influence will replace the personal influences, 
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the situation tnay not be against the social interests and the 
national objectives. Whereas today the structure of the bank
ing is such that it certainly functions against the broader nation
al objectives, as mentioned in Part II of this Report. 

Managerial Talent 

Another fear expressed has been that the nationalised banks 
would not be able to secure the managerial talent required for 
conducting day-to-day function of the banking institutions. 
One d'lcs not know if such a question need to be posed by 
those who claim to have better understanding of the banking 
and private institutions, regarding the question of finding 
managerial talent immediately after the nationalisation of 
Banks. With the nationalisation of banks very certainly, 
the present administrative and managerial staff would remain 
in employment of the nationalised banks. The only change will 
take place in the Board of Directors and in this regard, thanks 
to the close relationship between the industry and the banking, 
there is no fear of the bank directors going out of job and facing 
a situation of unemployment if they did not continue on the 
bank boards. lVIost of the bank directors hold directorship 
in industrial companies. Thus the real displacement in per
sonnel would be negligible and no crises would appear after 
the nationalisation and taking over of the private banking insti
tution<;, However, care will have to be taken that special 
effi>rts are made to train many more managers and other banking 
talent which could pursue a vigorous policy of expansion in the 
rural sectors of the economy. Also the banking institutions 
would have to develop their own expertise instead of depending 
upon the norm'll civil servants, before or after retirement to hold 
the senior ffi')St positions in the nationalised banking sector. 

Financial Cost -

The total paid-up capital and the reserve iJfthc Indian Sche
duled Banks was around Rs. 69.00 crorcs in 1965. Even 
if the G:Jvcrumcnt chose to take over the entire paid-up capi
tai, which really is not necessary, the cost of compt"nsation 
would not be significant if one compares the additional deposits 
of nearly 2,000 crores which would be accompanied by the act 
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of nationalisation. If the differential rate (the 1narkct rate 
and the rate of bank credit) was 6 per cent the whole amount of 
compensation could be made within a period of one year alone. 
1'v!oreover; the question of compensation or financial cost is 
a very minor point in the discussion of bank nationalisation. 
The financial cost has to be related with the other advantages 
\Vhich the economy would obtain and since nationalisation 
of banks has a structural role to play in the economy, the finan
cial cost should be the least important consideration in decid
ing about the questiOn of nationalisation. However, it is not a 
very significant financial cost because compensation would he 
liquidated by the profits within a priod of 5 to 6 years. 

Foreign Investment 

In certain quarters a fear has beeil expressed that with the 
nationalisation of banks our foreign trade would be adversely 
affected. This again is a fear which would not be justifted if 
one conducts an investigation into the nature of imports and 
exports of the country. As far as exports are concerned there 
should be no reason to believe that our exports would decline 
and on the import side if the imports of non-essential commodi
ties got to be reduced, which is unfortunately is a remote possi
bility, it should be most welcome. One can however, sec some 
justification in the arugment that private foreign capital may 
not be coming as easily as it would otherwise. This seems to 
be the fear. One must state even at the cost of being repeati
tivc that such fears have been expressed all throughout and 
these are nothing new for students of economics in the country 
only to cite a few. At the time of the initiation of the planning 
process it was widely publicised that the growth of the public 
sector and adoption of planning would take us nearer to the 
Communist world and with our closer contacts with the socialist 
countries, the private capital would feel shy of entering the 
Indian economy. Once again, at the time of the announce
ment of the Industrial Policy Resolution, these fears were 
exaggerated. After the resolution of the All India Congress 
Committee on democratic .socialism, it was openly doubted 
whether any private industrialist would like to invest in this 
country and the cost of its entering into the Indian econon1y 
has not been a light one. 
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Therefore, it should be made clear that such fears are a 
stock argument for any rational decision which docs not suit a 
few industrial houses or goes against the ideological convictions 
of those who have neither faith in their own social order nor 
have the right of being Indians. How does it matter for a 
private investor whether the bank was in the private or in the 
public sector? It was of least importance for his investments 
and for his profits. As long as he can obtain fairly good degree 
of returns to his investment he \vould enter into colla bora .. 
tions and invest directly in the country. The private capital 
will not come on sentimental reasoning but would be attracted 
by the economic prospect that we can offer. 

Monopoly· and Competition 
Another argument put forth by the private bankers and the 

vested interests is that with the nationalisation of banks there 
would not exist competition in the banking sector. As a result 
the personalised service to the depositors would disappear 
It is further argued that nationalisation would bring in mono
poly of the Government in the banking sector. Before posing 
this queslion one should ask whether in India today banking 
is not in the hands of a few industrial houses? Is it not their 
a virtual monopoly in the private banking sector? This is 
further indicated by the fact that all the Scheduled Bank re
presentatives have come under a common banner 'Indian 
Bankers Association' to defend the so-called interests of the 
'Community'. The Banks have been to-day functioning as 
a monopoly. This point has been amply discussed in Part 
I and the statistical data clearly indicates that there ·was a 
virtual monopoly in the banking sector of the economy. It 
needs to be mentioned here that a monopoly in the private 
sector is very much different from the monopoly under the 
public sector. A public sector monopoly is answerable to the 
people in general and to the Parliament in particular, whereas 
the private monopolies are neither responsible nor answerable 
to any one else than their ownselves. Thus even if there was 
monopoly of the Government in the banking sector, it would 
not be deleterious to social interests as the present monopolistic 
conditions. However, we would not like to give an impression 
that the nationalised banking institutions need be negligent 
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rega rding providing uch en·icc · which would a ttrac t more 
d ep o ito r a nd give a en e o f per onali ed alt c ntio n. pcc i,ll 
e fforts will ha e to b e made that th e na tionali ed ha nk p ur uc 
such policie . \ Ve a re d ea ling with orne o f th e q eustio n in 
the last p arl o f thi R epor t. By way o f indica tion the broad 
outltne of the nationa lised banking will h ave to be ma nal{Cd 
and ad mini tered. 

9 1 



regarding providing such services which would attract more 
depositors and give a sense of personalised attention. Special 
efforts will have to be made that the nationalised hanks pursue 
such policies. We are dealing with some of the qeustions in 
the last part of this Report. By way of indication the broad 
outli'nes of the nationalised banking will have to be managed 
and administered. 
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Part Five 

CONCLUSIONS AND RECOMMENDATIONS 



In the foregoing Part of this report, we have dealt with many 
aspects of the present-day structure of the private banking 

system and its functional maladies. From our analysis, we 
arrive at the following conclusions : 

I. The private control of commercial banks in a planned 
economy is an anachronism which has he en an obstacle 
to the achievement of plan objectives in India; 

2. The private banks have failed to n1obilise the savings of 
the community, specially of the rural sector, small 
towns and the lower income groups; 

3. The ownership and control of private banks is concen
trated in a few hands which militates against the consti
tutional Directive that the operation of the economic 
system should not lead to concentration of economic 
power and widen disparities of income and wcalth; 

4. The private commercial banks have mainly been instru
mental in draining away the deposits from rural and 
semi-urban areas to large centres of industry and trade, 
but have not led to balanced regional development 
of the economy by means of their credit policies; 

5. The private commercial banks have failed to contribute 
to the development of the vital priority sectors of the 
indian economy, namely, the small scale and medium 

·industries sector and agricultures; 

6. The private commercial banks have failed to pron10t' 
and encourage the new entrepreneurs, whose main 
capital is their technical and managerial ~kill, to set 
up industries with the help of hank accommodation; 

7. The private banks have promoted exclusive use of 
large deposits by a small group of industrial houses, 
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which has directly helped in the conccnlraliou of 
economic power in their hands; 

U. The private emnmercial banks have abetted and sup
ported socially undesirable activities like hoarding 
and speculation by violating the rules and regulations 
laid clown by the Reserve Bank of India frmn time to 
time; 

9. The private commercial banks have failed to be guided 
by the positive social objectives laid down in the ,Five 
Year Plans; 

10. The private conm1crcial banks have resorted to policies 
and practices by means of which the supply of bank 
credit has been unduly increased in certain r:rucial 
period., and diverted bank credit into channels which 
were contrary to the laid-down priorities in the plans. 

II. Easy and cheap availability of credit for a few indus
trial houses has encouraged the growth of monopolies 
and in conditions of the "sellers market" in the country 

the monopolists have not paid any attention to the 
Plan objectives of achieving 'self-reliance' in mailers 
of foreign assistance; and 

12. The operations of the private banking institutions have 
been the basic cause of the lop-sided development of 
the Indian industrial sector. 

On the other hand, in our opinion, the merits of nationalisa
.ion of the banking structure would be as follows: 

1. The nationalised banking institutions waul~ be in a 
position to pursue vigorous and continuous expansion 
programmes of covering the rural, the small to\vns 
and other lower income groups in the society for en
suring greater resource mobilisation for the economic 
development of the country; 

2. The nationalised banking would ensure that the credit 
policies were such which supported plan priority 

96 



industries and discouraged the trends of investment 
which were not in conformity with the overall object
ives of economic development; 

3. Apart from en'iuring better economic growth through 
better implementation of the Plans, it would also 
be possible to pay special attention to the achievement 
of the objective of balanced·intcr-sectoral and inter
regional·growth in the economy ; 

t;,.. The nationalisation of private banking would snap the 
control over the community's resources, which exist 
in the hands of a few industrial houses of the country. 
Thereby, it would he possible to reduce concentr;,.tion 
of economic power which has its own serious inlplica
tions in the efficient conduct of the economy; 

5. The nationalised banking structure would enable the 
society to coordinate policies of the various credit 
institutions in the country in a manner which was 
necessary for the exploitation of the entreprencural and 
other skills available in the country. In the existing 
economic system the Reserve Bank of India cannot 
exercise effective controls for regulating private bank
ing institutions; 

6. · The nationalisation of the banking institutions \Votdd 
bring about more stability in the functioning of the 
credit institutions and thereby inspire more confidence 
from the depositors; 

7. Because of the snapping of direct contacts between the 
few industrial houses and the banking institutions, the 
discriminations against a large many would come to 
an end. This will introduce more heahhy competition 
between the entrepreneurs than in the present situa· 
tion where competition is sought to Ue hehvecn the 
two unequals-hig with all the resources at their 
command and the small denied of any such assistance. 

Therefore we are of the opinion that any attempt which seeks 
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merely to impose greater controls on commercial banks, with
out interfering with the patterns of ownership and control in 
few hands will not achieve any significant results. The last 
two decades of the planning period in India have clearly
shown that despite comprehensive regulatory control of the 
Reserve Bank, it has not been possible to regulate and control 
the activities of the private commercial banks in accordance 
with the national interests and also the priorities of planned 
development. The past experience is sufficient to dispel any 
further hopes regarding the possibility of the present banking 
system being regulated through controls. 

\Ve are also of the opinion that in the present stage of our 
economic development, partial nationalisation of banks will not 
meet the needs of the times. It will create many more diffi
culties than it will solve because the challenges of the present 
conditions are such which cannot be met without the com
plete takeover of the banking system. 

Further, while emphasising the need for the nationalisation 
of the banking system, we '''ould.like to make a few suggestions 
regarding the actual implementation of the policy of nationali
sation of bankli. These are the following ones : 

Credit Policy Guidelines-Working Group 

Leaving aside the sins of omission and commission by the 
banking system, the basic defects in the working of the credit 
institutions today in term( of planned development arise be
cause no real policy guidelines have been laid down by the 
Planning C:)mmission, the Finance rviinistry or the Reserve 
Bank which closely interconnect plan requirements with the 
grant of bank credit. The Reserve Bank no doubt attempts 
from time to time to guide the channels of bank credit, but its 
guid'lnce is much more related to the current economic situa
tion and difficulties than to the requirements of the Five Year 
Plans. The fact that there is no such clear guidance given 
-'-the outlines of such a policy are not even worked out in 
operational terms by the Planning Commission and the Ministry 
of Finance-is indicated by the act that the two most important 
credit institutions in the country which are already in the 
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public sector, the Life Insurance Corporation and the State 
Bank of India, do not have any policy directions regarding 
investment and credit which can he said to be in any way closely 
related to the requirements of development planning as worked 
out in the Five Year Plans. One of the immediate and crucial 
ta'ik'i, therefore, is to work out what exactly should he the 
credit policy to be pursued by the financial institutions for the 
successful implementation of the development plans and for the 
attainment of the objectives of current economic policy and 
how should it be laid down by the Planning Commission and 
the ~-Iinistry of Finance. It is also necessary that appropriate 
instruments to ensure that this policy is carried out in a dccen
tralised way by the banking organisations and their branches 
should be worked out. The experience of wartime Britain 
and the planned economics, especially in more recent ycars, 
and also that of France, should be studied in this context. One 
of the essential things to be done immediately would he to set 
up a competent working party to prepare for the Government 
outlines of this policy so that the strategy of credit planning 
can he worked out a~ the earliest. 

Management after Nationalisation 

The management of nationalised banks will pose quite a 
few questions and it will not be possible to meet the challenges 
by the usual method'i of management that have been unfortuna
tely prevalent in the Indian public sector. The bureaucratic 
domination of public enterprise management and the use 
of completely unsuitable governmental methods have 
been the bane of our public enterprises. It is essential 
that once the Government decides to nationalise banks, 
clear decisions would have to be taken that a break with 
the past tradition of bureaucratic and inefficient management 
will b'e made at the same time. The intention to do this has 
of course always been there. When the Imperial Bank was 
nationalised, the then Finance tvlinister had indicated that 
while social and economic objectives would be kept before it 
by the nationalised bank, its management would largely operate 
on business principles. With this purpose, he even excluded 
the nationalised bank from the purview of audit by the Comp-
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troller and Auditor General. While this was certainly useful, 
it has not led to the kind of business-like management of the 
State Bank that one would wish for. 

Competitive Structure of Nationalised Bank to be 
Maintained 

VVe may also suggest that the nationalised banks need_ not 
all be merged together as was done in the case of the Life 
Insurance c~:nnpanies. While a few small banks which are 
found to he uneconomical may be merged in some way or the 
other to form more economical ~nd efficient units, the 
units that are wcll-:Jrganised and economical have to con
tinue to function independently. There is nothing wrong with 
the different nationalised banks competing with each other and 
it may even be useful to allow more competition than .the 
Indian Banks Association has usually permitted for the private 
commercial banks in the past. Such competition would en
sure that there was incentive for better service to customers 
and this may even help in attracting more and more deposits 
to the banking sy.Hem. This is an important co~sideration and 
we have discussed this in Part Three of this Report. 

The maintenance of the nationalised banks as independent 
units would mean that while the Boards of Directors of the 
Bank., would have to change immediately on nationalisation, 
the management including the bulk of the top management 
cadre would continue to be the same. Already the pay struc
ture of employees in different banks has been rationalised 
through the system of bank employees' awards and the cate
gorisation of banks for that purpose. The problems that were 
faced by the L.I.C. regarding bringing in one pool employees 
of different life insurance companies would not therefore create 
any problem for the nationalised banks. 

Boards of Direc;ors 

The selection of the nationalised banks' Boards of Directors 
V·:ould be of crucial importance. The tradition of appointing 
different level bureaucrats on an ex ofjicio basis should not be 
followed in making appointments to these Boards. It is true 
that there is a tradition again'it app~inting persons who are 
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not under Governmtnt control Uccansc of the fear that, if they 
behave irresponsibly, the Government would come into trouble. 
The underlying assumption of distrust of the non-official'· 
citizen is something that needs to be given up as early as possi
ble. This is obviously a heritage froin British rule imbibed: 
by the Civil Service and learnt from them, perhaps not quite 
consciously, by the political leadership. There are a numbc~· 
of sources for recruitment to the new Boards of nationalised 
hanks. For example, experienced officials of the Reserve Bank 
and the State Bank, \veil-known professional experts of existing 
Banks \v·ho arc not wedded to anti-social and anti-public: sector 
doctrines, professional expens from industry and from thc' 
academic world and labour leaders \vho have some experience 
of industry should contribute front t\vo-thirds to three-fOurths 
of the Board members. It is, however, necessary to underline 
that the Directors must be those who have a broader social 
perspective and have a commitment to the social objectives 
and arc known fOr their faith in puhlic sector and the philoso .. 
phy of planning in India. 

Employee Cooperation 

Unfortunately, the trade unions in India have not always 
taken a constructive altitude regarding the efficient operations 
of public sector enterprises, and it would he difficult to expect 
an over-night change in their attitucl.es, but it would be useful 
if an attempt is made right from the beginning to cultivate the 
bank employees' unions and take them into confidence re
garding the post~nationalisation organisation of the banks. 
While no representatives of the bank employees' unions as such 
need to be appointed on the Board, the appointment of som~ 
prominent trade union leaders on the Boards of nationalised 
banks, and an attempt by the new managements and by 
Goverrunent. to establish an efl"'ective system of communication 
and consultation would help to create a climate where coopc 
r3:tion of entployecs and their organisations for the efficient 
functioning·ofnationalised banks may become available. 

Prevent Overcentralisation 

On~ further '"·ord o.f caution is necessary about the ntanage
ment of nationalised banks. Because of parliaffientary account-
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ability and the traditional nature of govcrruriental functioning, 
nationalisation and public ownership especially iri India :has 
invariably meant over .. centralisation in decision making. 
This would be suicidal in nationalised banking .. A certain 
part of credit decisions must be left to the local agents of 
bank< and if a feeling is created that the agents have to refer 
matters all the time to higher authorities, we may not only 
create public opinion against nationalisation but also make the 
functioning of trade and small industry difficult. Within 
the broad policies laid down by the Board of Directors and 
subject to the normal supervision, it should be possible to 
permit local agents to take decisions regarding grant of credit. 
This would be treated as obvious-but not in the context of 
the functioning of the Indian public sector. 

It may also be necessary to appoint a working group of 
accountants, specifically to examine past transactions of banks 
with a view to finding out how far 'the private ownership of 
banks was used to further not only the interest of certain 
business groups but also to evade public policy and Reserve 
Bank directives. Such an investigation may also lead to the 
unearthing of black money and may generally provide a heal
thy influence for correcting many ills that pervade the Indian 
economy today. 

Credit Policies and Coordination 

A word must be said regarding the need for evolving a set 
of credit policies which would enable the nationalised banks to 
pursue the social objectives which are placed before the nation. 
We have already said that a Policy Group should be imme
diately appointed to work out the necessary guidelines for the 
nationalised banking. There is, of course, no doubt that the 
impact of the policies would be periodically reviewed to en
sure the necessary modifications in the credit and management 
policies of the nationalised banking institutions. There would 
also be need to coordinate the functioning of the other financial 
institutions like the cooperatives, Life Insurance, General 
Insurance, Unit Trust, Industrial Credit and Investment Cor
poration of India and the Industrial Finance Corporation. 
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Tlus is cxlrt:Inefy n eccss,1.ry to avoid con.fiic ting and waste ful 
policies by the various fin:tnci::tl institution~ . 

Annual Credit Reviews 

C Jnsidering th e i.mporLance a 11tl thc strat egic rule of the 
ba nking sy t m in the structure o f India n econom y it is n ece
ssary to h ave a comprehc n ·i,·c a nnua l r eview of the fun ction 
ing of the various credit institutions in the coun try and their 
imp c t on the fur th erance o f Pla n objective . Up til now very 
littl e c ffott has been made in this direct io n. But on e can 
understand that whe n banking institutions a rc not under the 
direct control of the public sector uch a coordina tion o r even 
a review i next to impos · ible. We con id r thc d a ta on the 
working of th e b a nking , y:; temar a n extreme ly u ·e fu l indicator 
of the levd and d irection of the econom ic a crivitie in the 
society . Thi. information hould p rove o f great advantage to 
the government and the Parliament in evo lving o f effective, 
timely and more ntiona l policie in the fi eld of planning. 
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This is extremely neccss.ny t<J avoid conflictin.~ and wasteful 
policies by the variow; fmancial in~titution~. 

Annual Credit Re\lie'ws 

CJnsidering the i.mportam.:e anU the.: strategic rule of the 
banking systrm in the structure of Indian economy it is ncce~ 
ssary to have a comprehensive annual review of the function· 
ing of the various cn~dit institutions in the country and their 
impact on the furtherance of Plan objectives. Uptil now very 
little cff-ll"t has been made in this direction. But one can 
understand that when banking institutions arc not under the 
direct control of the public sector such a coordination or even 
a review is next to impossible. We consider, the data on the 
working of the banking !'ystemare an extremely useful indicator 
of the level and direction of the economic activities in the 
society, This infi>rmatiou should prove of great advantage to 
the government and the" Parliament in evolving of effective, 
titnely and more rational policies in tht· field of planning. 
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Part Six 

EPILOGUE 



In the foregoing Parts of the report we have dealt with the 
various aspects of banking in the Indian economy. It is clear 
that the central control and management of the banking 
institutions cannot be left in the private sector if the plan 
objectives have to be achieved. However, these conclusions 
of ours arc purely based on economic and social c~nsiderations. 
The case for nationalisation of banks could, however, be also 
made from the view-point of constitutional and parJi.amentary 
angles. 

The Indian Constitution has enjoined the Govcnuucnt 
specific responsibility of taking all such measures which would 
ensure that the operation of the economic syste1n docs not 
lead to concentration of economic power in the country to the 
common detriment. In this context we consider that the 
nationalisation of the private cominercial banking is only one 
of the economic reforms of the economic structure which was 
long due to curb tendencies to\\.-ards concentration of eco
nomic power and the crnergence of monopolies in the produc
tive system of our society. 

It is also necessary to take note of the denu.ind often made 
that in the Indian economy at present considerations for in
creased production should precede those of social justice and 
distribution. It is argued that once production rises and capi
tal is accumulated in a few hands, it would not be difficult to 
take over the large private business and industrial organisa
tions into governmental hands, and which is made out of 
the point, particularly relating to the private corrunercial 
hanks that the ahernati\'c of nationalisation was ahvays open 
to the Government. 

In this context, we would like to cite Prof. D.R. Gadgil, 
the present Deputy Chairman of the Planning Commission, 
who made the observations in the following manner :-

"That increasing inequality or the heavy and continued 
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concentration of the ownership of tl1c means of production 
in the hands of a few private capitalists is the only way in 
which you can speed up production, is far from being 
universal experience in recent times. It is also very doubt
ful whether you can continue to concentrate economic 
and other power in society in the h~mdS of sma'll groups 
and yet later expect that tltey will quietly allow you to 
take it away or even ·that a state apparatus dominated 
hy such interests will want to reverse current policy". 

\¥hen the fOregoing economic analyses impel us to come to 
only one conclusion that in the given context of Indian econo
·nomy, meant to progress towards Socialism, nationalisation of 
Banks is an inevitable step. Howe\'er, we should not be under
stood thereby to mean that either nationalisation of key indus
tries or that of the financial institutions would automatically 
·Jead to Socialism. ·It must be pointed out that nationalisa
lion of key industries and .financial institutions had been re
sorted to by several capitalist coUntries in the world for the 
purpose of strengtheniitg and stabilising the institution of capi
talism. In this context, we would like to quote late Pandit 
.Jawaharlal Nehru, who made the following observations 111 

rhe context of the Karachi- Resolution of 1931 :-

"In the Karachi Resolution it took a ::,tep, a very important 
step in a socialist direction by advocating nationalisation 
of key industries and services and various other measures 
to lessen the hurdcn on the poor and increase it on the rich. 
This was not socialism at all and a capitalist state could 
easily accept almost everything containc."d in the reso
lution.'' 

Care is, therefOre, to be taken that nationalisation of hank
lug systern docs not become merely a measure to strengthen 
the economic power of the monopolies and the big business 
in the Indian economy. On the other hand., the na
nationalised banking system should become an instrument to 
put an end to anti-social tendency of the growth of a few at 
the cost of many in the country. It is only then that it would 
he possible for the Indian cronmny to achieve rapid l"'Conomic 
growth. 
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Under th e Cha irmamhip o f Pa nd it ~chr u. the Na tiu n.l 
Planning C ommitte e se t up by th e Indian Na tiona l Congrc~" 
had r ec:ommend ed regardin?; the key indu tries a' lc) llows :--

··All t. h esc industri es l>eing key i ndus tric~ . their mvncrship 
nr control should, in accorda nce " ·ith the previous d ecision' 
•lf thc Nationa l Plann ing Committee. 1·es t " ·it h the Sta te ... 

fhis policy had fou nd expres ... ion in the l ndu:, t r ia l Po lit·y 
Resolutions of the Go,·ernme nt of India in 194B a nd 195£). 
H e nce it is b eyond a ny dou bt that even long b efore [ nd ia b e

cam e independ en t, it was dec ided that the key indus tries should 
he under p ub lic ow nership . I t :,hou ld h e rea lised that ' •fina nce · · 
is mor e basic than even the basic indus tri es a~ it i.; th e ven . 
has is or a ny economic d eve lopment. I n a ny t ypc o f p la n-
ning. ··finance ' ' a c ts as a lubrican t to the \\·heels of d evelop 
ment a nd determines th e e conomi c wll e ther more directly tha n 
.my oth er institu t ion. H ence there is no rat ioua le behind th<' 

.u·gum ent that o nly key industries mu"t h e in the pu bl ic "cr1or 
md nnt thr ba nk ing- in. 1i1111ion . 
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Under the Chairmanshlp of Paudit :\chnl. the ~"\atiou.\ 
Planning Committee set up hy the Indian National Congro-. 
had rec:ommended regard in~ the key induo;tries "" lt)llows :--

··An these industries being key industries. th<'ir o\vncrship 
nr control should, in accordance with the previous decision' 
nfthc National Planning Committee. rC'-~1 with the Stalt' ... 

fhis poli~y had tOund expression in the Industrial Polit·y 
Resolutions of the Government of India in 194H and 195ft. 
Hence it is beyond any doubt that even Jon~ hcf(ne India hc
~~ame independent, it was decided that the key industdcs should 
be under public ownership. It should he realised that "financC' •· 
is more basic than even the basic industri<'s as it is lhe vcr~ 
hasis of any economic development. In any type of plan
ning. '•financc 11 acts as a lubricant lO the wher.ls or develop
ment and determines the l'Conomic whether more directly than 
.\ny other institution. Hence there is no ratio11alc he hind tlw 
.u·gumcnl that only key industrirs mn"i lw in tl1r pnhlir srclor 

tnd nnl thf" hanking- ins I i111tion. 
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Appendix I 

CONGRESS PARTY IN PARLIAMENT 

CHANDRASHEKHAR 
SECRETARY 

My dear Dr. Goyal: 

24-25 Parliament House, 
New Delhi 

12th Augustl967 

You must be aware that lor the last few months the qucs· 
tion of Bank Nationalization is receiving attention of the Indian 
people in general and that of the policy making sections in 
particular. Undoubtedly, the question is essentially an 
economic one though it has direct in1plications for the social 
and political aspects of the Indian life as well. 

A number of members of our Party in Parliament and out
side have expressed their desire to me to get this problem 
of bank nationalization examined by a group of competent 
economists who may be in a position to offer their constructive 
suggestions with an overall perspective of the Indian society 
and its objective. I have no doubt the question will be also 
reviewed by the official agencies. And yet the value of an 
independent group of persons can never be over-emphasized. 

It is with this idea that I thought I could approach you 
for help. I remember nearly four years back you had circu
lated a paper on the operations of banking institutions which 
was discussed in a seminar of the staff and research scholars 
of Delhi School of Economics. Since you have been a scholar 
of banking alongwith your other interests in the field of plan
ning, I thought you may be kind enough to spare some time 
for preparing a report for us. I would, however, like to leave 
it to you to associate two or three other fellow economists who 
could deal with the question of banking in the light of the 
demands of the planning process and in that the rural sector 
in specific. If the report can be a comprehensive document 
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it \\o tt ld p rovide th l' nccc · ary p crsp e t i c fo1 ta kiug .t dcci
io n on a vit ~ l q u e Lio n or th e Ind ia n cco nmo . 

1 hope ) o u " ·ou ld b e kind e nough to prepa re your report 
by th e end o f eplcmbc r ,· 1'967. 'Thi is a very short no tice 
but I can o nJy hope that you ' ould un~~r t_a nd the impor
tance o f uc h a · tud y to a llow a n cn li~h t<'i}(icL··and early dis-
cm<; io n on 1 hi. q u e t i o n . , .. 

. . 
\V itll r egard..,, 

D r. .. K . (;o,·al. 
• 

liP.'\ , )Jc\\' D e lh i. 

11 2 

• • • • 
I 

• 

Yo ti di si'ncerc ly, 

Sd/
CHANJ?R ASHEKAR) 



it would pro\'idc lhe ncccs:-.ury pcrspeclivc fur laking a dcci
'iion nn a vital question of lhc Indian cr.onmoy. 

I hope you would be kind enough to prepare your report 
hy the rnd of September,' r967.' 'This is a very short notice 
but I can only hope that you would nn~crs.~and the impor
taner of such a study to a11ow an cnlh;ht.{-tJ.'ed<rind early dis
cns"iion on lhis quc'ition. 

Dr. S.K. <~oyal. 
liP.'\, New Delhi. 
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Sd/
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Appendix II 

CONGRESS PARTY IN PARLIAMENT 

CJlandra Shekhar 
Secretary, 

Dear Kamarajji, 

24, Parliament House. 
NEW DELHI 

A few months ago, I had requested some of my economist 
friends to examine the question of bank nationalisation ob
jectively and dispassionately and prepare a report. They have 
accordingly made a detailed study of the subject and compiled 
a report, a copy of which I herewith submit to you. 

This study reveals the following among other important 
conclusions:-

(a) The bank deposits hav~ increased from Rs. 908 crores in 
1951 to Rs. 3073 crores in 1965 and to Rs. 3500 croles 
at present. This means an· average increase of abo'ut 
16%. That is the reason why the banks have started 
having a commanding position over the nation's economy 
in general and financial resources in particular. 

(b) In 1951, there were 566 banks (both scheduled <ind non
scheduled). In 1965 this number came down to 109. 
The reduction· in the non-scheduled banks has been 
phenomenal, from 473 to mere 33 and scheduled banks 
from 92 to 76. 

(c) There are 61 Indian scheduled banks •,,day. Through 
these banks no less than about Rs. 350crores are mobilised 
from poorer and backward States and diverted to highly 
developed States like Maharashtra, West Bengal and 
Mtidras. Rajasthan, for example. gets only '' r:nere I~~ 

II :J: 



of the bank credit. In the 2 States, namely West B"ngal 
and Madras, the banks have given more credit than the 
deposits they have received there. 

(d) The total paid-up capital of all the Indian scheduled 
banks (numbering 61) is Rs. 44.36 crores only. This 
has increased by building up reserve by about 50%. The 
deposits on the other hand, have increased by nearly 
240%. As a result, !he ratio of paid-up capital and 
reserve to deposits, has gone down from 9.7% iQ 1951 
to 3.4% in 1965. 

(e) 49% of the shares of the Central Bank were held by 3% 
shareholders and 36% shares were owned by I % of the 
shareholders. 

In this connection the Governor of the Re-serve Bank once 
said:-

"One of the structural features of Indian banking is this 
concentration of power which, in some cases, is enormous 
in relation to the capital actually employed. From time to 
time we come across cases in which a family or group has a 
controlling interest in a bank and it has become a major 
task of inspection to prevent the exercise of this interest in 
undesirable ways." 

(f) According to the survey of Directorships of 20 leading 
banking companies a total of 188 persons served aio<>' 

directors on the boards of 20 leading banks. Thes~ 188 
bank directors held !452 directorships of other compa
nies also. The total number of companies under these 
directors were 1100. 

(g) Similarly, a detailed study of the directorships held by 
directors of 5 leading banks reveals that through common 
directors, these 5 banks are connected with 33 insurance 
companies, 6 financial companies, 25 investment trusts, 
584 manufacturing and other companies and 26 trading 
companies and IS non-profit making asSOciations. 
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(h) Debt due to the bank directors or their companies were 
nearly Rs. 56 crores in December 1954 but this amount 
rose to Rs. 291 crores in December 1965. The bank 
loans given to the directors and their companies in the 
same year stood at Rs. 317.4 crores. 

If allowance is made for indirect loans and advance• 
to the bank directors and their concerns this figure is 
expected to go somewhere between 600 and 700 crores. 

(i) The lotal advances made by the banks in 1966 were 
Rs. 2,432 crores to about 9 lakh accounts. Out of these, 
Rs. 1800 crores were lent to about 4,000 accounts only. 
It has also been brought out that in 1967, 572 borrowers 
were extended nearly Rs. 1400 crores out of the bank 
credit of Rs. 1800 crores even for industrial and com
mercial purposes. 

If five to six hundred accounts were to be identified 
with industrial and business houses, one may find that 
number of borrowers were in ·fact only 4 or 5. 

(j) In September 1953, agricultural loans stood at Rs. 19 
crores whereas the same was only Rs. 3.9 crores in the 
ye31 1965. Not only the amount of absolute loans to 
agriculture has come down to !/4th of what it was in 
1953, but the more significant point is that the share 
of the agricultural loans in total bank credit declined 
from 3.8% to its nearly 1{20th i.e. 0.2% only. 

(k) The bank credit has not been utilised for financing the 
projects according to the Plan priorities but has been 
invested in low priority projects or even in those which 
were outside the Plan. 

(I) The powers of control in the hands of the Reserve Bank 
for regulating the functions of the private banks are in
effective because the Reserve Bank has to be very cautious 
in exercising them lest the confidence of the public in 
banking in general and the concerned bank in parti
cular, may be undermined. 
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(m) Even in USA, there i' a ceiling for paying .loans tu a 
single concern. No bank can extend loan~ to a_ny con
cern which is more than 10% of the paid-up capital and 
reserve of the bank concerned. 

The banks give credit to the direclors and their asso
ciates at rates of interest much lower than those preva
lent in the market. This benefit alone amounts to 
more than 100 crores per year. This means that be
sides the dividend they get on their shares they get a 
much more substantial benefit through this concession in 
interest rates. 

(n) The deposits with the State Bank of India which were 
220 crores in 1955 increased to 677 crores in 1965, that 
is, more than 3 times. This rebuts the argument that 
after nationalisation the public deposits will fall. 

(o) The private commercial banks have failed to be guided 
by the positive and social objectives laid down in the 
Five Year Plans.· 

(p) Easy and cheap availability uf credit fur a few industrial . 
houses has encouraged the growth of monopolies ·and 
concentration of economic power. 

(q) Pandit Jawaharlal Nehru made the following observa
tion in the context of the Karachi resolution in I 931 :-

"In the Karachi Resolution it took a step, a very important 
step in a socialist direction by advocating nationalisation 
of key industries and services and various other measures 
to lessen the burden on the poor and increase it on the 
rich. This was not socialism at all and a capitalist state 
could easily accept almost everything contained in the re
solution." 

Banks are key to the key industries. If you wish to nationalise 
the key industries, you must first nationalise the banks. 
That is inevitable.· 

I hope the above points would help the deliberations on this 
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Important tssue at all levels. 1 am sending a copy each of thi~ 
Report to Indira Ji and Morarji Bhai . 

With personal regards. 

Shri K. KamaraJ. 
President, 
A.I.C.C., 
7, Jantar Mantar Road. 
NEW DELID-1 
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Yours sincerely, 
Sd/-

(CHANDRA SHEKHAR) 
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