CHAPTER 11

FINANCING OF SSI BY THE WATIONALISED COMMERCIAL BAMKS AS A WHOLE



2.1 Srowth of Banking in India:

Significant stractyral changes had begun o reorganis= tha Indian
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ar independence of the oousniry. During the
intarmediata period of independsnce and the nationalisation of 14 wmajeor
commercial banks, one af the faaturss of Indian banking systém was fhat 1%
consisted of innumerable small banks with insignificant coniribubion o
total banking business. With the dirsct intervention of the Reserve Bank of

india, the merper of sconomically non—viable small units with athers, the

numbar of small scheduled banks had been reduced drastically o 2% in

ey

June, iPL7 as against &5 in 19591, The number of non—scheduled banks also
declined from 381 o i4 only during this pesriod {Tabhls 2.1ii. 7This grocess

aof

]

tructural reorganisation is well conceived from the fact that the tofal
number of banks had besa reduced o BY in June 1249 from 5646 in 1931, Bufg
the dimension of bankinn opsration during this pariod had been increased

manifoid azs the aumber of bank offices increased almost in geomefrical

s
[

prograssion from 4151 in 1931 to BES] inm 194697 and 15,342 in 1973,

Tha grorass af @ integratinn, saxpansion, and reorganisabion of
banking syshiem which was starked afiter 1951 gained eomentum after
nafinnalisation and thes total nusber of bank offices increased to 592,721 in
1983, ﬁé a resuli, the population per office which wmas A4 fthowsand in
iI95%, cams down o 13 thousang in 1983. A1l these had hesn don=, of-courss,
not in isplation of banking business. Whiles the fofal amount of deposit and

cradif in 1949 were RBs. 4,484 crores and Rs. 3,599 crores resgechively,

those accountsd %o Rs. B3,B47 crores and Rs. 536,325 crores reapeciivaely in



Table 2.1

Bromth of Commercial Banks of India

131 192462 1970 1975 i7gG

Mo. of Commercial

Banks

i* Schaduled i05 73 FA 7% 142
ii: Hon—-schedulsd 451 igd i3 g =

Bources Statistical Tables Relabing o Banks in India,
R.B.1.,1976 & i9B1.

Table 2.2

Soma Imporiant Indicators of Progress of Lommercial Banking

1247 1970 1973 1980 1985
i. #¥o of Gffices B2AZ 161351 18730 34131 DEFZL
ar In india
bt Population par
affice {(per
thousand} % 33 =2 it i=
Z. bBeposits of
Schaedulad
Lommercial Bank
{As. in crores} G445 5275 12543 ILFT3 B3B&T
Z. Lredit {Rs. 3599 &213% BZ35 24757 SLEZG
in crovess
4. Lredit/Beposit
Ratio (%} 77.5 TR Fi.4
3. Par Lapika
Cradit (Rs.} &8 78 156 431 B2%
&. Per Lapita
freposit {(Rs.? BB e 214 &73 1233

Enurces Etatistical Tables Relating o Banks in India,
R.B.I.,i974 & 1981,
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1983. Thus bhoth per-capita deposift and cradit msltipniied significantly

{almost 14 fimes), from RBs. BB amd Bs &8 %o Rs. 12535 and Rs. B2E

~t

respechively {(Tabla 2.2%.
2.2 Srowth of Commercial Banks and 561
Along with fhe growth of overall banking operation, the amoung of

otal credit

e

advances £o 551 ziso increasad afisr nationalisafion. The
sxkendad by schedulad commercial banks {SEB! %o SBI in 1970 amounfted fo Rs.
394 crores showing an increass of nearly 50 percent over ths Isvel of 2
wear agn. SCB credif &o 58I formed 2.2 PE of their fotal advance in  #arch

2

s

1973, the EDF?EEﬁGﬂ&iﬂQ figure of Harch 1947 being 6.4 FE‘_ Tharsaftar,
increasad fg 12.3% P in 19BD and 13.1 PO in i9B3. Imcrease of nusbhasr of
units becams all the mors remarkabls and it increased %o alaost 16 lakhs in
1985 from mersly Bi thousand in 1973 {Tabie 2.3%.

Thus? in kerms of volume of credit as well as numbar of acoounts,
an ispressive progress is observed in 881 sector. If appears o ba  2ven
mors impressive if; afier nationalisation, the relafive share of 551 as
against large and mediuvm—scale indusiry (MBI} is analysed.

Prinr o nationpalisation, Swo most iamportant seciors of economy
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izuifure werse deprived of getiing gproper bank assistance. In

HMarch 1948, LHEI snjoved AG.& perosat of total BUE's credit, wshereas 8Bl
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and agricuifure just managed (o get only £.7 an
That seme of $he sacisl objectives of npationalisation startad  being

implemanted is afieast esvident from $hs psrcentage of share of thoss
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favancaes By Scheduled Commercial Banks &0 881 (D

£
]

Parficulars iRET 1946 197G iT735 17E0
i. 0. of inits #.f. 47733 BiTZ3 269301 ABGTEE
2. Limi%ts in 3i1T.B 3.3 74%.3 1913.4 3384.8

81 Adwvances

icrarasi 177.% 2617 EFFE.9 1147.4 24A32.8

Total Advances

{crores} RERIT.0 ZERT.E 0 OZERTS.Y O 11A7B.3 FiTii L
Farcantage of
521 zredif to
total credif b4 7.7 2.9 G.B 12.%

ablaes Relating to Banks in India, B.B.I.
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seckors in 1970 - 4B.8 by iMSI, 11.0 by BEI and 9.4 by agriculfurs. This

o

rend of declining shars of LHEI continued as we observed, the share of

i
]

his sactor wmas 44.1 PL in 1973, 34.1 PC in 1980 and 26.5 PE in 1983 of the
fotal cradit. Bn the other hand, the BEEI’'s share increassed over fime z 12.4

PL in 1973, marginally daclined §o 11.% PC in 198& and finally increassd to

(Y

4.8 PL in i9B3. Eimilar or more accelerating increment is observed in
agriculiure during this pesriod. {Table 2.4%
Howsvar,; pearcentags sharse of non—public sector banks {(NPSB: fo

I also incraased afier 1970. Contribuiion of

L1

fotal oufstanding balance of §
MPED in %otal SBI finance mas only Rs. 1.7 crares (2.3 PL } and it
increased mors fthan seven times o Rs. 77.5 crores {&.7 PL } in five ysars
i.25 in 1975, Buring this period, thoush advances of public secior banks is
EEI sxpandad almost two and half times {Rs. 458.3 crares in 1970 o Bs.
13443.3 croves in 1973} but pesrcentane of conbribution $o  total credit
dropged from F7.7 PL in 1970 o 93,1 PE in 31973. Thergaftar, both tha

public seckor banks and MPSB's relative contribubion remained wunaltered.

-3

e

"
ol

{Tabls
The evaluation of performances of SCB as given azbove was
primarily based on  aggragats data. #Host of the studies by diffarant

agencies lika R.B.I or persocns had been done on  aggrspgate  data  ang

therefore, obsarvations basirally reflect the resuslt of macro—aggrepativae
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Berftoral Elassification of Bchedulsd Commercial Banks® Advances
{Bs. in crorsst
Sactor 1259 1970 i97s 198G 1985
1. Industry
a} targe & Hedium 1837 2080 574 T 13249
Industry (A5 {48.8% {44.1% (3411 {75.5%
. % :
b 851 211 4457 iiig 2534 FRifx
{L.F} {11.0r {(12.4% {11.9} {14.8}
11, fBgriculiurs B &7 A0 G974 Iis? BBZG
Allied Activities {2.2% {24} {iy.B} {i%.B} {7.7%
1ii. Ianterpal Trade 3EBE 22 1485 4741 114B7
‘ {19.21 {14.Fr {14.57% {22.2: {2T.47
iV, Services R 471 T2
{605 {2.2} {&.4%
. Personal toans IZ0 LR
{Z.5¢% {3.53
Yi. Othars {including 41 387 592 201C BEEG
Trans. Oparators} {11.13 {1Z.B} (L. 42 (.3} {11.2}
THTAL Ih4% 4245 il 2131 29595

Source:r Statis

Lol

Excluding credit to Indusirial Estate as shown in tha Table

ical Tables Relating to Banks in India, R.B.I.

‘Beoupationwise classificabion of ogtstanding credit af scheduiaed
Epmmercial Banks of the respeciive vears
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Table 2.5

Advances &g B51 by Publig Secfor Banks vis—a-vis
Mon—-Public Sectior Banks

197G i%75 19BG 1965

i. BBl & i%s associatas i96.5 438.7 1395.1 A7 .4
{(41.9} {34.5% - {3h.5} {IT.3}

2. 14 Mationalisad Banks 261.8 £31.8 1B892.1 Z75%.1
{33.8} {534.5% {55.3: {37.5%

Z. & Mationalised Banks 2032 11042
in 1980 {(53.7% {14,040
PUBLIC SECTOR TOTAL ATB.3 1044,.5 AR Y Ta70.7F
{(BF. 7% {F3.13 {75.5% {94.51%

4. Mon-Puhlic Sector Banks 10.7 77.5 1517 {3k
{£.3% 16.9% {4.5% {3.5¢%
TOTAL 250 1118.0 I592.1 FHHT G

Sources Dhabtistical Tables Relating o Banks

in india, R.B.I.
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2.3 Approach of the siudy and ifts objecfive:

The svaluation of bank finances fo tha 5GI may be underfaken from

tein different angles. This is dus &0 the fact fhat 8Bl waintains i%s dugal
identity in Indian context. First, it is a member of the broad indusirial

sectory like any obther country, along sith LHEI, Second, if is a membar of

[

he priority secior along with agriculfurs and road bransport stc. Bo, ths

waivation of nationalised bank finances $to 551 would e different  in

W

conkaxt depanding on how we frsat the SB8I - aither as a member of priorify

sactors or as 3 membsr of broad industrial secior.

is treated as a member of broad indusirial sector,

-
=

idhen the BB

[l

&

the analysis thea primarily reflecis the comparafive position of different
copponents of indusirial sactor in geifing financial reguiremenis as  and
shign reguived during the period of sustenances or sxpansion. This analysis
ravaals the frsnd and wmagnitude of bank finances §o 851, Fedium and lLargs

But when tha 551 is i{rsafsd as a meaber of priority secior, the

analysis then saphasises the svaluation of magnibude and frend of fisances
to 881 as apainst other members of the priority sector. It then shows how

far the pubhlic sector banks’ affitude towards aroaviding financial

e

assistance o BB as viswalised af the ©iee of nationalisation, has
gspiszroong changes aver bime.
in our analvsis of bank finances to the 5E1 since 1974, ae STreat EC1

as a member of tha priority sector only and thus accspi the second courss

of analysis.



he objectives of aur study in FPhis chapter sould bag

i. to defermine the weightage paid by all the nationalised commereial
hanks as a shole o the I in distributing priarvrity sactor adyances  in
each year during the period of pur analysis, and

4

ii. &0 wunderstand the direckion of change of the weightages over the

i

pgeriod of fthe analvsis.

The objsctive of this study here is sunpastsed by the fact that

e

. F . B
anks , not only iadividually by

£

aisp as a whole, werae esxpecfed o cafter

|:-1'v
]
o

ha naads of the 881 in the post-nationalisation era. This analwvsis,
thus, will show how far the nationalised banks {as a wholes} satisfied swch
sxpackations.

in our analysis we do not ccnﬁidgr the demand for bank finance by

the S5I, buf only evaluate the supply of bank finances &o

o

fia 851I. Thigs om

g on the assumption thaf thers is sufficisnt demand for bank finance by

e

iz 85I and &he supply of finance should match $he demand. In the previous

chapter, wme cited different reports, observations of study groups efc fo

1}

stabiish this assumpiion. Horsogar, this assuspiion stems from Ethe fac

o

that in the proclasmation of nationalisation, the banks sere axpecisd fo
ma2% the "Credi§ Gap’ in ths priorify secior.

ith this assumption and ohjective in view, wme study the bank

wise {rross sscbionl! data on  advances $o 551 vis—a—vis fofal griarify

% Banks, hers—in-afiesr, sl sEand for nationaligaed
commarcial banks unless otherwiss siated.
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sector adeances for fhe pariod of ssvenisen years— 1970 o 1784,
2.4 Hethondolooy:
In our study we hold Yhat

S =f{P.}

e
Bady

and Throgoh OLS Regressiongwe dbbain

& & &
5.=a_+h_.P.
R S
sfnars P = Prioriiy sector advances by the nationalissd
banks as a whole,
5 = fdvances fto the 58I by the banks as a shols,
} = Parficular ysar,

@« = Bimpls Regrassion consiant,

{3 = Simplis Regression Do-afficiant

3

e

pecy

Hapa, reprasents the change in the advances to the EEI owing o 2

3

Cad

marninal chanoe in priorify sector advances by the nationalised banks as a
EY

sifinle in any particular yesar {j:. This [V, represanis how much goes o the

Pt

EEY for an increase of rupes one in kotal advances of the banks as a2 whols
ta the griorify sacior. Ralative impoarfance of =sarch sscior o the banks as

a whola is detersined by iits share in the marginal increass in fpial

o
adyvances of the griorify ssctors. That is shy ﬁj is supposed harz in bs ths

m

n

ot s
[

maightane paid fto the 85I by the banks as a shols in any particular year

&

LY
o, ﬂ.?ﬁi_i s2ems b0 imply thady the amount allpcated $o the 8B

3

by the banks 35 2 wshole in any year } was grsater than fthat in the just
" )



preceding year {j-i! when there mas a marginal ~ increass in the fotal

rigrit

i~
b,

A &
sacior advances. dhether ﬁi and 3, differ sionificanily would be

o

asted throvoh "t—%est’ whare § = & angd J.k = 3976,1973, ...

z

The "t~fest’ will be performed with
A 2.
H——— 3. =3
o 13 B
inst H,——— 3. = [3_when § = p
agains ,H&. fs £ 3

fctually,in the I—%test we will have,
& & & EY
H,———— eithar 3. > 8 _or 3. L 3
A 13 {r (J Bo
The aciual form of Hﬁ wontld be sungested by the numsriral  values
A

and (3 obtained f&hrough OLB. Thus fhe 'i-fesi’ wnslad pe

e

of .
i

‘Bne-Tail-Test’.

figain, t—iest performed with

H—— . = (.
N - B, =0,
against Hg___— ”3 = ”j—i

wouid indicate whether the seightags paid in any year wsas significantly

differsnt {at 5% level} from thai paid in the jusy precading year.

2.9 fAnaiysis of the Regressiong
\

tThe rasulis of the Regression are preseated in Tabis 2.4

@

From the column 5 and 7, showing R™ and T values raspectively, i%

or
o
i}
L
“

garassions ars good-¥fi1f. fgain, column B, showing B

valuss, suggests that regressions ars frae from ausfo—corrslation. In column
A

iving xR, va

fond

-y
ud

yes, we pbsspye that wvaluss are not sisnificant fhroush B.E
A

fests. Bui thowogh SE.E fasts, ﬁi values, piven in column I, ars founsd fo be
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Since, fhe =¥ waluas ara pof significant, so the regression lines

L

may be considered as passing through the origin. Thus 15 suppests  fhat
these lines would diffar among themselves not in their infsrcepis bub  ia

thair sliopes onaly. Therefore, se confine our analysis in the comgarison of
3

.

ﬁj values { §=1570,1971,...,198B% ¥ only. For this e perform t—fost as

suggestiad in the methodology.
RHesults of the ftasts arg given in the Table 2.7 as a friangular

mafirix shich would esnable us fo comparse whether the astimated relationshig

betwzen SE1 advances in any wear (i} differs sionificantly from any other

Fraom the coluan I of tha Tahle 2.4 and Table 2.7 we observe that

F ks

all waiues of "%

o

arg non-sigaificant both at 3 par cen and 1 par et

isyal. It implies %that

o E

ES
.=

1=1979,1971,...,19B& 5 § = 197%,1i971,...,15B4
Results sszem to impiy  $hat se=ighitage paid %o ths 28I in
distribution of priority sactor advances by the nationalissd commsrcial

banks as a whole in any vear during the psriocd of gtudy, 1270 & 19BL, was

L

not statistically differant from that in  any other year. Therefore, we

fat

z

he ijeval of eeionfans in 1978 was ratained wsithout any

o

couid say §

statistically significant changes throughouf fhe subssguant ysars upin



Tabie-2.7

t-matrix

¥ear 1970 1971 1972 1973 1974 1975 19746 1977 1978 19779 1980 i9B1 1982 I9BEZ i9B% iTBT i9B&
1970 - AU -, 90% - BBY —.&34 JBS  .50% 444 BTL .DAF .52 WBE3 (87 .37 J2BA 250 2323
{48} {48} (49 {49y (42}F {30y {(BGry {51+ {32y {52 (32} {582y (B2 (B2 {32y (32

1971 — -— - 31 - 443 S JRGE 966 BE7 B85 (BRI (BT FIEEB JAAT LDB&A &S JIAES 32
{503 {31} 131y (B1: (52y (B2 {33y {83 (53 (BEry B3y {(33:r {53y ({33 ({33}

1972 — — - ~. B3 i PLEFS 1.344 1179 1.298 10192 1.154 969 (BF1 .745 .934 (4B (4E9
{51y {31y ({51} {52F {32y (3% (B3r {53 ({83%r {53 {33y {33y ({33 {33
178 — - - - <A17 1.038 1.40% 1.4%0 1.433 1.350C 1.310 1.277 1.i80G .988 .Fi¢ &34 (372
{92 i5Z2: (53r {33} {D4: {33 {95: (53% {53 ({33 (B3 ({53r (535}
1974 —— —_ - —_ —— 1.081 1.313% 1.221 1.472 1.443 1.&470 1.2BX 1.14% .99% 723 .&59 .578B
{52 {53F {53: {34: (05} ({55 (55F {93 ({35 {535y {i35F (55}
1878 — - - - - - S2h E20 ARE .BIS 9BR  .953% .BRB  .T744 5435 460 414
{95 (23 {543 {55% (B83% {33r {53y ({33 {35 ({55 (335}
1974 —— —_ —_ - — - -_ 321 L5335 WE&DZ2 (RiIB J95%  BBIT  .TAD .5AZ 451 L41B
{94 {55t (34 {5&r {84% (34 (5&) (B&r (34} (D5}
977 — - - - -— - - - AR LAEFR WR9E 1 AR 992 WB&G JAEE 3ZB 477
{35}F {34y (D&Y (3&} {Dhy i5LY (D56 (BLEY (B4}

iR7E — - - - - - - - - 274 Wi BEE LB7E . T7AS .3BES .E3%%F &1t
{37y (37: {57y 37y {27y 137y iB7¥y {37

i97e — - - — - - - —-— - —— AT JTBF JT33 LAGE W323 JE5F 341
{58: (5B} (5B {5B: {38 (5B (5B}
1980 — - - - —= - —— - - - - S = S L S % JC ~ 1 S £ § 7.
{38y (3B: (5B} (3B i3B} (5B}
i%Bi —— — - — - - — —— —_ — e — A JOFT LOOTF -.210 L1733
{38 ({58} {58} (3B} i5B}
i?gz? — - — — —— - -~ - —_ - - - — =343 007 —-.247 -,.304
{38 {3B: 3B} (58}
1383 — - - - ~— - - — - - - - - —— 24 —-.ZEB ~.187
' {38 (3B {538
1783 — — —_ - - - - - - - - - - - = =231 —-.2i&
{38 (3B}
iggs - - — - -_ - —— - - -— - - - -— - - 353
{58}

gL — —_ — - -— - - - — - e - - —— - - —

Figures in brackeis indicake degraes of

Fresdom.
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it gsams o indicats  that changa in praferance af making
arovision of advances to BB as one of the ss2ofors under priority  in
distributing fotal sector advances among diffsrant sescioes of priorify wmas
stafisiically significant after nationalisation.

The whole analysis is, however, complefaly macro-aggregative  as

ey

we considersd all pationalised banks ftopether. 1% may hide, by wirfus of

asnregationn of data, many dynamic changes shiich might hawve been brought  in

ot
iy
et
]
!:1.
,.
(.1
w8

ual bank’s data were considerad.

[

fnother ason may ose tha

7

i

ail bank’s followed the gaovernmental
aolicy of making provision for prioriiy secior 3s a percentage of fotal

a2,

bank advances ook of which 851 goft a share af a constant praporbion. #ionor

f~ts

wariafion from this policy
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ular bank could ba compansated by

apother, varied in opposite divection, when agorsgats dats mers faken.
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7t 581 adwvances vis—a-wvis grior
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the individisal banks in our naxi chaptar.



