
Chapter III 

~D OF UN+WR§AL BANK:WG IN INDIA 

AFTER INDEPbDENCE 

Part I 1 IN'l'RODOCI'ION 

~ 
It is clear fxom the last Chapter that~nationaliat 

sentiment of Indian public was active behind the growth of 

Universal banks in India before independence. Unfortunately 

they were ~ot successful in their venture on account of their 

wrong way of practicing universal banking. After independence 

in 1947 the question of universal banking through our 

~mmercial banks became a topic of discussion among our 

statesmQ.n and industrialiat.ito built up our industrial economy 

through a seri.es of five year plans. One group st1'0ngly 

criticised the transplantation of universal banking on Indian 

sou,. 1 while another: group expressed their opinion boldly in 

favour of the universal banking .,remEmbering its successful 
2 

operatiOn in Ge.r:many, Japan. Alaerica eteo 

In this background tbe object of this Ol .. ter is to 

investigate _ · the part played by the commercial banks in 

India in industrial te~-len~ng and underwriting capital issues 

in corporate ente~:prises. While Part II of the Chapter is d~oted 

to the need for universal banking in India after: independence. 

Part III. delineates the banking regulation and the opinion of 
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the expert comnittees in relation to the universal banking in 

India_ Part IV deals with the feasibility aspects and Part v 

concern.,Q with the critical analysis of texm-lending by the 

Indian commercial banks to industry.lJ~ubject-matter of Part VI 

is the underwriting aspects. The investment holding of corporate 

sharSI;) and debentures by the commercial banks are the conoe~:n 

of the part VII. These are followed by conclusion in Part VIII • 

Part II I .NEED FOR UN :LVERSAL BANKING AFrER INDEPENDENCE --- ---
Intensified freedom movement during the thirties gave 

a signal to the repatriation of British capital f~m India. .No 

official figure is available on the volume of repatriation. But 

some studies which were reported in this regard by Lord 

Kindersley and BoR.Shenoy_respectively indicated tbe repatriation 

of British capital from India was £ 20 million and £ 17 million 
3 

during the period 19 31-35 • On the other hand, Mr. Kidron • a 

study recorded it at a lower figure of Rs.20 million.dur.ing 

1931-32 and 1936-37. 4 A detailed estimation was made 1n this 

regard by A.~ Banerjee who Showed that the gross capital inflow 

abruptly d.x:opped since 1934-35 in the cfaee of it, accelerated 
~ 

outflow since 1931-32. The result of this trendi showed in 

the following table s 
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Table 3.1 

Amount of Capital Outflow fxom :tndia on the Eve o£ Independence 

(Rs. in million) 

Year Net Amount of capital outflow 

1935-36 51.70 

1936-37 1~4.10 

1937-38 37.0 

1938-39 64o50 

---~---------------------------
Source s Banerjee, A.K.. 1963. India's Balance of Payment. 

pp.195, 210-23. 

The Government account was a buming example, which 

revealed the greatest incidence of capital repatriation. !'z:om 

the following table an idea may be gathered in relation to the 

repatriation of capital in government accounts. 

Table 3.2 

Level of Repatriated Public Debt 

(Rs. in million) 

.. Year Repatriated Amount 

1935-36 231.60 

1936-37 251o00 

1937-38 68o40 

1938-39 29o40 

1939-45 4252.27 

Source s Banerjee,· A.K. 1963. India 1 s Balance of Payment. 
p.192;p. 240. 

.......,. __ 



The above table reveals that there was an overall 

shortage of capital on account of the massive repatriation of 

British capital just before the independence which caused a 

primary barrier to industrialization in post-independen't€Ind1a. 

After independence., in 1947, the Government of India 

started to build up its staggenng industri.al economy through a 

series of five year plans. The first industrial policy llbich 

was announced in 19 48, aimed at in it iat ing a mixed economy with 

an overall respOnsibility of the govemment for the planned 

development of industries. But in actual praetice that policy 

created a considerable amount of confusion and uncertainty with 

regard to the role of govemment sector and non-govemment s,:ector 

including foreign interest in tbe industrialization process of 

5 
the countryo Again the second Industrial Policy Resolution~rM- !.)().,? 

declared on 30th Apr~ 1956 during the second five year plan 

eO---
period ( 19 56-61) had further broad en~ the scope of rapid 

industrialization with particular emphasis on the heavy industries 

and on the other Co-o~ation with a planned expansion of large 

6 
scale consumer goods and cottage and small scale industries. 

It was absolutely necessary that along with the plan 

for industrial development there shoul4 be a sillll.ltaneous plan 

for sound development of its financial machinery in the public 
6A 

sector for short as well as long-term capital. In response to 
-t..~~ 

these requiranent-'igovex:nmEDt stepped foxward to re-shape and 

re~del its financial organisation of the economy ana established 
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a series of development f.inance institut.ions. The first step 

in this connection was to set up ~ the "The Industrial Finance 

Corporation of India" in 1948. 7 During the early years of its 

operation.,disbursement of loan both in absolute amount as well 

as in proportionate figure was satisfactory. But after 1953-54 

both the absolute as well as proportionate figure was in 

decreasing trend. ~f we take the aggregate picture of eight years 

under review as shown in Table 3.3. we find that IFC provided 

only lloS?J' of the total extemal long-tenn funas for the whole 

sector of public limited companies. 

the. 
Proportion of IFC Financing to Total External 
Long Te!lll Financing of the Public Ltd. Companies 

Year 

1 

1951-52 

1952-53 

1953-54 

1954:-55 

1955-56 

1956-57 

1957-58 

1958-59 

Total 

* Average 

(Amount in lakhs of Rs.) 

Total External 
Long Term funds 
for the whole 
Sector of Public 
Limited Companies 

2 

Loans Availed 
from IFC 

3 ---
1398 178.36 

780 249.76 *19o56 

?..0~5 28lo86 

1797 164o31 

3358o50 220 0 23 

6012.99 977o50 *10.44 

9854.55 833.,35 

6348.05 747o71 

~:..-.a,;_-·· 

31. 574.09 3653.10 
-·· -...----···· -·-'·--~ 

Percentage 
of 3 to 2 

4 

p2. 76 
I 
I 

,32.02 

' •13.92 

0 9oll G 
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e 
f 6o56 ( 

f 
e 
I 16.26 ( 
I 
r 
I 8.46 I 

• • • llo78 

* 11.57 

Source s Josh f., M.S .1965o Financial Intenne<liaries in India, p.l64o 



On examination of the above table 3.3 we find that IFC 1 s share 

in total extemal long-texm funds for the whole sector of 

public Ltd. Company from 1951-54 was on an average 19.56 per cent 

and from 1954-59 average rate came down to 10.44 per cent. 

~ regard to participation in Corporate· share capital 

IFC was very shy. Although section 23 of the Industrial Finance 

Corporation Act. emp<J\•iered it to undertake equity capital 

financing
1
yet this has not been attempted in actual practice 

because of its compulsion to dispose of any share within a 

period of seven years. Moreover, the Industrial Finance 

Corporation of .India eaters primarily to the needs of large 
'I 

scale undertakings J its clientle are also restricted to the 

public Limited ~mpanies.lA 

'l'he Gandhian Philosophy and later on the second five 

year plan ( 1956-61) stressed their iuportanc:e on the promotion. 

development and dispersal of small scale industries especially 

in backward areas and small towns of the countey. To provide 

them financial assistance the government of India placed on 

the statute book a state Financial Corporation Act in 1951.8 

,, . thQ. 
Since their inception ana till today policies were not adOpted 

by the Co~ration ~ tbe branch expansion in the rural areaso 

In addition to that. the rules for sanctioning loan~are so rigid 

that many applicants consider it difficult to accept then. 

These. sort.oof complexity ho.y.e caused less accessibility on the 
' 1 

part of the entrepreneurs to get financial· assistance from SFC0 
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Establishment of direct contact with the domestic 

public for deposit mobilization is functionally imperative 

for the viability and dynamic growth of a financial system. 

As a conse:z:vative. specialised institution~ DFI• s face strong 

functional and institutional barriers to accepting deposits from 

the public though in some countries these institutions have been 

able to perform deposit-taking functions confined mostly to large 

9 
institutional or personal long-tenn savings. 

On the other hand,statistics reveal that libetal 

branch licencing policy \'Jhich was adopted after 195610 

pe:tmitted the commercial banks to open branches in mt:al as well 

as in urban areas and they had done acrordingly. 

The following table focusses light on the above point s 

Table 3.4 

Population Group-wise Distribution of Commercial Bank Offices -- --
Year Rural Semi-urban Urban Met ropo 1 i tan 'l'ot al --
Dec.3:t. 19 55 276 1447 1. 135 - 2, 885 

{9. 7) (50.06) (39. 7) ( 100.00) 

Dec. 31., 1968 1., 507 3, 096 2, 860 7. 463 
( 20.2) (41. 5) ( 38.3) (100.00) 

June 30, 1973 5, 561 4. 723 2, 573 2, 505 s. 362 
( 36.2) (30.8) ( 18. 7) ( 16. 3) (100.00) 

June 30, 1978 11,802 7, 586 4, 452 ~ 086 2S. 016 
( 42.1) (2 7 0 1) ( 16.2) ( 14o6) (100o00) 

June 30, :!.S83 22,678 9, 036 s. 577 4. 788 42, 079 
{ 53.9) (21.5) ( 13.2) ( 11. 4) (100.00) 

Mar-ch 31.;1986 29.633 10, 594 7, 589 5, 269 53, 085 
( 55.8) (20.0) { 14.3) (9.9) (100. 00) 

Source ' Deb, Ke 1988. Xndian Banking Since Independenc~ p. 52. 
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From the table 3. 4 rapid pmgress of opening branches 

in rural areas is ev ident.T~ ~otal nwnber of branches which was 

2885 in December, 1955 increased to 53, 085 on March 31. 1986. 

'l'his progress ill opening the new rural branches is, indeed, 

significant. In rural a~asthe number of branches which was 

only 276 on 31st Decembe14 1955 reached to 29, 633 on March 31, 

1986. I.n tenns of percentage it was only 9. 7% in 1955 but in 

1986 it reachea to 55.8""· Trend of branch expansion :In semi-urban. 

urban and Metropolitan mgion was also not negligible. 

It is interesting to note that lack of fund and branch . 
. 1/r\.. 

network in the rural as well asAurban areas countering the 

development finance institutions in one hand and commercial banks 

on the other have been seeking new avenue with their widespread 

branch network bOth in .r:ural and urban areas and vast amotnt 

of time deposits. 

-rhe. 
I.n these circumstances~Reserve Bank of India came 

forwa.J:d to insist commercial banks providing necessary banking 

regulation to take part in universal banking for the development 

of India•s industrial economy. 

until 1936 the Joint stock Banks in India were governed 

by the general provision of the Indian Companies Act, 1913. Only 
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the sections 136 and 259 of the Act1 respectively dealt with 

the rules for preparing balance sheet and procedures to be 

registered with limited liability. No provisions were laid 

down in regard to the nature of banking business6 their 

management systan etco which pushed them to a disastrous position. 

The Bombay Provincial Enquiry Committee rightly observed that 
"Y~O'J 

the bank failure in 1913 was the~incorporation of Indian banks 

11 under the provisions of_ Indian Companies Act. As a result a 

departure was made in 1936. Considering peculiar nature of 

banking business a special Chapter was added in the :Indian 

COmpanies (Amendment) Act 1936. Part X-A of the Act aimed at 

the protection of depositors. restrictions of banking transactions* 

proper resexve fund maintenance, restrictions on granting loan to 

the officers of the banks, directors, auditors etc. 

World War II witnessed the mashroom growth of small 

and weak banks in India indulging in speculative activities and 

thereby endangering the t:rust money of the public. So, special 

banking legislations became essential as the Companies Act was 

not adequate in regulating specialised activities of a conoe~ 

like bank. 'rhus, the banking Conpanies Act, 1949 (now the 

Banking regulation Act) was passed in India and came into force 

on March 16, 1949o Section 6 (a) of the Banking regulation Act 

empowered the banks in addi t.!on to the normal course of business# 

they could do, •underwriting and dealing in stock, funds, share~. 

debentur:es, debenture stock bonds. obligations, securities and 



investments of all kinds; the purchasing and selling of bonds 

scrips or other forms of securities on behalf of constituents 

and others ••• 11 • In .regard to the per:manent participation of 
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the banks .in Corporate shares and debentures section 6 (d) states, 

• the effecting, insuring, guaranteeing, underwriting, participa

ting in managing, carrying out of any issu~ public or privat~ 

./of state, municipal or other loans or of shares. stock. debentures 

or debenture stock of any company, corporation or association and 

the lending of money for the purpose of any such issue." These 

provisions w~'l.t.. remained valid upto the modification on 1.4.1989. 

The official appDOach in regard to the universal banking 

has been cautiouso Because the public in India could not 

forget the tragedy of bank failure which took place before a 

few years. In these circunstances. an IMF mission, headed by 

Be~stain who visited India in 1953, expressed its dissatisfaction 

regarding inadequate indust~al finance here and suggested 

commercial banks to change their outlook and to start long·term 
12 k.-co 

industrial financing. To investigatet.the matter '!'he Reserve 

Bank of India appointed a Conmi.ttee under the Chaiananship of 

Mr. A.D.Sha;,ff. 'l'his Conmittee expressed its view somewhat 

13 equivocally as followed s "In general, banks appear to be of 

the opinion that, with their present resources, they can not 

make advances to industries on a long te:z:m basis. It has been 

suggested that conmercial banks would be prepared to undertake, 

to a certain extent. long-term finance of industr.ies provided. 



in case of need. they can obtain loans f tom the Reserve Bank 

of India against such advances. The Committee has examined 

the issue and is of the opinion that. in the general interest 

of the credit structure of the country, it does not appear to 

be desirable to encourage a tendency on the part of the banks 

to lean on the Reserve Bank for prov !ding liquidity against 

tbes·e advances which they make on their own judgement and 

initiative. The e=ommittee is definitely of tbe opinion that 

commercial banking practice has proved sufficiently helpful 

99 

in pmviding finance to industries within the limits of the 

resources available today to banks in India. This practice• 

however. does not preclude - and has not precluded - advances of 

a medium or long-term character provided individual banks are 

satisfied in their own ~gement that such advances are for 

moderate amounts in consena:nce with ordinary banking prudence 

and are also consistent with the maintenance of liquidity.w 

14 The c::ommittee. however, advocated that "Even with the present 

resources available to banks they should endeavour in an indirect 

manner to make increased finance available to the private indus

trial sector by (a) adding to their investments in shares ·and 

debentures of first class industrial concerns where they are 

satisfied regarding their transferability and marketability. 

(b) making larger advances to approvoo parties against such shares 

and debentures and (c) subscribing to a greater extent to the 

shares and bonds of the Industrl.al Finance Corporation of India 

and the State Financial Co1:p0rations. 11 
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The views expressed in the report by the co~m~ittee 

did not favour the commercial banks any radical departure from 

the existing lending practices to the universal banking. To 

reconsider the possibility of universal banking by the oonunercial 

banks was necessary very soon in the climate of the enlarged 

progra~m~e of industrial development in the second five year plan 

( 19 56 -61) o 
15 

'l'h is appears to have been the rno st import ant . 
~ 

consideration behind the Govemmmt • s decision, taken ~al:>out 

1956, to bring the commercial l:lanks into the field of mooiurn-tenn 

lending. 16 The second consideration of the Government decision 

was to spread out institutional credit facilities all over the 

country so that the small sca1e industries and the m~um sized 
':': 

industries would be financially helpful. But the machin(;;;cy of 

the state Financial Corporations lacked local contacts apart 

from its .- slow:movernent. It was thought that the problem could 

be solved if the bank took greater part in the financ1.n9 of small 

and medium sized business. As Dr. Madan put it 
17 

' •The 

problall is, on the one hanO. to persuade the larger banks to widen 

the range of their activities to cater to the needs of this 

L-medium- and small-ccaleJ sector of industry to a limited 

extent and subject to adequate safeguards, and., on tre other 

hand. to protect the smaller banks from the hazal:Os of industrial 

lending. Any extension of such lending should in the first 

instance,. be oonfineCI to the largest banks." 

It is gratifying to note that a "WOrking group of the 

Reserve Bank of India '1962) recomnended the adoption to a limited 
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extent by the big commercial banks of the practice of fo.nnal 

term-lending. lS Government policy ~also started to favour 

the banks in this connection. In 1957 State Bank of India Act 

1955 was amended. According to the amendment State Bank was 
Q( 

allowed to extent loans and advances to industries for;.period 

ranging betweEn 6 nnnths and 7 years. 19 on December 23. 1967. a 

bill was introduced in the Lok Sabha to amend the State Bank of 

Indi.a Act, 1955. 'l'he. amendment enabled the State Bank of India 

to grant te.lltl-loans for approved purposes for any period upto 

fifteen yearso A. niD e member Narasirrham Conmi ttee on the 

financial system going into the various problems affecting the 

commercial banking sector brought out a report which recoii!Dellds 

bankS' participation to provide long-term finance to industry 

along with short-term finance in the course of its lEilding 
20 

operations. 

Part N s !!l!e .... I-..B-.I .. L....,IT_Y.-. 

At first sight it may appear that te:tm-lE;.-nding by the 

commercial banks does not satisfy the canon of liquidity which 

may be the major consideration in all bank loan operationo The 

reason behind this argument is that a large part of the banKs 

liability consists of demand liability which can be claimed by 

the depositors at any time. According to sound banking policy 

commercial banks are to distribute assets in such a way W'lich 

helps to shift the same. into cash in time of needs~ 
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we mentioned earlier that the commercial banks 

"->~ seeking new avenues to use their vast amount of 

depos.its profitablyo As a first step of their venture to this 

directio~ they like their countexparts in u.s .A. proceeded to 

follow the practice of rolling over a substantial part of their 

advances. That is to say, tbile most of the credit is formally 

made on a demand bas~ a fair portion of this demand credit 

is in effect allowed to run for a considerable periods either 

through not being recalled. or if recalloo through irrmediate 

21 
or early renewals0 Thus Xndian banks have been making 

available infollllal medium tenn loans without disturbing its 

liquidityo 

But still the commercial banks have been facing 

tremendous problem~ of fund when their owned resources (paid 

up capital and Resetves) and time deposits are showing quidc 

ri.se over the yearso 

Paid up capital and reserves form a very small 

percentage of the total resources of bankso However., they are 

important because they foDil only that fixed pa.r:t of the resources 

of the banks which may be utilized for the puxposes for which 

other tean liabilities are unsuitable. 
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Table 3 0 5 

Commercial Banks 

(Capital and Reserves) 

(as. in crores) 

-------------------·-------------------------------------·------------Year 

1953 

1962 

1975 

1980 

1983 

Paid up 
Capital 

41ol 

52o61 

106o77 

ReseJ:Ves 

426.75 

--------·--------------------------------...... ---
Source 1 Reserve Bank of India Bulletin 

(relevant issues) 

Total 

81.0 

533.52 

809o00 

From Table 3.5 we find that capital ana resetve of 

commercial banks in India increased f~m Rso75o3 cDOres in 1953 

to Rs.809 crores in 1983, an increase of about 11 times during 

the period of 28 years. Paid up capital, however, showed very 

little increase from Rs. 41o 1 crores to Rs.l06o 77 crores C1 uring 

the period 1953-80o on the other hand, reserves accounted for 

almost all the increase.· ma.i.nly due to the statutory provisions 

(reserves increased from Rso34o2 crores to Rso426o 76 crores. 

more than 12 times increase) • 

CliJ 
On the other hand, deposits vlhich -.e.x:e consideredLmain 

' source of fund for a banking Company played an inportant role ""-
2.1-A 

te industrial financing. Table 3o6 clearsthe above point. 



Deposit Trend of Scheduled Commercial Banks 

(1948~ 
{Rs. in crores) 
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______________________ , ______________________________________ _ 

Year 

1948 

1953 

1956 

1957 

1958 

1959 

1963 

1966 

1970 

1972 

1973 

1976 

1979 

1982 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

Demand 
Deposit 

606.0 

500.4 

629.3 

674.0 

664.0 

683.0 

l., 000o4 

1, 426.86 

2, 329.00 

3, 126.00 

3, 958G00 

6, 106.18 

11.,· 0500 00 

8, 290.0 

15, 039.0 

16, 841.00 

19, 283o 0 

21., 329.0 

23, 342.0 

28,856.0 

33, 193.0 

Time Total Deposi.ts 

279.0 8as.o 

363o0 863.0 

495 .. a 1., 125.1 

672.7 1., 346.6 

898.3 1., 562.2 

L 132.5 l., 815.5 

1, 252.6 2, 253.0 

1, 522.97 ~ 949.8 

2, 946.00 5,275.0 

3, 979o00 7, 1050 0 

5, 207.00 9, 165.0 

9, 071.44 15, 177.62 

17,621.00 28,671.00 

32, 259.0 40, 549.00 

62, 036.0 77, 075.0 

74,613.0 91., 454.0 

88,615.0 10, 7898.0 

103,905.00 12, 5234o 0 

116, 8oa.o 140, 150.0 

138, 103.0 166,959.0 

159, 349.0 192, 542.0 

-----
Sources a Reserve Bank of India Bulletin (various issues), 

Trend and Progress of Banking (various issues). 
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From Table 3.6 we note a remarkable change in 

composition of deposits of banks in India for the period 
t:o 

1948 .- ~- 1991. In 1948 demand deposits were 68% of 

~ 
the total deposits,}... the remaining 32% was in the fo:s:m of 

time deposits. Since then, over a decade, we find a continuous 

change in the fonnation of the deposit liabilities of banks1 

~he rate of growth of demand deposits slowly decreased whe~as 

that of the time deposits marked a continuous rise. It was 

steep during the years from 1957 to 1959 and at the end of 

the- 1991.. "lhe position was completely altered when demand and time 

deposits stood in a proportion of 17.3% and 82c» 7" respectively. 

The changeo in the character of both the owned resources 

and time liabilities of the banks was in favour of the argument 

that the banks should increasingly participate in the field of 
21B 

long-teim fmancing. Table 3o6 reveals that major portion of 

the growth in time deposits, however, took place after 1957. 

Between 19 58 and 199 L that is over a period of 34 years. there 

was more than 177 fold rise in time deposits as against only 

2.41 times in the preceeding ten years. So, the commercial 

banks in India were in a favourable position to take part in 

te:cn-lending in large scale. 



The initial response of the commercial banks to 
2.1C 

universal banking was not encouraging. .It is crystal clear 
tU 

from the fact that at the end of j.._busy season of 1961-62 the 

total amount of te.llll-loan provided by the commercial banks 

to the industry was Rs. 79 crores which oonstituted about 
22 1;h.e. 

1~ of the commercial advances. .In 1967 ~total amount of 

mediwn ter:m loan extended by the commercial banks to the 
f:.~ 

industry was Rs.226 cr.oreso It was 13% ofAtotal advances to 

industry and 8~' of the total medium term loan provided by 
23 

the commercial banks to the various sectors. This 

disappointing response in the initial years was attributed 

to the fact that webbed to the orthodox financial theory. Th-e. 

banks were too tradition bound to re~nd quickly to the 

financial innovation introduced through the universal banking. 

Gradually, the magnitude of industrial tem loans 

provided by the commercial banks was Showing a heal thy trend 

with the sharp rise of temt·deposits as is evident fxom the 

Table 3. 7 s 
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Table 3. 7 

Trend in Time Deposits and its Impact on Term Lending 
to the Industry by Scheduled COmmercial Banks 

(Rs. 1n crores) --
Year Time Dee2sit§ · T em-loan to P.C.Growth 

P.C.Growth over the Indust ey over preceding 
Amount preceding year year 

--- ----
1972 3, 979 - 282.52 

1973 5, 207 30oS6 336.81 19.21 

1974 5, 830 11.96 459.50 36.42 

1975 6, 864 17.73 583.90 27.07 

1976 9, 079 32.26 610.10 4.48 

1977 10,623 17.00 754.17 23.61 

1978 13, 344 25.61 934.53 23.92 

1979 17, 621 32.05 1. 273.16 36.22 

1980 22,822 29.51 1, 591o 59 25.01 

1981 30,298 32.75 2, ooo.a8 25.71 

1982 32, 259 6.47 2, 156.34 7.79 

1983 43, 838 35.89 2, 849.06 32.09 

1984 52, 425 19.58 3, 075.87 7o96 

1985 58, 113 10.84 3, 795.26 23.38 

1986 71, 585 23olS 4. 117.40 8.48 

1987 85,692 19.70 4, 214.59 2.36 

1988 103,905 21."3ft 6, 130.90 45.46 

1989 116, 808 12.41 6, 906.53 12.65 

1990 138, 103 18.2~ 7, 695.31 11.42 

'--------------------·------·--------·---------------------------------
sources s lo Time Deposits from RBI Bulletin (various issues) 

2 0 Term-loan to Industries from Basic Statistical 
Return,RBI (various issue~o 



From the analysis of the table 3. 7 we find that time 

deposits rose from Rs.3,. 979 crores in 1972· to Rs.138,. 103 crores 
of;~ 

in 1990 and~growth rate varied between 6.47 per cent to 35.89 

per cent. This increasing trend of time deposits inspired the 

commercial banks to extend term loans to the industry. On 
if; 

examination of the Table 3. 7,h_reveals that in 1973, 1974, 1975, 

1976, 1985 and 1990 term loans and time deposits showed 

reversal direction. Sut from 1977 to 1984 and 1986 to 1989 

similar trend was noticeable between term loans and time 

deposits. In addition to that, out. of eighteen years 'Pe"f'todJ 

seven years growth in indU.Strial te.tm loans was mo :re than the 

growth in time deposits. It implies that commercial banks 

were showing interest in industrial term loans with the 

increasing trend of time depositso 



Table 3.8 

Indust cywise Distribution of Te.tm-loan from SdleClul.ed. 
Commercial Banks. 

{ 1972-90) {Rs. in lakhs) 
~------------ ----oo•• o •' --·---·---·---

5 1 • Industry 1972-81 1982-90 Total 
Noo ------ ----~..--~ _.._.... __ _ 

1. Food-manufacturing 
& Processing 

2. Chemicals & Chemical 
Products 

3. Textile 

4o Eng.ineering 

5. Basic Metal & 
Metal Products 

6. Beverage & TObacco 

1. Mining & Quarrying 

8. Paper, Paper Products 

919,94 
(9.9) 

1425;79-
( 13.8) 

1376:;76 
( 13. 32) 

1214t1 
( 11. 75) 

1119,62 
( 10.63) 

·27813 
(2.69) 

13044 
( 1.26) 

763~3 
( 7.39) 

8504 __ 2"1 
( 17.86) 

5129,23 
( 10. 77) 

4381)54 
(9. 20) 

4916,;39 
(10.33) 

4697.44 
(9 .C7) 

. 647,71 
( 1. 36) 

54725 
( 1. lS) 

3095.01 
(6. 50) 

9424w15. 
'16. 26) 

6555.02 
(11.31) 

5758~0 
(9.94) 

613~0 
( 10. 58) 

5817,06 
(10.03) 

925,84 
(1.60) 

677p9 
( 1.17) 

385874 
(6.66) 

9o Leather anc Leather Products 7Sp6 
(. 73) 

457,78 
(o96) 

533;34 
(.92) 

100 Rubber & Rubber Products 

11. Manufacturing of Basic 
minerals 

12. Cement 

256_, 1 
(2. 54) 

112).3 
( 1. 08) 

116137 
{ 1.13) 

90129 
(1.89) 
277,43 
'·58) 

1672,52 
(3. 52) 

1158~0 
{2.00) 

389,56 
(o67) 

1789,39 
(3e 09) 

13. Vehicles & Vehicle Products 1214f1 4916.p9 
( 10. 33) 

613Qp0 
( lOo 58) (11. 75) 

14. Other Industries 650~0 429572 4946,02 
< 6 .. 30) (S. o·2) (a. 54) 

15. Electricity 446~7 190590 235~7 
(4.32) {4.00) (4.07) 

2 29,44 1267.46 ~496;90 
(2.22) (2o66) ~2.58) 

16. Construct ion 

--------------·------------ -------------------·---------Total 1033041 4761247 5794288 
(100o00) {100o00) (lOOoOO) 

------------·--------------------------------Source J Basic Statistical Retum Reserve Bank of India. 

Note 1 Figures in parenthesis represent percentage of shares. 
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It would be interesting to examine in detail the' 

tenn-loans given to individual industries during the period 

1972-90. This focuses : .- :;. on the importance of a particular 

industry as far as term loans are concemed. Table 3.8 detailed 

the data relating to industry-wise term-loans given by the banks. 

The industries mentioned in the table 3.8 are grouped as 

11 traditional industries" and .. non-traditional industries"~ 4 Food 

manufacturing and processing, Textile are considered as traditional 

industries and remaining ifidustries (SL.2, 4, 5, 6, 7, a, 9, 10, 11. 12. :t3. 

15 and 16) are considered under the heading non-traditional 
t..h.e.. 

industries. The basis of this classification is thatA_sustained 

effort started to develop the latter category of industries 

comparatively recently. 

It is evident from the table that traditional 

industries' share of term loans from the commercial banks was 

only 22.22 per cent and non-traditional industries share was 

71.49 per cent during the period l972-81o During the ne>et 

nine years from 1982-90 traditional industries' share reached to 

27 0 06 per cent and non-traditional industries,share came down 

to 63.92 per cento On the other hand. in· regard to industrial 

te.Drl loan commercial banks devotion to non-traditional sector 

was more than 65 per cent while traditional secto;s share was 

more than 26 per cent during the period of 19 years from 1972-900 

r-t impJit:8 that commercial banks are extending their term-loan 

activities to a large extent to those sectors which ~ecently 

startea. 
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Part VI s BANl<S AND UNDERSRITING OF CAPll'AL ISSUES IN INDIA --
Commercial banks' entry into the field of underwriting 

new issues of industrial securities is a significant developmmt 

in the field of financial assistance to industry. Long before it 

was suggested by the Indian central Banld.ng Enquiry Committee (1931.) 

t:hat the larger banks should participate in underwriting operation~ 5 

_,.The Committees suggestion was not materialized. BGcause necessary 

lead was not forthcoming from the larger banks. Later on. !'he 

Shroff Conmittee which was appointed by the ReseJ:Ve Bank of lndia 

26 
in 1953 repeated the same suggestion. 

"The COmmittee feels that the indirect participation 

by banks in long term industrial finance would be considerably 

facilitated if the leading banks in Indi~ in co-operation with 

insurance companies. could form a consortium or syndicate for 

underwriting o • • • 0 • such a consortium could appropriately 

function under the leadership of the largest joint stock bank in 

the country. namely the Imperial Bank. of India." 

.. 
Although the Committegs suggestion regarding the 

formation of consortium was not implanented finally, some banks 

usiilg their own discretion. entered the field to provide 

underwriting sUIJP)rt to industrial ente.t:prises to sell their 

l.f, A 
shares in the market. 
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The role of commercial banks .1n underwriting of 

capital issues can be presented both in terms of the amount 
thA 

and~nuni>er of issues underWritten and their relative shares 

in total underwriting. During the second five-year plan period 
th/2. 

(1956-61)~total amount underwritten was Rs.8.20 crores ano yearly 

average amount was Rs.1.64 crores (Rs.9.20 f 5) • 27 This was 

the period when commercial banks started to involve themselves 

in this type of activities for the first time. During this 

period commercial banks• share was almost one-third. 

During the next five year plan period (1961-66) the 

total amount underwritten by the commercial banks was Rs.12.75 

crores and yearly average amount was Rs.2.55 crores (Rs.12. 75 + 5). 

Their underwriting in tez:ms of number ranged between two-fifth 

28 
and one-third in different years comprising the period. 

Dur.ing the early years. of conunercial banks' involve

ment in Wlderwriting activities was mor:e encouraging than the 

DFis and other financial organisations collectively. After 1965 

commercial banks' share in underwriting operation showed 4 

declining trend. A more inportant factor causing decline .in 

the share of banks in this sphere was the emergence of a broad 

based and diversified underwriting organisation mainly as a 

result of the participation of the Industrial Development Bank 

of India (IDBI) and the investment institutions notably Life 

Insurance Corporation of India (LIC) and Unit Trust of India 



(uri)~ 28 Table 3.9 reveals that in 1967 banks share in 

underwriting participation was only 10.3 per cent as against 

24e09 per cent for LIC, 12o4 per cent for IFC, 15.92 per cent 

11~ 

for ICICI, and 30o82 per cent for IDBI and UTI for 6. 46 per cent. 

If we compare bank with DFis and inVestment institutions 
fh~ 

collectively as mentioned in the Table 3.9, we find thatJ.later 

group maintained its lead over the fomer group both in tenns 

of amount and the proportion to total institutional underwriting .. 

During this period there was a great depression in the stock 

market. And as a conservative institution commercial banks did 

very little of undei:Writinge During the period from 1966 to ., 
1983 only in two years namely in 1969 and 1971 banks share in 

the underwriting of corporate shares was less than 10 per cent,,. 

if we make a comparative study between the banks and other 

underwriting institutions as mentioned in the table 3.9. 

Banks• share was more than 20 per cent in the years 

namely 1968, 1976, 1978• 1979. 1980 and 1981. That means bank 1 s 

share in underwriting operation was gradually increasing since 

19 75. One point which strikes our mind in this connection is 

that in 1968, 1976, 1979 and 1980 banks claimed second position 

while in 1978 bank's position was first. 
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Table 3.9 

Banks and their Relative Shares of 
Corporate Share~ 

Underwriting of 

(Rs. in lakhs) 

--- ---~-
Year Bank LIC IFC ICICI IDBI UTI Total ---- -~----· 

1966-67 136.6 319.5 164.5 211.1 408.7 as. 7 1326.1 
{ 10. 3) {24.09) {12.4) (15.92) (30.82) (6. 46) ( 100. 0) 

1967-68 267.5 462.2 71:\.~ 257.9 61.5 212.0 1336.6 
( 20. 01) (34. 58) (5.65) (19e3) (4.60) (15.86) ( 100. 0) 

1968-69 8a.o 366.4 128o8 173.3 93.1 256.7 1106.3 
( 7.96) (33.11) (11.65) (15.66) (8. 42) (23.20) (100. 0) 

1969-70 J.22. 7 221.0 45.5 210.0 102.5 174.0 875.7 
( 14. 01) (25. 24) (5.20) (23.98) ( 11. 70) (19.87) (100. 0) 

1970-71 84.7 270.0 128.9 358.0 442.4 174.5 1458.5 
( 5o80) (18.51) (8o84) (24. 55) ( 30. 34) ( 11.86) ( 100. 0) 

1973-74 181 .• 2 184.6 213.49 292.61 578o2~ 177.77 1627.98 
(.11.13) (11.34) (13.11) ( 17.97) (35o 52) ( 10.93) (100.0) 

1975-76 ?43.14 438.49 332.6 512.75 787.-t)4 174.25 2988.27 
(24.86) . ( 14. 6 7) ( 11. 13) (17.16) (26. 34) (5.84) (100.0) 

1977-78 1052.16 341.5 465.25 615.94 927o03 62.0 3463.88 
( 3.37) (9.87) (13o 43) (17. 78) (26o 76) (1. 79) (100.00) 

1978-79 478o12 8o.o 444.88 315.2 815.68 53.0 2236.88 
(21.37) (3. 58) (19.89) ( 16. 33) (36. 46) (2.37) (100.0) 

1979-80 612.1 1250 25 409.55 468.75 759o18 156.5 25310 34 
{ 24. 18) . (4o95) (16.18) (18.52) (29.99) (6.18) ( lOOoJ)) 

1980-81 487.59 96.5 415.31 491.07 829.95 13.0 2333.42 
{ 20. 89) (4.14) (17.80) (21.05) (35. 57) ( o. 55) (100o0) 

1982-83 739.0 86.0 988.0 1009.0 1981.0 12o0 4815.0 
( 15. 35) ( 1. 79) (20. 52) (20.9 5) ( 41.14) ( o.25) (100.0) 

--
Source 1 Company News and Notes .t>various i.ssues) 

Notes s Figures in parenthesis represent percentage of shares. 
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Part VII s INVESTMENT HOLDINGS OF CORPORATE SECURIT~ 

'1h.e COmmercial banks provide long-term finance to industry 

tbrou~ direct subscription to the shares and debentures of joint 

stock conpanieso Their holdings of such securities, partly as a 

result of underwriting commitments have,however,been relatively 

of small magnitude. Data shown in the Table 3. iO reveals that at 

the end of 1951 banks'holding in corporate shares and debentures 

were Rs~12.7 crores,which comprised Rs.a.7 crores of Shares and 

Rso4.0 crores of debentures. After five years at the end of 

-tUG 
1956,~~ggregate amount reached to Rs.11.2 crores which indicate 

a slight decline in security investment by the banks. Again 

after five years, scheduled commercial banks' holding in corporate 

shares and debentures totalled Rs. 18 o 1 crores which comprised of 

Rs.11.4 crores in the foDn of shares and Rs.6.7 crores in 

debentures. Since 1961 we notice an increasing trend in 

corporate inVestment by the commercial banks till 1990o But 

the period 1979 to 1981 was exceptional when declining trend in 

security investment was noticeable. Banks'investment in 

cor,porate shares and debentures which was Rs.l2o8 cxores in 1949 

increased to Rs.1862.S6 crores in 1990 which indicated an 

increase of more than 145 times. From the Table 3.10 we find 

that from 1949 to 1961 investment in shares by the ex>mmercial 

banks w,c. .. :c) more than debentures. 'l'he higher investment in 

corporate shares \':as due to the fact that the listed equities 

of non-govemment public limited companies were pre..Cominated 



Table 3.10 

Investment in Shares and Debentures of Joint 
Stock Companies by scheduled Commercial Banks 

( 1949-90) 
(Rs.in lakhs) 

-.---.---......_. 

As at 31st Shares Shares & Debentures Total December Debentures 

1949 - 12.8 12.8 
1950 14.4 14.4 
1951 8.7 4.0 12o7 
1952 7.4 3.6 11.0 
1953 7.3 3.8 11.1 
1954 6.9 4o4 11.3 
1955 7.7 4.2 11.9 
1956 7.3 3.9 11.2 
1957 7.2 4.0 11.2 
1958 9.3 6o1 15.4 
1959 15.1 8o7 23.8 
1960 NA NA NA 
1961 March 11.4 6.7 18.1 
1962 March 19.0 19.0 
1963 March 21o8 21.8 
1971 40.0 40.0 
1972 45.0 45.0 
1976 27.35 650 32 120.02 
1977 29.23 107o63 136.86 
1978 35.11 92.15 127.~6 
1979 44.03 71.19 115.22 
1980 43.55 69.98 112.53 
1981 46.20 67.72 113.92 
1982 41.28 81.76 123.04 
1983 42'. 71 98o01 140.72 
1984 47.23 126.91 174.14 
1985 48o54 129.43 177.97 
1986 42.11 141.60 183.71 
1989 160.83 1157.42 1318.25 
1990 224.14 1638.72 1862.86 

-- ------ ------------
Sources 1 Figures for 1949-61 Wee.) are from RBI Annual 

Report on Trend and Progress of Banking in India 
and the balance from RBI Bulletin. 



in the capital market during that perioa. Calculation based 

on the in format ion given in Reserve Bank of India bulletin 
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(1967) reveals that equity capital constituted 77.1 per centw 

Preference Share Capital 14.5 per cent and debentures constituted 

only Bo 4 per cent of the total capital employoo by the all 

non-government public limited companies. From 1976 to 1990 

debentures were making lead over the shares. 'l'hi~ change came ~ 

to the regular payment of interest was confirmed and if the 
tM.. 

Company failed to pay interest. the bank haaJ.right to foreclose 

and realize its capital from debenture investment. 

Part VIII s CONCLUSION 

11(' unified and corrpact banking system was develoPed 

in India during the post 1951 period with sufficient strength 

and stability as a result of vigorous offiCial measure. This 

type of growing realisation was felt due to integrate banking 

operations and policies with planning priorities. Apart fmm 

the bank credit to the industcy. a significant development 

since the mid-fifties reiates to the diversification of the 

range and type of bank financing of industryo Another 
tk.e.. . 

diversification in Indian banking wasAunderwriting of oorpor.ate 

shares and debentures. They also extended their financial 

assistance to private industry through direct subscripticn to 

shares and debentures. 



The diversified form of financing by the commercial 

banks is an indication of their interest to move towards 
t.h.Q. 

universal banking. Quantitatively speaking,~itial response 

to the magnitude of such financing was not as encouraging to 

alter the basic structure of bank.ing vis-a-vis industrial 

financing. They continued to pursue the protot1rpe line of 

providing short-term industrial credit aga.inst rapiOJ.y-turned-

over assetso None of the .excursions in the new directions can 

be said to have materiall,y altered the basic structure of 

Indian banking till the later half of the siXties. The 
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development~ in the post nationalised period necessitating a 

more equitable distribution of bank finance to sectors and areas. 

have .of. oourse, affected the basic structure. Industrial tem 

loan Which was Rs.282.52 cDOrea in 1972 DOse to Rs.7695.31 in 

1990. It ·~;~as undoubtedly a significant riseo One striking 

feature during the period 1972-90 was that non-traditional 

sectors share of teJJn loan from the commercial banks was more 

than the traditional sector. The banks were less successful 

in the field of underwriting, albeit their good performance in 

the beginn.in9o Their te:cn assistance through equity 

participation was, ho....,eve4 l•=ss satisfactocy. 
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