
September 19, 1964 T H E E C O N O M I C W E E K L Y 

fore, the students coming from outside 
may have had the advantage of less dif
ficult examinations and/or lenient grad
ing. While this fear may in some cases 
be genuine the present situation calls 
for some serious thought. Perhaps, the 
answer to the problem might lie in 
evolving something similar to the Col
lege Entrance or Graduate Record Exa
minations in U S A which are conduct
ed by the Educational Testing Service 
(Princeton, New Jersey) and are accept-

Higher Liquidity Ratios 

THE new and higher liquidity re-
quirements for banks came into 

force this week. Until now banks 
were required to maintain 20 per cent 
of their aggregate demand and time 
liabilities in the form of gold, cash, 
balances with the Reserve Bank and 
unencumbered securities. The amend
ments to the Banking Companies Act in 
1962 stepped up the requirements to 28 
per cent—3 per cent in statutory bal
ances with the RBI and 25 per cent in 
secondary reserves. Banks were given 
two years to achieve these new ratios, 
but they do not all seem to have taken 
advantage of this grace period. 

Commenting on the progress made 
by banks in adding to their secondary 
reserves, the Reserve Bank, in its re
port on the 'Trend and Progress of 
Banking in 1963" had observed that the 
pace had not been too satisfactory in 
the case of some banks. That despite 
the substantial increase in their depo
sits, the position of some banks is still 
vulnerable in this respect is implied in 
the reference in the Reserve Bank Go
vernor's recent Bankers' Club speech 
to the importance the RBI attached to 
the attainment and subsequent maint
enance of the new liquidity ratios. As 
has rightly been pointed out, the real 
test would be in the ensuing busy sea
son when advances would rise faster 
than deposits. 

Current liquidity ratios for the 
banking system as a whole are mislea
ding as they include the State Bank 
which traditionally has a high propor
tion of its assets in government securi
ties. Even if one were to exclude the 
State Bank, the averages would conceal 
wide individual divergences. It is well 
known (one has only to refer to the 

ed by a very'large majority of the col
leges and universities of that country 
as providing a uniform evaluation of 
the ability and aptitudes of students. 

It is high time that the University 
Grants Commission paid attention to 
this matter. For, if the fears of certain 
universities are well-founded, there is 
an element of unfairness in the award 
of scholarships and fellowships by the 
Union Government which implicitly ac-

Statistical Tables Relating to Banks in 
India released this week) that not a few 
banks have followed a policy of brink
manship even in respect of the present 
20 per cent rule. These banks will find 
it difficult to maintain the new ratios 
in the busy season, especially when (as 
is also the case with some) their depo
sit growth has lagged behind their 
credit expansion. 

It would be interesting to see what 
the attitude of the Reserve Bank would 
be to violations, albeit temporary, of 
the liquidity rules. What, again, would 
be the attitude of the RBI if banks 
borrowed from it against assets other 
than Government securities to maintain 
their liquidity ratios? There are, of 
course, limits to which they can do this 
under the tier arrangements now in 
force. How wil l the Bank resolve the 
conflict between its credit control 
objectives and banks' liquidity needs? 

Deposits: Confusing Picture 

IN spite of various improvements in 
presentation, the consolidated state

ment of the position of scheduled banks 
published weekly by the Reserve Bank 
still does not fully reveal the actual 
changes in the banking world. Aggre
gate deposits of banks, according to 
the Reserve Bank's weekly statement, 
increased by Rs 114 crores during July-
December 1963. Of this, demand de
posits accounted for Rs 100 crores and 
time deposits Rs 14 crores. One would 
get the impression from this that time 
deposits of banks were almost stagnant 
during the second half of last year. Is 
that the fact? 

An altogether different version of 
movements in bank deposits is con
tained in the Reserve Bank's "Statisti-

cepts the examination and grading 
standards of all universities to be com
parable. Further, as the Union Educa
tion Minister has admitted, the Consti
tution needs to be amended to make 
'education', at the very least, a concur
rent subject. It cannot be over-empha
sised that an integrated educational sys
tem will contribute a great deal to the 
emotional integration of the Indian 
nation. 

cal Tables Relating to Banks in India, 
1963". Table 12 of this publication 
shows the quantum of scheduled banks' 
deposits at different rates of interest. 
Excluding deposits of Central and Slate 
Governments, foreign governments and 
banking companies, aggregate bank de
posits increased by Rs 96.92 crores in 
the latter half of 1963, according to 
this table. Deposits earning no interest 
creeped up by a mere Rs 92 lakhs 
whereas deposits earning interest rose 
by Rs 96 crores. 

How are the two pictures of change 
in bank deposits— the one revealed by 
the Reserve Bank's weekly statements 
and the other contained in the "Statis-
tical Tables"—to be reconciled? To a 
large extent, the distortion of the pic-
ture of changes in bank deposits pre-
sented in the weekly statements is due 
to the non-uniform treatment of sav
ings deposits by different banks, some 
treating them as demand deposits, 
others as time deposits. Since the Rc-
serve Bank's statutory deposits requirc-
ments are the same for time and de-
mand deposits, it does not matter to 
banks whether they show their savings 
deposits as demand or time deposits. 
The varying treatment of savings depo-
sits does, however, render the classih-
cation of aggregate deposits into lime 
and demand in the Reserve Bank's 
weekly statement practically meaning-
less. 

Even the figure of aggregate bank de-
posits given in the weekly statements 
may not always reflect correctly changes 
in the quantum of deposits from the 
public since they include also deposits 
of governments, both Indian and 
foreign, which are nowhere separately 
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shown. Publication of figures of banks' 
savings deposits and of deposits of go
vernments, if not weekly at least once 
a month, wi l l enable better interpreta
tion of movements in bank deposits 
man is possible now. 

The increase of Rs 96 crores in in
terest-bearing deposits during the latter 
half of 1963 conceals movements in 
opposite directions of deposits at differ
ent rates of interest. Deposits earning 
3 per cent and above rose by Rs 158 
crores whereas those earning less than 
3 per cent declined by Rs 62 crores. 
This shift to higher interest earning de
posits is remarkable. It casts doubt on 
the belief, surprisingly widely-held 
among bankers, that deposits are inter
est-inelastic. 

In retrospect it also seems that all 
the hue and cry last year about accept
ance of deposits by commercial and in
dustrial concerns, to which bankers 
naturally contributed their share, was 
less justified than appeared then. The 
stickiness in banks' time deposits which 
appeared to substantiate the hypothesis 
of an appreciable shift of deposits from 
the banks to non-banking agencies, 
loses much of its significance in view 
of how flexibly banks classify their 
savings deposits. 

The increase of Rs 96 crores in in
terest-bearing deposits is distributed 
differently among different categories of 
banks. Thus banks with deposits of Rs 
100 crores and above mopped up Rs 66 
crores whereas those with deposits of 
between Rs 25 and 100 crores were 
able to collect Rs 23.4 crores. Apart 
from the question of public confidence 
and stability of banks, differences in 
the ability to attract deposits is also 
due to the advantage of branch-banking 
which the bigger banks have over the 
rest. 

million. The sources of credit are not 
known as yet but presumably comprise 
some foreign banks, as suggested by 
the Mudaliar Committee. The credit 
would have been far more difficult to 
secure if our export performance had 
not improved substantially—and our 
reserves not gone up in spite of the re
payment of Rs 24 crores to IMF. 

Details have yet to become available. 
The only official information given out 
so far is that credits out of the fund 
would be given on a revolving basis to 
manufacturer-exporters to import raw 
materials, components and spare parts 
for manufacturing goods destined for 
export. The credits would probably be 
up to 18 months to allow, say, up to 
6 months for getting materials and up 
to 4 months each for processing, export 
and payment. Replenishment of funds 
would be guaranteed by Government 
which will , in turn, secure undertakings 
from the beneficiaries to earn a speci
fied value of exports. The principal 
difference between this and the incen
tive import licences under current ex
port promotion schemes would be that 
the new schemes would tie present im
ports to future exports rather than the 
other way round. 

The Mudaliar Committee had sug
gested a fund of Rs 25-30 crores to 
increase exports by Rs 100 crores a 
year on the assumption that imported 
raw materials and components would 
cost approximately one-half, and that 
the fund would also supply indigenous 
stores wherever possible at internation
al prices. It was in favour of setting 
up an autonomous agency to admini
ster this fund but the Government has, 
fortunately, resisted this temptation 
and will probably delegate the respon
sibility to the reorganised Export Credit 
and Guarantee Corporation. 

A i d in Reverse 

IT needed some imagination and 
courage to project India as an 

aid-giver but the move has been made. 
The Government has sponsored a mis
sion to certain African countries to 
discuss the possibilities of private and 
public collaboration in local industrial 
projects. Earlier, some leading industria
lists were encouraged to go to Nepal. 
These relatively isolated sups have 
been followed by the Finance Minister's 
announcement at the Tokyo Fund Bank 
meeting that India is negotiating with 
IDA to explore the possibilities of using 
India's rupee contribution to the IDA 
for assistance to other countries. No 
further details have been given but it 
can be presumed that this is part of 
the evolving foreign policy which will 
stress development of economic rela
tions with Afro-Asian countries. Aid 
is an essential ingredient of economic 
relations between a large and relatively 
more developed country and smaller less 
developed countries. This ingredient has 
been missing so far. 

Our aid programme has been restrict
ed to Nepal and that too under the 
Colombo Plan. Grants to Nepal amount
ed to Rs 3.21 crores in 1961-62, Rs 2.92 
crores in 1962-63 and Rs 4.70 crores in 
1963-64 and the provision in the 196-1-
65 budget is Rs 7.66 crores. By some 
queer twist of aid Terminology, these 
estimates, it is believed, include the 
expenses of the Indian Aid Mission in 
Kathmandu, an item the parallel of 
which would not be accepted in New 
Delhi. Other Colombo Plan Grants, dis
tributed over the whole of South Asia, 
average Rs 25 lakhs a year. The only 
allocation, apart from the Colombo 
Plan, is Rs 1.43 crores a year to the 
U N Special Projects Fund and Expand
ed Programme of Technical Assistance 
These amounts are supplemented, in the 
capital budget, by a highly deceptive 
item "Loans to Foreign Governments", 
which consists almost wholly of swing 
credits to centrally planned economies 
under annual trade agreements. This 
item amounted to Rs 7.85 crores in 
1961-62, Rs 20.23 crores in 1962-63 and 
Rs 14.77 crores in 1963-64; Rs 16.10 
crores is budgeted for 1964-65. 

The genesis and implications of the 
offer to use for aid the Rs 17 crore 
rupee subscription (the remaining Rs 2 
crores are in dollars) to the IDA are 
not clear but the idea appears to be 
an offshoot of a proposal to set up an 
aid fund under the Ministry of Extern-

Room to Swing a Cat 
THE slight improvement in the 

foreign exchange position, brought, 
about by a substantial rise in exports 
and increased inflow of assistance, off
set to some extent by large imports, 
added Rs 10 crores to foreign exchange 
reserves in 1963-64. It is, perhaps, 
more than a coincidence then that the 
Commerce Minister, Shri Manubhai 
Shah, announced this week the esta
blishment of a revolving import export: 
stabilisation fund of Rs 10 crores. 
True, this amount is not being raised 
out of our own reserves but from lines 
of credit "already secured" for $20 

So far as the banking aspect of the 
scheme is concerned, one of the pro
blems likely to come up is the relative
ly long maturity envisaged for the 
credits. Normal acceptance credits are 
for three to six months and the partici
pating banks might, therefore, have 
some difficulty in refinancing them
selves. The amounts involved are, how
ever, not likely to be so large as to 
worry overmuch foreign banks, especi
ally when the securing of clients for 
allied bank services is also taken into 
account. Who are the foreign banks 
anyway and what kind of tie-ups are 
they going to have with Indian banks? 
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