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Weekly Notes 
Reserve Bank Report 

THE Reserve Bank has not given 
up hope about the u t i l i t y and 

success of its wide var iety of mone
ta ry weapons, but that hope is being 
increasingly tempered by strong-
pleas for adequate fiscal support . 
The latest Annua l Report of the 
Central Board of Directors is em
phat ic that whi le monetary policy 
has a positive role in assuring growth 
w i t h s tabi l i ty , ' ' f iscal and general 
economic policies are, in our con
text, even more crucial to the 
successful implementat ion of planned 
development." The price situation 
migh t conccivably have been worse 
but for Reserve Bank directives, but 
how cou ld these directives achieve 
anyth ing substantial when pressures 
at the other end keep on mount ing? 

True , the Reserve Bank does not 
control fiscal pol icy but the belief 
that i t was p lugging the leaks c o u l d 
not but encourage a sense of comp
lacency at New Delhi . What the 
budget had fai led to do was sought 
to be done by reducing bank credit 
against shares and later by raising 
the reserve ra t io of scheduled banks, 
The Central Board describes varia
tions in statutory reserves as "an 
instrument which is wel l adapted to 
use in the ins t i tu t ional and struc
tu ra l f ramework of the banking sys
tem in I n d i a . " Us ul t imate effec
tiveness, however, has yet to he 
seen, U p t i l l now. the immobil isa
t ion of ha l f the increase in hank 
deposits has merely reduced the 
excess l i q u i d i t y of scheduled hanks 
but has achieved l i t t le else. 

Higher reserve rat io has been 
more than offset by runn ing down 
of cash balances, larger borrowings 
f r o m the Reserve Bank and disinvest
ment in Government securities, so 
that actual contract ion of hank cre
d i t in the current slack season has 
been negligible. The Annual Re
port considers it imperat ive that 
banks take energetic steps to 
reduce both their advances and 
borrowings f rom the Reserve Bank. 
Simultaneously, it recognises that, 
un l ike the previous busy season, 
there has been a steep rise in credit 
against non-seasonal items, mainly 
on account of the substantial rise 
in the rate of g rowth of indus t r ia l 
output . If that is so, w h y should 

the Reserve Bank he so concerned 
about the slow contract ion? 

In one of his speeches, the Gov
ernor asked the banks to take a 
broader view of clean advances. The 
Reserve Rank has also been keen. 
natural ly . that scheduled banks do 
not evade selective credit controls by 
expanding their unsecured advances. 
The scheduled banks, in consequence, 
have preferred to play safe. The 
entire increase in bank credit d u r i n g 
the last busy season was under se
cured advances. This offers an 
interesting contrast to the si tuation 
three years ago when secured ad
vances were reduced as desired by 
the Reserve Rank but unsecured ad
vances went up by an almost equal 
amount. Apparen t ly , banks do not 
have much difficulty in convert ing 
clean into secured advances and vice 
versa. What . then, is the effecti
veness of selective credit cont ro l? 

Implications of Transfer 

THE investment of P L 480 depo
sits in Government securities has 

tended to distort the banking statis
tics, if not the work ing of the bank
ing system. How far such invest
ments are ant i- inflat ionary has been 
a matter of dispute. The magni
tude of these deposits, r u n n i n g to 
nearly Rs 300 crores, has created 
the i l lus ion that a large part of 
bank funds are going to the public 
sector. Th i s w i l l now be gradual ly 
el iminated. Since May 12 this 
year, fresh accruals of P L 480 
funds are being deposited w i th the 
Reserve Rank instead of the State 
Bank. Commencing f rom July , Rs 
12 crores are to be transferred every 
month from the State Rank to the 
Reserve Bank out of past accumu
lations. Between Ju ly J and August 
20. total deposits of the Slate Bank 
have already declined by Rs 28 
crores. It is difficult. to trace the 
accrual of these deposits in the 
Reserve Bank's weekly returns un
der 'Deposits, Other which have 
been fluctuating rather widely over 
the last two months. 

The important point in this con-
ruct ion is the manner in which the 
Slate Bank transfers these deposits. 
If transfer is made by the sale of 
securities to the Reserve Bank, the 
net effect on money supply would 
be expansionary. The Annual Re
port is silent on the impl ica t ions of 
this transfer, 

1364 

Greater Relief to Depositors 
IN fulf i lment of the promise given 

earlier, the Finance Minis ter has 
introduced a B i l l in Parliament to 
amend the Ranking Companies Act. 
The amendment provides for mea
sures to give speedy relief to depo
sitors of Banks in l i qu ida t ion and 
also confers wider powers on Gov-
eminent and the Reserve Bank to 
forestall or prevent the l i qu ida t i on 
of banks by enforcing reconstruc
tion or amalgamation, even when 
their shareholders or managements 
oppose the move, The need for 
such an amendment had been fell 
for a considerable t ime. As many 
as 433 commercial banks h a w gone 
in to l i qu ida t ion or otherwise ceased 
to funct ion between 1918 and 1959. 
Of these, 205 closed down between 
1018 and 1951. The pace of l i qu i 
dations slackened considerably after 
1951. hut the number of bank fa i l 
ures in 1959 at to was the highest 
since 1952. Most of these batiks 
were quite small and essentially local . 
The wide powers conferred on the 
Reserve Rank by the Banking Com
panies Act of 1959 and the subse
quent amendments led to the com
placent belief that a l l was well or 
nearly so in the banking sector; only 
a few small banks were after all be
ing scratched off. quite deservingly. 
perhaps! It needed the fa i lure of 
two fa i r ly large sized and locally 
influential scheduled banks to empha

size the need for s i m p l i f y i n g and 
expedi t ing the legal procedures for 
p r o v i d i n g re l i e f to the vict ims of 
mismanaged banks. 

There is no doubt that, on the 
whole, banking in India has a very 
sound basis, par t ly because most of 
the deposits are wi th the target 
hanks. At. the end of 1959, 20 out 
of the 342 repor t ing commercial 
banks had deposits of Rs 1516 crores 
out of total of Rs 1756 crores. 
There is equally no doubt, however, 
that many small hanks, scheduled 
as well as non-scheduled, especially 
in the Smith and in Bengal, are not 
in a very happy posi t ion. Out of 
358 commercial banks, only 66 are 
licensed. The deposits of these hanks, 
together w i t h those of the State Rank 
and its subsidiaries, wh ich do not 
require a licence, account for 94 per 
cent of the total deposits of commer
cial banks. Soon after the passage 
of the Bank ing Companies Act in 


