CHAPTER 8

MONETARY AND CREDIT DEVELOPMENTS

Money Supply recorded an average annual
growth rate of about 17 per cent during the first
- four vears of the Seventh Five Year Plan and
reached a peak of 19.7 per cent growth in the
terminal year of the Plan, creating a liquidity
overhang in the economy. However, in 1990-91
all the components of money supply recorded
lower rates of growth mainly due to large and
originally unplanned draw down of external
reserves although ths absolute growth in both
Net Bank Credit to Government (NBCG) and
Net Reserve Bank Credit to Central Govern-
ment (NRCCG) was very large because of the
expanded budgetary deficits of the Governments.
While there was larger growth in food credit to
finance ths higher food procurement as a conse-
quence of thz bumper crop in 1990-91, growth in
non-food credit was noticeably smaller. The
expansion of total bank credit from the commer-
cial banks has, therefore, been modest during
1990-91 as compared with 1989-90.

8.2 During 1990-91 particularly towards its end
Reserve Bank had to initiate specific and substan-
tive credit policy measures to restrict bank finance
for imports since balonce of payments situation
deteriorated leading to massive draw down of
foreign exchange reserves.

8.3 In the context of the liquidity overhang and
inflationary pressures menifest in the economy,
the Reoserve Bank of India (RBI) maintained its
basic policy stance of moderating the expansion in
money and credit. It aimed at meeting the
genuine requirements of credit for production and
trade; seeking at the same time to prevent bank
advances from being wused for speculative
purposes and to moderate excessive growth of
liquidity.

8.4 Among the general credit control measures.
the Cash Reserve Ratio (CRR) was left unchanged
at its existing legal maximum of 15 per cent of
all net demand and time liabilities of scheduled
commercial banks. (as stipulated from July. 1989)
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and the Statutory Liquidity Ratio (SLR) was
raised-from 38 percent to 38.5 per cent of all net
demand and time liabilities of scheduled commer-
cial banks, except for Non-Resident External
(Rupee) Accounts and Foreign Currcncy Non-
Resident Accounts and made effective  from
September 22, 1990. The SLR for the latter two
categories of account was also raised from 25 per
cent to 30 per cent with effect from the fortnight
sginning July 28, 1990.

8.5 Though the selective credit controls on bank
advances were tightened against the stocks of
oilseeds and vegetable oils (including vanaspati)
by raising margins on advances on July 2, 1990
suchcontrols were relaxed in thecase of wheat and
later on withdrawn (including advances for roller
flour mills) from July 2, 1990 in response to
improved supply situation. Minimum margins
on advances against the stocks of paddy/rice and
‘other foodgrains® (other than wheat and pulses)
which were also brought down by 15 percentage
points across-the-board, effective october 10, 1990
in view of good kharif foodgrain production in
1990-91 scason, were raised again with cffect from
January 8, 1991 because of spurt in their prices and
restored to the levels prescribed prior to October
10, 1990. Keeping in view the urgent need for
export promotion, the export credit refinance
was liberalised by the Reserve Bank cffective
from January 1, 1991 from 75 per cent to 100 per
cent refinance of the increase in export credit over
the monthly average level of export credit for the
financial year 1988-89.

8.6 An important step towards rationalisation
of the interest rates structure was taken by
Reserve Bank of India when it introduced a2 new
regime of lending rates for scheduled commercial
banks with effect from 22nd September, 1990
and replaced the ecarlier programme-specific,
sector-specific and region-specific intcrest rates
for advances by interest rates related to the size



of advances, except for export credit and the
Differential Rates of Interest (DRI) Scheme.

8.7 During 1990-91 Reserve Bank of India took
some further steps to promote the growth of the
money market. Guidelines for the issuc of
Commercial Paper (CP) and Certificates of
Deposit (CD) were relaxed to broad-base their
primary markets and also to enlarge the scope of
the secondary market. General Insurance Cor-
poration of India (GIC), Industrial Development
Bank of India (IDBI) and Nationa! Bank for
Agriculture and Rural Development (NABARD)
were permitted to participate in the call/notice
money market only as lenders, effective May 2,
1990. Subsequently, effective October 20, 1990
all the participants in the bills rediscounting
market (who were not then operating in call/
notice money market) were also allowed to enter
the call marketas lenders. To encourage the bill
culture, interest rate at two pcrcentage points
above the relevantcash credit interest rate has
been prescribed with effect from January 1, 1991
for the book debt-finance which exceeds the pres-
cribed norm of 75 percent of limits sanctioned to
bo.rowers of scheduled commetcial banks for
financing inland credit sales.

TasLE 8.1
Average Annual Rate of Growth in monetary aggregates
(Percentage)
Item 1980-81  1985-86
to to
1984-85 = 1989-90
I, M3* . . . . 16.7 17.6
(a) Currency with the public 14.3 15.4
(b) Demand Deposits with Banks 16.1 15.8
(c) Time Deposits with Banks 18.1 18.9
Sources of M3*
(i) Net Bank cr:dit to Government
of which : 20.5 18.4
Net RBI credit to Central Govt. 22.2 17.8
(ii) Bank Credit to Commercial
Sector . . . . 18.3 16.5
(iii) Net Foreign Exchange Assets
of the Banking Sector (—).1 16.7
(iv) Government’s Currency liabili-
ties to the public . . . 5.6 15.2
(v) Net Non-Monetary Liabilities
of the banking sector 19.9 15.7
11, Reserve Money* 16.5 17.2
11T, Money Multiplicr
(Values are in absolute number) 3.44 3.41

Note : 1. On 31st March basis after the closure of Go{}é;ﬁh-— B

ment  accounts,
*Values are in per cent,

Monetary Trends in the Last Decade

8.8 The last decade covering the Sixth and
Seventh Five Year Plans was indeed a period of
significant monetary e¢xpansion, Broad money
supply (M3) increased by 16.7 per centper annum
on an average in the Sixth Five Year Plan
(1980-81 to 1984-85) and further by 17.6 per cent
per annum in the Seventh Plan (Table 8.1). The
acceleration in the rate of monetary growth was
attributable to the rise in the annual average rate
of growth of Reserve Money (RM) from 16.5
per cent in the Sixth Five Year Plan to 17.2 per
cent in the Seventh Five Year Plan. The money
multiplier remained more or less stable at 3.4
during this decade, Among the components of
money supply, the currency with the public and
the time deposits with banks registered higher
growth rates during the Seventh Plan, although
there was some deceleration in the growth rate of
demand deposits with banks during the Seventh
Plan. '

8.9 The last decade, however, was very import-
ant from the angle of institutional and policy
developments in the financial sector. Network
of branches of the scheduled commercial banks
recorded significant expansion in this period ris-
ing from 35,548 on June 30, 1981 to 60,101 on
March 31, 1991. Aggregate deposits mobilised
by them grew from Rs. 40,413 crores to
Rs. 2,00,062 crores in this period. Similarly large
expension is found in total bank credit which rose
to Rs. 1,19,888 crores from a level of Rs. 21,332
crores in this period. Disbursement of financial
assistance by financial institutions rose from Rs.
1,603 crores in 1980-81 to Rs. 10,002 crores in
1989-90. The money market which was quite
narrow at the beginning of the decade witnessed
not only a steep increase in the scale of turnover
but also in the number of participants and ins-
truments traded. The capital market became
both more broadbased and active than before with
the increase in number of scrips, size of issues and
number of investors buying them. The growing
importance of middle-class and small investors
who made mutual funds a force to reckon with in
the capital market is another landmark of the
decade. The Discount and Finance House of
India was set up as a specialised institution en-
trusted with the task ofthe development of the
money marketand the Securities Exchange Board
of India was also established as the agency for
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supervising the functioning of the stock exchange.
Housing finance al  gota fillip with the setting
up of the National Housing Bank by the RBI us
the apex institution to promote housing finance
and stipulate financial and management codes for
the new housing finance institutions. The Credit
Rating Information Services of India Limited
(CRISIL) was set up as the first rating agency in
India.

8.10 Asregards monetary policy, emphasis on
supporting production and trade activities
continued with the efforts to prevent the growth
of excess liquidity and speculative use of bank
advance. With this end in view both CRR and
SLR were revised upwards from time to time.
In this process CRR rose from 6 per cent in
1980-81* to 15 per cent in 1989-90 and SLR
from 34 per cent to 38 per cent.

Monetary trends during 1989-90

8.11 There was considerable acceleration in the
growth of money supply in 1989-90. Not only
did narrow money (M) record a growth of 21.4
per cent in 1989-90, compared with only 14.1 per
cent growth in the previous financial year, broad
money (M3) also registered a growth of 19.3 per
cent which has been the highest in the eighties. A
higher rate of growth in money supply relative to
that in the year 1988-89 was reflected in higher
order of growth of two of its major components,
viz. currency with the public and demand deposits
[Table 8.2] - However, time deposits with banks
registered a some what lower rate of growth of
18.3 parcentthanthat of 19.8 percent in 1988-89.

8.12 In the Economic Survey for 1989-90,
mention was made of an unusual year-end bulgein
bank deposits and credit with the change of
accounting year in 1988-89 from calendar year to
the financial year. Towards theend of the bank’s
financial ycar 1989-90 there wereagain sharp and
unusual increases in aggregate deposits and credit,
even though Reserve Bank sought to.prevent this
by declaring a fortnight shut-out period (March 24
to April 6, 1990) for availing its discretionary
refinance without prior sanction. These increases
in aggregate deposits and credit of the banks dis-
tort the end-March data for assessing the basic
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* The cash balances held under the earlier incremental cash
resarve ratio which was discontinued remained impounded
and as such the effective CRR was much higher at a  little
over 10.5 per cent.

8§773 M of Fin./91—18

underlyig monetary and credit developments in
1989-90, particularly considering the fact that the
decline in deposits and credit in the first week of
1990-91, viz., week ending April 6,1990, was nearly
one-half of the increase in deposits and credit
during March 23 and March 31, 1990. The
Resetve Bank again announced shut-out period
for discretionary refinance without prior sanction
and this time for three fortnights (March9to April
9, 1991) Banks were again advised by the Reserve
Bank to avoid window-dressing by inflating
deposits (with the help of volatile deposits).

8.13 On the sources side, the continued acceler-
ation in money supply growth (17.8 per cent in
1988-89 and 19.3 percent in 1989-90) may to a
large extent be attributed to persistent fiscal
imbalances. In 1989-90 the Reserve Bank Credit
to Government recorded a large growth of Rs.
14,068 crores which is nearly double the increase of
Rs. 6,928 crores in 1988-89. RBI’s Net Credit to
Central Government accounted for major share
of this increase.

Monetary Trends during 1990-91

8.14 Money supply growth was somewhat
subdued during 1990-91. Accordng to data avail-
able upto March 22, 1991 Narrow Money (M1)
increased by 15.4 per cent upto March 22, 1991
as against a much higher rise of 22.2 per cent upto
March 23,1990. In  1990-91 Broad Money
(M3) also registered a lower growth of
15.1 per cent, compared with higher growth of
19.4 per cent in the relevant period of 1989-90.
As the Table 8.2 will show, all the components of
M3 showed a smaller rates of growth in
1990-91 than those in 1989-90. Quite signifi-
ficant was the deceleration in the growth of de-
posits, both demand and time, in 1990-91. There
was a deceleration in the growth of time deposits
from 19.8 per cent in 1988-89 to 18.3 per cent in
1989-90. During 1990-91 also the increase was
15.0 per cent upto March 22, 1991 asagainst 17.3
per cent in the correspondig period of 1989-90,
Demand deposits also registered a significantly
lower growth of 11.2 per centin the 1990-91,
as compared with 23.3 per cent in 1989-90,

8.15 As in 1989-90 one of the major sources of
moncy supply growthin 1990-91 was the Net Bank
Credit to Government (NBCG). It recorded an
Yexpension of Rs. 21,138 crores in 1990-91 up to



TAnLE 8.2

Sources of Change in Money Stock

1

1. My (Money supply with the Pablic)
. M3 (Aggregate monetary resources)
(i) Currency with the Public . . . . .
(ii) Demand deposits with banks
(i) Time deposits with banks
{iv) ‘Other’ deposits with RB}
Il Tources of change in M3 (14 24-3+4--5)
1. Net Bank Credit to Government (a-+b)
(a) RBDs net credit to Goverment £ (i-+ i)
(i) to Central Government
(ii) to State Governments

(b) Other Banks’ credit to Government
2. Bank Credit to Commercial Scctor (a+-b)

(a) RBI's credit to commejcial sector®
{b) Other banks’ credit to commercial sector
3. Net Foreign Exchange Assets of the Banking Sector

4, Government™. Currency Liabilities to the Public

5. Banking Sectoi’s Net Non-monetary Liabilities other than time

Deposit (a+b)
(a) Net non-monetary liabilities of RBI .

(b) Net non-monetary liabilities of other Ranks (1551dual)

(Rs. crores)
Variations during$
1988-89 1989-90 1989-90 199091
March 31, March 31, March 31,  March 31,
to to 1989 to 1990 to
March 31 March 31 March 23, March 22,
1990 1991
(P) P (P)
2 3 4 5
§231 14 14822 12497
(14.1) (21 .4) (22.2) (15.4)
28959 3716) 37291 34693
17.0) 19.%) (19.4) (15.1)
4770 7971 8237 7060
(14.2) (20.8) (21.5) (15.2)
3164 6399 6173 3325
(12.9) (23.8) (23.3) (11.2)
20728 22886 22469 22196
(19.8) (18.3) 17.9) (15.0)
297 —96 112 1612
12105 20676 20137 21138
14.3) (21.49) (20.9) (18.0)
6928 14068(a) 13434(a) 12960(b)
6503 13813 14344 14486
425 255 —910 —1526
5177 6608 6703 8178
20395 23822 20911 18253
19.0) (18.6) (16.4) (12.0)
1734 825 —317 —837
10661 22997 21228 19090
1128 —133 —212 1350@
(19.9) —2.0) (—3.1) (20.2)
95 80 19 27
6.9) (5.4 (1.3) D
4764 7285 3564 6075
(13.3) (18.0) 8.8 (12.7)
2711 600 1310 8648@
2053 6635 2254 —2573

P —Provisional.

*  __Fxclodes, since the establishment of NABARD, its refinance to Banks.
£ —Includes as amount of (a) Rs. 722 crores (b) Rs. 325 crores representing the replacement of non-negotiable non-intercst bearing
securities issued to IMF by RBI claims no Central Government for facilitating repurchases from the fund.

5

~While variations in respect of scheduled commercial banks are worked out on the basis of their data for the last reporting Friday

of March, i.e. March, 24, 1989 and March 23, 1990, those for the RBI and others are based on the data for March 31, 1989 and

March 31, 1990,

@ —Inclusive of appreciation in the value of gold (Rs. 6,304 crore) following its revaluation close to international market price since
October 17, 1990. Such appreciation has a corresponding cffect on a RBI’s net non-monetary liabilities.

Notes: 1. Figures may not add up to totals because of rounding.

2. Figures in brackets are percentage variations.

3. Reserve Bank data ar: on the basis of closure of Government accounts.

March 23, 1991 in contrast to a lower expansion
of Rs. 20,137 crores in the corresponding period
of 1989-90. However, in percentage terms, the
rate cf expansion in NBCG in 1990-91 at 18-0
per cent was lower than that of 20.9 per cent in
1989-90, The net foreign exchange assets of the
banking sector has declined, consequent upon the

worsening of the balance of payments situation in
the economyand tended to moderate the growthof
money supply in 1990-91. Though revaluation
of gold holding of Reserve Bank close to inter-
national market price with effect from October 17,
1990 enhanced the rupee value of net foreign
exchange assets of the Reserve Bankbv Rs 6.304



crores in 1990-91, it had a cotresponding effect

on net non-monetary liabiilities of the Bank, -

neutralising thereby the effect on money supply.
Inclusive of gold revaluation net foreign exchange
assets of the banking system recorded an increase
of Rs. 1350 crores in 1990-91 in controst to a dec-
iinc of Rs. 212 crores in 1989-90. But excluding
cfleot of the revaluation of gold hollings, net
foreign exchange assets of the banking system,
showed a decline of Rs. 5,023 crores.

TaBLe 8.3
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8.16 Another factor responsible on the sources
side for the modest growth rate in M3 in 1990-91
was the lower expansionin bankcredit tothe com-
mercial sector by the commercisl and co-operative
banks i.e. other bauk credit tothe commercial
sector it recorded an increase of Rs. 19,090
crores, in 1990-91 as compared with Rs. 21,228
crores in 1989-90, mainly due to smaller growth
in bankcredit by thecommercial banksin 1990-91
as a result of waiver of loans under the Agricul-
tural and Rural Debt Relief Schemes.

Scheduled Commercial Banks—Variations in Selected Indicators

(Rs. crores)

Variations during

Items 1988-89 1989-90 19%9-96 1990-91
(March 31, (March 24, (Mareh 24, (March 23,
1988 to 1989 to 1989 to 1990 to
March 24, March 23, March 23, March 22,
1989) 1990) 1950%) 1991%)
1 2 3 4 5
1. Aggregate Deposits (a4 b) 21897 26809 25915 24230
(a) Demand Deposits 2569 5514 5548 3518
(b) Time Deposits 19328 21295 20367 20712
2. Borrowings from R.B.1. . 1303 —1128 —1128 1069
3. Cash in hand and balances with R.B.I[. 3761 2291 2273 545
(a) Cash in hand 145 204 186 147
b) "Balances with R.B.L . 3616 2087 2087 398
4. Net Balances with R.B.1. [3(b)-~2] 2313 3215 3215 —671
5. Money at call and short notice . 1499 —1172 —1209 —615
6. Bank Credit (a+b) . 12470 16734 15820 14731
(i) Public food procurement credit --1490 1237 1237 2500
(b) Non-food bank credit 13960 15497 14383 12231
of which :
to Priority Sector@ . . 5149 6168
7. Investnnants in Government and other approved securitics 7674 9707 9695 10697
(1 G vernment securities 4953 6477 6535 7995
(b) Ouaer appro.cd securitics 2720 3230 3160 2702
8. Balanccs with other banks in current account 180 247 181 183
9. Credit-Deposit Ratio 1 60.4 60.8 60.5 60.8
10. Non-food Credit Deposit Ratio 1 59.9 59.6 59.3 58.4
11. Investment-Deposit Ra ‘o * 39.0 338.6 38.8 39.3
*Provisional. LCNotavailatle,

T Percentage at the end of the periond.

@ Data relate to 50 banks (49 from March 1990 due to mer ) which aceount for 95 per et of bank credit, and variations relate

to last reporting Fridays of March.

Note : Variations are based on last reporting Friday data.



8.17 Data relating to the operations of the
scheduled commercial banks (as presented in Table
8.3) indicate thatin 1990-91 from March 23, 1990
to March 22, 1991, the growth of their aggregate
deposits(particularlydemand deposits)ydecelerated
relative to their growth in 1989-90, mainly because
of noticeably smaller growth of demand deposits.
There was, however a sharp increase (Rs. 2,500
crores) in food credit by the scheduled commerial
banks in 1990-91 compared with an increase of
Rs. 1,238 crores in the same period of 1989-90.
On the other hand, non-food credit recorded a
lower order of growth partly because of the
modest growth of deposits with the commercial
banks, and larger increase in food credit and
partly the larger internal generation of resources
and recourse to non-bank sources in financing of
its activities by the corporate sector. It is also
attributable to the waiver of loans under the
Agricultural and Rural Debt Relief Scheme, 1990.

Reserve Money

8.18 As in earlier years, net RBI Credit to
Government was the single most important
source of growth in reserve money which hold the
key to large monetary expansion in 1989-90. It
accounted for 96.1 per cent of the expansion in
reserve money in 1989-90,compared with 73.2
per cent in1988-89 and 73.7 per cent in 1987-88.
Among the components, increase in net RBI
credit to Central Government amounted to 98.2
[ percent and 93.9 percentof theincrease in net RBI
credit to Government in 1989-90 and 1988-89
respectively.

8.19 In 1989-90 reserve money registered
a higher growth of 232 percent than
thatof 17.7 percent recorded in 1988-89.
Reserve money growth and consequent
monetary expansion would have been still
higherin 1989-90, had not there been a fall in
net foreign exchange assets of the Reserve Bank
by 2.1 per centin that year in contrast toits posi-
tive growth in 1988-89 by 14.5 per cent.

8.20 Net Reserve Bank credit to Govenment,
the most important source of reserve money
recorded a very high order of growth of 23.6
percent in 1989-90ascompared with 13.1 percent
in 1983-89. On the other hand, an increase in
RBI credit to commercial and cooperative banks
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and to commercial sector in 1989-90 was lower a
5.6 per cent and 14.9 percent compared to the
increase of 59.4 per cent and 45.8 per cent res-
pectively in 1988-89.

8.21 An important characteristic of the reserve
money growth in 1989-90 is that one ofits major
sources, namely, Net RBI Credit to Central
Government (NRCCG) at the end of most of the
fortnights showed much larger increases over its
March 31, 1989, level than the increase of Rs.
7,337 crores estimated for the full 1inancial year in
the Central Budget for 1989-90. The increase
in NRCCG over March 31, 1989 level came to
cxceed budget estimates right from theend of fifth
fortnight as against seventh fortnight in 1988-89.
While in 1988-89 there were several fortnights
after the eight fortnight at the end of which in-
crease in NRCCG over March 31, 1988 level was
lower than the budget estimates (Rs. 7484 crores),
in 1989-90 after the fifth fortnight increase in
NRCCG (over March 31, 1989 level) at theend of
each fortnight alwaysexceeded the budget estimate
of Rs. 7,337 crores and finally at the end of the
financial year reached a level of Rs. 13,813 crores,
which was 88.3 per cent higher than the budget
estimate. As the Centre’s budget deficit is the
principal factor explaining the expansion in
NRCCG, it also bzhaved in a similar manner.
It exceeded the budgetary estimate at the end of
fifth fortnight and generally kept on rising till it
reached a peak of Rs. 14,273 crores at the end of
the twenty sixth fortnight and finally reached a
Ievel of Rs. 10,624 crores at the end of 1989-90
as per RBI’s accounts.

8.22 During 1990-91 from March 31, 1990 to
March 22, 1991, rate of growth in reserve money
was substantially lower at 6.0 per-cent than
its growth by 16.1 per cent in the corresponding
period of 1989-90. Almost all the sources of
reserve money have shown similar trend in 1990-91.
For instance, its principal source viz. Net
RBI Credit to Governmentrose by Rs. 12,960
crores (17.6 per cent) which was lower than the
increase of Rs. 13,434 crores (22.5 per cent) in
1989-90. Decline in RBI credit to commercial
sector was also larger in 1990-91 (Rs. 837 crores
as against Rs. 317 crores in 1989-90). Details
of changes in reserve money have been presented
in Table 8.4.
2



‘ csnnmsanv nsv;mousnms 20}

2449

T W N N I U N O SN U (N N U (RN VLA M T O I

CENTRAL ACTUAL BUDGEY DEFICIT
iy -
[ Y

5.8 708 & 0 1213 % 15 18 17 18 19 B .1 27 @3 247 25 26

oo romasars




129
TasniLg 8.4

Source of Change in Reserve Money

(Rs. crores)

Outstanding Variations during?
as on March e e e,
31, 1987 1987-88 1988-89 1989-90@ 1989-90 1990-91
March 31, March 31,
1989 to 1990 to
March 23, March 22,
1990@ 191@
1 2 3 4 5 6 7
1. Net RBI credit to Government$ 46,285 6,402 6,928 14,008 (2) 13,434 (a) 12,960(b)
(13.98) 13.1) (23.6) 22.5) (17.6)
2. RBI credit to Banksf . . . 2,760 1,681 2,638 393 —1,448 —214
(60.9) (59.4) 5.6 (—20.5) (—2.9)
3. RBI credit to commercial sector®* . 3,394 396 1,734 825 —317 —837
(11.7) 45.8) (14.9) 5.7 (—13.2)
4. Net foreign exchange assets of RBI 4,621 795 785 —133 —-212 1,350%*
(17.2) (14.5) (—2.1) (—3.4) (22.2)
5. Government’s currency liabilities to
the public . . . . . 1,192 188 95 30 19 2
(15.8) 6.9 (5.4 (1.3) (1.7
6. Net non-nmenetary liabilitics of RBL 13,444 781 2,711 609 1,310 8,648%*
(5.8) (19.1) (3.9 (1.7 49.3)
7, Reserve Money (1424-3F4-1-5~6) 44,308 8,681 9,469 14,633 10,166 4,638
(19.4) (17.7) (23.2) (16.1) 6.0)

#Variations are worked out on the basis of March 31 data after closure of Goverment accounts.
@ Provisional.

f£Includes claims on NABARD.

*Excludes, since the establishment of NABARD its refinance to banks.

$Includes an amount of (a) Rs. 722 crore (b) Rs. 325 crore representing the replacement of non-negotiable non-interest bearing sec-
urities issued to IMF by RBI claims on Central Government for facilitating repurchases from the Fund.

#*Inclusive of appreciation in the value of gold (Rs. 6,304 corore) following its revaluation close to the international market price
since October 17, 1990, Such appreciation has a cotresponing effect on RBI's net non-monetary liabilities.



Sectoral Deployment of Bank Credit

8.23 The Sectoral distribution of bank credit
by scheduled commercial banks is set out in
Table 8.5. These data relate to credit deployed
by 50 scheduled commercial banks (49 from
March, 1990, and 48 from August, 1990 becausc
of merger) constituting about 93 per cent of bank
credit. During 1989-90 gross bank credit as a

TasLe 8.5
Sectoral Deployment of Gross Bank Credit
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whole registered a lower rate of expansion (19.8
per cent) than 22 per cent growth in 1988-89,
though in absolute terms the expansion in gross
bank credit was larger in 1989-90 (Rs. 16,943
crores) than that (Rs. 3,468 crores) in the pre-
vious financial yeair. ['ood credit recorded an
increase in 1989-90 in ontrast to its decline in
1988-89.

(Rs. crores)

Variations during

1987-88 1988-89 1989-90 April—January April—January
On the Last reporting 1989-90 1990-91
Friday basis Rs. per cent Rs. percent Rs. per cent
crores crores crores Rs. crores  per cent Rs, crores per cent
1. Gross Bank Credit 7691 12.3 15468 22.0 16943 19.8 12036 14.0 104.24 10.2
1. Public Food Pro-
curement . --2914 —57.1 -—1421 —64.9 1237 160.9 1043 135.0 2532 126.2
2. Gross Non-food
credit (a4-b-+c+d) 10605 18.5 16889 24.8 15706 18.5 10993 12.9 7892 7.8
(a) Priority Sector 4020 16.0 5149 17.7 6168 18.0 4505 13.2 1716 4.2
(i+ii4-iii)
(i) Agriculture 1439 13.6 1941 16.2 2584 18.5 1914 13.7 59 0.4
(ii) Small Scale
Industry 1712 18.8 2315 21.4 2415 18.4 1796 13.7 1209 7.7
(iii) Other Priority
Sectors 869 16.2 893 14.3 1169 16.4 795 11.1 4517 5.5
(b) Industry (Medium
& Large) . 3797 17.8 7032 28.0 0087 18.9 4585 4.2 31841 10.0
{¢) Wholesale Trade 518 16.3 1169 32,5 705 14.5 495 1034 103 1.9
(Other than food
Procurement)
(i4-ii -iiti 4 1v)
(i) Cotton Cor-
poration o}
Iadia -18 —16.5 31 —59.3 103 278.4 —4 —10.8 —39  —=27.9
() Food Cor-
poration of
India (Ferti-
lizer) . 22 14.8 3 18.1 28 13.9 30 14.9 —19 —8.3
(iif) Jute Cor-
poration of
India . —356 -—28.3 —44 —31.0 —44 —44.9 —28 -—28.6 20 37.0
(iv) Other Trade 570 21.7 1236 38.7 618 14.0 497 11.2 141 2.8
(d) Other Sectors 2270 28.4 3539 34.5 2746 19.9 1408 10.2 2232 13.5
11. Export Credit
(Included under
item 2) . 771 24.5 2224 56.8 2104 34.3 1740 28.3 446 5.4
Priority Sector Advan- :
ces as percentage of
Net Bank Credit
(including inter-bank
participations) in the
last month of the period) 44.1 43.2 42.4 42.7 40.1

Note :

Date are provisional and relate to 50 (49 from March 1990 and 48 from August, 1990 due to marger) scheduled commercial

banks which account for about 95 per cent of the bank credit of all scheduled commercial banks. Gross Bank Credit data
include bills rediscounted with RBI, IDBI, Exim Bank and other approved financial institutions and inter-bank participantions.
Net Bank credit data are exclusive of bills rediscounted with RBI, IDBI, Exim Bank and other approved financial institutions.



8.24 There was a significant increase in credit
to priority sector in 1989-90 (Rs. 6,168 crores)
which formed 42.4 per cent of net bank credit at
the end of March, 1990, as against 43.2 per cent
a year ago. Credit to agriculture recorded a rise
of Rs. 2,584 crores (18.5 per cent) as compared
with that of Rs. 1,941 crores (16.2 per cent) in
1988-89. Advances to small scale industries ex-
panded by Rs. 2415 crores, higher than the ex-
pansion of Rs. 2315 crores in 1988-89, though
in percentage terms increase in 1989-90 was lower
than in 1988-89 (18.4 per cent as against 21.4
per cent).

8.25 Large and medium industries too received
additional bank credit to the tune of Rs. 6,087
crores (or 18.9 per cent) as against a very high
order of increase of Rs. 7,032 crores (or 28 per
cent) in 1988-89. The advances to wholesale trade
(other thanfood procurement) recorded an cx-
pansion of Rs. 705 crores (or 14.8 per cent) in
1989-90, as against that of Rs. 1,169 crores (or
32,5 percent)in 1988-89. Export credit also grew
by lower margin of Rs. 2,104 crores (or 34.3
per cent) asagainst Rs. 2,224 crores (or 56.8 per
cent) in 1988-89.

8.26 Data on sectoral deployment of bank
credit during 1990-91 are available for the ten
month period i.e. April 1990-January 1991. In
this period medium and large industrics received
additional credit of Rs. 3,841 crores (10.0 per
cent) as against Rs. 4,585 crores (14.2 per
cent) in April 1989-January 1990. However, it
accounted for nearly 49 per cent of the additional
gross non-food credit (Rs. 3,841 crores) disbursed
in the first ten months of 1990-91. The growth
of priority sector credit in this period of 1990-91
has baen considerably lower at Rs. 1716 crores
(4.2 per cent) than that of Rs.4,505 crores (13.2
par cent) in the corresponding period of 1989-90
Credit to agriculture, small-scale industry and
other priority sectors recorded lower growth
in April 1990-January 1991 than those in April
1989-January 1990. Export credit rosc only by
Rs. 446 crores (5.4 per cent) against a rise of
Rs. 1,740 crores (28.3 per-cent) in thz corres-
ponding pariod of 1989-90. There has buen a size-
able incrause in credit for public food procure-
ment by Rs. 2,532 crores as against cxpansion
of Rs. 1,043 crores in corresponding period of
1989-90,
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Structure of Interest Rates

8.27 1In overall economic management and
regulation of money supply and credit, interst
rates playa vital role, Interest rates can act as a
potent toolnot only for promotion of savings and
direction of investment in desired channels but
also in curbing excess liquidity in the system and
moderating the pace of inflation in fact, interest
rate changes often signalchange in the complexion
and thrust of monetary policy. In India lending
and borrowing rates of banks andfinancial insti-
tutions vis-a-vis the non-financial companies and
government are adminstercd in the interest of
planned economic growth; the administered in-
terest rates have, however, been modified from
time to time in the light of broad macro-econo-
mic trends in recent years, money market rates
and certain commercial lending rates cf banks
have been freed.

8.28 The most significant step taken with re-
gard to the administered interest rates in 1990-91
Reserve Bank of India has been the rationalisa-
tion of lending rates of the scheduled commercial
banks. For a long time there prevailed a complex
structure of lending rates marked by multiplicity
of rates. The structure of interest rates on bank
advances taking into account all stipulations had
a plethora of different rates prescribed for diffe-
rentiated characteristics of loans such as type of
loan activity, location size, class and efficiency
of borrowers. Plethora of interest rates often
meant uncertainty and posed difficulties in admi-
nistration. It, therefore, bccame necessary to
undertake a rationalisation of the existing
structure of interest rates on bank advances,

8.29 Reserve Bank, accordingly, made a review
of these rates and introduced a new structure
of interest rates which links interest rate to the
size of advance rather than to its purpose with
a view to both rationalizing and simplifying the
interest rate structure. Howcver, the existing rates
have been retained for Dilferential Rate of Interest
(DR1) Scheme (4 per cent) meant for weaker
sections as also for export credit which is subject
to an entirely different regime of lending rates
supplemented by intercst subsidy from the
Government.

8.30 Thz revised strusture of lending rates
(other than for DRI advaces and export credit)
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for the scheduled commercial banks, was intro-
duced with effect from September 22 1990( and
made applicable equally to working capital and
term loans (excluding term loans exceeding Rs.
25,000 to agriculture, small scale industries and
road transport operators owning upto two vehicles
for whom separate rates have been stipulated).
As will be evident from the Table 8.6 the com-
mercial interest rate of 16 per cent (minimum)
was retained but made applicable only to loans
over Rs. 21akhs, while the lowest lending rate has
been stipulated at 10 per cent for advances upto
and inclusive of Rs. 7,500. The new rate structure
would mean that public sector food procurement
agencies will have to pay 16 per cent per annum
as against 14 per cent charged earlier. The effec-
tive interest rate for discounting of bills for boi-
rowers in the category of 16.pet cent (minimum)
will be 1 percentage point lower than lending
rate charged to borrowers in this category. As
such the effective interest rate on discounting of
bills of exchange for such categories of borroweis
will be 15 per cent (minimum).

TABLE 8.6

Structure of Interest Rates: Some Selected Cetegories
(Per cent per annum)

Rates as on  Existing
March 31, Rates

1991
I. Scheduled Commercil Banks
A. Term Deposit Rates
(2) Domestic Deposits
(i) 46 days and above but
less than one year . 8.0 - 9.0
(ii) One year and above but
less than two years . 9.0 16.0
(iif) Two years and above but
less than three years 10.0 11.0
(iv) Three years and above 11.0 13.0

(b) Non-Resident (External) Rupee Accounts
(i) 46 days and above but

less than one year . 8.5 8.5
(ii) One year and above but

less than two years . 10.5 10.5
(iii) Two years and above but

less than three years . 11.0 11.0
(iv) Three years and above but

less than five years . 12.0 13.0
(v) Five years and above . 13.0 14.0

(c) Foreign currency (Non-Resident)
Accounts (Effective February 8, 1991)

Pound U.S. Deutsche Japa-
sterling Dollar  Mark nese Yen
(i) For deposits for 6
months and above
but less than 1 year 13.25 7.50 10.00 8.50
(ii) For deposits for 1
year and above but
less than 2 years 13.25 8.00 10.25 8.50
(iii) For deposits for 2
years and
above but less
than3years . 13.25 8.50 10.50 8.50
(iv) For deposits for
3 years only . 13.25 9.00

10.50 8.50
B. Interest Rate Structure for Loans of Scheduled Commercial
Banks

(X) General rates on short and
long-term loans

Rates as on  Existing
March 31, Rates

1991
Size of limit

1. Upto Rs. 7,500 10.0 10.0

2. Over Rs. 7,500 and Upto 11.5 11.5
Rs. 15,000

3. Over Rs. 15,000 and upto 12.0 12.0
Rs. 25,000 :

4. Over Rs, 25,000 and Upto 14.0 14.0
Rs. 50,000

5. Over Rs. 50,000 and Upto 15.0 15.0
Rs. 2 lakhs

6. Over Rs. 2 lakhs 16.0 18.5

(Minimum) (Minimum)

(Y) Other Lending rate stipulations
1. DRI advances 4.0 4.0
2. Term loans to agriculture SSI,
transport operations owning upto
2 vehicles
Size of limit
(i) over Rs. 25,000 and upto 13.0 13.0
Rs. 50,000
(ii) over Rs. 50,000 and upto 14.0 14.0
Rs. 2 lakhs
(iii) over Rs. 2 lakhs . 14.0 14-0

3. (i) Loans for purchase of )
consumer durables
(ii) Loans to individuals

against shares and de- & banks are free to deter-
bentures/bonds mine the rates of interest

(iii) Personal loans and other
non-priority sector ad-
vances

4. Export Credit
(a) Pre-shipment credit

Upto 180 days 7.50 7.50
Beyond 180 days and in all
upto 270 days (wth prior

approval of RBI) 9.50 9.50
Against cash incentives, etc. .
covered by E.C.G.C. Guarantee

upto 90 days 7.50 7.50




(b) Post-shipment credit
Demand Bills for transit period

(as specified by FEDAI) 8.65 7.0
Usance Bills Exist Ratesas  Existing
on March Rates
31, 1991
Usance bills up to 180 days (a) upto45days 7.00

comprising usance period of export (b) beyond 45 days 8.6
bills/transit period as specified by & upto 90 days
FEDAI and grace period
wherever applicable 8.65 (c) beyond 90 days
and upto
6 months 18.00@
(d) beyond
6 months@@ 25-00@

Against retention money (for
supplies portion only) payable
within 1 year from the date of

shipment (upto 90 days) 8.65 8.65
(c) Deferred Credit
Deferred Credit for period
beyond 180 days 8.65 8.65
(d) Duty Draw-back Credit Scheme, 1976
Apgainst duty drawback as Free of  free of
provisionally certified by the interest interest
Customs Authorities upto 90
days
(e) Export Credit not otherwise 14.00 to 15.50 18.0
specified
11. Post office savings schemes
(i) One year time deposits 9. 5%+ 9.5
(ii) Two year time deposits 10.0 10.0
(iii) Three year time deposits 10.5 10.5
(iv) Five year time deposits 11.0 11.0%
(v) Five year recrurring 11.0% 11.0
(vi) National Savings Certificates 12.0£ 12.0£
(VIII Issues)

III. Other financial instruments:
(a) Convertible debentures

(Ceiling Interest Rate)
(i) FERA & MRTP 12.5

(ii) Non-FERA & Non-
MRTP Cost. 14.0
(b) Non-convertible debenture 14.0

* The effective interest rate on bills discounting facilities to
these category of borrowers is one percentage point below
the lending rate charged. As such the rate is 15.0 per cent
(minimum).

**Compounded half yearly

$ compounded quarterly

£ compounded half yearly

@From the date of advance

@@From the date of shipment.

8.31 Subsequently, effective octeber 10, 1990,
scheduled commercial banks were permitted to
freely determine the rates of interest applicable
to the following categories of loans: (i) Loans
for purchase of consumer durables; (ii) Loans to
individuals against shares and debentures/bonds;
and (iii) other non-priority sector personal loans,
8/73 Miof Fin./91—19
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Banks were advised to ensure that while granting
loans for purchase of consumecr durables they
should insist that a reasonablc proportion of
the cost was met out of the resources of the bor-
rower. Again, while granting loans against share;
debzntur:/bonds, banks weie ensure that appro-
priate margins were imposcc. Consicering the
needs of th: priority sector and xports, it is

essential that credit to the z2bove three categores
of borrowers is kept to a moderate proportion
of total credit.

8.32 1In recent years, a number of saving m
struments have appeared in the market offering
attractive rates of interest and the banks had
increasingly felt that they werc becoming un-
competitive in the changing environment. A new
category of deposits of three years and ahove
was, therefore, introduced with effect from Octo-
ber, 10, 1990 at an interest rate of 11 per cent
per annum, The revised interest rate would apply
only to fresh deposits and on renewals of maturing
deposits. All other deposits rates were left un-
altered, The new category of bank deposits is
expected to help the banksin their deposit mobili-
sation efforts in the competitive financial market
and offer a better rate on the savings to the bank

depositors.

8.33 In tune with the rationalisation of interest
rates and maturities on domestic term deposits
for period under one year initiated in 1988-89,
the term deposit rates and maturitics or Non-
Resident (External) Rupee (NRE) accounts were
also rationalised. The maturity range of 15
days to 45 days for these accounts was abolished
and a uniform rate of 8.5 per cent was stipulated
on all NRE deposits for maturities of 46 ‘ays
to less than a year. The interest rates for NRE
deposits of longer maturities hive rem- ined
unchanged.

8.34 The scheduled commercial banks used to
receive 10.5 per cent per annum interest rate on all
of their eligible cash balances held with the Re-
serve Bank., Witha view to stemming the erosion
the effectiveness of CRR consequent upon the
increasing interest payments on ‘eligible’ CRR
balances maintained by banksand at the same time
to avaoid anydrastic reduction in such interest in-
come of banks, the Reserve Bank replac:d th: flat
interestrate by a 2-tier formula with effect from the



fortnight beginning April 21, 1990. Interest is
now paid (a) atarate of 10.5 per cent per annum
on eligible cash balances based net demand
and time liabilities (DTL) as on March 23,
1990; and (b) at a rate of 8 percenton eligiblc
cash balances maintained on the increase in net
demand and time liabilities after March 23, 1990.

8.35 Along with the reduction in the interest rate
payable on eligible cash balances based on net
DTL, the Reserve Bank also brought about mar-
ginal modification in the schemeofgraduated
penalties on the shortfalls of CRR payable by
Scheduled commercial banks. The modification
made the graduated loss of interest less steel and
the scheme of graduated penalties was extended
from 5 per cent tol0 per cent of the absolute
amount of CRR required to be maintained.
However, in cases where the shortfall exceeded
10 per cent, no interest would be paid on any
portion of the eligible cash balances and the
penalty was also applicable on the amount of
default. Provided the CRR shortfall was within
reasonable limits, the new scheme of graduated
penalties provided fora softening of the costof
CRR shortfall for the banks. The above scheme
was revised with effect from December 29, 1990,
in the light of the experience of continued satis-
factory compliance by banks. Accordingly, under
the amended scheme, banks would earn interest
atthe normalrate (i.e., 10.5 percent perannum on
‘eligible’ cash balances maintained on net DTL as
onMarch23,1990and 8 per cent per annum on
‘eligible’ cash balances maintained onincremental
net DTL thereafter) but the amount of interest so
arrived at would be reduced by an amount cal-
culatedata rate of 25 per cent per annum on the
amount of the shortfall. By smoothening the
decline in the effective interest rate on ‘eliglble’
cash balances as the shortfall increases, the revised
scheme is expected to moderate sharp increaes in
call money rates.

8.36 Interest rates on Foreign Currency (Non-
Resident) Accounts, for four designated currencies

viz, namely, Pound qterling, US Dollar, Japanese
Yen and Deutsche Mark were revised several
times during 1990-91 in consonance’ with changes
in the interest rates on these currencies in overseas
markets. The existing structure of interest rates
for selected categories of deposits and financial
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instruments as also for advances of the scheduled
commercial banks is indicated in Table 8.6.

Development in Credit Policy

8.37 The monetary Policy adopted by the Re-
serve Bank of India during 1990-91 as also in the
first quarter of 1991-92 has had the basic thrust on
controlled expansion of money and credit. It
sought to achieve the twin objective s of meeting in
full the genuine credit needs of the production and
trade sectors and moderating at the same time the
liquidity, growth in the system and preventing the
speculative use of bank advances so as to contain
inflationary pressures in the economy. It hasalso
tried to promote growth, diversification and better
health of the financial sector by bringing about
institutioal and structural changes and introduc-
ing new instruments and revamping the old ones.

8.38 Both general and selective credit control
measures were adopted to implement the objec-
tives of the monetary policy. Among the general
credit control measures it may be recalled that
the Cash Reserve Ratio (CRR) was raised in July,
1989 uniformly for the entire net demand and time
liabilities to 15 per cent. In 1990-91 Reserve
Bank also took recourse to another potent ins-
trument of general credit control, namely, Statu-
tory Liquidity Ratio (SLR). With the primary
objective of moderating the pace of reserve money
creation and monetary expansion, effective from
the fortnight beginning September 22, 1990, the
SLR for net demand and time liabilities of the
scheduled commercial banks (excludng FCNR
and NRE accounts) was raised by one-half of one
percentage point to 38.5 per cent and the SLR
on FCNR and NREaccounts wasalso raised from
25 per cent to 30 per cent effective from the fort-
night beginning July 28, 1990. It was estimated
that the upward revision of SLR for both domestic
and foreign accounts will mean additional Rs.
1800 crores of SLR requirement equivalent
to about one percentage point of net demand and
time liabilities for the banking system as a whole.

8.39 In the recent period refinance policy has
bzen used as an effective tool of overall monetary
control. In November, 1989 export credit re-
finance was reduced to 75 per cent of the increase
as the growth base in export credit from 100 per
cent earlier. Furthermore, with effect from
August25, 1990 the base for deciding export credit



refinance limit was shifted from the monthly
averagelevel of export credit for calender year
1987 to the monthly average level for the financial
year 1988-89.} With the moderation in monetary
growth and the paramount need to promote
exports, effective January 1, 1991, the proportion
of refinance was raised from 75 percent to 100 per
cent of the increase in export credit over the
above base.

8.40 Among other measures of general credit
control, adopted in 1990-91 a mention may be
made of extension of the stipulation of incre-
mental non-food credit-deposit ratio at 60 per
cent. This stipulation which was introduced in
1989-90 entailed additional interest charge of
three percentage points for banks (which exceeded
the stipulated ratio) on refinance drawn by them
from the Reserve Bank under all facilities to the
extent of the excess non-food bank credit or the
refinance drawn, whichever was lower.

8.41 Another important measure introduced
in 1990-91 financial year by the Reserve Bank is
the introduction of a commitnient charge oa the
unutilised portion of credit limits for the large
size borrowers of scheduled commercial banks.
Banks have been facing problems of large unuti-
lised credit limits which also pose several diffi-
culties in implementing macro-credit policy. Acc-
ordingly, for all borrowers with working capital
limits of Rs. 1 crore and above, banks would be
required to levy minimum commitment charge
of one per cent per annum on the unutilised
portion of the quarterly operating limit,
subject to a tolerance level of 15 per cent
of such limit.

8.42 Suitable use has been made by RBI also
of selective credit control measures in respect
of bank credit for price-sensitive commodities
in its credit management during 1990-91 as also
in 1991-92 so far. With effect from December
30, 1989 higher ceiling at 100 per cent of the peak
level of credit based on three year period 1984-85,
1985-86 and 1986-87 (November-October) was
stipulated for bank advances against wheat,
cotton and kapas. The minimum margin on bank
advances against cotton and kapas was brought
down from 45 per cent to 30 per cent.
In the case of others ie. other than mills/
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processing units/which are expected from selec-
tive credit controls Likewise bank advances
against unreleased stocks of sugar with mills was
subjected to a lower minimum margin of 20 per
cent as against 25 per cent stipulated earlier.

8.43  With effect from April 16, 1990 for com-
modities having credit ceilings, the three year
base period noted above was brought forward
by two years to the three year period of 1986-87,
1987-88, 1988-89 (November—-October) for deci-
ding credit ceiling for bank advances against a
particular commodity. The minimum margins
on all bank advances against wheat (including
advances to roller flour mills) were reduced by
15 percentage points across-the-board. Further
in the context of distinct improvement in supply
position, all advances against cotton and kapas
were also exempted from all provisions of selec-
tive credit control effective from April 16, 1990.
Similarly, all advances against wheat (including
to roller flour mills) came to be exempted from
all provisions of selective credit control with
effect from July 2, 1990 on a review of price
output developments relating to that commodity.

8.44 The commodities which came particularly
under strict selective credit control measures
were oilseceeds and vegetable oils (including vans-
pati), minimum margins on bank advances
against which were raised twice in succession by
15 percentage points each time across-the-board
with effect from May 4, 1990 and July 2, 1990.

8.45 With the harvesting of a good kahrif
foodgrains production in 1990-91 and rise in
public sector foodgrains stock to a comfortable
level following much larger procurement in the
year, minimum margins on advances against
paddy/rice and “other foodgrains” were reduced
by 15 percentage points across-the-board with
effect from October 10, 1990. However, in view
of subsequent rise in prices, these minimum
margins were raised by 15 percentage points,
effective January 8, 1991. The minimum margin
and level of credit stipulations for all commo-



dities covered under selective credit controls are
indicated in Table §.7.

TaBLES.7
Minimum Margins and lzvel of Credit Ceilings on Bank advances

against commodities subject to selective credit controls (effective
April 13, 1991)
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(Percentages)
Minimum Margins Level of
Credit Cei-
Commodities Mills/) Others Ware- ling (Base
Process- house years
sing Receipts Three years
units ending
1988-89
Nov-Oct.) -
1. Paddy/Rice . 45 60 45 85
2. Pulses . 45 60 45 85
3. Other foodgrains . 45 60 45 85
4. Oilseeds (viz.,
groundnut, rapeseed
mustard, cotton-
seed, linseed,
castorseed and all
imported oilsceds) 60 75 60 85
5. Vegetable Oils (Viz.
groundnut oil,
rapeseed/mustard
oil, cottonseed oil,
linseed oil, castor
oil, vanaspati and
imported
vegetable oils) 60@ 75 60 85
6. Sugar
(a) Buffer . — — —
(b) Unreleased
stock 20* —_— — —
(c) Released 75 75 60 —
7. Gur and Khandsari 45 75 60 —_

*Reduced to 17.5 per cent, effective May 9, 1991 for a period
of 3 months upto August 8, 1991.

@Applicable to registered oil mills.

-—-Not applicable.

Note : 1. Advance against cotton and kapas were fully exempt
from the controls with effect from April 16, 1990,

2. Advances against wheat were fully exempt from the

controls with effect from July 2, 1990,

8.46 1In view of the difficulties faced by trade
and industry in Jammu & Kashmir and Punjab,
banks have been permitted by RBI to extend
certain concessions/relaxations to bank
borrowers and customers in these areas. Such
concessions relate to margin, service charges,
re-scheduling of repiyment, non-levy of penal
interest or compound interest in deserving
cases. grant need-based additional credit

limits, etc.

8.47 Decision of the Government of India to
implement a ‘debt relief’ scheme for farmers,
artisans and weavers was announced by the Fina-
nce Minister while presenting the Central Budget
for 1990-91. 1In line with the announcement the
Government of India approved the Agricultural
and Rural Debt Relief Scheme, 1990. The Central
Government’s scheme covered borrowers of
public sector commercial banks and Regional
Rural Banks (RRBs). State Governments were
advised to formulate a debt relief scheme for the
benefit of borrowers in the co-operative sector
on the lines of the Central scheme. Public
sector commercial banks, RRBs and co-operatives
are now implementing the debt relief scheme.
The salient features of the Debt Relief Scheme
which came into effect on May 15, 1990 are as
follows :

(i) The scheme will apply to all eligible loans
of banks and co-operative societies.
Eligible loan means that part of short-term
loans, including converted/rescheduled
medium term loan, availed of by an
individual borrower on or after April 1,
1986 and instalments of a term loan fall in
due after October 2, 1986 which was
overdue to a bank on the effective date
(October 2, 1989), including overdue
interest.

(i) In the case of public sector banks and
RRBs, the Government of India will
bear the amount of relief that will be
provided by these institutions to the
eligible  beneficiaries. In respect of
State Government schemes for co-opera-
tives approved by Government of India,
the burden will bz shared equally by the
Central and State Governments.

(i) The relief will be available only to non-
wilful defaulters who had borrowed loans
from one or more banks irrespsctive of
the quantum of the amount borrowered.
However, the relief available will bz res-
tricted to a maximum amount of Rs.
10,000 per eligible beneficiary. Non-
wilful defaulter is a borrower who did
not repay loans and experienced two
or more bad crop years, not necessarily



consecutive ones, one of which was the
year in which the default occurred.
In the case ofartisans, non-repayment on
account of loss of assets will be treated as
non-wilful default. A borrower with
chronic overdues for over 3 years as on
the effective date will also bz considered
a non-wilful defaulter.

(iv) The cut-off date for determining the
beneficiary will be October 2, 1989. The
terminal date for the scheme was fixed on
March 31, 1991,

8.48 The Reserve Bank of India and the National
Bank for Agriculture and Rural Development
estimated initially that the quantum of debt
relief would bz of the order of Rs. 2842 crores.
The Government of India earmarked Rs. 1000
crores for this scheme in the Budget for 1990-91.
It decided to underwrite in full the burden of
debt relief borne by the public sector commercial
banks and R egional Rural Banks as also to pro-
vide 50 per cent of the assistance to the co-cpera-
tive banks which would provide debt relief (the
remaining 50 per cent to be borne by the State
Governments) under the scheme formulated for
waiver of co-operative credit by the respective
State Governments on the lines of the Central
Scheme.

8.49 It is pertinent to note here that the Agri-
cultural and Rural Debt Relief Scheme 1990
underwent scveral changes in the last financial
year after its announcement in the Central Budget
for 1990-91. These changes in the scheme
included; inter alia, consideration of ‘chronic
overdues’ (overdues even prior to October 2,
1986), debt of farmers who had filed insolvency
petitions, extemsion of the scheme to cover all
borrowers, irrespective of the size of their loans
and inclusion of fisheries in the purview of the
Scheme. These changes, in effcct, increased the
Government of India’s liability in this sphere and
led to a greater fiscal burden on the exchequer
than originally provided for in the Budget.

8.50 Position reported up to May 4, 1991 indi-
cate that a total of Rs. 7802 crores of debt relief
had been provided by the public sector banks,
Regional Rural Banks and co-opzrative banks.
Of this Central Government’s liability Is to the
tune of Rs. 5776.67 crores while the concerned
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State Governments would have to incur an ex-
penditure of Rs. 2025.00 crores to meet their
commitments in this regard. The final liability
of the Govt. of India will be known only after full
data is received of actual loan waiver upto March
31, 1991 from public sector banks, RRBs and
co-operative banks. Inthe Revised Estimates for
1990-91 a supplementary provision of Rs. 500
crores has been made towards the scheme, raising
thereby the budget provision of Rs. 1500crores for
the scheme upto the end of that financial year.
In Interim Budget 1991-92 the Govt. of India has
provided Rs. 1500 crores for the scheme. This
will put the cumulative budgetary support to the
scheme by the Govt. of India at Rs. 3000 crores.
Given the scale of debt relief scheme, it could
affects both the profitability and credibility of the
Indian banking system unwillingly, it could also
affect the farmer’s incentive towards prompt
repayment of bank debts in the future. It also
contributed significantly to the deterioration in
the fiscal situation in 1990-91. It also puts a
constraint on Supply of Credit for productive
purposes and interest may affect the rural credit
delivery system.

8.51 In view of the increasing pressure on the
balance of payments of the country, importance
of credit given by the banks to export assumed
great urgency. RBI accordingly advised banks
specifically in October 1990 to make substantive
efforts to supports exports. It was also been
decided to increase the access of banks to its
export credit refinance by permitting 100 per cent
(as against 75 per cent earlier) refinance of
increase in export credit over its monthly
average levelin 1983-89 at the rate of 9 per
cent per annum, effective from January 1, 1991,
Higher export credit refinance was estimated to
increase bank’s access to such refinance by
Rs. 1,000 crores during 1990-91.

Credit by Financial Institutions

8.52 Over the three financial years, i.e., 1987-
1988 to 1989-1990 there has bzen an increasing
trend in aggregate sanctions and disbursements
by all financial institutions. Aggregate assistance
sanctioned by them recorded a rise from Rs.9,171.8
crores in 1987-88 to Rs. 14,073.4 crores in 1988-89
and further to Rs. 15,631.4 crores in 1989-90.
Data show an annual average growth rate of 34
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per cent in aggregate sanction over these three
years. ‘Disbursements of assistance by the
"financial institutions show a similar rising trend
of 22 per cent over the same three years period
(Rs. 10001.7 crores in 1989-90 as against
Rs. 6788.4 croresin 1987-88). AllIndia Financial
“ Institutions viz., Industrial Development Bank of
Indita (IDBI), Industrial Credit and Investment
Corporation of India (ICICI), Industrial Finance
Corporation of India (IFCJ), Life Insurance
Corporation (LIC), General Insurance Corpo-
ration (GIC), Industrial Reconstruction Bank of
India (IRBI) and Unit Trust of India (UTI)
accounted for the major portion of totalassistance
sanctioned by all financial (term lending) insti-
tutions in 1989-90 as also in previous two years.

8.53 Industry-wise major beneficiries during
these last three years were textiles, rubber,
machinery, food products, cement, transport
equipment, electricity generation, fertilizer, iron
& steel, electrical and electronic equipments, non-
ferrous metals, chemicals and chemical products.
Disbursements recorded very significant growth
rates in the case of iron & steel, food products,
textiles, rubber and machinery.

8.54 Purpose-wise, sanctions of dircct assis-
tance by all India financial institutions bstwzen
1987-88 and 1989-90 recorded an annual average
growth rate of 28 per cent for new project, 76
par cent expansion/diversification existing pro-
jects and 29 per cent for modernisation/rchabili-
tation of existing projects and 33 per cent for
‘supplemental assistance.

8.55 During 1990-91 total assistance sanc-
tioned by all financial institutions including Small
Industries Development Bank of India (SIDBI)
'was to the tune of Rs. 20,140 crores which is
28.8 per cent higher than the assistance of Rs.
15163 crores during 1989-90. Disbursements
also recorded an increase of 23.0 per cent in
-1990-91 stood at Rs. 12,299 crores as against
Rs. 10,001.7 crores disbursed in 1989-90. In
1990-91 to the All-India financial institutions
accounted for the lion’s share in the sanctions and
disbursements made by the all financial institutions
Table 4.8 in the Appendix presents institution-
wise details of sanctions and disbursements right
from 1980-81 to 1990-91.

. 8.56 During the year 1989-90 various new
schemes of assistance were introduced by the

term-lending institutions. They include Mahila
Udyam Nidhi Scheme, Mahila Vikas Nidhi
Scheme, Equipment Credit and Buyers Credit,
Asset Credit Scheme. IFCI lent support .to the
setting up of Rashtriya Gramin Vikas Nidhi at
Guwahati. UTI and ICICI together set up their
second Venture Capital Fund (VECAUS-I)
of Rs. 100 crores. UTI also set up the UTI
Institute of Capital market at New Bombay in
order to promote advanced professional education
training and research in the field of capital market.

8.57 It is also important to note that all-India
financial institutions and public sector banks
have bzen promoting some specialised financial
institutions in the past two to three years. ICICI
along with other financial institutions and
nationalised banks promoted in 1986 Shipping
Credit and Investment Com pany of India Ltd.
(SCICI) which has been entrusted with the res-
ponsibility of extending finance for the acquisition
of ships and fishing trawlers, apart from acting as
an agent of the Government for rehabilitation of
sick companies in the shipping and fishing szctor.
On cumulative basis, assistance sanctioned by
SCICI sanctioned assistance of Rs. 1108.58 crores
and disbursed assistance to the tone of Rs. 591.20
crores upto March 31, 1991, IFCI along with
other all-India Financial Institutions, State Bank
of India, Canara Bank and Bank of India has set
up in 1989 the Tourism Finance Corporation of
India (TFCI) which will provide both rupzes and
foreign currency assistance underwrite/directly
subscribz to share/debzntures, provide facilities
of supplicrs ’credit, equipment leasing/procurc-
ment to enterprises in the fizld of tourism and
related activities, Upto the end of March, 1991,
TFCI sanctioned cumulative assistance aggre-
gating atR's. 137.8 crores out of which a sum of
Rs. 52.0 crores were disbussd. Similarly thet
Stock Holding Corporation of India Ltd., was set
up in 1987 by the szven all-India financial insti-
tutions to service the securities transaction of
these institutions. Government have recently
approved the extension of the jurisdiction of this
Corporation to cover all public finance insti-
tutions and public sector banks.

8.58 Another remarkable development is the
entry of these institutions into the area of venture

capital. Venture capital funds provide an alter
native way of raising resources, suitable to the



specific risk needs of the company. Venture
capital assistance is now more readily available
with the promotion of venture capital funds by
IDBI, ICICI and IFCI. Jointly with the Depart-
ment of Biotechnology, these threc all India
financial institutions have promoted during
1990-91 a venture capital company hnown as
Biotech Consortium India Limited, with the
specific intention of making venture capital
available for commercialisation of biotechnology.

8.59 Maintenance and construction of road
has since been declared as an industrial concern
eligible to financial assistance by IDBI. Energy
conservation schemes have been given greater
support by linking rebate on interest to the extent
of energy saved and raising the limit of assistance
from Rs. 4croresto Rs. 5crores per unit. Consor-
tium financing arrangements among all India
financial institution were modified during last
financial year. Besides assistance by way of
leasing finance, bills discounting etc. which are
already outside these arrangements, assistance to
project costing upto Rs. 20 crores has been
brought out of the perview of consortium
arrangements.

8.60 Effective from August 1, 1990, interest
rate structue for industrial finance by term
lending institution was liberalised. Earlier to
this basic lending rate for term loans of the
financial institutions was set at 14 per cent
per annum. With the revision a two-tier
interest rate structure was introduced, accor-
ding to which for the first two years or
till the completion of the project (which-
ever 1s earlier) the interest rate on term loans has
been fixed at 14 percent (Tier 1) and for the
remaining period basic lending rate would be
15 per cent (Tier 2) the concession rates generally
rarge from 11.5 per cent to 12.5 per cent for Tier

1 and from i2.5 per cent to 13.5 per cent for
Tier 2.

8.61 Along with the diversification in the
activity of financial institutions and increasing
variety of such institutions, there is an on-going
trend of encouraging public financial institutions
to be more autonomous and self-sufficient in
their resources and in accessing the . capital
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market. During 1990-91 for the first time ICICI
offered a public issue for Rs. 50 crores. SCICL
noted earlier also offered a public issue of Rs. 82
crores including a premium of Rs. 41 crores.
ICICI also offered a rights issue of Rs. 18 crores
including a premium of Rs. 9 crores. Greater
transparency is also being expected of these
institutions in the manner in whih they conduct
their market operations in the shares of the
companies. In the interest of such transparency
for any sales of over 1 per cent of the paid-up
capital of a company the concerned financial
institution is required to provide the general
public with information regarding such transac-
tion and the price at which it has been made.

8.62 Any review of the financial operations of
the term-lending institutions will indicate that
they have a very important role in the credit
market of the country and their liabilities and
assets have grown quite fast. In addition, they
are acting quite closely with the scheduled
commercial banks and their earlier compart:
mentalisation/segmentation into term-loan and
working capital categories have been blurred
rather significantly and replaced by a’ degree of -
continium. In this background it is important
to ensure not only that business of these non-
bank financial institutions is conducted prudently -
and their sound financial health is maintained,
but also that their credit policies-are consistent

with the overall monetary policy pursued
by RBL

Developments in the Money Market

8.63 The Indian money market is becoming
more and more diversified, as a result of various
measures taken over the past several years by
RBI and Government Trading in various instru-
ments like 182 Days Treasury Bills, commercial -
bills and commercial paper had also expanded
considerably. The volume of inter-bank call
money, short notice money and term momney
transactions has grown considerably in recent
years.

8.64 Until recently only scheduled commercial
banks, co-operative banks and the Discount and
Finance House of India (DFHI) were permitted
to participate both as lenders and borrowers in
the call/notice  money market, whileg ~



Life Insurance Corporation of India (LIC) and
Unit Trust of India (UTI) were already allowed
to operate as lenders. Effective May 2, 1990 the
Gengral Insurance Corporation of India (GIC)
the Industrial Development Bank of India,
(IDBI), and the National Bank for Agriculture
and Rural Developmént (NABARD) were per-
mitted to participate in this market as lenders.
These institution have augmented the flow of
funds in the call money market. With a view
to further widening the call and notice money
market and bringing about a greater integration
of various segments of the money market all
the participants in the bills/rediscounting market
who were till then not operating in the call/notice
money market, were granted access into this
market as lenders with effect from Octobes

20, 1990.

8.65 Banks with over-extended credit positions
have been advised to undertake structural ad-
justments to correct their chronic and large
dependence on the call money market. Revised
schedule of graduated penaltics on CRR short-
falls, which had softened the penalties, would
help to moderate interest rates in the call money

market.

8.66 Among the money market instruments,
182 Days Treasury Bills have become most
important.  Regular fortnightly auctions are
being held for these bills. Banks in particular
have appreciated the obvious advantages of this
versatile money market instrument and are both
increasingly participating in the primary auctions
and dealing actively in the secondary market for
these bills. Inter-bank participations (IBPs) with
risk sharing have been issued only by a few banks
for small amounts, no bank had so far issued

IBPs without risk sharing.

8.67 It may be recalled that Certificates of
Deposit (CDs) were introduced by RBI in June
1989 to give investors greater flexibility in the
deployment of their short-term funds. The
primary market was sought to be expanded by
the RBI with the enhancement of the limit for
issue of CDs by scheduled commercial banks
(excluding RRBs) in the beginning of 1990-91
(effective May 23, 1990) from one per cent of the
fortnightly average outstanding aggregate de-
posits in 1988-89 to two per cent of the fortnightly
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average outstanding aggregate deposits in
1989-90. This meant a rise in the overall limit
for the issue of CDs for the banking system from
Rs. 1,264 crores to Rs. 3,018 crores. The denomi-
nation of CDs would be in multiples of
Rs. 10 lakhs (as against Rs. 25 lakhs stipulated
earlier), subject to the minimum size of an issue
to a single investor being Rs. 50 lakhs. The
limit had been further enhanced to 3 per cent of
the banks fortnightly average aggregate deposits
and denomination reduced to multiples of Rs. 5
lakhs subject to the minimum size of issue to a
single investor being Rs. 25 lakhs, effective
December 29, 1990. Consequently, the overall
limit for the issue of CDs for the banking system
rose to Rs. 4,522 crores. However, secondary
market in CDs has not grown very much. The
DFHI has begun offering quotas for purchase of
CDs.

8.68 Similar relaxations were also made in the
guidelines for issue of Commercial Paper (CP)
introduced in the market in 1990-91. The relaxed
guidelines made effective from April 24, 1990
aimed at broad-basing the primary market as
also widening the scope for secondary market
and provide, inter alia, that (a) the tangible net-
worth of the company issuing CP should not be
less than Rs. 5 crores (Rs. 10 crores earlier),
(b) working capital (fund based) limit of the
company should not be less than Rs. 15 crores
(Rs. 25 crores earlier), (¢) minimum credit rating
from Credit Rating Information Services of India
Limited (CRISIL) can be Pl (instead of P1+
earlier) and (d) the CP can also be in multiples
of Rs. 10 lakhs (instead of Rs. 25 lakhs earlier)
subject to the minimum of an issue to a single
investor being Rs. 50 lakhs (as against Rs. 1
crores earlier). It may be appreciated however,
that prescription of strict standards for the issue
of CPs had been consciously done with a view
to preventing the incidence of failure and as the
market matures, wider access may be permitted.
The CP is meant to be an instrument to provide
flexibility to borrowers rather than additionality
of funds over and above the eligible credit limit.
Furthermore, at the initial stages of its devlop-
ment, it is necessary to regulate an orderly queue

for issue.



8.69 Development of bill culture is Important
for establishment of an efficient payments system.
An active secondary market in commercial
bills will develop only if the primary market for
these bills expands sufficiently. In order to
encourage the bill culture, RBI advised, as early
as in March 1987 that effective April 1, 1988 the
credit limits sanctioned by a bank to the erst-
while Credit Authorisation Scheme (CAS) borro-
wers against book debts should not be more
than 75 per cent of the aggregate limits sanction-
ed to such borrowers for financing inland credit
sales. More than three years had lapsed since
this advice was tendered. RBI has therefore,
recently advised the scheduled commercial banks
that in the casc of fund-based working capital
limits of Rs. 5 crores and over, with effect from
January 1, 1991, interest at 2 percentage points
higher than the interest rates on relevant cash
credit should be levied on that portion of the
book debt finance which excecds the stipulated
norm of 75 per cent of the limits sanctioned to
pborrowers for financing inland credit sales. It is
intended to bring about a reduction in a phased
manner in the proportion of permissible level
of book debt financing from the current level of
75 per cent and accordingly the banks have been
informed to advise their constituents to reduce
their reliance on book debt financing,

8.70 As noted earlier, call money rates show
considerable volatility. With the freeing of call
money rates from May 1, 1989, many banks
have been alternating between lending and
borrowing and thus are contributing to a reduc-
tion in the lopsidedness of the market. Even
than it is observed that call money rates generally
rise sharply in the first week of the reporting
fortnight and subside in the second week after
the banks have met their CRR requirements.
The rate rose to as high as 58 per cent (on April
6, 1990) and declined to as low as 6.5 per cent
(on February 9, 1990). However, though not
regulated, interest rate on Commercial Paper
ranged between 11.87 per cent and 15.63 per
cent. In the case of CDs the rates typically
offered for three months were in the range of
11 per cent to 12.5 per cent and for maturity of
one year the typical rates ranged between 12.00
per cent and 13.00 per cent. The intercst rates
/13 M of Fin./91—20
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offered on CDs appear relatively high, consider-
ing the fact that thev are subject to reserve
requirements.

8.71 The Reserve Bank has initiated further
measures to introduce greater flexibility in cash
management by banks. At present they are
permitted to maintain the stipulated cash balan-
ces as an average of a fortnight. With the imple-
mentation of the modified scheme of graduated
Interest Rate on eligible cash balances of banks
and wider access now being provided to them
under the discretionary reflnance facility, banks
should be able to bring about an improvement
in their funds management and money market
“rates “would “then reflect better the underlying
liquidity conditions.

8.72 During recent yecars the DFHI was able
to moderate the stringency in the money market
by leaning agains the wind. While DFHI does
attempt to provide additional liquidity when
stringency devclops in the market, in the inte-
rest of overall monetary policy it has to limitits
dependence on the Reserve Bank. A moncy
market, however, well developed, should not be
a source of over-coming structural disequilibria
in the sources and uses of funds of the partici-
pants. The DFHI should be considered primarily
as an agency for evening out short-term dis

equilibria in the money market and not as a
source for meeting long-term fund requircments.

Imstitutional Developments in the Financial Sector

8.73 The Discount and Finance House of India
Limited (DFHI) has been playing an important
role as the appex agency in the Indian money
market ever since its inception. It has continued
its cfforts at fostering the active participation of
the scheduled commercial banks and their sub-
sidiaries, state and urban co-operative banks
and all India financial institutions in the money
market with a view to ensuring that their short-
term surpluses and deficits are equilibrated at
market-related rates through inter-bank trans-
actions and various money market instruments.
During 1990-91 DFHI opened branches at Delhi,
Calcutta, Madras, Ahmedabad, and Bangalore
in order to decentralise its activities and provide
money market facilitiesat the major money market
centres in the country. Apart from its paid



up capital of Rs. 150 crores, it has lines of re-
finance from RBI and a line of credit from the
consortium of public sector banks.

8.74 Through its money market operation
beginning from April 25, 1988 DFHI has been
successful not only in developing 182 Days’
Treasury Bills into a highly liquid instrument
but also in creating a sccondary market for these
bills. During 1989-90 camulative turnover of
these bills nearly doubled as compared with the
level in 1988-89 and rcached a figures Rs. 21,953
crores. In 199091 it had increased to
Rs. 32,329 crores.

8.75 DFHIs turnover in the inter-bank call
(overnight) and short notice (upto 14 days) and
term money (over 14 days and upto 90 days)
money market has also grown significantly in
1990-91. Tts turn-over in the inter-bank call
money market amounted to Rs. 1,98,960 crores in
1990-91 as against a turnover of Rs. 87,927 crores
during 1989-90. The daily average turnover in
this market has significantly increased from
Rs. 241 crores in 1989-90 to Rs. 545 crores
during the 1990-91. The turnover in short notice
money and term money during 1990-91 amounts
to Rs. 3,832 crores and Rs. 3,532 crores

respectively.

8.76 DFHI started its operations in the second-
ary market of commercial bills and commercial
paper (CP) in 1989-90. The turnover in
commercial bills totalled at Rs. 10,682 crores in
1989-90 and stood at Rs. 12,675croresin 1990-91.
Turnover in commercial paper has, however,
remained at a modest level of only Rs. 107
crores in 1990-91.

8.77 The sccondary market for Certificates
of Deposit (CD) has not yet developed because
investors in CDs who purchased them at
atractive rates, preferred to hold them till
maturity. As such there wasa nominal turnover
in CDs of Rs. 8 crores during 1990-91.

8.78 The National Housing Bank (NHB) which
started its operations from July 1988 has been
actively involved in the development of housing
finance in the country. It is interested not only
in the promotion of a sound institutional frame-
work for such finance but has also been striving
to augment the supply of real resources e,
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land and building materials, with the accent
placed on savings specific to meet the housing
needs. These initiatives were continued in the
year under review with appropriate modifications
and additions in the light of field level exprience
and feedback.

8.79 In co-operation with the scheduled
commercial banks and co-operative banks, NHB
launched Home Loan Account Scheme (HLAS)
on July 1, 1989 with a view to mobilising resources
from the households, specifically for construction
of houses/flates. On the basis of information
received, more than 4 lakh people have become
HLA member till the end of March, 1991. The
amount of deposits totalled Rs. 68 crores. The
scheme has since been extended to select housing
finance companies.

8.80 In consultation with RBI and Govern-
ment of India NHB introduced certain changes
in the scheme to make it more attractive. These
changes include, inter alia, linking of amount
of loan to accumulated savings as their multiple
instcad of linking to the size of accomodation
earlier, cxtension of part withdrawal facility,
earlier available only for paying registration fees
for spccific schemes of housing agencies etc.,
to purchase of a plot allotted in any land deve-
lopment and shelter project refinanced by NHB,
reduction in minimum saving period to 3 years
from 5 years (in case of allotment of a house/
flat in any project financd by the Bank)., per-
mission to withdraw accumulate savings in
case of a decision by the saver not to acquire
house/flat. The ceiling of Rs. 3 lakhs loan
under HLAS has also been removed.

8.81 In 1990-91 provisions of the refinance
scheme of NHB introduced in 1989 for eligible
housing loans were liberalised in March 1990
and again in October 1990 consequent to the
restructuring of the lending rates of scheduled
commercial banks by RBI with effect from Septem-
ber 22, 1990. Accordingly, the ceiling for 100
par cent refinance has bzen increased to Rs. 2
lakhs on housing loans for construction/acquisi-
tion of new housing units with built up area not
exceeding 40 sqm. In respect of loans for units
with more than 40 sqm. built up area, costing
not more than Rs. 1.50 lakhs and for major
repairs and upgradation, refinance will be 100



per cent upto Rs. 1 lakhsand upto Rs. 30,000
respectively. .

8.82 By May, 1991 refinance provided by NHB
to all categories of eligible primary lenders
amounted to about Rs. 480 crores. NHB also
participates in the equity of the housing finance
companies to the cxtent of 20 per ceat of their
paid up capital on merits of eachcase. Till now,
equity participation/commitment has been of
the order of Rs. 4.55 crore in 4 housing finance
companies.

8.83 GQGuidelines have been formulated by NHB
to involve public agencies, co-operative housing
societies and professional developers in land
development and shelter projects (LDSPs) in
order to ensure that basic thrust towards housing
construction of smaller dwelling units in keep-
ing with its motto ‘‘small man first” is maintained.
The guidelines, inter alia, prescribe certain para-
meters, compliance with which would enable
agencies to avail of financial support from NHB.
Refinance schemes covering loans given by sche-
duled commercial banks and housing finance
companies for exccution of LDSPs as also rental
housing schemes conforming to NHB’s guide-
lines werc introduced. To facilitate timely
adjustment of project loans given by banks and
housing finance companies, a separate refinance
scheme covering housing loans to allottees of
plots developed or dwelling units constructed
thercunder was also introduced. Till middle
of May 1991 it has approved 42 dciziled project
reports costing Rs. 297.85 crores to cnable the
development of 17,803 plots and construction of
38,401 dwelling units of various categories. It
also has approved projecis for the manufac-
ture of low cost building materials with total
proj:ct cost of around Rs. 17 crores for equity
participation of Rs. 76 lakhs under its policy to
support building material industry as a part of
real sector intervention.

8.84 Several steps have been taken recenily
to augment the resources of NHB. The paid-up
capital of the Bank has been raised to Rs. 200
crores by the contribution of RBI who have also
sanctioned a long term loan of Rs. 125 crores to
NHB out of the National Housing Credit (Long
Term Operations) Fund established by RBIL
The bank has also issued 20 year bonds (with
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11.5 per cent interest) worth Rs. 160 crores with
guarantee from the Government of India. NHB
has launched in July 1990 three year non-trans-
ferable/non-ncgotiable Capital Gains Bond
Scheme carrying 9 per centinterest rate per annum
and providing 100 per cent tax exemption on
capital gains arising out of sale/transfer of long
term capital assets like land, building, shares
and securities, jewellery etc. Under this schems
NHB has collected a sum of Rs. 61.44 crores
till middle of April, 1991, The United States
Agency for International Development (USAID)
has approved a programme to provide loan
guarantee for US $50 million to NHB under the
USAID Government Housing Guarantee Pro-
gramme in terms of which developing countries
can borrow in the US capital market with US
Government guarantee for periods upto 30 years.
Under this NHB has raised as first tranche US
$25 million (approx. Rs. 48.74 crores). Lastely,
it has also succeeded in securing a loan agree-
ment with Overseas Economic Co-operation
Fund (OECF) of Japan for 2.97 billion Yen
(approx. Rs. 50 crores).

8.85 An important institutional development
in the financial sector in 1990-91 has been the
setting up of an apex bank for small-scale indus-
tries, known as the Small Industries Development
Bank of India (SIDBI). With its Headquartet
at Lucknow, SIDBI has a network of 26 regional
and branch offices. It commenced its opcra-
tions from April 2, 1990 with a portfolio of Rs.
4,200 crores and it has taken over from 1DBI
the responsibility of administering Small Indus-
trizs D:valopmant Fund and the National Equity
Fund. As the principal financial institution for
the promotion, financing and development of
small scale industries it will work towards co-
ordinating the functions of existing institutions
engaged in similar activitics. Among its new
initiatives are introduction of new schemes to
fill the gap existing in the system, technological
upgradation and modernisation of existing units,
extension of support services for the healthy
growth of the small sector and strengthening of
the credit delivery system for the sector., Besides,
it has schemes for direct assistance to spccialised
marketing enterpreneur and for the development
of industrial areas, direct discounting and redis-
counting of trade bills.



8.86 In the Economic Survey 1989-90 it was
mentioned that the Reserve Bank decided to
initiate steps for cstablishing domestic factoring
services as a first priority and promoting legisla-
tive measures to introduce factoring services on
a full-fledged basis. Factoring has since been
notified as a form of business in which banks/
subsidiarics of banks can engage, under the
Banking Regulation Act, 1949. For all the
four regions of the country, western, eastern,
northern and southern, scheduled banks have
applied for launching factoring services and these
applications are under consideration. These
factoring agencics will help units not only
in removing the constraints of working capital
but also in credit management and also offer pro-
tection to the units by providing neccessary ex-
pertise in assessing risks. Factors will in turn
have the benefit of readily available business
from the small scale sector. Persuant of this
Government notification, the State Bank of India
set up, on February 26, 1991, a new subsidiary
called the SBI Factors and Commercial Services
Private Limited (SBIFACS), for rendering facto-
ring services to the industrial units in Western
India, covering the States of Maharashtra,
Madhya Pradesh, Gujarat and Goa and the
Union Territorics of Dadra, Nagar Haveli,
Daman and Diu. While the Bank will have the
majority sharcholding of 54 per cent, Small In-
dustries Development Bank of India (SIDBI),
Union Bank of India, State Bank of Saurashtra
and State Bank of Indore will contribute the
balance sharc in the total capital of Rs. 25 crore.

8.87 The Credit Rating Information Services
of India Limited (CRISIL), the first credit rating
agency of the country, which started its opera-
tions in January, 1988, continued to make steady
progress in its operations during 1990-91. CRI-
SIL rates debt obligations of Indian companiecs
like debentures, fixed deposit programme, short-
term instruments and preference shares at the
request of a company . It takes into account
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vartous factors like industry risk, market position, -

financial position, accounting quality profit-
ability operating efficiency and track record of
the management of the compnay in assigning
credit ratings. CRISIL has developed, initially
for State Bank of India, a special product known
as ‘CREDIT ASSESSMENT’ for small-sized

finance companies this service is now being used
by some of the nationalised banks also as an
additional input in their decision making process
on the terms of lending to such companies.
CRISIL also launched its quarterly publication,
CRISIL RATINGSCAN which presents the
rationale for ratings assigned, the list of ratings
in use as well as ratings rcviewed during a quarter
and instruments placed under RATINGWATCH
for possible review in the rating. During 1990-91
CRISIL also developed a new service called the
CRISIL CARD services which provides infor-
mation on Indian companies. By March, 1991,
CRISIL had rated 176 debt instruments issued
by 124 companies (including three belonging to
public sector) covering a total debt volume of
Rs. 4,357 crores. Apart from fixed deposit
programmes, convertible and non-convertible
debentures, CRISIL had rated 44 commercial
papsr programmes covering a total volume of
Rs. 423 crores. In addtion, CRISIL had com-
pleted ‘credit assessment’ of 44 companies. Dur-
ing 1990-91 the Government has given permission
for a second credit rating agency known as the
Investment Information and Credit Rating
Agency of India Limited (ICRA) to be set up.
The new credit rating agency to be promoted by
IFCI has accordingly been incorporated and will
begin operations shortly.

New Trends in the Financial Sector

8.88 Demand for various types of financial
scrvices such as new issues management, cor-
porate counselling, capital structuring and loan
syndication is growing in the financial sector.
New and risky lines of business also look for
support in the nature of venture capital. With
the introduction of suitable legislative changes,
financial institutions and bank subsidiaries have
been permitted to enter this activity. In the con-
text of growing competitive environment in the
financial market, commerciai banks have diversi-
fied into fresh areas of business.

8.89 Over the years mutual funds have grown
both in size and importance in the financial
market. These funds playa pivotal role in mobi-
lizing savings of the community particularly
iiom middle-class and small investors by provi-
c¢ing them the benefits of expert portfolio mana-
ccment aimed at beth minimizing risks by spread-



ing them across a large number of sccurities and
realising a fair return on investment. In recent
years the Unit Trust of India (UTI) has also been
' playing a stabilising role iu the capital market
by intervention at appropriate junctures. As
the lcading institution in mutual funds industry
active since 1964, the UTI mobilized Rs. 18,104.82
crores as on 31st December, 1990 out of which
sales mobilised during April-December, 1990
aggregated at Rs. 2,783.86 crores. During full
financial year 1990-91 UTI mobilised Rs. 3926
crores. The thrust of its policy has been to
convert many potential small investors across
the country into actual investors by offering
various new attractive schemes.

8.90 Since 1987 some public sector commercial
banks viz., State Bank of India (1987), Canara
Bank (1987), Indian Bank (1989), Punjab Na-
tional Bank (1990) and Bank of India (1990) have
also set up mutual funds through their merchant
banking subsidiarics. The Life Insurance Cor-
poration of India (LIC), also launched its mutuaal
fund in 1989. These mutual funds are reported to
have raised over Rs. 1,500 crores in 1989-90. In
1990-91, General Insurance Corporation of India
(GIC) has also set up its mutual fund. It is esti-
mated that total resources raised so far through
various mutual funds (including UTI) crossed
Rs. 20,000 crores mark.

8.91 State Bank of India has taken a further
step to raise foreign exchange resourccs by issuing
two series of three year bonds known as NRI
bonds (repatriable in Rupees only) that carryan
interest rate one percentage point higher than
that on FCNR US dollar deposits of three years.

8.92 Another important area in which Indian
banks have entered recently is offshore funds.
Unit Trust of India took the lead in the field of
offshore funds by starting two funds viz.,
(2) India Fund, launched in July 1986 in colla-
boration with Merrill Lynch of London and (b)
India Growth Fund in August 1989 in collabora-
tion with Merrill Lynch and Nomura Securities
International Tncorporated, registered as invest-
ment company in USA. These funds to which
non-resident Indians and foreigners had subs-
cribed, are quoted in the London and New York
Stock Exchanges respectively. In 1989-90.
S tate Bank of India has also launched two
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tranches of its offshore funds, known as Indian
Magnum Fund (September, 1989). The Fund
listed on the Amsterdam Stock Exchange and
managed by a wholly owned subsidiary of the
State Bank of India. Further, this subsidiary
will be the investment manager for the Indian
portiolio (20 per cent) of the multi-country off-
shore fund called Asian Convertible and Income
Fund launched by Asian Development Bank
(ADB) in January, 1990. Lastly, Canara Bank
came up with its offshore fund called Himalayan
Fund NV on June 19, 1990 registcred as a limited
company in the Netherlands in collaboration
with Banque Indosuez, Paris. Fund shares are
proposed to be listed in major international stock
exchanges.

Recent Policy Developments

8.93 Inthe financial year 1990-91 money supply
(M3) recorded a subdued growth rate of 15.1
per cent while the growth of gross domestic pro-
ductis expected to have been of the order of
5 per ceat (as against 5.2 per cent in
1989-90) particularly because of a slow-down in
the performance of the industrial sector. Deterio-
rating balance of payments position and lagged
effect of the liquidity built- up caused by high
orderofmonetary growth in 1988-89 and 1989-90
contributed to the acceleration of inflationary
pressure in 1990-91. Both on point-to-point basis
and on average annual rate basis price-inflation
rate as measured by the wholesale price index
has been much higher in 1990-91 than in 1989-90
(12.1 and 10.3 per cent as against 9.1 and 7.5
per cent respectively). Large loss of foreign
exchange reserves reflecting the balance of pay-
ments crisis has made the import control and
export promotion as important an objective of
mongctary and credit policy as the price stability.

8.94 Inmattersofcredit policy, a development
of considerable importance during 1990-91 and
the first quarter of 1991-92 has been the
deployment of monetary and credit policy mea-
sures to curb aggregate demand in general and
to restrain in particular demand for the imports
of capital goods and other categories of goods
in the wake of an acute balance of payments crisis
and precipitious loss of forcign exchange reserves.
Based on the emerging situation, the Reserve



Bank of India has been undertaking stiffer and
stiffer measures so much so that finally cash mar-
gins of as much as 200 per cent on imports of
good under OGL and 150 per cent on imports
under specific licences were imposed. Besides, a
levy of 25 per cent interest surcharge on a bank
lendings for &l import finance was also intro-
duced. A number of specific measures, as also
general credit policy measures impinging on the
use of bank credit for import purposes as under
taken by the Reserve Bank, have been described
in subsequent paragraphs of this chapter. In
this otherwise restrictive policy stance, care has
been taken to cnsure that export efforts are not
jeopardiscd and towards that end, the Reserve
Bank of India has exempted export credit {rom
the purview of the above regulations. Simul-
taneously opportunity has been taken to build
into the policy package sufficient incentive for
the faster realisation of export proceeds. Be-
sides, export refinance facility from the Reserve
Bank has been enhanced and export credit stands
exempted from the stipulation regarding incre-
mental non-food credit deposit ratio which,
excluding export credit, has been set at 45 per
cent for 1991-92 {as against 60 per cent including
export credit in the previous years).

8.95 Against the above background the mone-
tary and credit policy announced by RBI for the
first half of 1991-92 (slack season) reflected the
concern of the Reserve Bank for conservine
the acutely scarce foreign exchanfc resources
of the country through restriction on credit of
the commercial banks for import as also
for ensuring that adequate amount of credit
is supplied to meet the genuine demands for
credit for production, export and internal trade,
even as preventing at the same time the specula-
tive use of bank advances. Simultaneously,
the credit policy has also sought to enhance the
competitive position of the banks in deposit
mobilisation and proinote money market
development.

8.96 As cxplained in the initial puragraphs, the
Reserve Bank has sought to restrict the commer-
cial bank’s finance for imports with a view to
conserving scarce foreign cxchange. Some
measurcs were initiated duiing the months of
September-Docember, 1990. However, as the
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foreign exohange situation deteriorated parti-
cujarly since mid-March 1991, the credit policy
measures concerning import finance, were pro-
gressively tightened by the Reserve Bank., Thus
there were restrictions on the sale of foreign
exchange for import of capital goods which are
now required to be channelled through the foreign
currency lines of credit available with the finan-
cial institutions. After March 19, 1991 banks
have been advised to insist on margin require-
ments of 133} per cent and 110 per
cent for imports under OGL and for
imports under specific licence respectively at
the time of opening of Letters of Credit (LC)
for import of goods other than capital goods.
Effective April 22, 1991, the minimum required
cash margin for LC for OGL import has been
further raised to 200 per cent and for import
under specific licence to 150 per cent. These
restrictions will not however, apply to depart-
mental imports of Government, imports of POL,
fertilizer, foodgrain, edible oil, newsprint, life
saving drugs and life saving equipments upto
Rs. 2 lakhs. Further, with effect from April
23, 1991, RBI has waived the requirement of
minimum cash margin against post-payment
import replenishment licences as Government
of India decided to issue such licence after the
export proceeds have been realised.

8.97 Since it is also necessary to encourage early
repatriation of ex port proceeds by the exporters
and make delayed repatriation costly in the
month of Avril, 1991. RBI has therefore, twice
revised uowards the interest rate on post-ship-
ment credit of more than 90 days. The interest
rate will bz 18 per cent (as against 8.5 per cent
earlicr) on such credit, if procceds arc repatria-
ted after 90 days. The applicable intcrest rate
will risc to 25 per cent for the entire perfod from
the date of advance, if the proceeds are repatria-
ted after 180 days.

8.98 Major reforms introduced and initiatives
taken by RBI in its credit policy announced on
Aprit 12, 1991 for the first haifl of the current
financial year 1991-92 include:

(a) An upward revision in the interest rate
on deposits of threc years and above
from 11 per cent to 12 per cent. This



would bring the maximum deposit rate
of the commercial banks into better
alignment with the yield on alternative
savings instruments and reflect the current
inflation rate. Interest rates on the
Non-Resident (External) Rupee Depo-
sits for maturities of (i) 3 years to less
than 5 years and (ii) 5 ycars and above
were also similarly raised from 12 per cent
and 13 percent to 13 per cent and 14
per cent respectively.

(b) upward revision of interest rate on bank

advances of over Rs. 2 lakhs from 16
per cent (minimum) to 17 per cent
(minimum) and on discounting of bills
for this category of borrowers from
15 per cent (minimum) to 16 per cent
(minimum) with effect from April 13,
1991 in line with the upward revision
of th: highest deposit rate and keeping in
view the urgent necd to control momnetary
expansion. Interest rates on term loans
to agriculture, small-scalc industry and
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(¢) The three-year base

monthly average level of export credit
in 1989-90. This would help the banks
in catering to the additional credit needs
of the export sector without facing
resource constraints.

period—1986-87,
1987-88 and 1988-89 (November—Octo-
ber) shifted to new base of 1987-88
through 1989-90 (Novembar—Qctober)
for determining credit ceilings of banks
advances subject to selective creditcontrols
April 13, 1991, the level of credit ceilings
applicable on oilsseds/vegetable oils has
been reduced to 85 per cent from 100 per
cent of the peak level of credit in the
base pericd mentioned above, in vicw of
adverse price-output developments in
respect of these commodities. Effective
the same date, the interest rate on all
advances against the commodities covered
under the selective credit control was
changed to 17 per cent (minimum).

8.99 Among the initiatives taken for the develop-
ment of money market under this new credit
policy are:

transport operators (uptc two vehicles)
have been left unaltered.

(c) Stipulation of non-food credit (excluding (2) To enable banks to effectively compete

export credit)—deposit ratio at 45 per
cent in place of the incremental net non-
food credit deposit ratio of 60 per cent.
The base date for this ratio has been
fixed at March 22, 1991 and the ratio
would bc monitored cumulatively on a
fortnightly basis and the defaulting banks
will bs charged additional 3 percentage
points interest rate with effect from the
fortnight beginning April 20, 1991 on
refinance drawn from the R BI under
all facilities (export, stand-by, discre-
tionary and 182 Days Treasury Bill).

(d) Introduction of a new formula for deter-

mining ex port credit refinance limit for
the scheduled commercial banks:—effec-
tive July 27, 1991 banks will bz provided
export refinance to the extent of 50 par
cent of the increase in export credit
over the monthly average level of 1988-89
upto the monthly average of 1989-90
plus 100 per cent of the increase over the

with other institutions for raising bulk
funds from the market and to give them
flexibility to raise funds from the market
in need, CD limits for banks have been
enlarged to 5 per cent of their fortnightly
average outstanding aggregate deposits
in 1989-90. Guidelines for the issue of
Commercial Paper (CP) have been rela-
xed to facilitate wider participation and
also to ensure a greater degree of flexi-
bility of operation. Inter alia, the
working capital (fund-based) limit of the
company has been reduced to Rs. 10
crores (instead of Rs. 15 crores earlier)
the ceiling on issuc of CP has been raised
to 30 per cent from the limit noted above,
and the denomination of CP could be
in multiples of Rs. 5 lakhs (Rs. 10 lakhs
earlier) subject to the minimum size of
an issue to a single investor being Rs.
25 lakhs (face value) instead of Rs. 50
lakhs (face value) earlier. The pro-
posals for issue of CP by eligible com



panies will not be required to be approved
by Reserve Bank of India from May
30, 1991.

(b) Such entities as can observe a minimum
size of operations of Rs. 20 crores per
transaction (permitted only through
DHFI) will be allowed access as lenders
to the call/notice money and bills
rediscounting market.

(c) Decision to permit scheduled commer-
cial banks and their subsidiaries to set
up Money Market Mutual Fund —This
would provide an additional short-term
avenue to investors and bring money
market instruments within the reach of
individuals and small bodies. A broad
framework of the scheme for Money
Market Mutual Fund (MMMF) has also
been set out. The minimum size of
investment for MMMF would be Rs. 1
lakh and repurchases could be subject
to a minimum lock-in period of 3 months.
The funds mobiliscd by MMMFs would
not be subject to rescrve requirements
and could be invested in specified short-
term money market instruments with a
priority attached to 182 Days Treasury
Bills (minimum 20 per cent of the funds
to be held in these bills). A Task Force
consisting of representatives of banks
and the RBI will work out the detailed
operative guidelines and the documenta-
tion for these Funds.

8.100 Another rccently adopted measure by
RBI towards the moderation of monetary demand
in order to contain the overall demand is the
reintroduction of Incremental Cash Reserve
Ratio (ICRR) for the scheduled commercial
banks over and above the usual CRR of 15
per cent. With effect from May 4, 1991 the
scheduled commercial banks are required to
maintain an ICRR of 10 per cent on their i1 -
crease in net demand and time liabilities over the
level reached on May 3, 1991. The effect of this
stipulation will vary from bank to bank depen-
ding upon a particular bank’s rate of growth of
such liabilities. A rate of interest of 8 per cent
will be paid on these additional cash balances
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maintained ander the Incremental Cash Reserve
Ratio.

8.101 Duc to the difficulties experienced by
banks in effectively implementing measures of
credit restraint under the existing cash credit
system, there was a sizeable gap between the
limit sanctioned and the actual utilisation. In
view of the imperative need to restrain credit
expansion in the immediate few months parti-
cularly in the context of the need to conserve
foreign exchange reserves, banks were advised
that, in the case of all accounts of borrowers
with aggregate credit limits of Rs. 1 crore and
over from banks, the effective drawing power
under the limits for cash credit and inland bills
for ths period May 9, 1991 upto September
30, 1991 was limited to 100 pz=r cent of the

cak levels of actual utilisation during the corres-
ponding period of May 9—September 30 in the
past three years. Banks were required to ensure
that this method of arriving at the effective
drawing limit did, in no case, result in raising the
cash credit limits as they stood on May 8, 1991.
However, limits authorised by the Reserve Bank
of India, as also export credit, (export finance
limits sanctionzd for pre-shipment and post-
shipmznt purpose) and sick/weak units where
rchabilitation packages have been sanctioned
would be outside the framework of this stipula-
tion. Some flexibility has been allowed in their
application of the peak utilisation in case of
newly-established units which are due to start
production and in case of existing units under-
going the process of expansion, diversification
or modernisation. In case of sugar industry,
the banks would sanction need-based credit
limits not exceceding 110 per cent of the peak
level of actual utilisation.

8.102 On May 8, 1991, the Reserve Bank of India
announced some fresh restrictions on credit
expansion in order to conserve foreign exchange
reserves. It 1is stipulated that for a bank
borrower charged a rate of 17 per cent (mini-
mum), the use of bank credit to finance imports
should be earmarked under a separate sub-limit
of his total cash credit limit and the outstandings
under this import credit sub-limit will attract
also an additional interest surcharge of 25 per



cent (thus implying an interest rate of 21.25
per cent for drawals of import finance). This
surcharge, which will be levied on finance of all
imports subject to “nil” cash margin as well as
imports subject to prescribed margin, will how-
ever not be applicable to bank finance provided
to meet the cost of imported inputs covered by
ex part packing credit. The surcharge will be
applicable to: (a) drawal of bank finance for
providing cash margin; and (b) pist commit-
ments or transactions in the pipeline for finance
of capital goods imports. While the out-
standings under the import sub-limit will stand
reduced, when the cash margin on import is
released, repayment to the import sub-limit will
be allowed from sale-proceeds only after a mini-
mum interval of one month. Effective May
31, 1991 the Reserve Bank advised the banks
to exempt import of goods other than capital
goods, under supplicrs’ credit for one yzar and
above from the requirement of prescribsd mini-
mum cash margin of 50 per cent (imposed on
March 19, 1991). Effective June 6, 1991, in the
interest of export promotion, manufactarer—ex-

porters of finished leather/leather products,
chemical and pharmaceuticals, engincering

goods. garments and marine products have been
permitted to import other than capital goods
without any cash margin to the extent of 10 per
cent of their actual export realisation from the
General Currency Area subject to the ceiling of
Rs. 2.5 crore in a year. Imports of hides and
skins from USSR have been fully exempt from
the requirement of prescribed cash margins.
The above relaxation, however, will bz available
where no export bill remains outstanding beyond
a period of six months from the date of export.
Opening of Lettcr of Credit for import of capital
goods from USSR, Czechoslovakia and Ro-
mania (during the valid period of the agrecments
with each of them) have bzen permitted, effective
June 13, 1991.

8.103 1In view of the likely shortage of funds for
the scheduled commercial banks consequent
upon the stipulation of the incremental CRR,
RBI has formally advised the banks to freeze,
for the period May 9 to September 9, 1991,
drawing powers of borrowers with aggregate
cash credit and bills limits of Rs. 1 lakh and
$/73 M of Fin./91—21
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above to 100 per cent of the peak levels of actual
utilisation during May 9 through September 30
of first three years 1988-89, 1989-90 and 1990-91.

8.104 In consideration of increase in the arrcars
of canc price paid to sugarcane farmers and need
to provide relief to them with effect from May
9, 1991, RBI has lowered the minimum margin
applicable on bank advances against the un-
released stocks of sugar in the case of processing
units/mills from 20 per cent to 17.5 par cent for
a period of 3 months, ie., upto August 8, 1991
after which the minimum margin would revert
back to 20 per cent.

8.105 With effect from July 4, 1991, the Reserve
Bank introduced a fresh set of monetary measures
ina bid to curb imports and reduce aggre-
gate demand. These measures scek to reinforce
the cautious monetary policy stance of the
Reserve Bankand are consistent with other instru-
ments of policy being recently activated to achieve
a speeder adjustment in the imbalancesin external
payments.

8.106 The important changes are as follows —
First there is an upward revision in the Bank
Rate from 10 percent to 11 per cent. The Bank
Rate had remained at 10 percent for quite
a long time. Some interest rates on RBI credit
are linked to thisrate and consequent upon this
rise in the Bank Rate these interest rates will also
go up by one percentage point. Secondly, RBI
has also enhanced the interest rate on its refinance
facilities. Thirdly, RBI hasraised interest rate on
bank advances of over Rs. 2 lakhs from 17 per

cent (minimum) to 18.5 per cent (minimum).
However the term loans to agriculture, small

scale industry and transport operators (upto
two vehicles) will continue to be covered by the
rates prescribed earlier. Finally the interest rates on
term deposits of the scheduled commercial banks
have also been raised across-the-board by one-
percentage point to enable them to compete more
effectively with alternative savings instruments in

market. The new interest rates on the term



deposits of the scheduled commercial banks and
refinance facilitics of the RBI are indicated below @

Rate of intercst

(Per cent)
Cld Revised
L Term Deposits
(a) 46 days to less than one
year . . 8.0 9.0
(b) One year to less than two
years . . . 9.0 10.0
(¢) Two years to less than
three years 10.0 11.0
(d) Three years and above 12.0 13.0
II. Refinance facilities of the
Reserve Bank
(a) Export refinance 9.0 9.5
(b) Standby refinance . 12.5 13.5
(¢) Discretionary refinance 14.0 17.0
(minimum) (minimum)
(d) Food refinance 11.5 14.0

OUTLOOK

8.107 The current cnvironment in the financial
scctor is more open and competitive than before.
The recent measures taken by the RBI and
Government in the financial sector are in
consonance with the economic liberalisation
measures introduced in the fields of industry,
foreign trade and technology. The money
market is no longer segmented and regulated as
it used to bz earlier. Both the commercial
banks and the financial institutions have diversi-
fied from their traditional areas of operation and
their business has become more competitive.
Greater stress has, therefore, been laid on.effi-
ciency in banks and financial institutions.
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8.108 Liberalisation and competition generate
pressures on the profitability of banks and
financial institutions. Therefore, there is a need
to pay greater attention to improvement in their
financial viability. It is particularly urgent that
the capital of banks and financial institutions
is increased to enable them to absorb shocks.
While Reserve Bank of India is continuously
striving for improvement in technology in finan-
cial operations, institutional development and
liberalisation of the regulatory framework, these
banks and institutions should gear themselves
to mect the challenges of the changing market
environment.

8.109 To conclude the review of monetary and
credit developments during in 1990-91 and therc-
after a word of caution appears necessary that
although monetary growth was comparatively
modest in 1990-81, relative to 1989-90 there is a
liquidity overhang in the economy with stiong
inflationary potential and that the country has
toc meagre a stock of foreign exchange to aug-
ment the aggregate supply of goods and services
signficantly through imports. As noted earlier,
net RBI credit to Government and particularly
to Central Government, the principal source of
reserve money growth, holds the key to monctary
expansion. Since the budget deficit is the major
component of Net Reserve Bank Credit to
Central Government (NRCCG), moderation of
monetary ex pansion will require control of the

budget deficit. Fiscal discipline is, therefore,
an important pre-requisite for monetary
discipline.



