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THE NEW CITZEN BANK OF DI Ud.

¢Head Offics : 16 Apolla Street, Fort, BOMBAY)

Whtcb will hathess your every p'le to national economy
- and develop dla&“ ?industﬂeo
t ﬁ‘nm rogressive niture
:f ‘tlln.en“a:l‘: -l:d mﬂ and eonﬁt}l':n: :;ttlre mvesﬁn'; public.
‘.‘W.O G CAPITAL AS ON:
© M3-1944 Ovér Rs. m t 81 31947 Over Rs. 3:37:“:@0
31.3.1945 Ty ‘Re: 1{85;00,000 31-12-1947 » Rs. 3,50,00,000
31-3-1948, » RE, 27000000 51-12-1948 Rs. 3.90,00.000

Bank has its own b\nlAmg At PARSI BAZAR STREET (Extension of Apello St.)
Fort, BOMBAY,

qubqr of sharchojders Over 2200 = Number of constituents Over.50,000
E",xmmve branch axganization all over Bombay Presidency, C P. & Berar,

NAAIACNANA
.

with two in Delhi and .one at Gurgaon in East Punjab.

g I ? -+ 16.: Dhulis, 82. Nagpur-Sitabuldi
B 15 Didar 16.' Delhi (dh.;.am Chowk) 33. Nampur
2, Girgaon ,17..New Delhi (Pahanganj) 84. Nasik City
8. Grant Road.  .18. Chanda 86. Nasik Road
4. Jhavery Bazar = 19. Gurgaon (East Punjab) 86. Nandurbar
;s i Matungs © .20 ;Ichslknrénjee 37. Pandharpur
6. Sion Ql.e Jelgaon E. K. 88. Pen (Kojaba)
e :ViloiPu'le 22.;Karsnja . 89. Pimpalgaon Baswant
ive 1. 98y Kolhsputt . 40. Poona City

- BRANCHES ‘
Locd (Bomhy) Cify 14. Deolali 81. Nagpur-Itwari s
24.. Kolhapur- Shahnpun 41. Poona-Shivaji Nagar
§
%
%

A ad ' i 2% fo aon: ~ 42. Sangamner
§ Ahmeanagar nan: ~; 48. Sangli
1in 100 Akolwin: ¢ < @27, Mahad - | 44. Shahapur (Belgaum)

« 1L.: Amraoti: . : 98i. lmmoh . 48 Sholapyr .

12, Badncn" i oo 99, Miraj i 46, Sinnar

;3,.‘ pplmf 130 Muortizepur, . 47. Yeotmal .

- 1 Bank iesmaumkednﬁrf ¢ign bnnncu and transacts . all .modem
Bagking.. minum. Qurrent accounts (opened at °/,p a Savm Bank
Account W/.«yu««MnMQ rate oh Call D\:yésm ‘ its for

t?;[ﬁf(lo HU G fonper T R

ﬁm& Ian. appl to m@w]gnﬁw orto:
i P A ‘r D. D BESHPANDE.
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Ihe Mercantile Bank of
Huderahad Limited

- (Incorporated in Bydeubnd Btate)
(thility of ‘Members Limited) -

' (4 SCHEDULED BANK)

CAPITAL :
Alltl:onud-— 0. S. Rs. 1,25, ,000
Subscribed— 64,38,000
Paidlup 3241100

. HEAD OFFICE :
¢ 552, Sultan Bazar,
: - HYDERABAD-Dn

BOMBAY OFFICE :
20, Hamam Street,
FORT, BOMBAY
‘Other Branches :
Raichur, Latur, Secunderabad,
. Mahboobgunj (Hyderabad City).

——
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i DIRECTORS :

' Raja Govindlal Shivial Motilal
(Chasrman)

Nawab Salar Jang Bahadur.

Seth Ramnath Anandilal Podar.

Nawab Zahir Yar Jang Bahadur.

Raja Dhanrajgirji Narsingirji

Raja Pannalal Bansilal.

Raja Bankatlal Gopikison Badruka

Seth Puranmal Surajmal Lahoti.

D. D. Italia, Esq.

Government Nominees.

1. L. N. Gupta, Esq.,
. Financial Secretary to Governmen
: ’ 2."

-
o
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Siddamsetti Rajeswar Rao, Esq,

THB BANK TRANSACTS
‘BUSINESS OF ALL TYPES

BALWANT SINGH

" Be'Aj LL, B, -

| AT L e

R RAPANALIOLPY \r,r\.’“’\"w ,

THE SOUTH INDIAN BANK

A SCHEDULED BANK

(Incorparated in Cochin State with
aty

i Hiod e } FBRIHUR

Paid-up Capital ...‘Rs. 8.75,000
M’Fm T dee R‘- l;ﬁ.m '
BRANCHES :. ;

. Alleppey, ‘Alwaye, Calicut, Cochin,

Coxmbatpre. Ernakulam, Irinjalakuda,

Kunnamkylam, adras; . Palghat,

Pol'achi, SaJem, Tiruppur, Trichvr,

and Wadaka chetry,
‘Office : 2, Anderson Street, G.T.
Current and Sawings Bank accounts

are opened . and Fixed deposits
recexved on attractive terms.
" Rao 8ahi5 P. V. Raphael,
M.A. (HONS.)
Genoral Managor.

-

THE .,

TRAVATICORE FORLIARD BATK L

‘(Incorporated in Travancore —1929)

" A Scheduled Bank.

Authorised Capital ... Re. 50,00,000
Lssued a smﬁu 5,
"" R“ ”’wgm

P Pi
Rn'arvu . ..« Rs. 17,$1,000

BeadOlﬁee:-:Kb‘l"‘l'AYAM

Branches and Agencu- -at all .
important- Commercial centres in
- South India... . :
Currerit, Savings, leed Deposit
Mﬂ%opmdudl—ynn
‘Cash Certificates - issued ‘on’
vu-yhtounhle terms. .
Safe SoundaudEﬁqiem Bouki
LU0 Bervies Offered, B

C. M. CHERIAN, M., %?‘
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HABIB BANK LIMITED

5

'Head Office ¢ KARACHI -

~ Authorised Capital w74 A Rsy o 20000000

Issued & Subscribed Capital . ... Rs. 1,00,00,000
‘Paid-up Capital } oy ... Rs. 62,50,000
Reserve Fund ‘ e e Rs, 25,00, 00(5
Deposits as on 31.1248 ... . a7 Rs ‘3246890(!5

In all the Important Towns of .
PAKISTAN & HINDUSTAN

ALL KINDS OF BANKING BUSINESS. TRANSACTED
~~ INCLUDING FOREIGN EXCHANGE

Shruand Securities Sold Purchmdonbehalfof
Clients on Re le Commutlonr )

Foreign Agents : London—Midland Bank Limited. =
New York —Chase Natlonal Bank bf tbe CIt)' of New York.

gﬁ"‘u’“ i Y J’\..’“

- THE. ANDHRA BAN K LTD

Estd: 1923,
. Head Office: MAsuuPA‘r,iM" ‘

3
)
g
BRANCEER:! |1/ . ¢ os
)
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Mylapore Office. MADRAS BRAN@& R ,'L Thyapam naga 0{ .
49, Kutchery Road. 378, Esplanade. - T 81/82 Pz‘:ntay‘ Eanf:"

OTHER BRANCHES AND SUB OFFICES.

Amadalavalasa (Vizag Dt.), Amalapuram, Anakapally, Arundulpet (Gnnmr) Berhampore
tv(G‘ng.m), Bhimavaram, Challapsalli (Kistna), Chicacole (Vizag Dt.), Cbirala, Cocanada,
girala, Ellore, Gollaprole (East Godavary), Governorpet (Vizisvada), Gudivada,
:3" (Nellore Dt.), Guatur, Jaggayyapet, Joypore, Maharanipet (Vizag), Masulipatam,
Narasaraopet, Nellore, Ongole, Palakol, Psrvatipuram (Vizag Dt.), Pedana (Kistna),
Peddapuram, Pithaparam (East Godavary), Rajahmundry, Ramaraopet (Cocanada), Salur
(B. N. By.) S8amalkot, ‘Tenali, 'Pihrn (Vizag - m),,nhm, Vinukonda, Vieagapatam
" Vigisvads, Vigianagaram. ‘

. Authorised Capital i i 2 .. Rs. 1,“.00;000

. Issued & Subscribed Capital. .. ... .~ .." " Rs. ' 48,99,000
' 'Psid-up Capital - ° R 25,00,000
Reserve Fund gelut ot Rs. 9,00,000 .
Dcposits exceed R 4,00,00,00

- TOTAL WORKING FUNDS EX¢EED RUPEES SIX ORORES.

" Executor and TrusteJ work undu:takeu
i ALL: KINBS OF &ANKING BUSINRSS INC, UD NG FORBIGN BX CMNOB

ANIET SRR s ws ACTEBD; :: - cendy banongen
London mgr- Mauu. ﬁamlmamud., CluotPomm Bnimm LS
Tadepally. Sriremaly;, - U e, K VAR?’ASY
Com., LL.B., 0,A.1LB.
MANAGING DIREOTOR. ™ . | \"‘my;m ILB,

ERAL HANA EER
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RECORD PLAYERS l td___f
HEATERS ~ |m|9 ;
IRONS (Estd. 1929) : (Scheduled Bank 1946) *’:
TOASTERS etc e s,

16A, Amqnian St., MADRAS

GENERAL ELEC'!'RIC o FOUNDER : ‘
TO SUIT ALL POCKETS X ‘

MURPHY . ZEN"‘H“ :  CENTRAL OFFICE :

WHOLESALE and RETALL nl' B. PATTABHI SITARAMAYYA
Authorised Dealers: ‘ oot
SHAMCHAND JAIN & SONS Paid-up Capital & Reserves :
SOUND ENGINEERS . ) .
- Arambagh Place, NEW DELHI | | R+ 632000 1,
T L Rs. 53,73,000
ST P~ | | Working Capital as o' 281048 :

[ —

Bezwada, Bobbili, Cocanada Gudi-

ALLEPPEY wada, Gudur, Governorpet (Bc;wada).
(Iucorporatad in Travancore State Kavali, . Masulipatam, Narsapur,-
with limited liability) Nuzvid, Ramaraopet (Cocanada),

i Razole and Madras.

Authorised Capital ... Rs.20,00,000 | Ay kinda of Banki Busmess

& Subscribed
“Capital ... Re. 10,00,000 transacte

:' aid-up Capital ... Rs. 5,00,000 | Bills collected at attracﬂve rates.

o rrmm e

D) Fuhds Ri 2,14,000
FRp— . Pleade torite for gurﬁoulara to any
Chairman : A. V. Thoma:, Esq of pur

Gononl hanhng of every dncripn- SRIC‘RA“J ann SAHEB“’OF‘ BOB!:!LI

K M. Navada B. V-RATNAM;»
: Secretary. Mnudngbinctq:.
Mquﬁ"@ Lf*wwwmm




i

.‘  e Do‘lhi“" ;
fzfié‘;:alwmuch; 1944, -

e

PREFACE TO THE SECOND EDITION

Great many " changes in the banking and
economic structurg of the countty soon after the

publication of the first edition as well as great

patronage and appreciations shown to the book
all over India and Pakistan, encouraged, rather
induced me to bring out this revised, enlarged and
exhaustive edition. In this volume I hive not only
tried to lay bare the effects of partition on Indian
banking but have -also -discussed the present and
future of banking in the newly ‘created dominion
of Pakistan. The other special feature is a critical
exposition of the Banking Act of 1949, '

I shall be failing in my duty if I do not
express my deep gratitude to Shri Om Prakash Jain

whose valuable help has been a great asset ‘in the

completion of this volume and all others who
have helped and encouraged .me in my work. A
reater part of the obligations is also due to the
Registrars of Cooperative Societi¢s and Joint Stock
Companies, the heads of banking institutions in

_ the two dominions who gladly supplied the data at
~ a very short notice. My anxiety to incorporate the-
provisions. of Banking Companies Act, 1949 has

slightly delayed the publication of this .edition but,

- the omission would have been unpardonable to

wait for the third edition. = -

-~ Jde P JAIN

y



PREFACE TO THE FIRST EDITION

Indian banking on modern: lines is of recent past and provides ample
scope for research. But it is lamentable that there is a complete lack
of attention to this important subject. Almost all available books on the
subject are far from deing satisfactory. Most of them are summaries of reports
published by various Committees and Commissions appointed from
time to time by the Goverament. The urge to write this book was
provided by my tenure in the banking line where I found that most of the
employees including officers were ignorant about important aspects and
rudiments of banking. Reference books available in the market only give the
location of the offices of banks. In this volume I have attempted to discuss
the banking problems from the viewpoint of a practical banker, who seeks
solution of his own difficulties, as well as to incorporate all necessary references
needed by businessmen and bankers in' their day-to.day working. Sugges-
tions offered are sure to prove very profitable. References to individual banks
in the course of discussion are not with a view to prejudice for or against any
institution but only for presenting a true picture of Indian banking.

The rapid growth of banking in the country during the last seven years
of war-time ianflation not only stabilized the existing banks but also led to a
mushroom increase in their number. I have personally seen that many of the
banks do not operate on sufficient cash resources and at times arenot in a
position to meet their obligation to depositors on presentation of cheques.
Some have closed down many of their oﬂggcs after robbing the poor illiterate
depositors of their little and hard earned savings. Further these depositors
fail to discern between good and bad banks as many of them do mnot even
exhibit G.- Form or balance sheet in their offices. :

An endeavour has been made to procure and publish information about
as large a number of banks'as possible, In spite of repeated requests many
banks never cared even to acknowledge the communication sent to them and
showed a total disinterestedness in this respect. Foreign bank authorities in
India exhibited an all-the more callous attitude and information relating to
these institutions incorporated. herein had to be called from their head offices
situated at distant places. This caused an incxplicable delay in publication.
Printing difficulties further prolonged it. -

Such a work was not pagsible without the very kind help of I:X friends,
I owe @ deep debt of gratitude to Mr. O, P, Jain who has wotked side by
side with me during the preparation of that book. A greater part of the
obligations must go to the heads of the banking institutioris and Registrars
Co-operative Societies of different provinces who arranged for the supply of
necessary information. And in the last I shall not forget to warmly thank all
my well-wishers without whose sincere encouragements it would not have
been possible to endure months of long patience and fortitude. . :

May it serve the intended purpose.

f DfLmt : ” o
Seplember, 1946, o . J. B JAIN,



INDIAN BANKING ANALYSED 1s the first
book of its kind on the subject . ofs banking
in India and Pakistan detailing the management,
financial position and location of the offices of
2,000 banks, big or small, situated in the, length
and breadth of the two dominions. Conclusions
drawn from the statistical analysis of these banks
have been embodied in the theoratical portion.
The author has been extremely conscious of the
problems which face Indian banking as also the
difficulties of the bank employees and have put
the matter in a style that will very beneficiently
serve all interested in or connected with banking.
Chapters on Banking in Pakistan and Banking
Legisletion in India and Pakistan are a spec1al
feature.

This " book successfully meets a long-felt
need of banks and businessmen as an ex-
haustive reference book. A copy of this book
_will prove indispensable for all banks, business-
- men. and students of barking. Although every
attempt has been made to ensure accuracy of
figures, yet we do not take any responsibility
whatsoever in the matter of any mistakes that
might have inadvertently crept in. Corrections
ot discrepancies will be welcomed. '

PUBLISHERS.
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THE
BOMBAY MUSLIM CO-OPERATIVE BANK LTD,
-Telephone No, : 33615 Telegrams : “MUSLIMBANK?”
Branch : Annual Turnover : Head Office :
Abba Building | = Over Rs. 4 Crores. Noor Mansion
Null Bazar, Working Capital : Mohamedali Road,
Bombay 3. Over Rs. 38 Lacs. Bombay 3.

@ Loans are granted to Members on personal sureties of other
approved Members of the Bank.

® Drafts are issued on the Co-operative Banks at virious places
in the Bombay Presidency.

@ Savings, Fixed and Current Deposit Accounts are opened and
Cheques, Hundies and Railway Receipts are accepted for
collection.

@ All other Banking business transacted.
For further particulars please write or see personally.

ZAIN G. RANGOONWALA
SECRETARY
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WlNDOW GLASSES MlRRORS PLY WOOD Etc
AT THE CHEAPEST RATES

Please vistt or write to US e

Al DiG(xAL“& Co. ..

KANDLE STREET FATEHPURI DELHI
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Phone : 31456 ; "}“Kf! ‘h‘ 828-80-32 Vithaldas Bldg. 3rd floor,
Girgaon Boad, BOMBAY 2.

Tel. |

Gram :

The Modern Timber & Hardware Mart

Dealers in :— HEAR

All Sorts of Timber and Hardware
and Paints

Suppliers to :—

Government Dept., P.W.D., Muni-
cipalities Buildings, Native States:
Mills, Marines, Railways, Factories,
and Cinema Film Companies etc.

. Shreeman Yeshwanrao D. Devrukhkar.

Proprietor : (1) The Modern Timber & Hardware Mart,
Govt. Contractors, Timber, Hardware,
and Paints, Merchants & Stockists.

(2) Messts. Dinanath Brothers, 328-30-32
Vithaldas Bldg., Girgaum, Bombay 2.

Partner : (3) The Kohinoor Trading Company,
Anand Nivas, Mangalwadi, Bombay 4.

Vice President : (4) The Tarun Mitra Mandal, Tanali.

Director: . (5) The Vishwakarma Co-gp. Bank Ltd.,

APRAREE D s Bombay. i LT LT o L S sl a

(6) The Shilpakalotpadak  Sahakari Mandal,
Ltd, Bombay. ' :
Treasurer : 7) The Prafulla Sangit Mandali, Bombay.
8% .The Grama Sewa M,,agd,al, Tanali.
Secretary :- 9) The’ Vishwakarma “Panchal Mandal,

.. Bombay. . . ceoooc
Patron and Lifemgmbe;s of many other Funds aﬁJIﬁititutions.
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figurchand Manmll Bank Limited

+ 101, Mint Street, MADRAS, 1.
Authorised & Paid up Capital Leee Rs. 2 Lakhs.
Working Capital exceeds ces Rs. 14

PROMPT COLLECTION OF BILLS AND HUNDIES
UNDERTAKEN AT MODERATE RATES.

Mohanmull Chordia,
CHAIRMAN,

««««««««@@«««@é«
Advertise in

For year round results. -

One insertion at reasonable cost gives you repeated publi-
city day after day, month after month—for a whole year—
read by the enlightened public, bringing your advertising
message home every time the Directory is consulted. Keen banks,
manufacturers and publicity agents book their space requirement
well in advance as the advertising value is undisputed.

For rates writé to :

THE BANKING EXPERTS, DELHI.

RARARARARBRARAR,

“The Bank of Karad lelted Marad

KARAD (Dut SATARA)

Authorised Capital ve. Re, 5,00,000,
Issued Capital e s Rs, 5,00,000
Subscribed Capital «. Rs. 4,00,000
Pdd'up Clpltal Py R.o 4 ,00,000
1 . ALL BANKING BUSINFSS TRANSACTED. :
KARAD. : M, V, Khandk&t. -
18-12.48, : ’ MANAGER,

NRRRIARRARNSLRRPNRRRPOPAFOPNIG LIPS
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Bank OF Bhopal L1

(Incorporated in Bhopal in 1944)
(Liability of Members is Limited)

(As on 1-1-1949)

e

PAID-UP CAPITAL ... Rs. 12,50,000
RESERVE FUND .- Rs. 3,10,000
(As at 31-12-1948)
DEPOSITS ..Rs. 1.35.00,%

Total Working Funds ...Rs. 1,71,00,

1. The Hon’ble Raja Sir Oudh Narain
Bisarya, Bhopal
(Chasrn.an of the Board of Directors)
2. The Hon’ble Etemadul Mulk
Nazimul Insha, Mr. K. F. Haider,
Finance Member, Government of
Bhopal (Chairman of the Commitiee
of Directors).

BANKING BUSINESS OF EVERY
DESCRIPTION TRANSACTED
Current Accounts :—Interest by special

arrangement.

Savings Banks :—Withdrawals allowed
twice weekly. Interest @ one-and-half |
per cent peér annum.

Fixed Deposits :— 3, 6, and 12 months,
on terms to be ascertained on appli-
cation.

Short term Deposits :—Rates on appli-
cation.

Speeial arrangements for dealings
in shares of the Companies established
in Bhopal.

Loans, Cash Credits and Overdrafts
granted against approved securities.
Agency arrangements all over India
and Pakistan. Drafts issued, transfer
of funds arranged and bills collected on
all commercial centres.  Foreign
Credits established. Safe Deposit Lockers
at Bhopal Head Office and at Karachi
Branch.

HEAD OFFICE :

Sultan Road, BHOPAL.

Branches :—1 Chowk (Bhopal City).
2. Sehore (Bhopal State). 3. Karachi
(Pakistan)
Pay Offices :—Barcth (Kurwai State)
Outstations : — Obaidullahganj, Sala-
matpur, Dip, Misrod, Ichhawar, Ashta,
. Bareli (Bhopal State). :

S. M. MASIHUDDIN
GENERAL MANAGER

oy

D 2D I2D0PD0PDIDID

Opened by Hon’ble Mr. V. L. Mehta
Finance Minister of Bombay

The Vishvakarma
ICo-operative Bank Ltd.

. (Estd. 30:h Juse, 1946)
I ARTISANS’ BANK
BOMBAY

Support your Industry & Commerce
Save yourselves from the Clutches
of Marvadis & Pathans.

Easy terms for
Personal Loans against Gold, Silver, -
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CHAPTER 1
CONCEPT OF BANKING

Origin :— Banking has played an immensely valuable role in the eco-'
nomic life of every country, big or small, The banking services were
available at all stages of human progress, though under different names. India
had her sshukas and Britain her goldsmiths But the object of all these was the
same—the performance of services relating to money,

The origin of the word ‘bank’ is generally traced to many foreign words
like banck, banco, banke...... The word banck originated from German in about
1771, a 1ime when Germans occupied a large part of Italy, Italians called it
banco, which was Frenchised into banke and finally Anglicized into bank,

Some people trace the word ‘bank’ from the Italian word banco, mean-
ing a bench or table, because the money changers piled their money-hoards
on a bench or table, But this latter derivation is incorrect and has been
criticised by many learned authors. Our present banker is neither a money-
changer nor a money-lender alone, but performs many other services ; some
linked to banking and some not. :

DEFINITION

Banking is not a science but an art.. Varied functions are being daily
performed by the modern bankers which after some time become essential fea-
tures of the banking service. The word “banking’ is very commonly used,
but has not been exactly defined. The d¢finitions made by different writers
and incorporated in the various Acts passed by various States, present in-
complete pictures. They relate mainly to local conditions prevailing in those
States from time to time. For an exact definition this is not a safe criterion.
But the various definitions at least give a clear idea of how and when
banking developed in various parts of the globe. A few are quoted below:—

1. The word ‘bank’ expresses the business which consists in effecting on
account of others receipts and payments, buying and selling either money of
gold and silver or letters of exchange and drafts, public securities and shares
in industrial enterprises—in a word—all the" obligations whose creation has
resulted from the use of credit ‘on the part of the States and socicties and in-
dividuals,,,., ,Gaulier. '

(The definition confines itself ‘.to the payments and dealings in bullions
and securities of all kinds). . . .

2. No one and np body corporate and otherwise can be a banker
who does not (i) take deposit accounts, {if) take current accounts, (iii) issue
and pay cheques drawn upon himself,- (iv) collect cheques crossed and un- -
g:as?d:fora:hxx ."cg?ggmx;g-qnd, it might. he said that even h:-f all the above
funciicns are performed by 'a pesson or a body corporate, ‘he or it may not
be & b,mmbmkunlmhefuﬁkthc following condmo;u:n- L
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(a) Banking is his or its known occupation; (b) he or it must profess.
to bea banker or bank and the public take him or it as sueh; (c) has an
intention of earning by so doing; and (d) this business is not subsidiary—
John Paget. (The author simply adds the qualification that it must be the
primary function of the person who takes this business and be well known
like that).

3. A banker is one who, in the ordinary course of his business, honours
cheques drawn upon himself by persons fiom and for whom he receives money
on current account.—Der. D, L, Hart. (This simply refers to only one funciion
of the banker).

4. A banker is a person or corporation which holds itself to reccive
public deposits payable on demand by cheque.—Wauter Leaf. (Itis also no
improvement over the third).

5. Any institution which discounts commercial documents or make
advances on current account for a period greater than 270 days, whether
or not a mortgage guarantee is taken, will not be regarded as carrying on
banking business.—Argentine, (The field of banking under this definition be-
comes r1estricted simply to short-term 'advances and not to long term ones).

6. Receiving deposits, granting loans, receiving valuables for safe
custody, dealing in coined and uncoined gold and silver, in money and to-
ken money, credit instraments and securities, collecting debts, affecting pay-
ments. giving guarantees and according to circumstances co-operating in the
establishment of trading undertakings.— Denmark. (This definition is somewhat
moulded in the present design but still not complete).

7. (i) To carry on the business of banking in all its branches and
departments, including the borrowing, raising or taking up of money, and
the lending or advancing of money, securities and properties; and the dis-
counting, buying, selling and dealing in bills of exchange, promissory notes,
drafts and other instruments and securities whether negotiable or not; and
the buying, selling, and dealing in bullion and specie; and the acquisition,
holding and dealing -with stocks, funds, shares, debentures, debenture stocks,
bonds, obligations, and securities and investments of all kinds ; and the
receipt of money and :valuables on deposit or for safe custody, and the
negotiations of loans and advances and the collection and transmission of money
and securities and the management of property; and the transaction of all
kinds of agency business commonly transacted by the bankers,

(i) To purchase, acquire, and undertake the whole or any part of the
business, property, goodwill, and liabilities of any person, partnership, or ¢om-
pany carrying on any business which this company is authorised to carry on, or
possessed of property or right suitable for any purpose of this company.

(iii) Generally to purchase, to take on lease, or in exchange, or otherwise
acquire any real or personal property, and any rights or privileges which the
company may think necessary or convenient with reference to any of these ob-
Jects or the acquisition of which may seem calculated to facilitate the realiza-
tion of any securities held by the company, or to prevent or diminish any ap-
prehended loss or liability. . ; S

. (iv) To enter into arrangements for sharing profits, union. of interest, co-
operation, joint adventure, reciprocal concession, or otherwise with any person, .
yartncrshlp, or company, - S R s
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(v) To establish and promote any company for the purpdsc of acquiring
any property belonging to or in which this company is interested, or for any
other purpose which may seem conducive to the company’s interests.

(vi) To issue debentures, debenture stock (whether prepetual or
otherwise), circular notes, bills, drafts, and other instruments and securities,
whether payable to bearer or otherwise, and to make the same or any of them
assignable free from equities.

(vii)) To effect and obtain all such insurances and guarantees, or
counter-guarantees, as may ssem expedient, N

(vili) To take or concur in taking all such steps and proceedings as may
seem best calculated to uphold and support the Credit of the Company, and to
obtain and justify public confidence, and to avert or minimise financial distur-
bances which might aff:ct the Company. )

(ix) To establish and support, or aid in the establishment and support
of associations, institutions, fund trusts, and conveniences calculated to benefit
employees or ex-employees of the company, or the dependents or connections
of such persons, and to grant pensions and allowances and donations to any
persons who have been in the employ of this company, or of any persons whose
business may have been acquired by this company.

(x) To sell, improve, manage, develop, exchange, lease, mortgage, dis-
pose of. turn to account, or otherwise deal with all or any part of the property
and right of the company for the time being.

(xi) To do all other such things asshall seem to the company incidental
or conducive to the attainment of the above objects or any of them. (The
memorandun of Midland Bnk).

(The objects though taken from the prospectus of one of the leading
banks of the world, are illustrative of the non-banking services of the bank rather
than a definition).

The definition given in the Indian Companies Act and as the proposed
Banking Bill resembles the one given by the Midland Bank. No correct defini-
tion, however, is possible withont a critical examination of the functions and
working of a bank. The services rendered by a modern bank fall into two
categories, namely, {!) Banking Services and (2) Non.Banking Services.

SCOPE OF BANKING SERVICES

“Deposits”, *crelit” and “creation’ are words commonly used, but the
meanings attached to them vary with the persons who use'them, To a banker
“Deposit” means money deposited with him by a member of the public and
‘repayable on demand or otherwise. It is a debt for him. To the customer, the
word “deposit” means an asset—money in the bank. It is the customer who
“screates’’ the deposit and can-destroy it at will by drawing a cheque on the
banker and taking the proceeds in currency notes and coins. '

*Credit” is a technical term. It is n:ither money nor deposit, but it is
a liability accepted by a banker to make payment on behalf of any customer
under a special arrangement. A large number of misconceptions have -arisen
about the word ‘‘credit”. The expression ‘costless credit’ carries no sense.
The statement' “every loan creates a deposit’” is partially correct. A bank
grants a loan either by way of loan. i.-e., credits.the customer’s account  with
that.amount ; or by way of overdraft; permitting the customer to .averdraw; his
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account up to a certain limit. In the former case he creates a deposit, while in
the 1atter he does not.

" Deposits and their Nature

The banking services mainly fall under four heads, receiving of deposits,
granting of loans, collection of bills and transmission of money. Deposits,
may be classed as ‘time deposits’ and ‘demand deposits’. A ‘time deposit’ is
one in which the liability of the banker to pay is not immediate. The best
example of a ‘time deposit’ is the ‘fixed deposit’. Besides fixed depoiits there
are security deposits of the employees, deposits in dead accounts and 509, of
the savings deposits. The banker stands secured as from the calls of the
depositor for the exchange of the latter’s cheques into currency. Fixed deposits
are received for at least three months or more and the depositor can only ask
for his money after the expiry of the term of the deposits. Security deposits are
refundable after the severance of the employee’s connection with the employer.
Saving deposits are generally not mecant for withdrawl and even if the with-
drawal is permitted it is hedged in by many a restriction like limitations as to
the number and amount of the withdrawls. For this added gain, the banker
compensates the depositor by allowing a certain amount of interest on that
money. The greater the tenure of the deposit, the higher is the rate of interest.
The banker, thercfore, pays minimum interest on savings deposit, a little higher
on fixed deposit and maximum on security deposit.

Demand deposits are repayable on demand. The depositor can call
upon the bank at any time for the exchange of his right in notes and coins.
Such kinds of deposits are received in the form of current account and call
deposit account. A part of the savings deposit is also known as demand deposit.
Generally, no interest is allowed on current, and in certain cases the customer
is required to leave a certain minimum balance in his account. The bank
renders its services in keeping the account only for a certain ‘free balance’.
The minimum amount is approximately fixed ; the interest of which will
enable the bank to cover the cost of operation. But the larger number of
cheques drawn and ledger pages consumed and the lesser balance left in the
account makes the affair costly for the bank, which, in such cases, remunerates
itself by charging a certain percentage of commission on the total turnover of
the account. This commission is now well known as incidental charges. The
incidental charges vary from account to account. A call deposit is a certain
sum of money deposited with the bank which can be withdrawn in entirety
without any notice. Since the deposits are generally received for sum exceeding
rupees two thousand, the bank is satisfied with the free use of the balance and
levies no charges.

‘Deposits’ have been explained above as monies received from the custo-
mers by the bank. But in addition, the bank also creates deposits by giving
loans to the customers in cash or in form of deposits in their account. These
loans are usually covered by securities collateral or otherwise. Some times
loans are advanced on personal security. The creation of such deposit is entirely
dependent on the market conditions and circumscribed by cash resources, The
cash position is controlled by the Central Bank.

Lending of Money ‘
Lending of money is another important function of a bank. The banker

usually does not lend hard cash but a right to draw cheques to the limit fixed.
The business of lending is usually done in the form of loaAns and advanees,
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overdrafts, cash credits or discounting of bills of exchange, etc. It is that port-
folio of the bank’s activities which is the largest contributor towards the
bank’s profits. The bank's worth is mainly judged by the manner in which
it carries its lending activities, a wrong handling of which will bring the bank
to a disaster. At times, an offer by a customer to lend money on credit is too
tempting but a clever banker will not easily fall into the trap. He will use his
discretion judiciously and make a thorough enquiry into the antecedents and
financial standing of the prospective borrower before advancing the loan.

. Loans and advances to customers, although the most profitable item in
a bank’s assets, are the least liquid. Though all loans are generally repayavic
on demand, they are seldom repayed on a short notice. The position becomes
all the more difficult at the time of crisis. A loan then generally becomes & dead
asset. Hence a banker would like to have maximum of security against the
advances he makes. He keeps a sufficient margin to cover ordinary falls, and
also keeps a larger margin against abrupt falls in the value of the security. . The
margin kept by the bankers varies from 10 to 50 per cent., depending upon the
nature of the securities, '

Another common characteristic of loans and advances is that they must
run for a short period. This is a fundamental practice with the English and
Indian banks which distinguishes them from the banks on the continent. In
India, England and the U.S.A., it has becomes a well established fact that
it is none of the business of the comercial banks to supply long-term advances.
Liquidity should be the prime consideration. In assessing any proposal a
banker has to satisfy himseif as to the period for which the advance is sought,
secondly, the prospects of its repayment on the expiry of the period of loan.
Further, a banker generally discourages speculative advances.

Advances to customers are either by way of loans, cash credits or over-
drafts. Itis, however, not necessary that the borrower should be a customer
of the bank. A loan can be obtained from the bank by any person irrespective
of the consideration that he has a current account with the bank or not, 'To
operate a cash credit or an overdraft it becomes essential that the borrower must
have a current account with the bank.

Loans are made by debiting the customer’s account, and are generally
secured by marketable securities. A good security does not denete merely
safety, but certainty of payment, easy convertibility and freedom from depre-
ciation. Loans against personal securities are few and far between, and when
they are, itis either guaranteed by some other party or made to a very
respectable client with large means.

In actual practice overdrafts and cash credits are similar. Both are an
outcome of the previous arrangements with the bank. The amount, the rate
of interest and the period of advance all are settled. Cash credits are based
on promissory notes of the borrowers backed by collateral securities like jewellery
shares, agricultural produce, metal or paper, etc. The collateral security is to
be under the effective possession of the bank. Delivery of the securities can be
made in part if a proportional payment .is received. The only difference
between the two is that a cash credit can be opened for new accounts but the
‘overdraft is allowable only to an old valuable client of the bank, Further, a
cash credit is an inverse -account and a regular feature while. an overdraft is
generally temporary. . — S _

, ~ Cash credits and overdrafts have certain distinctions over as from the
loans, One of the main differences is that the interest has to be paid only on
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the actual sum withdrawn, at any time ; while under the loan account, interest
has to be paid on the full amount. [t certainly looks as an advantage. But it
is counter-balanced by the fact that the interest in case of overdrafts and cash
credits is higher and calculated monthly while interest on loan account is
charzed half-yearly. Amount once paid back in the loan account is not repay-
able again. The customer must get a fresh loan sanctioned. Further loans
are made to meet personal ends or for long-term needs of the industries.

Discounting of bills is the most important form in which a bank advances
its money. The bills of exchange discounted with the banks may be ‘clean’ or
‘documentary’. The personal security of the drawer and accepter is the only
security in the case of a clean bill If a bill happeis to be a documentary one,
it is followed either by a railway receipt, bill of lading, or wharfagers’ certificate
etc. which mz2an3 that the security of the drawer and acceptor is further
strengtheaed by the goods either with the railway, ship or wharfager. This
form of advance is becoming popular everyday. A fixed and unalterable amount
irrespective of the fall in the value of securities ; certainty of payment on a due
date ; continuous supply of funds through planned arrangement ; rediscounting
facilities by the central banks at the bank rate; and deduction of the discount
in advance are maialy responsible for the propularity of such advance.

Collection of Bills and Transmission of Funds.

Collection of bills and transmission of funds also form a part of the
banking service. This work is taken by bankers not as a legal responsibility
or more for the convenience of his clients but also because it adds to his own
profits. The bank profits in two ways viz, by way of commission for rendering
the services of collection as well as the free use of funds during the period of
dispatch and receipt of the bank advice. For example; a resident of Delhi,delivers
to his banker a bill for Rs 5000 drawn on a party at Bombay for collection. The
banker wills send the bill to his Bombay branch,which shall realize the money along
with the commission if chargable from the drawees The Bombay branch having
realized the bill on 10th of May, intimates the realization by ordinary post to
its Delhi office and the latter receives the intimation on 12th. The amount will
not be credited to the account of the drawer till 12th through the money of the

- bill has been actually realized on the 10th. Exactly the same thing happens when
a customer purchases a draft for any amount and on any place, The bank not
only charges the commission on the remittance but has the additional advantage
of the use of funds till the date of payment. The gains to the bank from these
transactions are earning of commission, free use of funds as well as at times
help of replenishing the depleted cash position without any remittance charges.

THE BANK TECHNIQUE

The work of a bank, thus, begins with the receipt of deposits from its
customers, to whom it enters into obligation to repay their money. Primarily,
it undertakes to repay the amount on demand or ou the expiry of a short
period fixed before. Secondly, it agrees to provide all banking facillities to its
customers. And thirdly, it may agree to pay interest on deposits according to
the terms settled. The first obligation is the most dominating factor in the
banking practice. It restricts.the use of the money placed with the banker and
afier a long experience, all the banks have now agreed to certain general rules
in the distribution of their assets, :

, The first rule is to maintain a certain minimum ratio between the amount
of deposits and the cash retained by a banker. Cash means balances of currency
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notes and coins in hand as well as any bank balances payable on demand either
with the central bank or any other bank, It is the most liquid of all the assets,
More the cash a banker holds, the lesser will be the difficulty in satisfying the
demand of cash for deposits. Cash, however, is an idle asset which yields no
return and so a bank will always prefer to keep as little of cash as posible.
Some amount of cash must be maintained for ordinary working i. e. for meeting
the daily demands for withdrawal of deposits, for settlement of negative balance
in clearing and for unusual demand for withdrawals. e

But what should be the cash ratio is a matter of fact. It differs from coun-
try to country according to the varied circumstances. The main factors ‘govers-
ing it are, the habits of the bank’s clientele, prevalance of cheque habit,
existence of clearing houses, the number of the depositors with large balances,
the amount of cash held by other banks in the locality, the nature of its invest=
ments and finally the control policy of the central bank. It has been
observed that the cash ratio now has come to stand as between 10 to 20 per
cent of the deposits in the various countries. '

After cash, funds lent to money market are regarded as the most liquid
from of assets. They are also known as the second line of defence and have some
advantages over cash. Firstly, thev earn some interest i. e. from !, to 1 per
cent and secondly they are discountable at the central bank. The remainder is
invested in Government securities or lent to the customers in forms of loans and
overdrafis. With such a distribution of thieir assets, the banks find themselves
always in a position to meet any call made upon them for cash. Treasury depo-
sit receipt is a new form of advance only introduced in war times.

Short-term funds consist of loans to the bill market, loans to stock brokers
and inter-bank loans. These are repayable either on demand or at a notice of a
week or two. The bulk of the thrge varies from centre to centre. In London,
money at call and short notice is lent mainly to discount houses and bill
brokers. In New York, where the discount market is not as perfect as in
London, call loans are usually lent to stock exchanges. India is without a bill
market and loans to the stock exchanges are shown under the head of loans and
advances in the Balance Sheet. Call Loans in this country usually refer to funds
lent by the banks to one another and they too, are almost insignificant.

Bills discounted may be promissory notes bills of exchange, or Treasury
bills. In England, promissory notes are rare. Bills discounted by British banks
consist of international trade bills, treasury bills and a small part of inland
bills. In the U.S.A., a large bulk cf the assets of the commercial bank consists
of promisory notes. The official statistics, however, makes no distinction be-
tween loans and discounts. The bill portfolios of our commercial banks is small
i. e., 3 to 5 per cent. :

Investment constitutes & fourth line of defence. They also yield a higher
return i.e. 2 to 4 per cent. When the demand for loans falls off, the banks
invest the amount in gilt edged securities. The investments mostly are in
Government Securities and shares of reputed joint stock companies. The bank, at
‘times, also gets profit on sale of these investments besides usual dividends. The
pe'.rceptagé of investments have shown an increase during the war days. - Invest-
ments of Indian banks stand somewhere between 45 to 60 per cent. Of these
investments 75%, consists of Government $ccurities... ~

- . Last of all comes the loans and advances. Though an item of xﬁéﬁimﬁ@v
_ profit but the percentage’ of their figures has shown a .decline. . The reason is
ot far to-seck. The money has become cheap due to inflation’and the demand, -
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for loans and advances has been considrably decreased. And now bankers
are not very much willing to lend on account of the expected slump in the
‘market.

A question naturally arises how does a bank maintains these ratios day-
to-day when the customers are constantly paying into their account and draw-
ing subject to realisation of aim of their ultimate earning profits for the share
olders. These rules are governed by the principles of liquidity, i.e., the ability
to satisfy demands for cash in exchange of deposits upon their balances? Every
cheque drawn will lower the paying bank’s ratio and increase the ratio of receiving
bank. Exactly the same will be the effect if the transaction is in currency instead
of cheques. Deposits and cash are subject to rapid and unforseenable changes.
There is tendency, yet, for the ‘ins’ and ‘out’ to offset each other. Occasions
are there when the change in a single day may be very considerable, how then
can a bank work to this ratio? Every morning the chief executive head of the
bank studies the cash position and acts accordingly. If the ratio of the cash
is likely to fall short, it can be easily maintained by retaining the proceeds of
the maturing bills in cash cr by calling in call loans. If there appears excess
of cash, it can be brought down by buying more bills and making additional
loans to the money market. Experience has made the bankers very exact
and apt in their judgement. Devaitions in cash or deposits are only with indi-
vidual banks but the total deposits of all banks remain unchanged so long as
there is no change in the cash ratio and total cash of the banks. It is on this
fact that a large number of monetary theories have been based. But, in truth,
variatons in the quantity of money depend upon variations in the quantity
of bank cash. Over bank cash, the banks themselves have no power.

The fact that the banks have no power over the total of bank’s cash
must never be forgotten when considering banking practice. Variations are
possible as in between different banks but not as a whole. Only two factors
cause variations in agregate bank cash viz, the changesin the amount of
currency held by the public and the operations of the central bank. The
effect of the change in currency held by the public is not at all an important
one. A central bank always plays a dominating role in such matters. It is all
a till of money and any amount paid in or withdrawn from materially affects
the situation. Money in the tills of the central bank is affected by the Govern-
ment receipts, payments. borrowings, Treasury Bills and the operations of
the central bank themselves. Central bank daily receives a large sum of money
on account of taxes etc, pays for government expenditure. All these transactions
finally affect the cash position of the banks. Government borrowings, sale of
Treasury Bills decreases the cash position of the banks. Repayment of loans
and Treasury bills works in the opposite direction, The banks have to adjust
their cash ratio to the deposits either by buying or selling securities, lending
or reducing loans. In brief, the total of money is determined by the policy of the
Government and the central bank, and the functien of the banks is of facilitating
the circulation of money.

SCOPE OF NON-BANKING SERVICES

A banker, besides the prirﬁary functions, of receiving deposits and.
Jending money, performs many other functions of considerable advantage
to its customers, These services were originally undertaken to facilitate
the clients, but being profitable have now been adopted by the bankers all
over the world. Such services may be grouped under: {wo broad heads
viz.” Agency Services and General Utility - Services ' or Miscellaneoys
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Agency Services,

The agency services rendered by the modern bank mainly consist of
buying and selling of stock exchange securities, making and receiving
payment for rents. subscriptions, insurance premia, dividends, college and
school fees, and acting as trustees, executors and attorneys and serving as
correspondents and representatives, ‘

Having repeatedly failed to make petty payment on due dates, a customer
now leaves a standing instruction with his banker for compliance. Such
orders are usually given in respect of payment of insurance premium, subscrip-
tions to clubs and societies, school fees of children and similar payments of re-.
gularly recurring nature. The bank notes such instructions in a book called
‘Standing Instructions Baok’ wherein things are arranged both days and datewise

The customer now generally instructs the issuer of the securities that any.
interest or dividend that may be declared, should te paid to his banker to the
credit of his account, This saves him from the trouble of endorsing and paying
in such warrants and coupons. Customers, who are in service, sometimes ask
their masters to send a cheque of their salary in the name of their respcctive
bankers. This helps them in avoiding unnccessary rounds to the bank, and de-
lays caused by abser.ce from head quarters, The bank also undertakes the prepara-
tion of accounts for recovery of income tax and the checking of assesment and
assists the customers in the rencering of tax returns and in all matters relating
to income tax and supartax. This service is of great value to customers who
do not employ accountants or solicitors.

Purchase and sale of s:curities is another service which a bank renders
to its clients. The bank generally gives no advice as to suitability of any secu-
rity but simply performs the functions of a stock broker. _The bank does
this service only for a gominal cost.

Banks with uptodate staff and specialized departments also undertake the
services of the administration of a will or settlement, requiring special know-
ledge. They have got their departments known as executors and trustees’ de-
partments. The main advantage of services through _a-bank in these cases are
the longevity of their age unlike individuals, honesty in their dealings and the
services of the specialized stafl with ripe experience and sound business judg-
ment,

The bank gains from all such services in the commission charged and
the funds which it gets in performance of such services,
1

GENERAL UTILITY SERVICES

The general utility services are of many varieties. Of thesse, the most

important are ;—
B ¥

Receiving of valuables for 'safe custody ;—The safe custody may be
cither under the banks or customers themselves, In the former case, the articles
received for safe custody are valuable papers, documents. shares, deed, etc.,
and not jewellery, while_ in latter case, all valuable articles are accepted ir-
respective of the description, Under the present system of lockers in safe de-
posit vault, the customer is handed over the key of the locker, which he can
open atany time during the bank hours. He is free to choose the valya-
bles or articles, he wants to keep in the locker, Some banks also’ provide
“Night Safes.”” The aim behind  these service is safety from theft and fire
The bank charges a nominal rent for all " these services. IR
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Transacting the business of Foreign Exchange:—A business man to-day
‘has trade connections all over the globe.. This creates ample of foreign ex-
change business. Banks not only atand as surety but also arrange for trans
ort,  warehousing and insurance of goods. In other countries, this business
18 transaeted by all commercial banks while in India only specialised ins-
titutions known as foreign exchange banks take up this function.

Underwriring of Stocks and Shares;— On nominal commission the banks

. also take to underwrite loans floated by the governments from 1ime to time as
well as the shares and debentures issued by the public bodies. German banks
are well known for their practice of placing industrial securities in the mar-
ket. The function is gaining importance every day due to the rapid indus-

trialization of all nations. Underwriters are generally being eliminated from
this field. . -7

Serving as a referes: —It acts as a referee about the respectability, means,
and financial standing of its customers. The advantages of such serviees are
quite evident, It enables.the customers to obtain speedy and reliable infor-
mation about the general standing of persons or institution with whom they
wish business dealings. They are so many times saved from suffering heavy
financial losses through these opin‘ons.

Issuing of letter of credit, circular notes, etc:—These services enable
the customers to profit by the superior credit of the bank, The money can
be promptly paid out to customer or to his agent and bills drawn by his cre-
ditor can be accepted by the bank at any of its branches or agencies. The
papers so issued are known as Circular Notes, Traveller’s Cheque, Letters of
Credit, etc. The services though so common elsewhere are not still very fami-
liar in India. ’

THE DEFINITION

Having examined the functions, services and technique of commercial
banks, it makes our task of defining it easier.

Bank is a firm or a corporation trading as general merchants, re-
presentatives, importers and exporters in money commodity with its va-
rious multiples. Little it has as its own capital and mainly-depends upon
others’ money received in the form of deposits. Deposited money, though
not its own and received in trust but it has a full option over its ds-

osal and use in form of investments, loans, etc., except in the fact that
it must be repaid to the depositor as and when demanded by Lim sub-
ject to the conditions of settlement. It further performs agency business
and renders services, of general utility having a money operation. But
in all such services, the main feature is the receipt and payment of
money and its multiples. With tte march of civilization and the intro.
duction of rationalization in every sphere of economic life, the banks
may also begin to undertake functions outside this sancium sanctorium, the
tendency which is very visible and clear, But whatever may be the chan-
ges, the main function of banks shall be the receipt of money in forms
of deposits and payment of that money on demand!.

" KINDS OF BANKS

So much was atout the commercial banking, Specialization noted in
every walk of cur econcmic life, has also given rise to many a types of banks,"

1. The definition marke a complete innovation frem the definitions given so far. It is baged
gimply on two factors. Firstly, the bank is a business bounse like any other, and secondly
the commodily in which a bank deals is .money. They purchace the money at a cheaper
rate and sell at a higher rate. T ‘ ‘ co
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GROWTH OF INDIAN BANKING AND ITS
PRESENT POSITION

Indian banking is as old as its trade and commerce. It is well admit- -
ted that while the rest of the world was groping in darkness and leading
almost a barbaric life, Irndia had highly developed social organisation, bet-
ter even that of the Greek or any other nation in the werld. Ample evi-
dence exists to show that both in the Hindu and Mohammedan times banking
facilities were in existence, The usc of hundis was made on a very large
scale. Narsinha Bhagat of Junagadh drew a hundi on Seth Samalbah of
Dwarka, in times of Lord Krishna. Manu, the great Hindu law-giver of the
second or third century A.D., has dealt with the law relating to deposits
and money lending. Usuary, though, then in practice but was held in
contempt. In about 12th century the record is available of the Jain Bankers
carrying money operations in those days, Kautilya, an economist, has ako laid
down that the maximum legal rate of interest should not bc more than 15
to 60 per cent except when the risk was extraordinarily heavy. The Famous
French traveller, Tarvenier, has spoken very highly of these bankers. The
banking operations of our ancient bankers were largely the same as of modern
private banks viz. that of accepting deposits, advancing of money agaimt
pledges and securities, as well as mortgages, granting of Personal loans working
as bankers to the King or the Government, custodians for valuables and
sometimes even managing the currency of the State. The hundi is nothing
else but our present bill of exchage.’ .

During the Moghul rule, the indigenous bankers of India have played
an important part in the economic life of the country. They were held in
esteem, both by the public and the State. The famous bankers were taken
over in the State service as officers, revenue collectors, bankers and money
changers. Even orthodox Emperor ‘Aurangzeb’ honoured them He confor-
red thetitle of ‘Seth’ on the eminent banker of his time known as Manik
Chand, Emperor Farukhsiyer bestowed the title of ‘Jagat Seth’ or world
bankers, on Fateh Chand, the nephew of Manik Chand. During the times of .
war and troubles, they even advanced funds to the Moghul Kings. The
officers of East India Company also recognised their importance. Lord Clive
in 1759 is said to have entertained ‘Jagat Seth’ for four days at a cost of
Rs, 15,374. He -received immense help from him in his evil designs on the
Nawab. S

The business and power.of these people, which were known till 17th
century, began to show a decline by the end of 18th century. The factors
contributing to it were not more for the defects in their working but the
changes "that were dzy-to’day occurring in the political and economic sphere
of the nation. The downfall of the Moghuls through incessant wars, the
muddle and confusion that followed, the unification of coinage of 1835, the
introduction of easy and' quick means of transport by land -and sea, the
diversion of trade from old routes to pew routes,” development of India’s .
forcign trade were the main reasons contributing to the decline of the -
indigenous bankers. The attitude of the indigenous bankers also did ndt
‘change,. They followed their- owr methods and were concerned anly with the



16 INDIAN BANKING ANALYSED

\ N
granting of credit to the agriculturists and artisans and the internal trade
of the country. The East India Company, too, could not very long resist
the establishment of the banlson western lines in th's country. Even now
-despite the presence of‘joint stocks bank, a fair volume of banking business is
-being at present handled by these irdigenous bankers.

EUROPEAN BANKING IN INDIA

One of the main difficulty of foreigners in India was financing of
foreign trade in which the indigenous banker could not take any part. This
naturally resulted in the creation of banking departments along with other
business of the great agency houses. Their banking business was of secondary
importance as they were mainly concerned with other activities like shipping
*and agency business. They soon dwindled on their inability to recover their
advances from firms like Messrs Palmer and Co. Some say that the first bank
was started by Messrs. Alexandera & Co. in the year 1770, under the name
of “The Bank of Hindoostan”, The same was wounded up in 1832 with
the failure of its Chief Principal Messrs. Alexandra & Co. But the recent
writers maintain that the credit of starting the first bank on European lines
goes to the province of Madras, somewhere in 10688, though the name of
the bank and other details are lacking, it was said to be managed by the
Government. The next joint stock bank, according to Mr. H. D. Love, started
in India was the Carnatic Bank ofthe Madras Presidency, which by virtue
of its capital subscribed in Star Pagodas, was recognised to belong to the
early decades ot the ecighteenth century. They were originally the bank of
‘deposit and discount, though later on they also took up the business of
note issue.

Another earlier bank was ‘““General Bank in Behar and Bengal’' created
in 1773 on the proposal of Warren Hastings. The bank, howcver, did not
survive for a longer period than 20 months as the court of Dircctors in England
expressed disapproval of the plan on which the bank was established. The
Bengal Bank and the 'General Bank of India were established in about 1785.

. The latter was voluntarily wounded up in 1791 due to non-profitability of the
concern and the former failed a little later owing to the severe run upon it
caused by the temporary reverses inflicted upon the Company by Tippoo
Sultan, The other notable failures of the earlier period were of the Calcutta
Bank and the Commercial Bank of Calcutta. All these were the European
enterprises and the blame of all such failures lies simply on the efficiency
of the Britishers. ’

THE PRESIDENCY BANKS

The Bank of Bengal, the first Presidency bank, was opened for business

. on the lst May, 1806, under the name and style ofthe “Bank of Calcutta’
with a capital of Sicca rupees 50,(0,000, The first charter of its corporation
was granted on 2nd January, 1809, during the Governor-Generalship of
Lord Minto. The name was also altered to “The Bank of Bengal”!. The peried
of 1828-1832 was a period of great sufferance for the bank, In 1829, forgeries
were conducted by Raja Krishna Dutta and the bapk had to write ofRs.3} lakhs
as bad debts. Later on, to save Messrs Alexandra & Co, from the cridis, the
bank assisted the firm -to an amount of Rs. 23 lakhs against a limit of Rs,
1 lakh fixed for individuals and firms. The Government directors, tqo,
kept themselves mum on the issue. The Governor ordered for a new
Charter to meet the increasing needs of the Indian business community.
The limit of cash advances was rajsed to Rs 3 lakhs under the new charter..

"1 € N. Ooope-The kise, Progress and Present. Condition of Benkivg In Indis (1863) p: &8,
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As the Bank of Bengal had met with some success!, the first bank of Bombay
was established in 1840 with a capital of Rs. 50 lakhs, later on ip reased to
Rs. 52,23,000. This bank collapsed in 1868 as a result of its pwrticipation
in the wild share speculation caused by civil war and cotton [amines in
America. From the ashes of the old bank a second Bank of Bombay was
established in the same year with a capital of rupees one crores.  The Bank of
Madras was started in 1843 with a capital of Rs. 30-1/2 lakh. :

The share capital of all the three banks was parnly subscribed by the
Government and in return it had a right to nominate certain of its officials
as Directors of the Banks. They had the right of note issue till 1862 when
it was taken away by the Government, In compensation for taking away
the right of note issue business from he Presidency Banks, the Government
placed at their disposal all their cash balances free of charge. They were, of
course, prohibited from carrying on Foreign Ixchange business or from borrow-
ings and receiving deposits payable out of India. They were not to give loans for
a period longer than six months, or upon the security of mortgage of immovable
property, or on promissory notes bearing less than two independent signa-
tures. In 1876, the compensation of free use of balance also disappeared
owing ta the difficulties which had arisen with regard to the withdrawal
of Government balances from 1863.66. The Presidency Banks in fact were
central banks for their respective zones. They performed the central banking
functions like, banker to the Government, banks of the issue and bankers
bank, They had their own bank rate policy. However, commendable
the central banking work done by the Presidency Bank may be, but stiil
it sutfered from various defects, the reason of these defects was more or
less their inhercat deficiencies. Even though the Presidency Banks established
branches at many important centres in India, they still lacked several vital
points of contact with the market and it was a deplorable fact. The three
banks continued till 1920 when they were amalgamated into Imperial Bank
of India created by a special charter.

Indian Joint Stock Banks.

The real stimulus for the establishment of Joint Stock Banks was not
provided till the Act of 1813 which removed all restrictions on Europeans
settling in India. Scveral banks were started by the agency houses on the
basis of unlimited liability. But most of them came to grief in the crisis of
1829-33, owing to the combination -of banking with other businesses, specu-
lation, criminal mismanagement and fraudent use of funds, After the failures
of the banks started by the agency houses in 1833 independent commercial
banks were established on the basis of unlimited liabilitiy. Many of them
came to grief in the crisis of 1860 owing to speculation and mismanagement,
Some of them, however, achieved noticeable success and two had branches
in London. Regarding the banks then existing Mr., R. M. Martin has
furnished the following interesting table: —

1 Baster-lmperial Bank p. 14,
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Date of Head :
Name of Bank Establish- Branches Capital
ment Office .
SR P — R e I

The Oriental Bank 1851 London —_ 12,15,000
The Agra & U.P. 1833 Calcutta Agra, Madras and 7,00,000
Bank Lahore.
The North-West 1844 London Bombay, Simla, 2,20,560
Bank Mussoorie, Agra

Delhi and

Cawnpore.
The Commercial 1854 Bombay Agents in London, 10,“0,000-
Bank Shanghai  and

Calcutta.
The Delhi Bank 1844 Delhi — 1,80,000
The Simla Bank 1844 — — 63,350
‘The Dacca Bank 1846 Dacca — 50,000
The  Mercantile —_ Bombay | London, Calcutta,
Bank Colombo and

Shanghai

Adopted from Indian Institate of Bankers Journal Vol. V. No. 4 p. 54.

Mr. MacGregor records also the existence of the Bank of Ceylon, a bank
of issue incorporated by Royal Charter in 1840, performing Banking &
Agency business in the Presidency towns of India,

The history of Joint Stock Banking from about 1860, when the limited
liability basis was adopted in India, to the present day, is full of interest
and overwhelming details. The theory of the survival of the fittest was
observed to be operating upon the banking institutions at various intervals,
The effects of the Sepoy Mutiny having cleared and with the declaration
of American Civil War money from Lancashire began to pour in this country
and this unusual demand for cotton created a wave of speculation and gave
rise to a large number of banks, But nore could stand the test of the time.
They also took away the public confidence inthe banking field. The Bank
of Upper India established in 1863, however, survived till 191¢.

The later half of the 19th Century

The period from 1865 to 1905 was a period of rest and very few banks
were established during these 40 years. At the end of the century there
were only 9 banks with capital and reserve of Rs. 5 lakhs or over. Their total
paid-up capital and reserves figured at Rs. 1'/, crores, and their total deposits
were Rs. 8 crores, The Allahabad bank was started during that period at
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Bombay, in 1865 and the Alliance bank of Simla in 1875. Both were under
European management, The latter went into liquidation in the year 1923
mainly due to misfortune. Tt had locked up too large a portion of its funds
in subsidiary concerns started by Boulton Brothers at London, which it had
observed to facilitate its London position. An estimate of its position may
he mads from the following figures relating to year 19211 :—

Paid-up Capital _.................. Rs. 88 lakhs.

Reserves Rs. 53 lakbs.

Fixed Deposits.......................Rs. 900 lakhs.

Current Deposits.,.................Rs. 679 lakhs.

Total Deposits, ... ...............Rs. 1,627 lakhs.

Cash Balance . ...................Rs. 4,39 lakhs.

Branches 36

The former continues and is one of the Big Six.

The Oudh Commercial Bank, a first one with limited liability and Indian
.management, was established in 1881, with its head office at Fyzabad. It
was followed in 1894 by the Punjab National Bank. Thc People’s Bank was
started in 1901 and liquidated in 1913 under the stroke of the terrible
banking crisis that sweeped a large number of banks. The sole aim of the
Pcople’s Bank was to promote and maintain the industrial enterprises on
“Swades™i” lines, The circumstances for such a policy were not favourable
Industries were infantile and the advances in these concerns became dead asset,
The zeal and enthusiasm with which the bank worked can be well noted from
its under noted figures of 1910:—

Paid-up Capital... .. ...ccc....ee... Rs. 11.5 lakhs.
Reserves ... cceiieiennnnnn. Rs. 1.8 lakhs.

Cash Credits, Bills, Pronotes
and Overdrafts. . _,.................Rs. 97.3 lakhs.

Drafisin hand, .. ..coovvvieniiiounns Rs. 2.4 lakhs.
Debentures and other
Investments ... ................Rs. 4.2 lakhs.
Government Paper ,,,,,,,,,,,,,,,,, Rs. 4.2 lakhs.
Cash in hand and

and Banks .. ... ... ..., Rs. 7.1 lakhs.

A great political agitation was being carried out in India. The wave of
Swadeshi movement started in 1906 was the main spur for the growth of
‘Indian joint stock banks. These banks were considered as instruments
by which the people would enrich themselves with fortunes, but the
disillusionment faded away with the bomb-shell of the Great War of 1914-18,
which disrupted the most part of the banking structure, subjecting all the
growth to crucial test. By 1913, banks with a paid-up capital and reserve of
over Rs. 5 lakhs increased from 9 to 18, showing a paid-up capital and reserve
of Rs. 4 crores and total deposits of Rs. 27 crores. The number of smaller banks
established during this period was even greater. Some of the present reputed
-banks viz , the Bank of India, Central Bank of India, Indian Bank, Bauk of
Baroda and Bank of Mysore were established during this period. The other
large Indian banks then started and failed were the Indian Specie Bank, the
Bengal National Bank, the Credit Bank of India, the Bombay Merchants’ Bank
the Standard Bank of Bombay, etc,

The victims of the banking crisis of 1913-17 numbered 87. The total
paid-up capital of over Rs. 13/, crores, so lost, was more than half of the total

1 Garg-Banking in India p. 176. - . 1
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paid-up capital of all the joint stock banks that survived that ordeal. The majo-
rity of these banks that failed were small and weak but at least there were
half a dozen big banks. The banking development of the cquntry received a
great setback through the loss of public confidence in the Indian Joint Stock
Banks, The main causes of the failure were the grandiose of the authorised
capital as compared to the paid-up capital, mismanagement due to inexperience,
over-trading, low cash rescrves, investments in less liquid securities, etc.

Another spate of Banks came after the war of 1914--18. The largest floata-
tions were in Western India, the Punjab and the United Provinces. Unknown
to the banking practice, they conducted their business operations sometimes in
violation of banking principles.! There was a vast difference between their
authorised and paid-up capital, The insufficiency of capital forced them to offer
attractive rates of interest to get deposits. In order to pay higher and attractive
rates of interest they employed their funds in hazardous businesses. Most of the
funds were sunk in a single business. Cases are not lacking when the advances
were made even against their own shares. The executive of the banks generally
had little knowledge of banking theory and practice. The shareholders, too,
were apathetic towards their right of voting, The criminal mismanagement by
many a fraudulent mcans was another factor in creating the widespread
failures. But besides these banks, there werc many other joint stock banks
which conducted their business on very sound lines so as to withstand any
crisis.

War and post-war period boom gave another impetus to joint stock banks,
The Tata Industrial Bank was cstablished in 1918 with a promising career.
But the inefliciency of most of the FEuropean stafl simultaneously resulting
in an apathetic attitude of its Indian shareholders involved the bank into
a serious trouble. At the Just moment due to the daring efforts of late Sir
Sohrabji Pokhanwala the bank was taken over by the Central Bank of India.
Many others, like the Union Bank of India, etc., now scheduled, were also
established during this period. Though the crisis had somewhat quiet down
but the failures still continued to happen during the period of 1919.25,
In all 84 banks failed during the period which involved a loss of 4807
lakhs of rupces of paid-up capital. The year 1923 was the worst. Twenty
banks with a paid-up capital of Rs. 465.4 lakhs failed only during this
year.

The period following it was a period of stability and stagnation. India
suffered a loss of about Rs. 2 croves of paid-up capital during the course of
11 yearsi e. 1926-1936, involving 295 banks in the failure. The banks that
failed during the year were those having small means and limited resources,
The average paid-up capital of the banks that failed comes to about
Rs. 70,000./- The long-felt need of the establishment of a Central Bank was
also satisfied with the creation of Reserve Bank of India in 1935. The failures
between 1937 and 1943 numbered 475 sewn with a loss of Rs. 87.9 lakhs of
paid-up capital. The average resources of the banks were about Rs 2 lakhs
per bank. Only few good banks failed after 1926. The only notable ones
were those like Bengal National Bank, Travancore National & Quilon Bank
and the Benares Bank. But these failures were more regrettable, particularly
because they were scheduled banks and Reserve Bank miserably failed to
carry out its duties,

The Second Great World War:
The Second Great War though characterized as one of the greatest boon

1 Keynnes-Indian Currency & Finance pp. 223-225; Shirras-Indien Finance & Ranking pp. 366-867,
»
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for Indian banking but is not free from serious dangers. Not only that a large
number of banks came in the field but also they resorted to branch banking
without limit irrespective of any consideration of their resources and trained
personnel. Many of them, even those now scheduled banks, have been connected
with some sort of commercial, industrial or speculative ventures. The number of
offices of all banks have been more than doubled during a course of seven years.
The important floations of war-time are Associated Banking Corporation of
India®* (1942), Bank of Bikaner (1944), Bank of Jaipur (1943), Bharat Bank
(1942); Discount Bank of India* (1942), Exchange Bank of India & Africa (1943),
Gadodia Bank (1943). Habib Bank (1941), Hind Bank (1243), Hindustan
Commercial Bank (1943), Hindusthan Mercantile Bank (1944), Jodhpur Com-
mercial Bank (1944), Narang Bank of India (1942), National Bank of Lahore
(1943), National Savings Bank (1941), Oriental Bank of Commerce (1943),
Pratap Bank (1944), Prabhat Bank (1944), United Commercial Bank (1943),
United Industrial Bank (1940) and United Sind & Punjab Bank?t (1945). The
actual spate of all these floatations came in 1942 with the establishment of
Bharat Bank by Seth Dalmia, It gave encouragement to other industrialists
like, Singhanias, Birlas, Goenkas and so many others to have their own banks.
There was, however, no dearth of such banks. 'The number of scheduled banks
rose from 55 in 1939 to 96 in June 19406, Their branches which figured 1278 in
1938 rose to 3063 in June, 1946. In spite of the increasing number of branches*
many a banks have closed down a large number of their offices.

There is, however, no count of banks with meagre resources. Every body
with some substantial sum of money tricd to have his own bank. The largest
number of banks that have been opened have their birth either in Bengal or in
the Punjab. Other than the scheduled banks there are at least eighteen banks
born in the war time, which have a paid up capital and reserve of Rs. 5 lakhs
or over. It looks simply strange that while the foreign countries were engaged
in closing down of many of their offices due 10 requisition of personnel for war

urposes, our country was busy in employing a large number of hands in the

anking service. ‘The comparison of Indian conditions with others is simply
absured. It was not a war for India but for the British Government and secondly
unchecked inflation by the monetary authorities naturally gave rise to numerous
banks due to the bumper profits made by the existing banks and non-availability
of machinery for industries, Further, there is no dearth of man-power in India.
Had the growth not been hampered by the Government of India Ordinance,
1943, regarding control of capital issues a still large number of banks would
have come into existence. The authorized capital of the banks floated during
this period show a disparity as great as from Rs. 1 lakhs to Rs. 20 crores
or 1:200.

The war, though accredited for bringing much benefits yet it stood in the
way of comprehensive banking legislation, Even at the time of passing of the
Indian Companies Act of 1936, it was felt that a separate banking act was
necessary to ensure popular development, it was, however, postponed. The
Reserve Bank of India submitted its proposals for an Indian Bank Act in
1939 which was circulated by the Government of India in 194¢ for the opinion
of all interested bodies. These proposals were “‘based on the general principles
that the primary object must be to safeguard the interest of the depositor, and
thus ensure the economic development of the country by promoting saving
habit”' But due to unanimity of the opinion in the country on the subjeet
which the replies received brought to light, and the preoccupation of the
Government by the war decided that the question of undértaking comprehensive
legislation should be held over for the time being.

*Not fanctioning at present.
t+Amalgamated with United Commerclal Bank.
~ 1Jathar and Beri*~Indian Economica Vol. II p. ¢48.
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But the Government could not resist such measure for a long time. Public
opinion presszd hard for a baunking legislation and the Government introduced
a bill to enact the *“Banking Companies Act, 1945,” in the Legislative Assembly
on the 16th Nov. 19%4. Governor-General also gave assent on 7th March 1943
to Indian Companies (Amendment) Act 1944 for banks particularly established
.during the war. This Act probibited a bank from employing a managing agent
and requires that the subscribed capital shall not be less than balf of the
authorised capital and the paid-up capital not less than half of the subscribed
capital. It also laid down that the capital of a bank shall consist of ordinary
shares and the voting right of all shareholders should be strictly in proportion
to the distribution of the shareholders to the paid-up capital. It closes all
Joopholes left in the Indian Companies Amendment Act of 1936, but it could
not be regarded as a complete legislation. It left many a loopholcs

The year 1946 was a period of progress for banking except for a crisis
on tke Bengali banks in the month of October. About 10¢ of them weie
reported to bave suspended payment. The crisis was an outcome of com-
munal disturtbances in August followed by industrial strikes, unprecedented
debacle in the share mairket and ever increasing political disagrecment between
the Congress and the Muslim League. 'lhe number of scheduled banks
rose from 9! to 96, and their branches fiom 2957 to 3469 ie. by 512, The
number of non scteduled banks also showed a risc from €46 to 706 and their
offices from 2846 to 3241 i.ec. by 395. There would have been a further
branch expansion had there not been a regulation regarding opening of new
banks or branches without the previous sanction of the Rrserve Bark of India.

The year 1947 can be characterized as one of the most important period
in Indias® history. It saw the enactment of one of the greatest episode in the
human history, the Empire of India was transfered on 15th August into two
independent dominions by & supreme act of self abnegation, our erst while
masters voluntarily parted with power to those whom they had held under
bondage for nearly two hundred years. But unfortunately independence was
achieved at the cost of the geographical integrity of the land and had brought
brutalitics, death, destruction and wholesale migration of millions of men,
women, and children on both the sides of the boarder. All this had economic
repurcussions.  Nation lost crores of rupees of its wealth In the financial field
the volume of currency in circulation had remained more or less the same,
the deficiency ot available goods and increase in the wages and salaries of
industrial labour and Government cmployees had  tended further to
increase the prices of the commodities bringing all the more marked disparity
between money and goods. It was thus a difficult year for banking in
India,

The former provinces of Bengal and the Punjab were the two lucky
provinces where the banking had made good progress. But on partition, the
banking in these two provinces was hit hard. There arose a demand for
transfer of accounts from one dominion to another, and many unit bank had
to close their doors under this pressure. The banks too began shifting their
‘Head Offices from the dominion of Pakistan to that of India. The banks could
not transfer their assets which were generally in Pakistan while libilities were
-being transferred to India. The demand for withdrawal of deposits gained
so much momentum that even middle class scheduled banks* could net
meet that demand and had to ask for moratorium under the Banking Companies
(East Puniab and Delhi) Ordinance 1947. The Ordinance provided for a
certain limited payment till the operation of the Ordinance. Further in order,

*New Bank of India, Lekshmi Commercial Bank &nd Traders Bauk.
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to safe guard the interest of the businessmen who were experiencing diffizulty
in dealing with bills drawn on firms and companies situated in the Punjab
and other disturbed areas, the Government of India on the recommendation
of the Reserve Bank of India, promulgated on 27th Dccember, tempoiarily
Amending the Negotiable Instrument Act and the Indian Limitation Act. By
this Ordinance, a new scction 75 B, was added so the Negotiable Instrument
Act which gave the banks power to treat bills as dishonoured when presentment
was impossible owing to the prevalence of riots or other disturbances. By the
same Ordinance Section 5 A was inserted in the Indian Limitation Act where
by any suit, which could not be instituted on and after 1st August, 1947, or
after the coming into force of the Ordinance within the period of limitation,
on account of the prevalance of riots or other disturbances could be admitted
after the period of limitation prescribed therefor when the plantiff satisfied the
court that he was unable to institute the suit within such period owing to
disturbance,

. The number of scheduled banks rose from 96 to 95 while their offices
at the close of 1947 was 3528. The number of non-schcduled at the end of
the period stood at 685+, ‘

Inspite of many difficulties in the economic and political spheres organised
-banking in India continued to flourish in 1948 though not in the same degree
as during the war and first post war years. The number of scheduled banks
rose from 99 to 100.  The number of their offices in India at the end
September stood at 3025. Despite a contraction in the volume of currency,
deposits of the scheduled banks in the Indian Union have not sufferred, rather
on the other hand they have shown a rise upto November, 1948. The other
features of the year were the nationalization of the Reserve Bank of India and
strengthening of its position in respect of its powers of credit control. Reserve
Bank tried to give maximum possible assistance to Bengal scheduled banks
when there was a run on them in the month of September.

CONSTITUENTS OF INDIAN BANKING

The consituents of Indian Banking today are of varying origin and sizes.
At the top is Reserve Bank of India, the central bank of the couniry and
younger in age; it is followed by the Imperial Bank of India created in 1921 by
the amalgamation of the three Presidency Banks; joint stock banks which
may be said to exist from 1860, the year of adoption of the principle of limited
liabilitys' foreign exchange banks intreduced into India in the later half of the
ninteenth century; loan offices, nidhis and chit funds dating from the last quarter
of 19th century; and cooperativey credit societies born in 1904. Besides these
marching on the modern lines along with post office savings banks and
stock exchanges there arg -jndigenous bankers and money lenders who are
centuries old. . -

The area of operation of all these institutions is different. They solely
work in their own field and to what extent they satisfy the meeds of that
particular interest and area is a matter to be discussed and examined. The
credit needs of Indian agriculture, cottage industries, and internal trade is
generally met even today by the indigenous bankers, while for the financing
of foreign trade and block capital of large-scale industries Indian banks make
no provision. The establishment of Industrial Finance Corporation of India
is only scratching the surface. Foreign trade is carried through foreign
exchange banks while the Indian joint stock banks provide only some help of

*Includes Pakistan figures,
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working ¢« apital to a few industries in the same limited way as co-o perative
credit banks provide some relief to Indian agriculture. The credit needs
of the State are met by the Reserve Bank of India throligh the agency of
Imperial Bank of India with over 400 oflices, working parallel to other joint
stock banks of the country. The modern banks cover only a sinall portion of
the picture. The bulk of the creditis still handled by the various types of
indigenous bankers and money-lenders, who still carry on business with old and
out-of-date methods and are now losing their importance due to various reasons.

A thorough discussion about the Indian Banking is not possible for she
reasons that no complete data is available about Indian joint stock banks
The indigenous bankers are reluctant to disclose anything of their business.
The Reserve Bank of India, though at the helm of the affair still, is not
equipped fully well either with a suitable machinery or sufficient powers. The
statistics is available only for about 600 non-scheduled banks in the country
while their number is about 800, Another reason is the shyness of the banka
themselves to give any clue of their poor working. There are about 1800 banks
belonging to the raodern structure in joint stock and co-cperative banks. Out
of these 1800 there are 10l scheduled banks (including Imperial
Bank of India, exchange banks); about 66 non-scheduled banks with a
paid-up capital and reserve of Rs. 5 lakh or over; about 800 non-scheduled
banks with a paid-up capital and reserve below Rs. 5 lakhs; and the rest co-
operative bank No exact figures are available about the resources of these
banks but the following figures will still give an idea of their total resources.

1943 1945 [ 1936 1947 1943,
o, WL — [ DUR | L “3 w .
O%==E .Joli3xs [od =8 |l 3= JcLiwE
R BN I EE e o F R
.-} E—‘,_1~«sz{E-';_—}~/,m STl A~ E-"_l*-‘ ZmHa=
Scheduled Banks | 84 [819.01] 91 952.83] 96 106111 | 99 107288 | 95 |963.15
Non-Scheduled
Banks with paid-up | 49 | 39.88] 67 | 62.68] 75 | 73.101 66 [55.007} 67 §
capital & reserve of |
Rs. 5 lakhs or over
Non-Scheduled
Banks with a
paid-up capital & [510 | 35,63[579 | 48.0¢1931 | 53.67 |439 |47.83||5507| §
reserve below
Rs. 5 lakh
operating in B. India|
1 i
Cooperative Banksf[339 | 52.821362 | 58.29[365 | 71.37 [860 | .. § [I000) §
Total ... |982 [947.42]1099/1131.86 [1167(1259.6 |1464/1176.91 |1712
" Total currency ‘i“xi‘r - l T “,"'m TUTZYT O OTYTTTTTTT
Circulation 1009.92 1360.67 1391.89 1379.93 1345.36

The figures exclude Burma Banks. * Excludes Pakistan Figures.
1 Inclndes all coop. banks figures approximate.

T Excludes figures of banks with tapital and Reserve below Rs. 1,00,000.

b as on 29-6-45. d For November 1948. I approximate. § Not available.
|| As on last Friday and excluding the figures of Pakistan.
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-

The author himself was able to collect information of about 1600 banks
in India which has been incorporated in this book for the purpose of study and
conclusionst. These 1600 banks (excluding indigenous bankers) as on 30th
June 1948 included in this book are as under ¢

(a) Scheduled Banks ... 100

(b) Non-Scheduled Banks including nidhis and chit
funds with a paid-up capital and reserve of
Rs. 5 lakhs or over 66

(¢) Non-Scheduled Banks including nidhis and chit
funds with a paid-up capital and reserve of

Rr. b lakhs ... 550
d) Co-operative Baviks .. 885
1601

These banks have not heen established in India in accordance with the
population of a provinee butin their own way.  The figures vary from province
to province. The table on the next page shows the population as well as the
offices registercd of different types of hanks in a province as on 31st Dec. 1946

AAAA AAAA AN A OAALLAINN
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1,06,678 &

u

., Rs,1,12.072__ §3
ThoPUNJAB NATIONAL 55 —¢ 5, |

INSURANGE Col:>

Wy
4, D E L H' RS,,05,905

RATIO OF LIFE FUND TO LIABE

For representation apply to :~—

M. R. KOHLI
Mg. Director.

RATAAA A, ATAA L2
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+ Beo pert I Btatistical.
* Figures include Imperial Bank of India and Foreign Exchange Banks and exclude Barma Banks.
2 ; "
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Table showing Area, Population, Banks and their Paid-up Capital
and Reserve in Provinces and States,

as on 31, 12. 1940

@ A 7y T
o b Flox = Paid-up
Name of 1+ 22 |2 g e S 8 g§ capital &] Popula-
Province of o8 n 2 EI RIS | Total | Res.in | tion in |Area in
Area =m :o; 2 _g e ; lakhs of Jthousand]sq. miles
o o |FE @5 &l | Rs. |in1941
o EECUAR DA O RROE VRO IV AR R B B
1 Assam 1176 3 (502112025 T 41 | 102,05 | 54951
2 Bengal 21 ,360 21 251 |162 [675 [204 }l;‘ZS(} 26,68 | 6,03,07 |77,442
3 Bihar 2 91| 1 58 (10 190 f 13 - 339 88 | 3,63.40 | 69,745
i *.
4 Bombay 13 ‘1342 51662510343 51| 143220850 | 75745
5 C.P.& Berar, 2 {|l46 1157 21w 5 177 49 | 16814 | 98575
Lo ? '
6 Madras ! ;512 9 124 183 1430 206 1116] 6,00 | 493,42 [1,26,16:6
i . '
7 NW.FP & : |
Baluchistal)‘i 36 1 E 27 2116 3179 10 35.4‘.) 68.719
8 Orissa TR T ' 50 2117 2|49 1] 8729 32108
9 Punjab 11635 | 8 84|30 132 | 49 | 851) 548 {28419 | 99,089
10 Sind Crjeo] L a2l af 3) e8| 0] 4505 48136
11 United | 51479 | 20|21 123 | 26 | 622] 298 | 550,20 }1,06,247
Provinces | !
12 Ajmer- 9l .. ..l 1| 5| 1] 14 s| 81| 2400
Merwara l
13 Coorg 2! ‘ 2 1 5
14 Delhi 2168] 1) 6] 11 5] 4| 19 252 9,17 574
15 States [ 9 |458 | 25 1201 [169 [449 [203 [1198] 1145 | 9,31,89 {715944
16 French ‘ |
India ‘ 2 2 e
|
Total . 81 3392 75 (1005[631 |2236/787 (6633 70,05 |38 89,98 [1581410
|

(a) Indicates No. of banks,
The table excludes Andaman and Nicobars.

§Rs. 30,000

(b) Indicates No. of offices.

Adopted from the statistics table relating to banks in India.
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Judged by the statistical data given, there is little doubt that commercial
banking on western lines has made appreciable progress in India during the
last fe v years. But conclusions without other considerations are sure to mislead.
Aa exict idea though not possible without complete statistics but a part of it
even may carry us to certain conclusions. The following are the main
cohsiderations which must be examined before arriving at any conclusions
1. The total number of banks; 2. the offices they operate; 3, the banking ratios.

The total number of banks on western lines is about 1800, But at least 500
of thesec 1800 banks are so insignificant and unimportant that in some cases
the banks are not known to any one except a few clients. Out of the rest at least
half are lccal banks. Only 100 scheduled banks and 66 non-scheduled banhks
have got a paid-up capital and reserves of Rs. 5 lakhs or over, otherwise the
resources of the banks mainly range from 1 lakh to 2 lakhs. Cases are not lacking
where the paid-up capital and reserve of banks do not amount to even Rs. 100/,
Further, the position of banks with similar paid-up capital and reserve are not
similar. Some are unit banks with good resources working on very sound lines
while others have not only resorted to branch banking without limit but possess
meagre resources per office.

The total number of offices of the banks included in the book have
about 6214 offices spread over a large part of India. Butstill it is a deplorable
fact that a large number of places with a population of 5,000 or over do not
have an cftice of any bank.  They are still nourished by the indigenous bankers
and money-lenders of the place, The following figures indicate the number of
of offices of the different banks :—

Reserve Bank 6

Scheduled Banks 3,025%
Non-Scheduled Banks

with paid-up Capital

and Reserve over Rs. 5 lakhs 6,21

Non-Scheduled Banks

with paid-up capital

and Reserve below Rs. 5 lakhs 1,400

Co-operative Banks ., 1,162

6,214

It shall be simply strange to note that all these offices are operating in
about 1925 towns of India. The average number of offices per place is 3.26. The
actuality, however is quite difierent. Only 35 places (having 20 offices or over)
or about 2.0%, of the total places have about 1610 or 26.0°/, of the total offices of
of the banks. Calcutta alone has 3.8 per cent of the total offices. Calcutta along
with Bomnbay, Delhi and Madras have about 10 percent of the total offices of the
banks. If places having 15 offices are also taken into account, the offices of 55
towns shall show a psrcentage of 45 of the total offices. The concentration, as
generally happens, has taken place in the port towns or other big cities. Agra
has 28, Ahmedabad 47, Allahabad 20, Alleppey 30, Amritsar 49, Banaras 24,
Bangalore 59, Belegaum 20, Bombay 186, Calcutta 239, Calicut 23, Cochin 34,
Coimbatore 61, Dclhi 65, Ernakulam 23, Hubli 20, Kanpur 40, Kolhapur 24,
Lucknow 30, Ludhiana 22, Madras 112, Madura 35, Mangalore 38, Mysore 20,
Nagpur 30, New Delhi 27, Palghat 21, Patna 31, Poona 37, Qnuilon 26, Salem 38,
Tinnevelly 20, Trichinopoly 45, Trichur 51, Trivandrum 34. The following
table shows the total number of towns classified according to the population
served by different types of banking companies.

1 The fact has been examined in detailed in this chapter else where
2 Number ason 30th September, 1948
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U ] . o
Total L1695 b452 i 284 ! 192 [ 136
| | | | |

The position has greatly chunged since  the date of above figures. The
number of places having a bank i> about 2000, Whatever may  have been  the
changes the two facts still contin 1c to be as such.  Firstly, the lirge bulk of the
places are served by the scheduled banks and secondly the area of operations of
non-scheduled baiks covers omy those towns which have a population below

20,000.

Analysis ol hankiug facilities by provinees given below impresses about
the part played by the smadler b ks aned points out that more highly urbanised
provinces are not those which hoove as a rale moce wil spread banking ficilities,

1639
Percentage of Population per
Urban popu-  Number of Towns with Banking offices
lation Towns banking fucilities in 000 s

Boinbay 22.6 214 59 24
Madras 13.5 342 298 8
Punjab 13.0 199 98 12
1. P. 11.2 141 80 35
Bengal 7.4 i3 106 10
Assam 2.5 28 22
C. P 10.9 112 17
N.W.F.D. 15.9 27 7
Behar and Orissa 4.4 78 31

The Lige increase during the war-time s an out come of various
factors.  'The uncheckel inflation by the monetary authorities have given
stimulus to hinks to operate at different places in pursuit of the deposits. Therc
has been an inerease in deposits not only in Indiv but also elsewhere. The
other reason has been an outcome of the ordinance in respect of sanction for
the floatation of cownpanies in British India. ‘The capital was directed towards
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the Indian States. New industries were developed in the States. Banking facilities
became indispensable. States lound it beneficial to have their own banks.
Those who had a bank opened offices in their own interiors anc those not
opened their own banks, later extended the facilities in their interiors. Bank
of Baroda. Bank of Mysore, Bank of Kolhapur, Bank of Baghelkhand, etc. are
the older banks while, Bank of Bikaner, Bank of Jaipur, jodhpur Commercial
Bank, Bank of Sirmur, Bank of Faridkot, ctc. are the examples of the new estu-
blished institutions.

Some comparison of progress of banking in other countries shall help
much to know how it has developed in our own country. The following table!
sets forth some broad facts to illustrate the progress of banking in India and
clsewhere.

1936 or NEAREST YEAR

Kngland | France iSwitzer-; USA

]
1 4 i
| India | and  (Principal {Germany,” !
T e ok a0
‘ i | ; | :
Density of Population’ 127 685 | 197 ¢ 367 ‘ 255 | 87.2
i , i i
| ! | | i i
Square Miles per | | | 1 ! !
Banking Office 1802 | 579 | 1027 .. : l 242.6
| f ! !
Populatian per : ! . : |
Banking Office 276000 3700 | 20000 ... 1337 | 7900
' . i \ '
Deposit per head : ; % Z ?
(Shillings) | (Re) 700 1164 ; 165 :

212 | 275‘ 1317

| |

Banking in India today though have shown a marked progress
alround yet these figures stand no comparison to foreign countries. Naturally
many questions arise, Why India is so less banked? Why there is a concentra-
tion only at few places? And so many others. The creation of banking
facilities at any place is dependent upon the availability of deposits and scope
for investment. The population of the place is also a very important consi-
deration. 'L'he last factor is known to every one and the cause of deficiency has
been the lack of initiative, adventure and planning on the part of our banking
community. Reserve Bank of India has also given no usefui advice in this
respect. Concentraction is inherent in the banking business itself. Diversifica-
tion of interest not only for the receipt of deposits as well as scope of advances,
is better available in big cities. Higher interest rates at some places is also an
invitation. Mutual competition is another reason.

A strong capital structure constitutes a valuable protection for the
depositors of the bank. In many countries restrictions have also been imposed
in this vespcct by law. The higher the figures the greater is the security
of the depositor. The following table shows the average capital and rescrver
per branch of Imperial Bank of India and Scheduled and Non-scheduled
Banks as on 31st Dec. 1947.

1 Muranjan op. cit, p, 57
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P ool | Average %itslz
‘ iﬂg’:&fg‘:‘ﬁf No of Banking | and reserve per
000's . offices 1947 | office in thousaad

L 3 . of Rs..

* Inperial Bank , 11,8180 | us | T 270
Big Six Schedulod : | ‘

" Benke' - 17,0297 729 284
ight M;ddle Snzed S A
Scheduled banks" 10,18,35 611 167 .

. Ten Small Scheduled ‘

. Banks® - 1,06,00 8 | 136
Non-scheduled Banks

. with a paid-up Capital |
and reserve

Ten big over Re. b

lakhs* 8,01,86 126 289
Five between' Rs. 4 to Lo

5 (lakhs) 22,66 27 84
Five between Rs. 3 to .

4 (lakhs) . 17.51 20 87
Five between Rs 2 to :

8 {lakhs) 13,12 20 61
Five batween Bs. 1 “to - g '

2 (lakba) . 6,76 12’ 56
Five betwean Re 50.000) - C |
0 Bs. L lakh. . 841 20 o

 Five below Bs. so.ooo L .,45 fu,. . -

Allahabad Bank Bank of Inma, Central Bank Pun;ab Naﬁun&
Bank, Barit of Baroda and Umted Cominercial Bank

2. Bank of - Mysore, : .Bénga.l Bank, Rham:Bank. ﬂomua‘
‘Bankjng Corporation, Comilla Union Bank, Hindustan Comme.cial
Bank, lvlydembad State Bank and. fndian Bank. ;

N o N ’ & . ¥gin
pa %‘ Bank xankorrm“ lankol‘ mﬁn m“‘ﬁuipn

amtha Y AN iy d-

7'~' yderabad, Nﬂd% -i x ﬁ
4. Bank of Indore, Bank ,

Madura, K.mhnarm ]

 Amn. and Morvi Memamg ,,




Te will hemuqurm-.mehmuble:tharquguot‘w’ﬁﬂd—d& tal:
and -reserve per - office is' the highest with: the - Impesi :‘Bauk.uf"lﬂm;o.i-
Rs; 2,783,000 some what less with the Big 8ix ¢ £, paid-up capital 2,34,000' and
still Josser. with eight middle sized scheculed bank and ‘ten smal}- scheduled
janks 4.6., Rs. 167,000 and. Rs, '1,36.000" respectualy .- Ten'big non-scheduled'

anks with a paid-up capital and reserve: of Rs. 5:lakhs or' over have ‘better -
average . & even than the bi?six 4., Rs, 239,000. This average hasshown
a décghe inspite an increase in capital ‘z’lg‘d reserves ‘of all the bahks, ' Thishas -
been due to the bra,?ch expansion. which has taken place during thé war The
smaller resources of other nomn-scheduled banks are an, 6’* e "of’ ufeir ‘
little paid-up capital and reserve or due to'a large number of branclie
from these general conclusions, thé position of banks if vi

R
e

. the positio qwed individual
it-shall show entirely a different condition. The big schédu ed " banks ‘Hay-
little resources as compared tounit banks., The banking déposits’ of ‘the -
country, however, are confitied to 3cheduled Banks. It is'a very healthy siga,
,Concentration in few hands given better. chances of control and cothpection ' 19

the beneft of the depositors, . ©

~Other main and important cénsideration in the solidatity'of' any banking
system is the quantitative distribution of the banks 3ssets and liabilitics, . After a
long' and matured experience the bankers now find that by observing certain
ratios in'the balance sheet, they shall be in a ‘position to meet all ‘demands for
withdrawl as well as ‘make profits for the satifaction of sharcholdersi: Al-
though . the printiples are not static but dynamic and ‘a banker has to change the
ratio actording to the credit position of the place, yet he has to observe some
ratio in course of banking operations. It should not; however, be taken to mean
that -the ratios are by far the most important aspect of banking., A bank may
observe the ideal ratio'but may, still invite the trouble, The 'quality of the
assets ‘may not be good. ‘A bank may have lower cash ratios than another be-
cause, of the liquidity of its other assets. Then the ratio of one countéy may net
suit the other and of one bank to another in the same country. The ratiosdepend
upon certain considerations viz.' safety, liquidity, profitability and' economic
benefit of the country, t ‘ o SR

- Capital and Reserve arc looked as a form of guarantee fund.set aside for
the protection of depositors and a fixed part of the resourcers of the. banks.
The amount is entirely dependent an the policy of the banks themselves, banking
laws or other economic causes. The growth of banks however, has a. tendency
to lower the ratio of capital and reserve. Increasing deposits mean a dectasi

ratio of capital. The newer banks have a higher ratio as compared to the‘%
establh_het{)bankl.»; R iﬁm_fit largenels of capital and reserve which s important
but the assetaplay a-more impostanrt partin this respect. Certain: other-economié
xwmﬁks;gpﬁamnmde&m .affects deposits rather than the capitak... . . ./

e

. Depout libit arethe i facor o beking bisines. Thé bisrid

ofbanking wliar froitt ‘other busineis only in'the fact that  the ‘resources ‘of
& 'bank are ‘ot ‘dependent’upon ht own apltal and resecves Bt uon 1
b , 2 \ "v . 1 }ne w.““. B + !?}'ta tkth ‘ 4 b g

e fkbn clasieséf degy the%ﬂr ﬂ ng
- . .g,:u- - 3 { ) ¢ (7 a"‘;h“ it
4 Aljtidst'thie Yeverse.
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demand liabilities of ' ‘bank the!greater:should be the liquidity of its ‘assets.
The nature of the deposits does not entirely depend upon their classifications but-
also ont the nature of the clientele, numbér and -size of accounts, The cheque
habit diminishes demand for cash, largér the number of accounts means lesser
withdrawals while big account mean larger withdrawls, . Thus it is most diﬁcuw
- to gauge and fix any defipite standard, -+ b R
. Cash.: The assets side of a commercial bank is. the most importanta
Nothing can be said an ideal distribution of these assets but 4 ratio which suits
~ a 'particular circumstances is the best. The liabilities of a commercial bank
being generally payable on demand, it becoines essential that a proportion of
deposits must remain in the form of cash. By' cash we mean differently at
different places. . In U.S.A, cash of member banks is represented by the balance
with a_central bank; in Argentine, by a given percentage in the form of coins
,and notes and the remainder in the form of a balance at the central bank; in
"Germany, by cash in hand and balances with Reich Bank and the Postal
Cheque Office. We shall, however, take it to mean cash.in hand and. balances
with banks payable on demand. The ratio varies from country to country. In
Sweden the ratio is 25 per cent with many conditions viz. that (a) the reserve
is 6nly in the form of readilwrealisable assets; (b) it is held against demand
deposits, which amounts to 18 per cent of total deposits and (c) there
are no other liquidity stipulations of any sort. Thus in actuality the ratio is very
low as compared to deposits. In Switzerland the ratio is, to all intents and
purposes, the proportion ‘of short terms to total liabilities. As the proportion
with individual banks rises, the cash ratio also moves in the same direction. It
is pro?rcssivc. Further, in certain countries the ratio is different with different
sizes of banks, and in others it is based on the population of the cities in' which
the banks are® situated. The ratio also varies with the liquidity of other assets.
The greater the liquidity of other assgts, the lesser shall be the ratio of cash.
Liquidity has nothing to do with the normal withdrawaly but the word implies
ability to meet exceptional demands. The other necessity of ‘cash is not the
liquidity but to furnish an instrument of credit control. Last but not the least
consideration is the velocity of the circulation of demand depesits, Other
factors remaining the same the greater the velocity of circulation of deposits,
the greater should be the ratio of cash to be majntained. Cash is an investment
which ngg nothing and hence attempts have been made by the barkers all over
the world to devise ways and means to invest the money in such assets which
ay l‘e converted into cash in no time without loss: . g

Other Assets. : ‘ g . s

. ' The first and the foremost replacement of cash from the viewpoint of

liquidity is in Money at Gall and' Short Notice.t+ The amount varies armong

inbcgﬁdalxd banh’ofbtlll: oré an averatgfl thz;big'ﬁ\;:: British ‘b‘m? muinta‘i)f;ed.
about 8 perecent of their depesits in this form, while those in France: about -
55 per cent andin Ge‘;fmaI::;'nabou‘t_S‘lQ%;, ,~The ratio is the lowest in' our.own

country. The secohd comes the investments  Negative regulations, forbiding

Qctgaf_ﬂ kinds of assets or transaction,, are, far more common and also more
Fruitful than liquidity. -~ An almost y;ﬁym@lmwlcﬁpn‘hthat.Qn.;alg‘w\,ﬂaiw
the ownership of real estate other than premises.. . Similar, s af vestricti

. are found on certain other kinda of commodities, Restrictions on loans; to.dne .
customer, are also almost. common,,; These. may, be extermely complicated, or
- -may consist of a ugncra,l;:_ed,momm be -principle of ng Asets, pot
- _only geographically, by industries and. ‘ A larg

L B
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number of borrowers, is also the practice followed by the banks al} over, . Banks '
invest,a proportion of their resources in Government and non-governmental
securities for reasons of a regular income 3s well as a means of raising cash at the-
time of necessity. The Government Securities are more preferable than the latter
because they are liable to lesser depreciation and fluctuations. The Government
Securities are more prominent in India due to the fact that the banks are depen-
dent more on loans againsy Government Securities than discount with.the
central bank. The figures.of iuvestments like many others vary from .couatry
to country. Investments of the British clearing banks. range betwéen 23 and 30%;
of French banks Below 50 per cent and of %crman, banks below: 20%+ The other
investments consists of good securities viz. Port Trust Bonds shares of godd joiat
stock companies etc. “Loans and advances do not form a very important patt .ef
the assets of Indian banks, - The percentage in this country .is generally abdve
30, while in Britain, Germany, Holland and U.S.A. it is over 40 in France
hetween 30 and 40. There are reasons for these variatioms. =~ ... : 'y,

The above are simply general principles; and how far‘they are applicable
to Indian 'banks will be discussed in the succéeding pages of this chapter
when we ' discuss various types of banks, But for all discussions it must' be kept

, inview that the general principles are not applicable in the o6ne and the same
degree to every different types of banks, as well aseven to two banks of
one type, o ' )

" RESERVE BANK OF INDIA |

. The evolution of central banking in India is marked by three distinct
stages, The first one is that of the Presidency banks which were ‘miscarriages
%Qm of miscopceptions.’ the second one was J{at of the emergence o7 T erial

ank of In‘gﬁ in 1921 out of the Presidency Banks marked by ‘immaturitydueto *
relictatiee™and the final stage was that of the establishment of Reserve Bank of
India in 1935 characterized by ‘full maturity of conception’. How far this
latest progeny of -time has been able to stand -the test of its ultimate aim,
what sort of cutting and choosing it requires and what nourishment is necessary

to maintain its present development is a subject of discussion.

~ Unlike England where Central Banking began with one single institution,
it made a start in this country with three Preridency Banks. These .three Presi-
dency Banks were not out and out Central Banks but only Prdvincial Banks*
Imperial Bank of India was an improvement at least because it has an’alt India
character.. The defects.and deficiencies were there, some inherent.in:its cone

stitution and other an outcome. of the practice adopted by the bank.§ . - .

' *" 'The curtency and ¢credit of the country were - controlled by two different
agencies.- "WGQV@rrgmeqt of India was the ¢ ; authosity and the i
Imperial Bank was the' main " credit controlling agency. - The policy of the
Government inregard t6 curreicy was a haphazard one. It took no care to
djast lts policy with the changing requirethents - of trade ‘and industry of the -

“eountry. he ‘rates prevailing- in the' money market were high and showed

ty - over ‘two ‘spasonst. ‘There ‘was no co-ordination among.the
£ b g institutions .of 'the. country ‘and.. & bill markét: was

of India wasunder no obligatien
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of the. main problemsi was that cither a neiv -institation, should be' created or
the. Imperial Bank of Iridia be developed Tit the Tentral Bank of ili¢.counfry,
‘ANl except Sir Purshottamdass Thakurdas ‘agreed to havé a scparate - institu:
tion.. He thought new bank that would have little business available for making
profits and the:scheme would mean the existence  of the two banks both:
supported by the Government of India and all the gkilled and trained personnel
for the new bank was to be taken from the Imperial Bank, Ahother way
ted was that of gradual décommercialization” ‘of Imperial Bank of,
India confining its functions purely 0" that of a central bank, except where
no proper banking facilities were ayailable and as soon as sorhe bank or banks
opened their office at that place, the bank is'to confine its business to that of a
central bank. These suggestions were based on the model of the Bank' of
England. The Hilton Ypung Commission definitely rejecting the idea of
developing the Imperial Bank of India 'into a central bank wrote: “The idea
of utilising the existing organisation of the Imperial Bank is tempfing at first
sight but on close cBnsideration it will be found that, whatever advantages
there may be in this course, the disadvantages outweigh them.” It recommen-
ded for a new institution to be known as “Reserve Bank of India”. In its
opinion if the Imperial Bank was required to discharge tBe duties of a true
central bank, its cﬁaractcr would have to be amended radically in the direction
indicated. It would be thus precluded from undertaking a great many tasks
which it now successfully performs as a commercial bank. In this very connec-
‘tion it further added’; it must be remembered that basis of Indian Banking
organisation should not only be a .central bank as -elsewhere but also a great
commercial bank which has Government countenance to inspire confidence in
it amorig an uninstructed public. - }huw ‘to discard thé view
was that Imperial Bank never acted as a true bankers’ bank as it was
thought to be a rival institution. It failed wholly and irretrievably in this
respect. .
" The proposals were based mainly on the connection between the function-
~ ing of gold standard, credit control and the correcting mechanism.  But this,
too, was seriously objected by ‘exchange banks who saw Imperial Bank as a
" severe competitor in the future. The scheme had rather “a chequered history,
of which the Hiiton ‘Young Commission forms only the first chapter giving an
“outline of the constitution of the proposed bank a shareholders’ bank and not
a State institution'”. ‘ ‘ : -
Reserve Banks Bills. S . o
- On the basis of the Commission’s recommendations but. with few altera.
tions the Government of India moved before .the Indian islative Assornbly
the first Reserve'Bank of India Bill under the title of ¢ Gold Standard and
Reserve Bank of India Bill” " In this scheme the bapk was ‘¢nvisaged as a
shareholders’ bank with a majority of Directors elected by the shareholders;
The bill was referred to. a joint -select committee, which suggested- that the
capitgl should be'supplied by the State since it is an ingvitable experience that
the ‘participation of the shareholders in the. control of - joink stock., cnterprimg
‘a mere myth and the power always falls in. the hands of vested interest and

secondly while active ‘engagement .in  ‘agriculture, commerce, fingnce. and |
industry’ was a desirable qualification; why, the members ot Indian. or local
legilarurcs were debarred. fom joiog the ‘board of Dipeiis \ud baca

- bill.” Tn 1928 ‘another bills was maysd by €
. 'secombdate -the demand of ‘Indian Liegislat
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‘of these divergent views the Government of India
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congenmmon .in few hands. mtncuon was. imposed. .that no body should
have shares worth more than Rs. 20, 000,, secondly, no- sharcholder was. to -
have.. more than one vote; thirdly, .shares were to be allotted to Indians -
of British. qub;c;:vts with Indian domicle or ordinary residents of India;
fourthly, the idends be limited to 5 per cent and . finally with a view
to. secure the shareholders’ representation on. the management of the bank,’
the 92 delegates selected by the sharcholders for 5 years were to select
cleyen directors out of 24. But the bill was not allowed to .move as it
was in_contradiction to the parliamentary procedure. "No new bill;a allowed
unless the “old bill is "withdrawn or lapses, The Government ;hm r Ce

with the former bill of 1927. But it had no chance s Indlan ppinion w:
_ insistent, that “particular circumstances of country and ‘with” the Goyer-
nmental mistakes of 1920 still afresh in the pubic mind, :epreaéntativéa M
Indian Legislatures on the central bank of the country should ot be altogether
absentf.” And because of, this ‘non-serious amtude of the Légi‘slammk the
Government decided to adjourn it sine dw. ‘

Act of 1934’

It began to appear at one-time that the Stheme would be. suffered
to lapse altogether, but it was prevented from meeting such a fate because of
the very, strong recommendations- of the Central Banking Eaquiry Committee
in its report of 1931. The proposal gained further importance when - the
Federal Stiucture Sub-Committee of the First Round Table  Conference
recommended for it. The Financial ' Safeguards Comurhittee of the Third
-Round Table Conference regarded the establishment of the Reserve Bank as a
precedent condition to the inauguration of the Federation,” The White Paper
on Indian Reforms "1933, too, made it a‘ condition that Le ture before
introducing responsiblhty at the Centre as regards Finance, To give effect to
the above recommendations the London Committer was appointed in: July,
1933, and a new bill based on its recommendations was introduced in the
Indian Legislative Assembly on 8th September, 1933, by Sir George Schuster,
The bill was referred to a Joint. Committee of the two Houses in'aecordance
with a_motion adopted by the Assembly on-13th Sep. 1933, and on 27th Nov..
1933, it was introduced in the Assembly as amended by the Joint. Select
. Committee. . The. Bill was finally by the. House after a keen debate on
2nd Dec. 1933.. The Council of tate also blessed it on 14th February 1934
and the bill became law on March 6,,1934 when the Governor-General gave it
his assent.

" The Financial Safegu ;-d mmittee of the Third Round Table Con-
l‘erence pointed out that: hcfore e establishment of Reserve Bank of India
it - was n«:essafy to have asazu&ctory Tadian budgetary posxtion, reduction
in existing” short debt in’ Irdia and London, adequate reserves and restoration .
of Indid's n&‘xﬁql export. durplus. It wasa period ‘of wotld 'depression, Somes
liow, ‘or the othér, 'the first' two. conditions* were ‘partially ﬁxlﬁqud*

-~

time of inmgurhtioh ‘of the Reterve Bank of India ‘on Ist 3 but~
ogh%t tw? me::wmpoked ‘ But whyB:n {he immediate’ cause,. l?t; Mu:aalm;
‘yirites: *'w e mto exiiunce waa ¢ mo o
2 Tnskiog nccif o wmemuyw mpeng s ot o
ot whichi*fpvlue the Eeqnal of
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after British interest. And this measure was further moved by keeping away
the powers of any change in the constitution and working of the Reserve Bank
to Indians. But as sufficient time has elapsed since' the inauguration of the
Reserve Bank, and the country has become free from the British yoke and the
Bank has been a nationalised it shall be desirable to allow the dmbers of political
controversy to die out and to turn to the specific tasks which the institution
has undertaken,

‘The establishment of the Reserve Bank of India on st April, 1935, natural.
ly gave rise to a sweeping current of high hopes and optimism. It was expected
in all quarters that it would be able to remove all the existing defects of the
credit structure. Qur expectations have not materialized to any satisfactory
extent. But it should not be understood to mean that it has not succeeded in its
mission in any direction at all.

Structural Aspect

The Reserve Bank of India - was constituted “to regulate the issue
of Bank notes and the keeping of reserves with a view to securing monetary
stability in British India and' generally to operate the currency and credit
system of the country to its economic advantage +'> It was a shareholders bank
having a share capital of five crores of rupee divided into shares of one
hundred rupees each, fully paid-up. The creation of Reserve Bank of India
as a sharcholders’ bank provided much food to Indian Legislators. Many
agruments were advanced in favour of a State bank. They thought, perhaps
rightly too, that the Government is compelled to assume almost the entire
responsibility of the administration of a central bank at the outbreak of a.
financial crisis. The central hank functions smoothly only during normal times,
and for normal working shareholders are as much wunnecessary as the State. It
is the head of the institution that counts at the .trial hour, and he is in most
cases a nominated authority. India is also no "exception to it. Itis also an
established fact that shareholders do not form a satisfactory electorate and
rather leave scope for the coming of vested financial interest. What happens is
that no body generally takes the voting power seriously and among those who
consider it only few can reach the place of meeting. The use of proxies simply
turns the election into a farce. The most of the profits of a central bank are
due to the Government,. so why not the tax-paver be given' the full benefits by
borrowing the capital from the Government a lower rates of interest instead of
paying a higher rate of dividend to shareholders.

Precautions were taken in the very begining to prevent accumulation of
power in a particular part of India or in a few hands. Firstly, the whole country
was divided into five areas Bombay, Calcutta, Delhi, Madras, and Rangoon and
allotted (in lakhs) 140, 145, 70 and 35 shares, respectively, in order of their
importance  Secondly, at a gengral meeting of the Bank or at an election of
members of a Local Board, only one vote was allowed to be casted for each 5
shares with a maximum number of 10 votes to each shareholder. and later on
restrictions were imposed that no body can hold shares of a total notmal value
of more than Rs. 20,000/-. As was expected, however, economic péwer and
inherent tendencies of the joint stock enterprises are slowly frustrating both the
aims. The number of shares in Bombay Register reached to 239 thousan
while the number of shareholders came down to 44.4 thousands and even
lesser, increasing the average sharcholding to 11.3. The. shareholders had
not taken anykeen interest in elections The control is only indirect through
local boards. .

* Reserve Bank of India Aot 1934 (Preamble). . - e T e
{ 8ee Part II Table 6 of the Reaerve Banksa. o et T e
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Since the inception of the Reserve Bank of India great change had
taken place in the sphere of central banking throughout the world. At the
passing of the Reserve Bank of India Bill there was a tendency that the
share capital be contributed by the public but since then there has been a
drift in the direction of State.owned ipstitutions.

Nationalizgtion of central banks was ' considered a necessity not only for
the facts that(fthe control of shareholders is a myth and the government
assumes the sole power at the time finacial crisis bu&hc monetary and
financial developments of the war is another reason for the nationaliza-
tion. Central banks were tools in the hands of_ their own governments for
financing the war ionalization and standardization in all fields of econo-
mic activities, and planned economy by the Tountries fufther stresses such
a need, The question cameto the fore front when conservative nation like
British decided to alter the status of the Bank of England to that of a
state owned institution. It was followed by the nationalization of Bance Central
de la Republica "Argentina, National Bank of Roumania, Netherlands Bank,
Bulgarian National Bank, Hungarian National Bank, Bank of Czechoslovakia,
National Bank of Egypt etc. ‘

The question of nationalization of the Rescrve Bank also assumed great
importance. Views both for its approval and disapproval had been advoca-
ted in the country. Those who negatived the proposal argued whether the
nationalization of Bank of England was any reason for nationalizing Reserve
Bank. What should be the additional benefits by its being nationalized.
Had the Reservdf Bank not carried the order of the Government inspite
of the dissent of the Board of Directors? They further emphasize that
Reserve Bank unlike Bank of England was of recent origin owing its exis-
tence cheifly to State—its entre reservc capital of Rs. 5 crores had been
contributed by the State and g]l revenucs of the Bank go to the Government
except a ceratin limited amount paid as dividend which is generally now
4 p.c. In the administration df the Bank, thc Government had a free hand
why then nationalize it ? As a private institution it had its own traditions
and connections and it should not be made a victim ofred tape. Perhaps
every one should have agreed with the views .expressed but the scheme
had its own merits and they superseded all the defects, In the absence
of a national government all grguments for the nationalization were simply
a farce. But with the attainment of fie edom nationalization become a
necessity. Finance today has become a very specialized subject and only
those who have got long experience in the line should hold charge of the .
financial institutions. The question of the advice of the Directors, who repre.
sent business and industry is meaningless. The experiences of most countries
indicate an inevitable growth in the public character of , central banks.
Industrialization makes it necessary that Government must have a full
command over the financial ‘mechanism to carry out its policies. “The real
check to governmental misdeeds can be provided elsewhere in the constitu-
iion, franchise, manner of election, etc. but if checks and . balances are
provided on the weakness of the instruments with which government should
cariy out its economic functions, such a concept is based on both fallacious
and unwise assumptionst.” Not only an onward march with the time but
imperative needs of thé country made the nationalization of Reserve Bank
expedient. ‘ o R

The decision to nationalize Reserve Bank of India was announced by

the Finance Miqiste.r. on 4th,F¢b’ruary 11948 ’in &accordance -with the wishes

tCommeres Vol. LXXIIL, p. 128,
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of the Congress Party. The Central Board of Directors thought this decision
. of nationalizing the Bank as premature at t'.is stage of countries political
and - economic development and further pointed out that such a step might
be fraught with very great danger which could not{ be forseen at present.
This view was placed on the record of the Bank by giving it a shape of
resolution. The Government however,¥aw no reason to modify their policy
but care hag been takén to give effect to the scheme with minimum possible
changes necessary to give effect to the transfer of ownership and leave
the operational and other functions of the present- organization practically
undisturbed. The compensation to the share holders is to be given by 3
per cent Government Promissory Notes repayable on 15th October 1975 or
with three months prior notice on an earlier date on or after 15th Oct. 1970.

Management. )

The general supervision and direction of the affairs and business of the
Bank were entrusted to a Central Board of Directors consisting of 16 members,
namely, a Governor and two Deputy Governors appointed by the Governor-
General.in-Council after consideration of the recommendations made on that
behalf by the Board; {b) four Directors to be nominated by Governor-General-
in-Council; (c) eight Directors elected on behalf of the shareholders on the
various registers; and (d) one Government official nominated by the Central
Government. The constitution of the Central Board was in accordance with the
practice followed by other countries,

Besides the Central Board of Directors there was a Local Board for each of
the five registers. It consisted of (a) five members elected f®m amongst them-
selves by the sharecholders who were registered for that area and were qualified
to vote, and (b) not more than three nominated by the Central Board from
among the shareholders registered for that area. The functions of a Local Board
were to advise the Central Board on such matters as may be generally or specifi-
cally referred to it and to perform such duties as Board may, by regulation,
delegated to it. The main purpose of these Local Board was to serve the object
of regional circles. This system was partly a copy of the practice fo!lowed by the
Federal Reserve System and partly the continuance of the tradition followed by
the Imperial Bank in this country. These Local Boards were not found to be
serving the purpose of regional central banking. Their main object appered to
provide an electoral college for the return ofgregional representatives to serve
on the Central Board and were playing no important role though
they were intended to play a definite part in the normal activities of the Bank.

The provisions regarding the powers of ' management of the Bank under
Transfer to Public Ownership Act 1948, reads as follows :— ,

(1) The Central Government from time to give such' directions to the
Bank as it may, after consultation with the Governor of the Bank, consider
necessary in the public interest. N - - .
. (2) Subject to any such directions, the general superintendence and
directions of the affairs and business of the Bank shall be entrusted to a Central
Board of Directors which may exercise all powers and do all ‘acts and things
which may be exercised or done by the¢ Bank. '

(3) Save as otherwise provided in regulations made by the Central Baord,
the Governor shall have full power to transact all business_of the Bank which
may be transacted by the Central Bank,”

It will be clear from the fotegoing extracts that heiicefoxﬂl ‘goyernment
assumes the sole power in respect of the management and polices of the bank,
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Both the Central Board and Local Board shall be nominated by the
Government. From the first nomination* which is almost the same, it appears
that the Government is anxious to adhere to its declaration of minimum possible
changes. ’

Business of the Bank .

The business allowed to the Reserve Bank is the same asis allowed to
Central Banks in other countties. In the first place, the Bank has the sole
right to issue bank notes in British Indias Secondly, the Bank has the sole right
to hold the cash balanees of more . important commercial banks and all the
banks mentioned in the Second Schedule are required to maintain with the Bank
a balance not less than 5%, of their demand liabilities and.2%, of their time.
liabilities. Thirdly, the Bank is required to sell _or buy foreign exchange at
such rate of exchange and on such conditions as the Central Government ma
from time to time, having regard, so far as the rates of exchange are concerned,
to its obligations to the Intenational Monetary Funds. Fourthly, it has the
right to transact Government business in India. Besides these essentiel bankin
functions, othier business of a nature usally performed by the central banks, sucﬁ
as acceptance of money on deposit without interest, the rediscounting of bills
and the working of loans and advances under certain conditions. the issue of
demand drafts payable at its own office or agencies, the purchase and sale of
securities subject to certain restrictions, thc opening of accounts of the makiny
of agency agreements with other central Banks. Finally, the supervision of
banking in India.

Besitles the above central banking functions, subsidiary functions like
supplying of different forms of currency, the extention of remitance facilities,
the rendering of advice to Government and banks on financial information and,
statistics.etc. are also performed by the Banks. Restrictions have also been impo-;
sed on the working of the bank. It is prohibited to engage in trade or otheéwise *

* The Government of India have made the following tpbointments to the Central and Local
Boards of the Reserve Bank of Indis, to be constituted under the Reserve Bank of India Act 1934
as amend®d by the Reserve Bank (Transfer to Public Ownership) Act 1948 : — :

Directors of Central Board: Messrs. Purushotamdss Thakurdas (Bombay), B. M. Birla
(Calcutta) 8hri Ram (New Delbi), C. R. Srinivasan (Madras), Bustom P. Masani (Bombay), Manilal
B. Nanavati (Bombay), Dhirendra Nith S8en (Caicatta), Shrinivas (Banaras), C. 8. Ratnasabapithy
Madhaliar (Coimbatore,) Ramrao Mddharavtao Deshmukh (Amraoti) and B. G. Ambegaokar, LGS,
Government Official. . 4

The first four Directors are appointed under clause (b) and the next six under clause (c)
of Sab-section one of Bection 8 of the Act. Directors appointed under clanse (b) are also members
of the Lodal Boards of the Bank and will normally hold officd for a term of four years. Out of
the six Directors appointed under cleuaa (¢) two,will retire at the end of one year. another two
at the end of two years and the remaining two at the end of three years, the Directors so to retire
being determined by lot.

) Mambers OF Local Boards

Waestern Area: Messrs. Purushotamdas Thakurdas (Bombaf).' Kasturbhai -Lalbhat
(Ahmedabad), Prof. D. R. Gadgil (Pvons), Ramdeo Podar (Bombay) and Vaman Pandalik Varde
(Bombay). _ L . o L ,

. . Enstern Area: Messrs. B. M. Birla (Oalontta), Moongtulall Tapurish (Oaleutta), Alec Leslie
Cameron (Caloutta), Atul Krishua Ghosh (Caleutta), and Jibpn Krishna ‘uittor (Calcutta).

. Néi“ﬂmqnlrnz Messrs. 8hri Bam' (Now Delbi), 8atya Paul Virmani ( Amritsar), 8Shambhy

Lal Puri (Simla), Bardar Bashakha Singh (New Delhi), and Bheikh Mobammed Bashir (Kanpur). _
. Southern Ared: Messrs. C. R, _Srinigasan (Madras) 8. B.P. Pattabhirama Reo (Madras),
B.'R. Iyer (Dindigul, Madras Distriot), R. Rimanathan Ohettiar (Madras) and B. D. V. Remaswami

Naidu (Madras). _
Members of Local Roards will normally hold office fors terﬂlof. toy years.
t Commerce Vol, LXXII, p. 788. Vha o C P A C R
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have a direct ipterest in any commercial, industrial or other undertaking excep
such interest as it may in any way acquire in the course of satisfaction of any ¢
its claims; purchase its own shares or the shares of any other bank or of an
company, or grant loans on the security of any such shares, advance money o
mortage of, or otherwise on the seurity of immoveable property or document
of title relating thereto, or become the owner of immoveable property: exceg
so far as is necessary for its own business premises and residence for its offic:
and servants; make loan or advance, draw or accept bills payable otherwis
than on demand, and allow interest on deposits or current accounts, These a
practices are in consonance with the traditions of other central banks.

Banker to Government

Government is the chief executive of a state and has got great incomin
and outgoings. It is thus in need of an agency which may perform an agen
function. Those old days when ¢the government pocket was represent
by a well-.guarded Treasury with its heavily barred doors and locked chests
are long gone. The Government today finds it advantageous to keep
funds with the bank. The central bank generally acts as the fiscal age
of the siate. The system of entrusting Government Funds to a ceatral ba
is an outcome of various factors which have proved advantageous b

/\to the bank and the State. The custody of the Government deposits endc
the central bank with large sums of money, ordinarily free of interc

(/ / which goes to form a part of its working capital. ‘“The real reason w
the Governments want to bank with their central banks is that to smo
the path to borrow from them in times of need”.! = The main reason w
this function must devolve with the central banks is that the incomi
and outgoings of the Government are a very disturbing factor in the curre
and credit situation of the countty and as such it must be under the dis
control of the banks.

As a matter of practice, the central bank at present constif
an important agency in the actual management of financial affairs of tI
Governments. In its capacity as a banker to the Government, the”cen
banks undertake the following main functions :— )

1. It acts as the depositors of the cash balances of the Governn
and works as bankers it i.e. receiving of Government rece
and making payments on its behalf.

2. It performs remittance operations on behalf of the Government.

3. It manages the public debt of the country. .

4. It advises the Government on financial matters.

The Reserve Bank also undertakes all the functions On 5th A
1935, the Reserve Bank of India entered into an agreement with the Secre
of State for India in Council, acting by and through the Central Governn
Under this agreement the Bank is required to transact the general ban
business of the Central Government and for this purpose to keep such acc
in its book as the Government may direct. The Bank is not ‘entitled ta
remuneration for the conduct of the ordinary banking busines of the Gov
ment other ‘than such advances which may accrue to it from the holdi
Government’s cash balances free of interest, The Bank is also entrusted
the management of the gublic debt and is entitlegd to charge half-yearly
mission at the rate of Rs. 2000 per crore petannum on the amount of p
debt at the close of the half-year for which the charge is made. The Bz

1 Dodwell-—Treasuries and Central Banksp. 1~ =
3 Hawtrey-“The Art of Central Banking” pp. 226-227. s
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further required to maintain currency chests of its Issue Department at places
prescribed by the Government and to keep the chests supplied with sufficient
notes and coins to provide currency for the transaction of the Government and
reasonable remittance facilities to the public at such places. The Bank is
also obliged under the: agreement to remit on account of Government of India
and London such amounts at the market rate based on a longer period as may
be fixed by agreement between the two parties. The deposit with the Treasuries
is daily showing decline.

AVERAGE IN LAKHS OF RUPEES '

Year  1934-35 1935-36 1936.37 1937-38 1938.39 1933-40 1941.42 194243

Reserve
Bank 8,23* 12,61 11,64 10,76 13,88 12,83 21,69 20,23

Govt.

* Balance a}{ the Imperial Bank.
v

Treasuries 2,13 1,9L8 1,65 1,25 1,18 ¢ 1,14 1,09 kOG
“
The average of balance of Central Government has risen to as high a
level as Rs. 538,06 lakhs in April 1946. But in the months aftér partition
the Governmery balances have shown a coatinuons decline. The balances
of Rs. 344,63 lakhs on 26-12.1947 have come down to Rs214,49 lakhs as
on 31. 12, 1948.

The Reserve Bank maintains a Public Debt Office with branches
at Calcutta, Bombay, Delhi and Madras for carrying out loan programmes of
the Government. The functions performed by the Public Debt Office are
are paymenet of half yearly interest on Government securities, effacement of
securities for payment of interest at a Treasury or sub-treasury, renewal,
conversion, consolidation and sub-division of different kinds of Government
securities, investigation of disputed cases and of claims relating to issue of
duplicates of lost, stolen or destroyed securities and repayments of loans
notified for redemption. The Public Debt Office floats new loans of the
Central and Provincial Governments and in that connection makes the neces-
sary arrangements for the receipt of subscriptions at branches of the Imperial
Bank of India and Treasuries and supplies scrips to them for delivery.

Treasury bills also form a necessary element in this function. These
functions facilitate central banking in the three inter.connected ways. First;
they may become the basis of a short time money market in which accepted
ccntrﬁ,‘ banking operations may work successfully. Second, the commercial
banks may comé to hold treasury bills instead of liquid assets in capital
markets abroad, In the long run any changé which diminishes the bank’s
dependence on foreign liquidity and increases its dependence on the local
market should contribute to the influénce of local central bank. Third, the
central bank may exer€ise a pursuasive influence over the value of bills
issued by the Treasury and thus over the liquid assets of the commercial
banks and their credit policies. The\ success of the scheme depends upon
the ¢o-operation *of the 1reasury and compercial banks. The Reserve Bank
" commenced sale of Treasury Bills by tender on the 16th April, 1835. Since

then it has sold Treasury Bills of a sufficient amount! €t the Treasury Bills
. do not play ah important role in the country. The figures which rose to
Ks. 396 crotes in the year 1943.44 have shown a decline to Rs, 51 crores and

"1 Bee part If. - ) !
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Rs. 85 crores during the year 1946-47 and 1947-48 respectively, It is perhaps
due to the disturbed condition in the country and a switch from war to
peace economy.

Another way of borrowing is through ways and means advances. Ways
and means advances are granted to Treasuries against securities and
should be very temporary in nature. There has been an increase in the ways
and means advance of the Reserve Bank since the war but the figures
suddenly declined in 1943.44, Generally no advances remained outstanding
except in the year 1940-41 for the amount of Rs, 16 crores. The maximum
outstandin§ at one time was Rs. 52.50 crores during the year 1941.42%. The
advantage/qunder the ways and means advances is being taken by Provincial
Governmcn‘% The Central Government, had no necessity for the last four
years to retourse to the Bank for accomodation as their cash balance were
still large.

The remittance opcrations of the Government of India were a special
feature of India’s economy. But with the liquidation of British interests
in India and lessening of home charges the position has materially altered.
The tétal amount repatriated since 1937-38 by the Reserve Bank amounts
to £328.53 million. Britain being an important country for imports followed
by dollar shortage, the Reserve Banks’ sterling transactions are bound to be
important.

Just in the way it works as a banker to the Central Government it
also renders those services to all provincial governments. The Central
Government was responsible for the financial needs of the provinces until
Ist. April 1938 and the provinces were not required to maintain any.balance
with them, From this date the provinces have assumed full responsibility
of their own balances with the Reserve Bank in accordance with the agree-
ment. The Provincial governments have to meet temporary deficit in their
minimum balances either by issuing their own treasury bills or by obtainihg
ways and means advances from the Reserve Bank. The permanent require-
ments are met by raising loans through the Bank. ’

A central bank being in close association with banks and money
market is in a position to be a source of expert information and disinterested
advice to the Government. Its advice greatly affects the borrowing policy
of any government. The Reserve Bank has also done this service to the
Central Government and has left no chance of complaint in this duty.

Bank of Issue

The essential function of a Central Bank is the maintenance @f the
monetary stability and control of credit. These functions involve the control
of the monetary circulation and this consists of firstly, the silver and copper
coins provided by the mints and secondly, certain liabilities of the central
bank, the bank notes and bankers’ deposits. Of these two classes, the first
is unimportant because the amount of its varies little, and since every body
endeavours to minimize one’s holding in usual times no signifinant change
in the total supply of money and credit can be initiated by varying the
supply of these metal coins, But with bankers’ deposits and bank notes
the position is quite different. If these liabilities of the central banks are
increased there may be an importrnt increase in the credit of the country
In some countries notes constitute the bylk of purchasing power but in
others they 'hold an inferior position as a media of transactions, The

-

9 Report of Currency 4 Finance.
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monetary organisation of India belongs to the first type. so the control of
note issue becomes a very impoftant factor. .

There are many different forms in which 'the note-issuing and credit
creating powers of central banks may be constitutionally restricted by their
reserves of gold and foreign exchange. The two important systems are the
Fiduciary issue and proportional issue. Fixed fiduciary system is typically
represented by the Bank of England. What happens under this system is to
issue a certain amount of notes fixed by the statute on the segcurity of
Government debt but any additional notes over and above this fixed limit
have - to be backed by cent per cent gold. The bussiness of note issue and bank-
ing is separated by law into two separate departments, called the “Issue
Department” and the “Banking Department”. The notes created by the addi-
tion of reserves but not actually put into circulation are held by the Banking
Department. This amount represents the maximun limit to which the currency
ean be expended. If more currency is needed nothing remains but to suspend
the Bank Act and allow the Bank to issue notes withour any reserve. It has
various defects like inelasticity, the difficulty of judgment of the limit of
fiduciary issue, accumulation of large reserves of unused notes and wrong
conclusions for an expansionist monetary policy. It has also the advantage of
equal reduction of notes with the withdrawal of a certain amount of gold.

The chief feature of the proportional reserve system is that it requires
no separation inato two departments. The notes in active circulation are secured
by a minimum percentage of gold and that percentage of gold is fixed by law
These minimums are not rigidly fixed but may be transferred with the consent
of Government for a short period on the condition that issuing banks pay the
tax reckoned on the amount of deficiency, The tax rises as the deficiency
increases. The remainning percentage of note issue is to be secured by certain
form of collateral, The collateral may consist of papers rediscounted or bill
of exchange. etc. A certain percentage of reserve is also held against deposit
liabilities, The chief advantage of this system is that expansion and contraction
do not take place at the same rate as the gold reserve is increased or decreased
but it permits expansion and forces contraction in the proportion of the gold to
the amount of note issue. The system is of great elasticity. But this too could -
not be most favourite wife of economists, Lord Keynes, the prominent modern
economist, pointing out the defects of the system says ‘that *'it appears to con-
tinue all the possible defects of system of note regulation}”. It locks gold,
produces disproportionate relaxation of the credit position with the influx of
gold. In difficult moments when the gold reserves are falling, it requires
so drastic an instalment of money proportionately to the loss of gold as to be
exceedingly danggrous. This practice is common with Germany ang the U.S.A.

The Reserve Bank of India has been entrusted with the sole right of
note issue in India. The Reserve Bank Act copies the peculiar feature of the
separation of Issue and Banking'Departments. But why ? The separation of
the working of Bank of England was the outcome of the dominating influence
of Currency School, over its rival, the Banking School. According to- the
currency school the note issue directly influenced prices which fluctuated
in accerdance, with changes in the ci*culating medium so that the safe rule
governing the new issue swas that of providing 100 per cent reserve of gold.
But the points of difference then pointed out have lost all interest today.
The Act though continues in words but is not being actually followed in ptac-
tice. The convenient formula for dividing the profits of the Bank of England

tEeynes~A treatiss o0 Money Vol.3 Pagoe 968,
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has got no relevance with Reserve Bank of India. The profits of the Reserve
Bank of India were distributed just on a dfferent basis. In our case a cumu-
lative divident not exceeding 5 per cent on the share capital was guaranteed
to the sharehblders. Even further Dr. Muranjan* points out two other impor-
tant implications, In the first instance, the reserve of the central bank is
linked with the note circulation of the country, In the second place, the
notes held in the Banking Department, representing the surplus which can
be legally issued with the existing reserves naturally invite comparison with
deposit liabilities of the Bank to the scheduled Banks. Taking the second
case; ie, the notes in the Banking Department and deposit liability of the
Bank of England can be compared with each other. The basis of their com-
arsion is 1: 1. But in India the arrangements are altogether different. Ours
is a proportional reserve system and requires 40 per cent gold against notes
-issue. Thus the calculation of the excess notes which are available for issue
with existing reserves cannot be simple or obvious under our system. Even
further, this requires condemnation due to the fact that the word ‘reserve’
in this country does not mean the same thing as in others. Thus it is of
no use to keep two separate departments,

The assets of the Issue Department consist of gold coin, gold bullion, stere-
ling securities. rupee coins and rupees securities Of the total asscts not less than
40 per cent must under the law consist of gold coin, gold bullion, foreign
securitres or currencies of conntries which are members of International Mone-
tary Fund, rupee coins and ruppee securities. Of the total assets not less than
40 per cent. must ander the law consist of gold bullion or foreign securities
or currencies of countries which are members of International Monetary Fund,
provided that the amount of gold coin or gold bullion is not at any time less
than Rs 40 crores in value. With the previous sanction of the Central
Government, however, the bank may hold gold coin, gold bullion or foreign
securities or currencies of less than 40 per cent. of the asscts for limited periods
provided that it pays specific tax on the deficiency. And such tax shall be
payable at the bank rate for the time being in force, with an addition of one
per cent per annum when such a holding exceeds 32% per cent of the total
amount of assets aud of a further 14 per annum in respect of every further
decrease provided that such tax shall not in any way be payable at a rate less
than 6 per cent per annum. For the purpose of evaluating the assets, gold has
to be reckoned at 8.47512 grains of fine gold per rupee, rupee coin at its face
value and Government securities at the market rate, And from 24th July, 1940
under special ordinance of the Government, the one rupee notes issued by the
Government shall be treated as rupee coin. '

The increasing accumulation of sterling balances} have become a problem
for the country particularly when there is acute shortage of doflars. The sterling
securities have risen from Rs. 59.50 crores to Rs. 1135.32 in 1946, which
remained stationary till the middle of the year 1948. The outcome of such a
balance may be roughly divided into three parts; one quarter represent’s
ammunitions manufacture ; one half is military stores and troops oatside India,
and one quarter is cost chargeable to Britain of Indian soldiers and milita
services engaged during the war on duties other than local defence of India.
Britain had so many time talked of repudiating such huge balances. But the
problem has entirely changed with the grant of indépendence to India,

.« An agreement was concluded between the Governments of India and ,tixc
United Kingdom on 14th August, 1947, just a day before the transference.. of
gower, the same expired on 30th.. June 1948. °A fresh agreement was signed

etween the two Governments on 9th. July 1948. The main objectives of these
* Op. oit. p. 260. % Bée Part IT '
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recent negotiations were, firstly, to settle the price to be paid for the stores and
installations taken over from the Government of the United Kingdom, by the
Government of undivided India in April, 1947, secondly, to evolve a scheme for
the capitilization of sterling pensions payable to British nationals who had retired
from Government service in India and finally, to obtain a release of sterling
and the multilateral convertability of a part of that release,

The negotiations relating to pensions and the purchase of stores and ins-
tallations were taken up jointly with the representatives of the Pakistan Govern-
ment. It was agreed that the price to be paid to the United Kingdom for
these assets whose book value was estimated at £373 milllon should be £100
million. With a view to the meeting the annual liability on account of the
pensions, the Government of India bas agreed to purchase from the Govern-
ment of the United Kingdom not latter than 15th August 1948 ®a tapering
annuity for 60 years by paying capital sums of £147.5 million and '£20.2
million in respect of the pensions of the Central Government and those of the
Provincial Government respectively, A release of £80 million has been agreed
upon for the period of three years ending 30th June, 1951, which, together
with the unspent balance of £80 million lying at present to the credit of the
Reserve Bank of India No. I Account, would make available to the country
£160 million for a period of three years for m:eting current paymeats
abroad. It has also been agreed specifically that no further transfers
shall take place from No. 2 Account to No. 1 Account during the first year of
the period of the agreement, and that a sum not exceedihg £40 million shall
be released in each of the later two years, any part of which not released .
during the second year being carried forward and added to the sum available
during the third year. Transfers are to take place in multiples of £5 million
to restore the balance in No. I Account to a minimum of £60 million only
when at the end of any month the balance in No. 1 Account is less than £60
million. Of this release up-tq a suin of £15 million will be provided during
the first year in hard currencies which would be available to the country, in
addition to the current earnings of such currencies and the purchases, if
any, from the International Monetary Fund. Besides, as a result of monetary
arrangements negotiated by the United Kingdom with Switzcrland, France
and Czechoslovakia, India will be enabled to make current payments to these
countries in sterling. In final settlement of all matters arising out of the
Defence Expenditure Plan (except for certain terminal benefits which will be
separately adjusted), £55 million has been fixed as the sum due to India from
the United Kingdom.

The elasticity of currency is another important feature of any good cur-
rency system, The currency under the regime of the Resetve Bank has shown
no appreciable difference between the busy and slack season}, “During the
year 1940-41, however, the demand for currency failed to register the normal
seasonal variations and instead of a return there was an outgo of currency in
the slackseason.  Ordinarily the slack season is between,the start when the
currency begins to return in about February or March and ends about Séptem-
ber or October when retyrn gives place to absorption of currency.”* There was
rather absorption till June 1944, a period during which war. time monetary
expansion reached its highest. The period of absorption onge more extended
from August 1944 to June 1945, a return of currency taking place in July 1945.
e next period’ of absorption began in August 1945 which continued

T

*Report-on Ohi;rpngy and Findnde for the";.';i,’ —
t8ee part II .
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till June 1946 except for the month of January 1946 when there was a return
of currency. The return of currency began once again in July 1946, and
ended aft:r September 1946, there being an absorption of currency from Octo-
ber 1946 to March 1947. During the year 1947-48, there was a return of
vurrency from April to September 1947 and an absorption of currency during
October to March 1948, ‘ :

Reserve Bank has thus brought no appreciable chahge except of placing
one part of the fiduciary on the proportional reserve system basis. The system
of the issue of rupee coin and one rupee note continues as before. The system' of
the fiduciary issus may have been convenient to Britaia, but India being an agri-
cultural country this system was wholly unsuited to us. The elasticity of supply
is much more important in agricultural countries and such a reform was long
overdue in’this country. The issue of rupee coin requires no backing, nor
does there exist any maximum limit as to their issue, and the power of issue
rests with the Government. The Reserve Bank is thus nothing but a channel
of issuing them to the public. If any effectives note issue system is to be had in
India, it should be followed by giving all powers of issuing rupee cqins to the
Reserve’ Bank. Unless and untill the rupee coins becomes the monopoly of the
Reserve Bauk, the inception of the Reserve Bank has heen practically’ of no
use. With the nationalization of Reserve Bank it is however expected that neces-
sary changes will be made irr this respeet.

A Bankers’ Bank .

The central bank, being the pivot around which the whole of the credit
structure of the country centres, stands in a peculiar relationship with the banks
of the country. On the one hand it creates hardship to them by controlling
their credit policy, while on the other, it acts as a ‘friend, philospher and guide’
to them. Wheunever they stand in need of funds, it supplies them with neces-
sary requisties by acting as a ‘lender of last resort’. It is more than a fire bri-
gade to them, because it not only puts out the financial conflagratioas as they
arise but creates such conditions as to prevent the cause of their outbreak.

Since a central bank is the final authority in matters of banks, it stands to
reason that not only should its relations with other banks be defined but the
nature of its business ought to be regulated, The exact relationship between the
two institutions, though a matter of controversy but still there are certain practi-
tces which are universally followed. The first and the foremost is that commercial
banks must keep a certain percentage of their reserve balances with the central
bank In some countries these reserves are voluntary but in others they are
statutory. The central bank duly compensates the commercial banks by acting
as a lender of last resort, managing the clearing house for facilitating payment
in between many banks and finally rendering helpful advice, It also assures
the commercial banks that it shall not operate in their field. Itis essentially
a banker’s bank. It provides the member banks the same facilities as the mem-
ber banks themselves provide to the public. The essential duty of ike central
bank is to make good shortage of cash among the competitive banks. But it
does not mean that it should lend without any regard of the behaviour and
circumstances of the borrowing banks. It can also alwavs impose its own
price for borrowing.

The Reserve Bank being the central bank of India must be in a position to
control the entire credit structure. The control of the entire credit structure
means the control over the joint stock banks, foreign exchange banks, Imperial
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Bank of India, Co-operative banks and the indigenous bankers-called by differ.,
ent names in the different parts of the country. Indian joint stock banks can be
divided into Scheduled Banks those who have a paid-up capital and reserve of
Rs. 5 lakhs or over and are included in the Second Schedule, and the
non-scheduled banks. The non-scheduled banks may also be classified as those
whose capital and reserve is equal to those of the Scheduled Banks and those .
who have resources below Rs. 5 lakhs.

Scheduled Banks

In India at present there are 100 scheduled banks and their position is
comparative to those of member tanks in other countries. The corditions whichj
a bank must fulfil in order to be classified as scheduled bank are laid down.in
Section 42 of the Reserve Bank Act. This section provides that the Centra
Government shall notify in the Gazette of India, direct the 'inclusion in the
second schedule of any bank, not so already included which carries on the
banking business in British India and which (a) has a paid-up capitaland reserve
of an aggregate value of not less than 5 lakhs of rupees and (b) is a company as
defined in clause (2) of section 2 of the Indian Companies Act, 1913 or a corpor-
ation or a company incorporated by or under any law in foice in any place
outside British India, A bank wishing inclusion in the srocnd schedule, should
make an application to the Secretary, Government of India, Finance Department,
New Delhi, for inclusion in the second schedule, forwarding therewith a copy
each of the latest audited balance sheet and the Memorandum and Articles of
Association. The Government of India may, if they think it necessary, ask the
bank first to agree to an inspection of its books by the Reserve Bank of India
in order to ascertain -the eligibility of the bankYor inclusion in the second
schedule. The Government of India may also by a notification direct the exclusion
from that schedule of any scheduled bank the aggregate value of those paid-
up capital and reserve becomes at any time less than five lacs of rupees, or
which goes into liquidation or otherwise ceases to carry on banking business,

'

Many questions’arise viz. are the qualifications ‘mentioned for inclusion in
the second sehedule in accordance with the countries requirements ? Is the
scope of inclusion not restricted ? Do the scheduled banks form any gurantee
to depositors ? Objections came from many quarters that the limit of Rs, 5 lakhs
fixed is too high in view of the rural population of the country. The objection
might have hold good in the pre-war days, but today with many times the currency
circulation than the pre-war it does not at all hold good. The scope of the
inclusion seems very restricted combined with the fact that the Reserve Bank has
not followed dny definite policy in this respect.. Banksin Indian States where
Reserve Bank of India currency notes and Government of India coins circulate
freely cannot be included in the Schedule; unless and until they operare in
British India. ° It seems a great paradoxy that on one hand there jsa
Constituent Assembly for the whole of India, consisting not only the ré&e-
sentatives of India but also of Indian States and on the other hand their
financial institutions with a stability and strength as that of the scheduled
banks in India cannot be affiliated to the central financial institution of the
country, It also keeps the policy of the Resreve Bank incomplete, by not
taking many important financial institutions inits orbit. The Govt, of India then
has no definite policy in respect of the inclusion of many banks in the second

.schedule,” There are at least as many as- about 50 banks in British India whose
resources entitle them to be scheduled banks but no careis being taken for
that. Not only that, but cases are not lacking where the applications made for
such inclusion are allowed to remain pending for a year or so, In the former
respect it is necessary to change the wording of the act while in the latter, the
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definite way and standards for gauging such applications must be made public.
It should, however, be roted that inclusion in the second schedule does not mean
a guarantee of solvency. There are scheduled banks whose position have become
very weak.t '

__ The relationship between the scheduled banks and Reserve Banks can be
easily discussed under two heads, the obligations of the scheduled banks to the
Reserve Bank and the facilities provided by the latter in lieu of them, It has
been laid dowa in the Act that the member bank shall maintain with Reserve
Bank a reserve of 5% ane 29, of their respective current and time liabilities in
India computed as averages of deposits held at the close of business on each
Fridayes In case of failure to maintain the required deposit the defaulting bank
has to pay penal interest on the deficient balance at a rate which may be five
per cent higher than the bank rate at the maximum and for failure to make
incidental returns of figures, it has to pay a penalty ot Rs. 100 for each failure.
There was no provision in the Act before 1940, to prevent the bank from with-
drawing its deposits even to the full amount provided that it was prepared to
accept the liability to pay this penal rate on the resulting deficiency. It has now
been amended as to penalize directors and other officers of such banks who know-
ingly and willingly are parties to such default. The Reserve Bank is also
empowered to prohibit defaulting banks from accepting fresh deposits during
the default*. The banks in general, have becn maintaining more than the
statutory minmum. The average estimate of total balances with the Rzserve
Bank comes to about 109, of the total labilities.

. The other obligation imposed upon scheduled banks is that they are requi-
red to send to the Central Government and the Reserve Bank a copy of weekly
returns of its position in the prescribed form, But in case where the bank is
satisfied that the furnishing of a weekly returnsis impracticable in the case of
a scheduled bank by reason of the geographical positionf the bank and its
branches. the bank may require the scheduled bank to furnish a monthly return
in lieu of the weekly returns. These informations guides thg Reserve Bank about
the credit structure of the country prevailing at any time. In return for the
interest-free reserve balances maintained, with the Reserve Bank, the bank
acts to them as the ‘lender of last resort’ supplying currency in emergency,
manages clearing houses, and allow them special remittance facilitids.

, Ths Reserve Bank is allowed to rediscount the following kinds of papers
for helping the scheduled bank (a) Bill of Exchange and promissory notes
drawn on India and payable in India (these bills of exchange
and promissory notes must be as defined in the Indian Negotiable Instrumént
Act drawn and payable in India arising out of bona fide trade or
commercial transactions). The banks shall supply all the necessary informations
toghe Reserve Bank. It should bear two or more good signatures, one of
wi¥®h is that of a scheduled bank and has a fixed maturity, not exceeding 90
days excluding the days of grace, from the date of purchase or rediscount by
the Reserve Bank; (b) agricultural bills drawn and. payable in India and
Burma, bearing two or more good signatures one of which is-that of a scheduled
or a provincial co-operative bank, are drawn for the purpos€ of financing
seasonal agricultural operations or marketing of the ctops; and maturing within
9 months from the date of purchase or rediscount. by the Reserve Bank
exclusive the days of grace; (c) Bills of Exchange and Promissory Notes drawn

t See sueceding pages on scheduled en banks. i ‘ o .
* The Reserve Bank of Indis imposed thes¢ restriction on the lmternational Bank of Indis,
Abmedabad, Discount Reak of Indis, Bombsy eto,
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for the purpose of holding trading in Government secutities drawn and pay-

b

“able in India‘ or Burma; bearing the signatures of a scheduled bank with a

fixed maturity not exceeding 90 days excluding the days of grace; and {d)
Bills of Exchange drawn in or on a place in United King’om maturing within
90 days of purchase, provided that no such purchase or sale . or rediscount shall
be in India except with a scheduled bank. .

\

-~ In addition to rediscounting, purchasing or selling of the abavemen-
tioned papers it is also authorised to grant loans to the scheduled banks on er
against the (a) Trustee Securities or title to the same; (b) against bullions or
(c) bills of exchange and promistory notey eligible for rediscount. - Bills of
exchange and promissory nates supported by the demand promissory notes of
their constituents are not included; and (d) advances against promissory . notes
supported by document of title goods* which have been transferred, assigned. or
pledged to any such bank as security for a cash credit and overdraft granted
for bona fide commercial or trade transactions or for the purpose of finagcing
seasonal agricultural operations of the marketing of crops. All the above
varieties of securities should be repayable on demand or on the éxpiry of fixed
period not exceeding 90 days. - . o

But a scheduled bank has not been entitled to facilities even with the
above kinds of eligible papers. It has to qualify for sucl’ aid by satisfying the
Réserve Bank about its soundness and stability. The Réserve Bank was to see
that the geneial character of the investments of the applying bank and the
manaer in whigh its business, as a whole, was being conducted. The Reserve
Bank is only authorised to allow tempotary accommodation and can call for
any information as it may think necessary. Ithas also the discretion to refuse
the rediscounting of any papgr without assigning any reason.

Different interpretations were put forward by the Reservé Bank about
these papers. It refused to accept as security promissofy' notes of the consti-
tuents of ssheduled banks, ualess they are accompanied by a separaté written
agreement modifying the term of original piomissory notes sb as to réndér
them acceptable under Section 17. The Reserve Bank %leaded that ‘payable
on demand’ does not mean °‘maturity within 90 days’ Comnmony sensé. ciii-
not but discard sug.h interpretations, ' Another dispyte céntred round - the.
advances made by the” Bank against promissory ‘notes sWpported:bydocuihents
of title to goods. The Reserve Bank considers th&fj only: advance
against the title to goods and not the goods themse i€ vj
taken by the Reserve Bank none would have considesa
of the ‘lender -of last resort’ it has been simply 1.
without any appreciation of conditions in India. It
character of the assets of commercial banks from the,
Where liquidity is available the suitability .of the-
consideration. It will be rogating its role a
Reseeve Baak pursues a policy of hwviiig fio relation'§
the country. In practice the discounting of the bill b
showed an appreciable figure. The following table
of bills discounted by the Reserve Bank of India duf

ken into
fash if the
B system of
F Bank never

8-keeper's certificate:

DY documents used in the.

& ¥!thorising or purpin
¥ dogament to {ignsler or

q ‘. ’

railway regeipt, warrant or order’ for.the @alivéry of goods axid
ordinary course ot business as proof of the possession,of, contyol of
to anthorise aither by.endomemems or by ddlivery, mé‘.pdqia‘s:i?qh of
recgive goods thereby represented”. 'pql«‘q( Goods Aot
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Toar B6.87 8788 8880 940 40-41 4142 42,48 4844 4445 4546 4647 4748

{in laihs,ot rupees) . ’ . .
. Bills discounted 1 6 153 287 97 27 68 91 186 835 283 262

. Loans & . : -
Advances 1 2 2 11 7, 4 4 . 1B 11 - 12 82 21

) Advantes to the banks have been altogether negligible. The advances of
Rs, 830.96 lakhs, Rs 299410 lakhs and Rs. 228,80 lakhs duing the year
1945-46, 1946-47 and 1947-1948 respectively are exception and deuote a
change in the attitude of the Reserve Bank as the lender of last resort. The
bank have preferred to botrow from Imperial Bank because of the easiness with
‘which -they could get advance. Pending the enactment of banking bill}
_and the pressure of the inoperative needs of the time as well as a change in the
status of the government of the country, Reserve Bank of India (Temperary
Amendment) Ordinance 1947, was promulgated by the government of India
on 20th Scpt{mber 1947, and extended further by Banking companies (control)
Ordinance, 1948, dated the ' 20th Septemher. The Ordinance amended Sec., 18
(i) of "the Reserve Bank of India Act, 1934, so as to the enablé the Bank to
rant emergency advances to scheduled and non-scheduled banks against such
orm of securities as i, may consider sufficient but the Reserve Bank had, no
occasion to grant such advances under the Ordinance upto the 20th March 1948,
the date of lapsing of the 1947 Ordinance. It is, however, learnt that some
faclities were granted by that Bank during the last quarter gf 1948. The
clearing facilities have been discussed in a scparate character.” The Reserve
‘Bank is also responsible for the cheap remittance fcilities 1o scheduled banks.
From the 1st Oct, 1940, the Reserve Eank of India has introduced a simplified
scheme of remittance facilities with the concuirence of the Central and
Provincial Government Under this scheme the general rates for remittances
has been reduced  and extended facilities have been provided. These facilities
have also been standardized throughout the country. The issue of currency,
. telcgraph__ic transfers, supply bills and remittance transfer receipt has been
. replaced by Telegraphic Transfers, Bank Drafts ‘and Reserve Bank of India
Government Drafts.

. R R N . -

1. The ratesare 8 nnge_ﬁ' : N ‘
(1) (») Aplanionir of Re 10,000 or a multiple there of between its accounts at the Offices and
o mcheﬂ%ﬂﬁ eve Bank, free of charges. :

ok /3 it of Rs. 5000 or a multiple theredf, to the principal accoant which
fResrve Bank from apy place at which it hes an?office, branoh,
«p and at which there is an agency of the Reserve Bank, free of

! N ) v '
"priné{pal acoount sabject to a charge of 1/64%, and also subjest
ENF Be. 1. . ) . e
d yéen acoounts maintained at the Regerve Bank or its agencies,
piRs. 5000 1/16%,. {mipimum Be.1) . «

00 or over  1/82%, (minimum Rs. 8/2/-) .

sfers and drafts in favour of third: parties are issued, subject to
treasury agenoies, at the following ratege-- - - - o
Bs.5000  1/169 (minimomBe.1j '

Re. 5,000 1/829%, (minimam: Bs. 3[?[1) A Co .
pjed by th legisidtare. For details ses chapter on Banking legislation,

2. 'In'sddition, Rike!
the banks on §§

’

>
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.+ ‘Reserve Bankand Imperial Bank of India. The Imperial Bank of India
also enjoys a certain other number of: gifts from the Reserve Bank over and
above.of those other scheduled banks. The Reserve Bank has entered into an
agreement with the Imperial Bank of India for 15 years for thefirst instance.
The rates wexe settled for 10 years apd.has now revised the same in 1945.
The agreement will remain in force until March 31, 1955, and it can be
terminated on that date only 'if eithet of the two parties give natice five years
earlier. The commission payable to Imperial Bank on thé turnover of
Government accounts, with effect from Aprit 1, 1945 is to be calculated at
1/16 of one per cent on the first 150 crores (in place of the reminder; /04
of one per' cent on the next 300 croresand 1/128 of the one per ¢ent'on
remainder’ o the fotal receipts and disbursements dealt with annually oni-
Governmeat accoutts. The revised rates are, no ,doubt, lower, but the
monopolistic agency and special previleges of the Imperial Bank 'remain
still_untouched. It is worthy of attention that the agency charges ‘incurred
bv Reserve Bank were Rs. 38.90 lacs in 1042-43, Rs. 52.84 lacs in 1943-1944
and Rs. 41,79 lacs in 1941-45 which explains the very attractive profit earned
by the Imperial Bank. ' :

This has bren one of the important gravaman of complaint against . the
Reserve Bank. The preferential treatment of the Imperial. Bank has been
unfair to the other scheduled banks. On the one side if they have been relieved
of the competition of the Reserve Bank by setting sufficient curbs on its
commercial activities, on the other, “out of the frying pan they had been
thrown into the fire in so far they are encountering rivalry with the pampered
mammoth in the shape of Imperial Bank, which is as free as themselves to
enter into every market{’”” The Imperial Bank should not have been shown

. favoured treatment. Tenders. should have been invited from all scheduled %
banks for competitive terms and contract for agency should have been given
after due consideration of all circumstances, It is expected that the Reserve
Bank shall rise to an occasion now and give notice of the termination of
agreement in the year 1950.

Reserve Bank and Non-Scheduled Bank. There were no connections
between the two institutions except some general banking regulation/ passed
by the Reserve Bank from time to time. On February 15, 1945, Reserve
Bank decided to allow non-scheduled banks to open accoumts with it subject
to the terms:— _ ’

I\ Non-tcheduled Banks should ‘maintain a minimum balance commen-

surate with the value of busitess transacted and in no case less than
Rs. 10,000 with the discretiod left to the Reserve Bank to prescribe a
'higher minimum under certain conditions; and

. 2. . the account thould not be treated as an ordinary account and cheques
in favour of third parti¢s should not be issued. It may, however, be
used for remittance purposes and inter-bank transactions. ‘

" A circular. letter embodying these conditions ‘was addressed to ‘all non-
scheduled banks in December 1944 and of the 88 applications received till
June, 1945, nine were accepted, 17 were pénding and 17 rejected, It is really
doubted whether the. banks shall derive any benefit from such a accourt. No
further ' remittance faciliti¢s .are . allowed. except those previously prescribed
whereas the rates for the' general public subject to certain. minima! are 1/8 ger
cent for remittance upto Rs.' 500 and 1'/16 per cent of remittances above. that
afnount the corresponding rates for appioved norlx-scheduled» banks and

o it
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fing thiy facility must be (a) companies registered under Indian Companies
Act: (b).Qoing banking business in British India in accordance with the provision
of Indian Companies Act relating to banking eompanies and (c) have a minimum
paid-up capitat and reserves of Rs, .50,000. ‘The scheme has not be come

popular. By June 1948 only 47 applications were received by the Reserve
Bank and only about 20 has been accepted. g y' -

Reserve Bank and Agricultural Credit. India is predominantly a country
of villages and nearly 90 per cen{;of her population lives in 7,00,000 villages
scattered .all over the country. The prosperity and poverty of its people, if need
be known, 'can be sought'in villages, Agriculture is the mainstay of its people.
It was the clear, perception of this elementray truth that measures ‘were pro-
vided to create a special Agricultural Credit Department and thus to improve
the machinery of agricultural finance. There are two main agencies which
deals with ‘agricultural finance viz. indigenous bankers and cooperative banks.
The 'ind.i%enous bankers form the main bulk of Indian Banking and ,they cater
almost all types of needs of the cultivator at times even without security. In
connection with the statutory obligations imposed by the Act, the Reserve
Bank addressed a circular letter on the 7th May, 1937 to all scheduled banks
and the indigenous bankers with a view to eliciting their opinion on the possi-
bilities of linking the indigenous bankers with the Reserve Bank In ‘the light
of thé replies received, the bank formulated its draftc scheme ‘dated the 26th
August, 1937, for the direct linking of the indigenous bankers with the Reserve
Bank on the recommendations of the Central Banking - Enquiry Committee
and the legislation affecting banking companies in the Indian Companies Act.
The following conditions were stipulated for indigenous bankers wishing to be
‘liﬁked directly to the Reserve Bank:—

1. They must confine their business to banking proper as defined by the Indise Companies
Act. Any other business they might be conducting shall be wound ap within a reasona-
ble time.

2. They must maintain proper books of account, and have them audited by registered
acoountants, the Reserve Bauk will have the right to inspect the account and call for
any information necessary to dqtermind the financial statas of the banker, .

3. ‘fhoy, must file with the Reserve Bank periodical statements prescribed for scheduled
banks. They must also in the interest of their depositors, publish the returns prescribed
for banking companiss by the Compaunies Aot and be liable to same penalties for

. npn-complimees.

4. The Reserve Bank will have the right \of regulating the business of the baykers on
banking lines, when necessary. ' .

. Durin§ the period of five years from the date of their registration as privute.bmks in the
begks'of the Reserve Bank, they will be entitled to open{an account at any of the office
of the Reserve Bank and be otherwise subject to the conditions as the scheduled banks

ite &nﬁu bankers are 1/16 per cent 1/32 per cent respectively.* The banks

except that during such compulsory deposits set out in SBection 42 of the Reserve Bank

/1. Act, unless any of their weekly statements disclose that their time and demané -

liabilities are five times or more in excess of thuir capital in the business.

6. If an indigenous banker does not incorporate himself under the Companies Act. his
liabilities in respect of his banking eommitment will be unlimited. He should, therefore,
state the amount of capital he has available for banking business (Banks. witha capital
of lesa than Rs. two lacs need not apply). .

7. When required they 'will have to indicate : oo ,
(s) the name and extent of interest of their busigeds partners if any, and

(b) l{ any of the banker is a member of Hindd Jeint Family, the names and interests
. of the co-sharers, In both the ocases the statement will be mequired from the

\

co-shares that they are prepared to take their full share in the business and its

linbilities. .
*For names of the banks allowed this facility see part IL

- .
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8. This scheme wilLbe a tentative one fir a term of five years, but befors the end of this
period the Reserve Hank will haveproposals for legislaiotn, if it thinks it, further to
co-ordinate or to regulate the posfion of the private banker. ftis hkely that such
legislation would take the form of p separate Bank Act as suggest by the Banking
Epnguiry Committeq, or otherwise tornmdgrdise and co-ovdinate thd status of these
registered private bankers on lines in jonsonance with the scheduled banpks,

9. (a) 1t they satisfy the above condr,ions they will have the privilege of rediscouut
.with the Reserve Bank against eligible papers, the right to seeure advances
against*Gnvernment paper, and| remittance facilities #imilar to those for the

! scheauled banks.

(b) If the Beserve Bank decides to tike action on the lincs here indicated, legislation
will be necessary aod the indogesous bankers will then be called upon to make an
application in the manner whichmay be prescribed. !

(e) The Reserve Bauk wishes to krow whether the miembers of your associaiens are
prepared to be registered as privaie bauks with it on the ‘above terms. We shall
be glad to have their names ind eapital resources as early as possible but not
later than the end of 8eptember,

- The Reserve Bauk received eleven replies from indigenous bankers of
different classes. Generally all private bankers disagrced with the suggestions
regarding the taking of deposits and, giving publicity to accounts. They sug-
gested that in the segregation of businzss, the Reserve Bank should wait till,
after its dealing with these persons, it is convinced that the continuance of a
particular business in each case could result in such serious risks as to demand
its discountinuance. Only speculative business should be prohibited. Further,

so long as the banks do not accept deposit there should be no restriction for
" carrying on other business. Some of the bankers were also strictly against the
publication of accounts as they maintained their all businesses on the basis o
strict privacy. Expressing resentment, Seth Fatehchand Gokalchand says that
“in terms and conditions mentioned by you we may assure you no banker with
self-respect would come to your door to have facilities of discounting bills with
you’’ :

Itis not only that the Reserve Bank did not take into account the tra.
ditions, customs and practices, which the Shroffs had evolved through centuries
of the expeyience of banking but the modification of the scheme in the full as
required by indigenous bankers is impracticable and against the principles of
central banking practice and the Reserve Bank cannot undertake such risks;
At least receiving ofY deposits and publication of balance sheets cannot he
avoided if banking is to be made popular. But the conditions of complete
segregation of banking business are too strict. The Reserve Bank néed not
prescfibe regulation like this because as soon as the bankers find that banking
business is more profitable they will naturally do away with their other kinds of
business. The statutory reserve should not be compulsory for a long time
because in such circumstances it will be more a depletion of their resources
rather than of any practical gain. As the scheme based on these thegratical
presumptions appeared useless, it decided the postponement of any legislation
relating to jt. ' ,

. No other attempt was made by Réserve Bank till 1042, It agreed this time
to modify the original demands.. The bank agreed to relax the conditions of
immediate segregation of banking business frgm non-banking business provided
that it might be done within a certain definite period and also offered to consider
sympathetically minor modifications which the Shroffs Association might suggest
in respect of other conditions of the Bank's original scherfie. But the scheme
was shelved, at present, on the ground that the Shiroffs Association could not

“Statatery Beport-Agrioultare Gredit Dopartmedt page 10. "'
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give in advance the numbeér of Shroffs whq would be prepated to work under the

- scheme. This has been the most insensiblf action on the part of Rese.ve Bank.

It should have on the contrary left the dfors opon and have watched develop-
. ment as a passive spectator. This scheme i{not for making money but for carring
out some national plan of great importanc.

‘ Irrespective of the above, indigenow bankers have been allowed certain
rediscounting facilities. Tae provisiong scheme provided .two kinds of bills
which the Reserve Bank can deal (1) the bonafide trade bill orginating with a
merchant or agriculturist endorsed* by thq indigenous bankers and rediscounted
with a sgheduled bank; (2) promisery notf originating with an indigenous banker
with a possible second signature and dilcounted by a scheduled bank These
bills should be for thg purpose of helping Jocal trade or agriculture. Scheduled
banks might maintain the lists of these shioffs with whom they are prepared to
do business with a record showing the amounts of credit which they have

largely accorded and the type of business which they general do.

In this case the risk and responsibilty thrown on the scheduled banks is
too much. The Reserve Bank though have prescribed the above regulation but
decided not to make such advances (a) uhtil the scheme is developed and the
Réserve Bink had acquired sufficient cxp£icncc as to the amount and character

of that type of credit. (b) Further, scheduled banks would have to classify these
bills from time to time as being made for dealing in a particular commodity and
inform the Reserve Bank of their total advances under such heads. These
particulars are necessary to let the Reserve Bank know that no particular
commodity is over financed or over trading is dore by any individual customer,
(c) such advances as first would be only of a seasonal nature. This scheme bas
rovided no check upon the scheduled banks from charging higher rates from
indigenous bankers when they themselves were getting advantage of fixed rate,
The plan should have also conipelled the scheduled bank to pass these benefits to
indigenous bankers. It is really very unfortunate that although thirteen years have
passed since the Reserve Bank of India came into existence, yet it has not been
suceessful in integrating the money market. The reasons probably have been
that neither there had been any definite and determined -efforts on the
art of the authorities of Reserve Bank nor the Shroffs or indigenous bankers
ave shown any great enthusiasm. to respond to the call, made by the Bank.
Reserve Bank should try to coordinate: them,. even sofhewhat at the cost of
infringing the ‘sacred sphere’ of the theory of central banking. _
, Reserve Bank and Cooperative Banks: The Cooperative Bank and
- Provincial Cooperative Banks are the other important agencies which deal\with
agricultural finance. The policy of the Reserve Bank in granting financial help
- to these institutions has been based on the view that Reserve Bank is no agency
for supplying normal finance. In May 1938, the Reserve Bank issued to all
Provincial Cooperative Banks’ and Central Land Mortgage Banks a circular
definining the procedure to be followed by the Cooperative Banks while
obtaining financial accommodation from the Reserve Bank. TRe scheme
?rovidcd for facilities of loans and advance against Government securities.
or period not exceeding 90 days; loans and advances against approved
. debentures of recognised.Land Mortgage Banks; discbunt of Treasury Bills and -
loans “and advances for periodsspot exceeding 90 days; against promisory
notes of approved cooperative marketing or were house societies. All these
types of advance are to be . granted to Provincial Cooperative Banks who ‘may
gz,ss them to cooperative banks, Besides.above, the Bank will also on occasions
‘prepared to make advancés to provincial cooperative banks for a' maxi.
~ mum period of not exceeding 90 days; against promisory notes of ceritral -
cooperative banks and endorsed by the ‘%"rovincia‘l ‘Cooperative Banks and
‘ * N
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drawn for financing seasonal agri ultura) operations or the marketing of
crops., In order to popularise ¢ scime, . the rebate in the rate of
interest “was increased. from 1 percent to [} percent, The Reserve "Bapk is
anxious to make the scheme popu ar. :

In deciding the question of admgion to the list, the Reserve Bank
will not be guided merely by the qualications of the Bapk according to
the audit but, will consider .whether its hiness carried generally on sound
banking lines. The Provincial CooperativePanks admitted as apprbvcd banks
will have to agree for y— . - o ' .

(i) Maintepance of a cash balance with the BX, the amount of which shouid not at :l:.

close of business on any day, bé less thag'y, per cent of the demand liabilities and
s« 1 perocentof the time, habilifies of such nks in India as.shown in their returps; .

(ii) Prepatation and submission of balance heetd and annunl report on the lines laid
down by the Heserve Bank; [ ' .

(iii) 8ubmission to the Resesve Bank of thé udit Note; o ¥

(iv) Bubmission of periodical statements presbed by the Reserve Bank; and

(v) Agreement to allow the inspeotion of theink by the officers of the Reserve Bank,

The Reserve Bank was’also allohg special remittance facilities to

the cooperative 'banks but they were sdenly withdrawn in September
1940 inspite of the fact that Central ‘Bking Enquiry Committee made
definite recommendation in this respect. T attitude has been unjust in this
- respect.  Whenran agitation was made by 1e Cooperative Banks the Reserve
Bank asked to send representation rough  Provincial Government
and the result has been achieved. At It the Reserve Bank should not

have refused this kind of help_ to them, wn it had once started doing so.

. - Reserve Bank and Land Mortgageanks.—TFhe main business of the
land mortgage banks is to satisfy the 1o term needs of the Indian agri-
culture. The Reserve Bank has expressets inability to come to the help
of these banks. The main reason has be¢that when it is not the function
of the scheduled banks to satisfy the lo term needs, it isstill less the
function of a central bank to do so. T Reserve Bank Bulletin remarks
“The Reserve Bank can help the landortgage banks by buying their
debentures or making loans against therprovided they are guranteed by
Government both in respect of principaind igtercst provided that they
are  readily marketable}. It is a ‘matteof great regret that the question
of establishing: the much desired direct gl,_: has not™ been taken in the
proper direction by the Reservé Bank aurities. The terms of this section
have probably been interpreted too literaby the Reserve Bank. It should
explore the ways and means of improvi it and: put concrete suggestions
therewith, , . | : X
: . Reserve Bank put to Crucial TesThe real time for the Bank to
justify its existence came in. 1938 when tl’n_ivancore National and Quilon
Bank suspended payments. On the datef its suspending payment, the
liabilities of -the bank amounted to /Rs.’! lakhs while the assets weré Rs,
261 lakhs. It was estimated ‘that Rs. 7hkhs must be deducted for the
* ‘present, value -not known’ and -out of se surely about Rs. 35 lakhs
must have been realized. This left a'shige of about 10 percent to pay
off the liabilities. Difficulties. appear o b begun even »bc?of-e the suspen-
sion of. the business. by .the bank but-!Reserve Bank insisted on an
investigation. prior to any-aid ¢+ True,: thevestigation ‘was intended- only
to-cover bigger: items in tth&:bal&n@ "bit ' was' not- very desirable be:z
cause the mews of such an investigation tld not he surpressed and the \

mnw,on*md Wotﬁlpg of the Mﬁoﬁgﬁ}ﬂ’”‘w‘i W e
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are not accustomed to- hold foreign securities to any appreciable extent. The
powers of the Reserve Bank to diminish or enlarge its resources are little
and require increase, The capacity and organisation of the market of
their operations is limited due to the fact that the total membership, active
and inactive, of the stock exchinges is small in comparison to London
and New York. The aggregate value of the transactions are also of small
amount. So any load or unload of a large amount of securities may bring
about serious consequences for the whole financial and investment mecha-
nism. The remedy lies in increasing the capacity of the market which
can be done by either increasing the capacity of our own market or by
linking it with some other market. .The powers of credit control during
the period were generally directed and controlled by the Government. Food
grain control, control of capital issues, demonitization of high denomination
notes are a lew example. The Reserve Bank should take into,orbint more
powers of credit control to ensure its policies.

Reserve Bank and Foreign Exchange. The Reserve Bank being the central
bank has been entrusted with the duty of maintaining the internal and external
value of the monetary unit, Itis under obligation to sell and purchase the
foreign securities and exchange at the rates prescribed by the Government
from time to time. Since the advent of War the Government of India
introduced a policy of the control of foreign exchanges. The Reserve Bank
established an Exchange Control Department for this work. The aim was not
only to restrict remittances to the minimum but also to ensure that the foreign
exchange proceeds of exports and of holdings of gold and securities of nationals
were also made available to the country for the purchase of essential require-
ments from abroadt. Under this control the sale and purchase of foreign is to
be done through authorised dealers which include the exchange banks and
certain other scheduled and non seheduled banks who had in the past dealt
in foreign exchange, No restrictions are placed on the remittance to and from
to the sterling areas included all Empires countries except Canada. Newfound-
land, Hongkong and also the mandated territories. Egypt and Iraq.
Belgian Cango, Iceland. Fanoe Island and Free French territories were
added later. Since the cessation of hostilities the area covers a larger number
of countries. But no remittances can be made to any country outside the
sterling area unless the remitter applies for foreign exchange and is for one
of the following purposes: (1) payment of imports; (2) petty fprivatc
remittances ; (3) travelling expenses; (4) other trade purposes such as freights
profits etc. and (5) capital remittances,

The control of exchange has been taken in three directions (1) control of
exports (2) control of imports and (3) control of entrepot trade. Control of
export impliesa control on thing exported outside. The first step in this
direction was control of the gold export of the country. Export of securities
was also not allowed without the previous permission of the Reserve Bank
except under certain circumstances. A limit was also fixed on cash and
jewellery which could be taken by a traveller: In order:'to minimise the
demand for foreign exchange for the purpose of payments of imports, steps
were taken to restrict drastically the importation of a considerable range of
commodities. Import control was first introduced in May 1940. It was at
that time confined to luxuries and ron-essential articles which could be easily
dispensed with by the public. But as this degree of *contrél did not prove

Funoﬁép and Working of Reserye Bapk of India page 88,
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effective, additional articles were subiected to restrictions in May 1941. With
the cessation of hosilities the conditions are now being relaxed day by day,
After the entry of Italy in war there arose a great amount of entrepot trade
and Bombay was increasingly used as a centre of financing Japanese trade
with the Middile East and East Africa. So steps were taken to ensure that
India was not called upon to provide exchange for which she received no
corresponding return. But the question of this entrepot trade had no meaning
with the declaration of war with Japan. Membership to sterling area
has been a cause for India’s uncomfortable position during the war, And it
is the same membership, inspite of renunciation of the sterling link de jure,
which makes India’s position as a creditor country vulnerable. The Empire
Dollar Pool too was forced on us mainly to finance the H.M, Dollar expenses
though the said official purpose was to finance Empire Defence.

The last two years, however, show a change of policy, the intention
being India’s benefit. The main changes during the year 1946-1947 in
the United Kingdom regulations affecting India’s trade were the provision
of facilities, firstly, for tbe finance of business in sterling with merchant
residents in a country other than that for which goods were intended or
from which thev originated; and, secondly, for the finance of trade between
two non-sterling areas countries through sterling area intermediaries. The
signing of the Anglo—U.S. loan Agreement in July 1946 and the establish-
ment of International Monetary Fund were among the years development
having a significant bearing on the working of the exchange control system
in India. The Foreign Exchange Regulation Act which come into force
on 25th March 1947, conferred wide powers on the Central Government and
the Reserve Bank in respect of foreign exchange and secuirities, import and
export of bullion and currency notes. Sterling also ceased to be the sole
determinant of external value of rupee on India’s becoming the member of
International Monetary Fund.

There were no changes in the basic principles of exchange control
during the year 1947-48 although its scope was greatly extended. Orders
were also issued by by the Government of India permitting the resumption
of Commercial and financial transactions with the ex-enemy countries with
which trade relations has not been so far permitted viz.,, Rumania, Germany,
Bulgaria and Japan. Section 8 (1) of the.foreign Exchange Regulation Act
was amended in Dec. 1947. as ammended on 21 January 1948 by the addition of
on explanation, which makes the imgort of gold or silver into any part in the
provinces of India without the permission of the Reserve Bank of India
illegal except when itin transit to a place outside India, Pakistan and the
Indian States, and is not removed form the carrying ship or aircraft but for
transhipment.

The restrictions on the whole had been beneficial to India, Speculation
and unnecessary gold export has been stopped. The main point of criticism
was gold and silver policy followed by the Bank. Silver was not brought
under control. The price of silver rose higher and higher and old rupee
melting point was left much behind. The reduction of the contents of the
silver rupee was a very wise step. Another defect has been that no use has
been made of the rise in the value of gold by the Reserve Bank for
the purpose of exchange control. The Reserve Bank is still maintaining its
gold reserve at the pre-war level when almost all the countries of the world
and even England are valuing their gold at market price. The valuing of
the market rate would have %:elped a convepient liquidation of the large
sterling securities,
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The thirteen Year of the Bank The Reserve Bank has been in existence
for more than 13 years and the retiring Governor. of the Bank Sir Chintaman D.
Deshmukh had taken stock of the working of the institution at the time 14th,
ordinary General Meeting and remarked :—

‘A period of about thirteen years is not a long one in the life of an
institution like the Central Bank of a country of the magnitude of India. And
during this period the Bank has had to function within the limitation which
detracted from full fiscal and financial freedom, especially under the impact
of a cataclysmic war. After an initial period of four years which coincided
with an era of easy money conditions the Bank was preoccupied with the
manifold problems of war finance such as the flotation of numerous loans, the
repatriation of sterling debt, the planning and administration of exchange
control, etc., all of which engaged so much of the Bank’s attention that little
scope was left for perfecting the machinery for the discharge of the more
normal functions of a Central Bank, During this period, apart from whatever
has been achieved within the knowledge of the public the Bank has also dis-
charged its duties as banker to the Central and Provincial Governments and
adviser to them on various matters concerning Finance and Banking,.

“As the bankers’ Bank charged with the duty of controlling the
commercial banks, it can lay claim to a good deal of usefull spade-
work; and proposals produced by it in the from of a Banking Bill as
early as in 1939 and still awaiting legislative acceptance would, if enacted
earlier,have given the Bank greater scope for a more constructive execution of
its responsibilities in relation to the banking system. The Bank has been
tendering advice to Government on the administration of capital issues control
in respect of banking and insurance companies. It has taken a significant
part in organising the Industrial Finance Corporation as an agency for
providing long-term finance to industry and has, as the law provides, been
responsible for the nomination of the Managing Director of the Corpotation.
The Bank has also tendered advice.to Govenment in formulating plans for
the establishment of a Central Agricultural Finance Corporation. The
Agricultural Credit Department of the Bank has a rich store of expert
knowledge of matters pertaining to co-operation and has been giving what
assistance it could in this field, although the Provincial Governments have not
always availed themselves of this facility. The Bank has not succeeded in
forging a close link between the indigenous and organized sectors of banking,
but then the problem is not simple and, for an institution whose primary task
is to build up sound .and clean monetary traditions, progress in this field is
likelv to bc necessarily slow., It lies within the power of the indigenous
bankers themselves to hasten the pace by segregating their lending business
and allowing facilities for its inspection by the Reserve Bank, The Bank,
however, has extended remittance dacilities to approved non-scheduled banks
and indigenous bankers, the former also beinig given the facility of maintaining
accounts with the Reserve Bank on certain conditions, The development of
the bill market which was expected of the Reserve Bank is also a matter which
presents difficulties which cannot be overcome by action on the part of the
Bank alone, involving such questions as the establishment of licensed ware-
houses, in which action is being taken only now and haltingly, by Provincial
Governments, Besides, with the widespread tendency for the commercial bill
to decline in importance following the growth of branch banking, its functions
as well as well as its worth whileness are rendered less significant. Despite all
this, the Reserve Bank can claim to have cleminated to a large extent the
scasonal stringency and the variation in money rates that charaterised the
India money markst prior to ity establishment.
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¢‘Among other developments on the constructive side, mention might
also be made of the work that the Bank has initiated in the field of research
and statistics by the opening of a fair-sized department statfed by economists
and statisticians whose work, although still in a formative stage, is already
proving useful to the Bank, the Government and the country. As the Report
records, the work of organizing a separate Balance of Payments Division asa
part of the Research De:partment is now.in hand. Complementary to this
would be an organization for the compilation and interpretation of statistics
of national income, which we look to Government to establish. Statistics of
national income have come to be recognised as the most important indicators
of economic activity in the countary and the components of national income
are looked upon as uscful determinants of economic policy. Both in the
U.S.A. and in the United Kingdom, the preparation of national income
statistics is regarded as a Goverament responsibility, although therz are private
research organigation which have mide outstanding contributions to the
development of the subject. Two 6f the Bank’s Officers have taken charge
of the posts of Executive and Alternate Directors on the International Monetary
‘Fund and have not only becen contributing sigaificantly to the work of this
institution but have been instrumental in enabling us to gain a greater apprecia-
tion of the facts and problems of international finance.

“In the field of monetary stabil‘ity and in operating the currency and
credit systems of the country the Bank’s policies have not always been judged
by its critics against the background of the provisions in the Act circumscribing
the Banks discretion in the maintenance of a rate of exchange, It is not
true that the Bank has acquiesced quietly in this and allied matters, although
on this point it was not possible in the nature of things to take the public
concurrently into confidence. Early in 1943 the Bank took formal action in
the matter of the aocumulation of sterling balances by passing a resolution
that these assets should be used to the best advantage of the country by
drawing up in advance a considered programme of development and
reconsruction and capital estimates therefor during the post-war period,
and that the Government concert safeguards for ensuring that these assets or
their equivalent in foreign currency 'will be available to India on a basis
which will not involve a loss to India in the value of the accumulated sterling.
Again, towards the end of 1944 the Board tendered advice to the Government
that it should make renewed efforts to stop exports of essential manufactured
articles and raw materials and to request H. M. G. to find as far as possible
rupec finance for their expenditure by the sale of bullion in India and by
facilitating_ the supply of capital goods to India at fair prices. This was
followed by a further resolution passed by the Central Board in February 1946
requesting the Government that all disbursements in future made by H.M.G.
in rupees must be paid for either in freg foreign currencies or in capital
goods or in such consumer goods as are acceptaple to India or in bullion.

“Jt is true that'the Government of the day did not always find themselves
in a position to respond with effective -action; but, although belatedly, they
did take measures in concert with the Reserve Bank in the fiscal and monetary
fields to curb inflation, measures which in the context of present-day indices
could not be adjudged as entirely futile,” :

Suggestions for improvemt: Whatever the merits and demerits of the
Reserve Bank of India at present may have: been, we should try to make the
best of a bad job. The defects of its administration are not incurable and if
with the progress of the time, proper precautions are taken and suitable
amendments are brought about in its working, it can be made as efficient
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an institution as any other anywhere clse in the world. It needs many a
reforms in its working as well as change in its outlook. ‘

Firstly, powers of the Reserve Bank in matter of issue should be increased.
The rupee coin and rupee note should become the exclusive monopoly of the
Reserve Bank. Secondly, the Reserve Bank should try to make all the more
liberal interpretation of Section 17. It'should admit greater varieties of papers
making proper appreciations of Indian conditions, It should stand ready to
discount any commercial agricultural or industrial paper and to make advances
to any scheduled or non-scheduled bank on its promisory notes secured by
any sound asset of such bank. The Reserve Bank has been now vested with
powers of examinations of the banks and it should always be in a postion to
know that the banks are carrying a proper proportion of ‘its liabilities in
cash, balances with the Reserve Bank or other approved depositories and in
securities approved by the Reserve Bank, A monthly return summarising
principal assets and liabilities from all banks may be made obligatory.
Above all a.eloser consultation between Reserve Bank and scheduled bank is
necessary, Itshould arrange for the closer personal contacts with the Chairman
and chief executives of Banks for exchange ofideas and discussion. This may
take the from of periodical conferences and Individual contacts. It shall
work like Federal Advisory Council in the Federal Reserve System. It shall
also be necessary that definite rules be made for inclusion of banks to the
second schedule and the operation in Indian provinces should be no bar,
It should mend its ways in such a way that the banks should not treat it only
as a mentor but also a friend. .

Thirdly, the Reserve Bank should be vested with incieased power of
crcedit control, The main power which should be vested in the Reserve Bank
should be of the varying reserve ratios. It shall equip the Bank with a
lefinite power of controlling the credit capacity of the member banks.
And when it takes the indigenous bankers too, in its orbit a different
reserve for banks in different money markets should also be provided like
United States of America. It shall help the Bank to control the money
rates in a better way, The control should be further increased through
credit rationing, direct action and statutory regulation by qualitative and
quantitative control.,

Fourthly, it should takc steps to establish relationship with the agri-
cultural credit agencies and should try to create a bill market as early
as possible, The Agricultural Credit Department should be furnished with
certain amount of money out of the profits of the bank which should be
definitely for the help of agricultural flnance. If the Reserve Bank thinks
it difficult to make experiment in a wide area it should confine itsel
within a short area selected for experiment sake and in the begining, itf
may be for a year. The bank: should also relax so many conditions which
it has imposed for linking of the various kinds of institutions. It should
learn to take risks in businesslike manner and even if there is some loss
it should bearit,

It is, however, expacted that it necessary precautions are taken as
sug%estcd above 1t .shall rank among the first rate central banks of the
world in course of time, . -
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IMPERIAL BANK OF INDIA

The Imperial Bank of India occupies a very important and distinct
Ylacc in the structure of Indian Banking, Though a scheduled bank, yet, un-
ike others, it was created by a special Act not as a commercial bank
but as a central bank, It was not an outcome of the agitation of Indian
public opinion but circumstances other than this. Main of them were the
broader outlook created by the war of 1914-1918, the inconmsistent bank-
ing facilities and the extreme necessity for a central bank, It was estab-
lished in 1921 under the Imperial Bank of India Act 1920. It has got
an authorised capital of Rs. 11,14 crores of which half is paid up and
other half is a reserve liabilities for shareholders.

The general superintendence of the affairs and business of the bank and
the general control of the local boards have been entrusted to a Central Board of
Directors. The actual work of the Bank is conducted by a Managing Director,
and a Deputy Managing Director who are appointed by the Central Board
for 5 years and the term may be extended if the Central Government thinks
fit, The Central Board of the Bank consists of the following Directors :
1. The President -and Vice President of the Local Boards; 2. One person
elected from among themselves by the members of each Local Boards; 3.
The Managing Director; 4, Such a number of person not exceeding 2 as
may be nominated by the Governor-General-in-Council (to hold office
for one year if not extended). 5. Dupty Managing Director. 6. The secre-
taries of Local Boards. 7. A Government officer nominated by Governor
General in Council. The Directors mentioned in 6 and 7 are not however
allowed to vote on any question at any meeting and 5th is only allowed
to vote in the absence of Managing Director¥.

Imperial Bank of India 1921-1934.

The Imperial Bank of India can be better discussed under two heads
viz. as before the establishment of Reserve Bank of India and after that
The former one was a period when it was more or less working as the
central bank of the country and the latter is that of a commenxcial bank.

During the above period Imperial Bank was in almost all essentials a
central bank of the country. It was to act as a banker for and to pay,
receive, collect and remit money, bullion and securities on behalf of the
Government and undertake and transact any business that the Government
might from time o time entrust to it. The bank was also entrusted with
the public debt work of the Government and asked to opena branch in
London. The work allowed to London branch was severely restricted. It
was not a issue authority but a distributor of currency. Moreover, it acted
as a banker’s bank, There was however no provision in the Act which
compelled the Imperial Bank to act as banker’s bank but it still worked
in this direction. Most of the big banks in the country not only placed
their funds with it but also borrowed from jt on Government securities
at the actual hour of stress, The deposits with the Imperial Bank were
not statutory but customary like that with the Bank of Enugland where
the banks found it convenient to keep their accounts with it. Rediscounting
of the bills was also undertaken in busy sedason for indigenous bankers.
Help to many banks namely, The Tata Industrial Bank, Bengal National

* The Central Board before the reforms of 1985 consisted of different personnels some elected
some nominated. Direetors were known by the name of Governors. .
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~ Bank and Alliance Bank of Simla also given at the time of necessity by
the Imperial Bank. It has also the privilege of maintaining ‘‘clearing
houses”. Tmiperial Bank of India rate, though quoted in firancial journals
side by side with the rates of other central banks but it bad a different
significance, The rate quoted by it never related to the rate of discount.
ing first class bills but the rate at which it was prepared to grant demand
loans against Government Securities, Other function which the Bank was
allowed by the Act of 1920 and are without any modification by the Act of
1934 are as follows:—

I

by

© PN ;s

1.
12,

13,

14.
15,

Advancing money and opening cash credit on the security of—

(a) Securities in which a trustee is authorised by law to invest trust
monCY. :

(b) Securities issued by State.aided railways notified by the Governor-
General-in- council.

(c) Securities issued under any Act by a Legislature in British India
by, or on behalf ofa District Board.

(d) Goods, or documents of title thereto, deposited with or assigned
to the Bank

(¢) Accepted bills of exchange and promissory notes endorsed by the
payees. .

(f) Fully paid-up debenture or shares of companies with limited laibility
or immovable property or documents of title relating thereto as
collateral security, where the original security is one of those specified
in (a), (b, (c), and (d) above, and in authorised by the CentrafBoard,
where the original security is of the kind specified in (e).

Advancing money to Court of Wards upon the security of estates in
their charge, with the previous sanction of the Provincial Government
concerned. , .

Drawing, accepting, discounting, buying and selling bills of exchange
and other negotiable securities payable in India and Ceylon and subject
to the discretion of the Governor-General-in: Council, the discounting
buying and selling bills of exchange, payable outside India for, from,
and to such banks as Governor-General-in-Council may approve of,
Investing the funds in securities mentioned in (1) (a), (b) and (c).
Making, issuing and circulating bank lost bills and ‘letters of credit
payable in India and Ceylon. :

Buying and selling gold and silver coined or uncoined-

Receiving deposits and keeping cash accounts.

Receiving securities, plate, jewels, title deeds or other valuable goods
for safe custody. .

Selling such properties, movable or immovable as may come into the
bank's possession in satisfaction of claims.

Transacting pecuniary agency business on commission,

Acting as administrator for winding up estates.

s

Drawing bills of exchange and granting letters of credit payable out cf
India for the use of principals in .bonafide personal needs,

Buying, for the purpose of meeting such bills of credit, or bills of
exchange, payable out of India, at any usance not exceeding six months.
Borrowing money in India'for the bank business.

Botrowing money in England for the bank business upon the security

of assets of .the hank, byt not otherwise,

’
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Business Restrictions :—Restrictions were also imposed as to the working
of the bank in certaindirections. It was not authorised to do the many
businesses such as;— '

(1) making of any loan for a longer period than six months or nine months
as in (3) and (4) on the security of its own stocks or shares or on
mortgage or otherwise of any immovable property or the documents
of title relating thereto except as specified in (3);

(2) discounting of bills for and advancing to any exceeding in the whole
at any one time the prescribed sum save upon a security mentioned
in (a) to (d) of (1);

(3) discounting or buying, or advancing and lending, or opening cash credits
on the security of any negotiable instrument of any individual or part-
nership firm payable in the town or at the place where it is presented
for discount which does not carry on it the several responsibilities of
at least two persons or firms unconnected with each other in general
partnership;

(4) disconnting or buying, or advancing and lending, or opening cash credit
on the security of negotiable securities which is not eligible for the
investment of trust funds or which falls due if drawn for the purpose
of financing seasonal agricultural operations after more than nine
months and if drawn for other purposes after more than six months
from the date of the proposed transaction;

() from dealing in foreign exchanges, except for the tonafide requirements
of its constituents for their personal requirements ; and

(6) from opening accounts at the London Branch for persons who, within
the previous three years, were not the customers of the bank in India
or of one of the Presidency Banks. '

The Bank has now been freed from some of the above restrictions
by the Act of 1934 and can now.

1, establish branches or agencies at such places in India or elsewhere as
it deems advantageous. '

2. buy and sell foreign bills of exchange or usance not exceeding 9 inonths
if they relate to the financing of seasonal agricultural operations. and
6 months in other cases.

3. open cash credits, to receive deposits and to borrow money from outside
India.

4. make advances against goods hypothecated to it instead of being
restricted to advances only against goods which are in its possession
or the documents of title to which are deposited with it ; and

5, make advances to open cash credits on the security of the shares of
the Reserve Bank, or of debentures issued under any authority of a
municipal board or committee, or with the section of the Governor-
General-in Council or of debentures issued under the authority of the
ruler of an Indian State, or subject to the directions of its Central
Board, or of debentures or fully paid shares of companies, with limited
liability, registered in India or elsewhere.

The restrictions have not been totally lifted agent, It is due.to the fact that

Bank still occupies a special position as the sole of the Reserve Bank,

Size and Power . ' . '
For the privileges and position given to the bank by the Act of 1920
certain other obligations were imposed on the Bank. It was to open at
least 100 offices within a course of 5 years. The Bank had inherited
sufficient resources from the Presidency Banks and these resources gained
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further momentum with the opening of over 100 offices within less than 5
years.* Increasing resources infused greater confidence add was followed with
a tremendous increase in business and resources of the Bank, The other
reason for this increased confidence has been its its connections with the
Government of the country. The Bank further maintained a very high
liquidity of its assets. Almost all stipulations regarding the duration and
security of loans and advances found in other central banks were common
with it, The practice of the Bank was even more conservative than the
law while the law allowed bills of a maximum maturity of 90 days the
actual maturity of bills discounted was on the average 60 days only. The
following figures show the cash, investment and bills as percentage to totat
deposits of the bank during last many years,

On June 1921 1923 1925 1927 1929 1931 1933 1934

Cash 187 181 209 130 176 147 230 234
Investments 170 146 203 222 415 404 583 513 .
Bills 136 138 58 185 7.8 6.1 24 gl
Total 493 465 470 537 669 612 837 878

The figures of gross profit were also the highest. The greatest item of
expenditure was the salary which ranged somewhere 40 to 50 percent.
These figures only matched with that of Allahabad Bank. Both had the
European management which was is very expensive. but inspite of, its
net profit as to the total liabilities never fell below 1.1 percent.

The main complaint against the Imperial Bank was that it offered
undue competition to the other joint stock banks operating in the country,
Allahabad Bank made a hue and cry before the Hilton Young Commission in
this respect. This complaint alsp came from other quarters. But these are
notbing but exaggeration. The plea of Government balances was totally
unfounded. Government deposits never exceeded more than 129, of the total
deposits. The rates of interest charged by the Bank as well as those it paid
were comparatively low. Its branches were generally opened at places where
there was no other bank, The gross coming of the bank also showed a
market difference. Taking Central Bank of India as a medium, figures of gross
profit of Allahabad Bank, Punjab National Bank and Indian Baunk always
exceeded by about 2 are 3 percent. The earning rate of the Indian Bank was
in excess of even 3 per cent. ' ““A bank which is moving towards the leadership
of a banking system,” says Dr. Muranjan, must actually and justify confi-
dence in itself”. Another reason for such a wrong understanding was
deepened by the illiteracy and ingorance of the people which caused panic
and rumour in no time, : ,

Imperial Bank after 1934. It was not found suitable to develop the
Imperial Bank into the central bank of the country. The Reserve Bank Act
put an end to the leadership of the Bank on various lines. The Bank ceased
to be the banker to Government of India and latter practically withdrew its
share from the management of the bank. The restrictions on the bank were

*Resources inherited from . . * (In crores of Rs). '
Presidency Bank ' . In 1929

~ Paid-up-Capital 33/, . 5.6
Reserve fund o 8%, o 5.1

Deposits Lo 76 | ‘79
~ Govt, Balances - . . 6%y A 2

N



- INDIAN .BANKING ANALYSED

removed in various directions. But the previous position was again created by
an agreementbetween the Imperial Bank and the Reserve Bank in ‘which the

former is to act as an agent to the latter. This gave the use of the Government
funds free of charge. .

The change in its consitutional position has not effected it in anyway, The
people still repose the same confidence in it. Its resources are increasing day
by day and are the peak figures in India. Its deposits on 31st Dec. 1947 were
Rs, 2,86,58,93,000 while that of the ‘“Big six’s were about Rs. 3,48.02, 46,000 the
average deposit per branch is about Rs, 65 lacs as compared to Rs. 42 lacs of the
Central Bank drd 30 lacs of the Punjab National Bank, ' The average re:
sources of capital and reserve per branch are also the highest, "

The establishment of the Impsrial Bank of India is 2 land mark in India’s
financial history. The Bank has been of immense benefit to the country in
~various respects, It opened a large numbher of offices in the length and breadth
of the country, inspired confidence in the public, issued emergency currency,
trained the personnel for banking line and rendered many other extra services.
In brief, it gave an alround lead to the development of India Banking. But
the detects too, have been there, With its vast resources, it is regarded ss a
formidable rival by the Indian joint stock banks. It is managed by non-
Indians. It has failed to employ Indian on responsible posts. The expenditure
of the bank is heavy. Not only the non-Indian staff is expensive but also
maintenance of three head offices is superfluonus. The staff has also been
following a policy of racial disciimination in the business of the bank. They
prefer to grant lcans to non-Indian concerns. By creating one central orgainsa-
tion it shall be able be able to reduce its top heavy expenditure and give due
promation to the clerical and menial staff.

The Finance Minister* also remarked “I must say that I am not
satisfied myself with the organisation and the working of the Imperial Bank
under the present set up” “What I would like to do in the light of
criticisms to which I have listened is to see whether without nationlizing
the Imperial Bank of India, itis not possible for us to secure the object
which the members have in mind by undertaking a suitable revision of the
Imperial Bank of India Act” There was a move in the previous session of
Indian Parliament to nationalize the Imperial Bank of India but, the same
could not find favour with any circles particularly banks and business man.

The jdea of nationalization be presumed to be dropped with the above
assurance of the Finance Minister.

The future, policy. The future policy of the bank should be in compliance
with the needs of the country. Non-Indian management should be replaced by
Indian management. Three Local Head Offices should be ceatralized into one
office. The present policy of the non-care of Indian customers should be at once
stopped and due attention be paid to the commercial bussiness than the.
Government business. Recruitment of non-Indian staff should be only with the
permission of the Ministry of Finance of the Government of India and that to
only in rare circumstances.. Bank should make all possible endeavours to
make advances against the security of commercial bills by pursuing a
liberal policy of rediscounting bills .of the indigenous bankers within
safe limits. It should take up the development of Indian industries as
well as of foregin trade. It should work as a correspondent to Indian
banks for their business in London. In other words, the .institution
should be semi-nationalised and shed its character, .as a competitive rival
to the nationals by giving due assistance. Efforts: should always be made
to design the institution in the country’s best national advantage.

] ~*Debate on Banking Bill in Indian Parliament on 13th Feb, 1949,
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SCHEDULED BANKS o

Scheduled Banks are those included in the second schedule of the Reserve
Bank of India and have been so gazetted by the Central’ Government of the
countryf. These scheduled banks at present numbering 100 have the same
entity and position as member banks in other countries. They form the bulk
of our Indian Banking and possess about three-fourth of the country’s total
resources, They are considered a sign of strength following certain minimum
banking standards. A look, into their working, however, reveals very strange
and facinating variations.” The structure of their assets and 'liabilities not
only differ from province to province but also from bank to bank in the
same province. .

The growth of thc scheduled banks can be really traced from the inaugu-
ration of the Reserve Bank of India in 1935, the time of their being recognised
as such, though some of them are asold as born in 1881. The position of
these banks present extreme contrast. The working capital of the Punjab
National Bank third in ‘Big Six’ was not even half of the Central Bank of
India. In the same way other figures also show a long range of difference
in the distribution of various assets and liabilities. The following are the

figures.

(As on 31-12-1947) (In thousands of Rs.)

i Highest Lowest Difference
(a) Authofised Capital ~ 8,00,00 3,00 7,97,00
(b) Paid-up-Capital 3,14,21 3,00 3,11,21
(c) Reserves o 2,55,42 - 2,55,42
(d) % of (b+c) to (m) 74.1 2.7 714
(¢) Deposits 123,15,37 ' 13 123,15,24
(f) 9, of (f) to (m) 24,6 1.3 933
(g) Cashs , 25,76,86 10 25,76,76
(h) % of (g) to (e) 76.9 20 74.9
(i) Investments © 60,99,39 35 60,99,07
() % of (i) to (¢) 269.2 13.7 245.5
(k) Loans and Advances  50,27,02 . 6,58 50,20,44
(1) % to(k)to(e) 5061.5 23,6 5037.9
(m) Working Capital 144,93,95 9,54 1,44,84,47
(n) No. of offices B 206 ‘ 1 295

A

None of the figures or percentages - relate to one bank,
Such a diﬁ‘crence:ih the pqﬁtlpn“of these'scheduled banks is an outcome

tFor detailed- elassifications and obligations as well as their privilegesises pages, 47 ts 50. Imperial
Bank aiid foreign exchange banks have been exeluded. for the purpose. of-study in this: chapter.and

bave been discuesed separately.

\
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of various factors like management, the operation of their area, their own
resources and their personnel, Bank with good management lead over others.
Indian public is more keen to the name of mangement than sometimes even
to the soundness of the institution. Here we shall discuss all these factors.

Operation of the Scheduled Banks: The maiin business of these bank is
to attract deposits, current fixed and savings, financing of short-term internal
trade and industry. They open' cash credits, overdraft and loan accounts
against reasonable securities. They also finance the sale of agricultural produce
such financing is only restricted to larger landholders and planters who can
offer tangible and marketable securities for such advances. The interest paid
on deposits and charged on loans and advances differ from bank to bank and
from centre to centre. Their rates have got no relationship with the bank rate
of the country, In the bigger towns where the people are somewhat educa-
ted, stock exchange securities are common as a form of advance, while in the
interior the advances are against the agricultural produce. Advances against
property and personal security are rare. Some of them have got specialized
departments and also take up the business of executors and trustees and
foreign exchange.

Management : The management of all these institutions is generally
vested in the hands of industrialists or persons of repute, Persons of ordinary
class have also got little hold but only in the cases of directorates of smaller
scheduled banks, The existence of managing agency system was also preva-
lent. This system has, however, been recently abandoned due to the banking
legislation in the country, The policy of the banks though is generally governed
by the big industrialists butit is still strange that there is alack of indus-
trial finance in the country. It is also not a fact that the banks do not
at all advance the industries, they do, but the operation is confined only
to the industries owned and possessed by the directors of the bank. Such
a policy does not look advisable and prohibition must be made in this
respect, The Government has no hand in the management except in Indian
States where the Government of that particular State has authority to

" appoint either one-third or one-fourth of the total directors. Recently efforts
have also been made to give representation to the depositors in the manag-
ment. The only bank which gives such a repgesentation is the New Citizen
Bank of India, Bombay. It is all very wise step. Representation to gne of the
members of the staff shall be the more welcomed. The inter-locking of
directors is also not unknown, One single.individual, some times represents
in as many as three to four banks. Such a policy should not be encouraged.

Establishment. The oldest establishment among thc scheduled bank is
the Allahabad Bank which was established in 1865 with European manag-
ement. The first bank with Indian management is the Oudh Commercial
Bank in 1881, followed by the Ajodhya Bank in 1884, Punjab National
Bank in 1894, and Nedungadi Bank in 1899. There were only five estab-
lishments during the ninéteenth century, 12 between 1901 and 1914. . The
main of the later period are the Bank of India., the Central Bank of
India, the Indian Bank and the Bank of Baroda. It is noticeable that
the ‘big five’ of today were established before the first great war and have
stabilized themselves through' the terrible banking crises of 1913 and 1929
About 31 were established during the period between the first and the
second great wars, One thing which is very strangeis that no bank was
established during the period of first war when abont 20 scheduled banks
have been floated in the second war, Fhe reason is partly a very high
doze of inflation and partly the increaing banking habit of the people.
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The establishment of the bank is no guarantee of the soundness of the
bank. A ntimber of old established banks show a poor working while
new ones are very rising and promising,

Capital & Reserve: Capital and reserve form the main backbone of any
joint stock organisation and all the more in the case of a banking company because
its resources are generally represented by deposits, money belonging to those
unconnected with the management of .the company. Capital and reserve of a
scheduled bank cannot be less than Rs, 5 lakhs as prescribed in the Reserve
Bank Act, but this limit seems too small in view of the resources as well as
branch expansion of the banks. The banks themselves have been mindful of
this resonsibility and most of the banks have increased their capital during
the last three years. Leaving a big few the paid-up gapital at the start of
almost all banks was a few thousand rupees. The starting paid-up capital of
the Punjab National Bank was Rs. 20,090. But they all increased their capital
with the need of the time. The present position of capital and reserve of the
banks is follows :—

(4s on 31, 12, 1947)

No. of Banks | No. of Bank with
with a a paid-up capital &
paid-up capital reserve

1. Upto Rs. 5 lakhs (] -

2. Above Rs. 5 lakhsbut below Rs. 101akhs 14 ’ 11

3. ,, Rs. 1l lakhs . Rs. 24 lakhs 21 21

4. ,, Rs.25lakhs ' Rs. 50 lakhs 20 17

5. ,, Rs. 50 lakhs ’ Rs. 1 crore 9 14

6. , Rs. 1crore » Rs. 2 crores

7. Over Rs. 2 crores 2

The paid-up capital and reserve of the scheduled banks thus generally
ranges from Rs. 11 lacs to Rs. 1 crore. The lowest figures of paid-up capital and
reserve is Rs. 6,00,000 while the highest is Rs. 5,69,93,000. The increase in
capital and reserves has been generally double since 1942. The capital
and reserves of the Laxmi Bank which figured Rs. 5,55,000 in June 1943
today stands %t Rs. 26,75,000 i.e. 4 times but nevertheless the percentage to
working capital has moved only to 7.3 from 5.4 and resources per office
Rs. 50,000 to 64,000, The paid-up capital and reserve has been as high as 74.1
per cent of the total working capital. It shows that the banks have not been able
to exploit the resources to any remarkable degree. — This is all the more
regrettable because the figures relates to onc of the oldest bank of the country.
The ratio of good banks generally should not exceed 10 percent of the total
working but in our country there are at least 30 scheduled banks whose percent-
age is more than 10 percent. Such a percentage is unavoidale with new banks
but it is strange that none of the banks is less than 5 years old and some of
them are older even than a decade. The number of such banks has risen higher
for the fact that an increase capital and reserves has not been followed by
deposits in the same degree. here has been at least one healthy sign with
these banks, i. ¢, the percentage of c;a&ital\ and reserves to working capital has
been showing a downward trend. -The resources of capital and reserve of
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banks, per branch, have been very different. In the case of all the ‘big six’
the ‘average has been Rs. 234,000, With the individual banks it shows a
vast difference. The resources have been about Rs. 11.0 lakh in the case of the
Banks of India; Rs. 2,1 laklis of Allahabad Bank; Rs. 5.0 lakhs of Bank of
Baroda, Rs. 1.9 lakhs of Central Bank of India and Rs.0 .9 lakhs of the Punjab
National Bank, The figures among the middle sized banks have been Rs. 4.1
lakhs of Bank of the Mysore. 1.0 lakhs of Bharat Bank Rs. 3 lakhs of Comilla
Union Bank and Rs. 1.5 lakhs of Hinndustan Commercial Bank, Rs. 3.2 lakhs of
Bengal Central Bank, The figures have been low in the case of New Citizen Bank
of India, Canara Industrial and Banking Syndicate and Travancore Forward
Bank 1.e. Rs, 26,00 Rs. 35,000 and Rs. 30,000 i.e. respectively, We need a
certain minimum of paid-up capital and reserve per office in the case of
scheduled banks and the<igure should be fixed at Rs, 1 lakh. This shall repose
a certain degree of confidenc among the depositors,

Deposit: Deposits are the main important part of any banking business.

The deposits of scheduled banks have shown continuous rise upto July 1948
touched a level of 1,070.69 crores. The deposits are very unevenly distributed.
Only 10 banks hold about 60 percent of deposits and the ‘Big Six’ including
the Imperial Bank of India have 55 percent of the total deposits. The increase
has been for two reasons viz. unchecked inflation by monetary authorities and
nonavailability of other good investments, The deposits of the bank which were
daily showing a high figure have now began to decline. The total deposits of
scheduled banks on 31lst December, 1948 came to 963.15. The reason is the
tightness in the money market.

The deposits in case of the bigger banks have not declined. Upto 1945
deposits of ninty five per cent of the scheduled banks, were rising and for
some of them the figures were at a climax The deposits of Nath Bank were
Rs. 993 lacs on 3lst. December 1945 which declined to Rs. 783 lacs on 31st,
December, 1947. The figures have further fallen by over a crore of rupees
during the year 1948, The figures of Narang Bank of India have fallen
to Rs, 82 lacs in December 1945 to Rs. 56 lacs on December 1947; of
Bharat Bank from Rs, 26,91 lacs on 3lst. March 1946 to Rs. 19,02 lacs in
March 1948, even below the figures of 31st, March 1945 of Rs. 20,41 lacs;
of Hindustan Commercial Bank from Rs. 13,62 lacs in 1946 end to Rs, 10,62 lacs
in 1947 end. During the year 1948 the deposits have shown decline generally
with all banks other than a big few or those small scheduled banks who had
no appreciable figures of deposits. The reasons for this decline during the
last two years have been the disorder in the country, flowing of fuuds from
middle class to agriculturist and capitalist, the changing poli®%y of the
Government and the danger of deation ahead.

The amount of demand deposits and time deposits is not published
separately by all banks, Itis only available in cases of ‘Big Six’ and that
too cannot be used. It is because of the fact that the Savings, deposit are
either published with the fixed deposits or current deposits.! The only figures
then available are general statistics of all scheduled banks published by the
Reserve Bank. There has ‘been a tendency ‘towards a fall with the time
deposits and of inctease with the demand deposits. The percentage of time
deposits to total deposits was 45.4 in 1938-39, 43.1 ‘in 193940, 39.0 in 1940-41,
35.7 i26 1941-42, 25,4 in 1942-43, 39.0 in 1943-44, 35,7 in 1944-45 and 28.4 in
1945-46, ' :

o5

1. No true estimate can be formed as saving deposits require separate olassification into
demand and time deposits ) : ‘ .

’
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" The decline in demand Hlabilities noticed since Nov. 1946 was arrested
in June, 1947 and they recorded a continuous rise which practically wiped
out the earlier fall. This rise indicates a reversal of the last years trend and
may have been caused by the reimposition of stricter import restrictions and
greater preference for liquidity on part of the depositors under disturbed
condition of the country. Time deposits after and 19453-46 have shown an
uncertain trend and fluctuated within narrow limits,

. The average deposit resources of different banks is also different. The

average deposits resources per office of the Bank of India are about Rs. 2,14
lakhs, Allahabad Bank Rs, 42 lakhs, Punjab National Bank Rs. 30 lakhs, Central
Bank of India Rs, 42 lakhs, Bank of Baroda Rs. 84 lakhs, Bharat Bank Rs 7.5
lakhs, Hindustan Commercial Bank Rs. 12 lakhs, and United Commercial Bank
Rs. 40 lakhs, The figures of the bank in course of struggle for growth need no
consideration. The average deposits per branch is low with other banks.
Statistics about the number and size of accounts is not available,

Cash : Cash is the is the item of minimum holding. The percentage
of cash and balances with Reserve Bank of India which have increased by
about 5 per cent since 1939 i, e. from 9.50 in 1931-39to 14.96 in 1944.45 and
fell to 11.67 per cent during the year 1946-47 but again rose to 13.40 percent
in 1947-48. The percentange with individual banks during the years 1946 to
1947 has generally shown a decline with the exception of a few big banks. The
cash ratio of Allahabad Bank registered an increase of gne per cent. Bank
of Baroda 3 percent, Bank of India 8 percent Bharat Bank 13, 1 percent

o fro 7

Magnificent ?
Yes IN THE FACE OF GOVERNMENTS’
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. . RISING ADMINISTRATION COSTS
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Central Bank of India 5.1 per cent while that of Andhra Bank has shown a
decline of 8.6 per cent, Bank of Behar 13,2, Bank of Bikaner 5.8 per cent,
Bank of Nagpur 13. 6 percent Bengal Central Bank 2. 0, percent, Hindustan
Commercial Bank 4.5 percent and Indian Bank 4.6, etc. The cash percentage of

- London Clearing Banks is19.5, of United Statés member banks 16,54 of Canada
Chartered Banks 9.0, of Commercial Banks in Union of South Africa
43.32 and of nine Australian trading banks 627, In India the cash position
of the scheduled banks ean be said as satisfactory.

Loans to Money Market: A bill market in India has been almost non-
existent. No doubt there is a scarcity of bills in the market, but it must be cleay
_that neither it is due to lack of knowldge on the part of the people about the
‘utility of this from of credit nor to unwillingness to make use of it. In India
the Hundi habit is very old !. But ‘the causes for the non-development of a
bill market in this country are mauny others, They probably are the seasonal
nature of funds in the money market meaning an irregular supply of call
money, the high stamp duty imposed till recently on usance bills, the lack of
a legal definition of a hundi, and finally less liking on the parf of the joint
stock banks to hold more of their assets in commercial bills, The reason for
the dislike of these bills on the part of the commercial banks have been thé
absence of rediscounting of bills with the Imperial Bank, preference for advance
against Government securities, lack of any standard on the part of the redis-
counting authorities, specially with the Imperial Bank and the Reserve Bank
of India and the vogue nature of the cash credit system. The following table
shows the percentage of bills discounted and advances by the scheduled banks

in India:—
(Percentage of the liabilitses)

= n o P - ) w  © @«
g 5 & 8 § ¥ $F 3 % .5 5 -
wn W [T -« D - T ~ R I o | - 0
g 2 8 3 2 § 3 & £ 3 3z & 3
w [=;]
- e .-a—t—--l-n—lzun .-‘2

Bills
Discounted 278 3.3¢ 299 3381 25 14 16 .58 .93 143 175 2.01 2.09

Loans & A
Advances 41.79 50.10 51.569 53.79 60.35 455 37.9 23.30 26.05 28.79 81.19 88.78 40.27

The above table very clearly shows that the bills discounted as yet form
a very low percentage of the total diabilities of the scheduled banks and this
percentage has been almost constant in the first five years and showed a dec-
line afterwards. The following table -indicates the percentage of bills dis-
counted by some the big banks in the country;— .

i
SEVE

1. Oentral Banking Enquriy Committes Report para 589,
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As  per annual balance sheet of

1941 1942 1943 1944 1945
Imperial Bank of India 7.1 - 4.1 34 30 ., 36
Central Bank of India 6.4 3.7 4.8 5.3 6.0
Bank of India 2.6 0.6 0.5 1.3 3.3
Allahabad Bank 2.1 3.1 3.7 _ * *
Punjab National Bank — _— —_— 0.5 2.7
Bank of Baroda 2.3 0.3 0.4 1.4 3.0
Bharat Bank - — - 10.4 8.6
Hindustan Commercigl Bank — — —_ 6.5 - 46

United Commercial Bank — - — 6.9 *

*Not available,

The figures during the last three years have been showing an increase
‘The ratio of bills is higher in the case of new banks and less in the cases
of old established banks. '

Investments: No general statistics is available about the investments of
all scheduled baunks, Whatever information we have is that of individual
banks. All t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>