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JU D G E D b y t h e accepted c r i ­
t e r ia , there has been a r a p i d 

g r o w t h o f banks and b a n k i n g i n 
I n d i a i n the past decade. I n the 
pas t en years, the b a n k i n g sys­
t e m had no t o n l y geared i t se l f 
to w a r economy b u t had ac­
c l a m a t i s e d i t s e l f to peace con­
d i t ions , w i t h o u t , any pe rmanen t 
scar or i n q u i r y . Th i s is a c red i t ­
able ach ievement , and i t w o u l d 
be u n c h a r i t a b l e not to a c k n o w ­
ledge the r e m a r k a b l e progress 
and t h e s t r e n g t h and s o l i d i t y o f 
the b a n k i n g s t ruc tu re . 

D u r i n g the w a r a n d the i m ­
media te pos t -war pe r iod , the re 
was a r u s h for the f o r m a t i o n of 
new banks; also, there was a 
tendency for some of the under­
cap i ta l i sed w a r - t i m e banks to 
estaiblish branches i n k e y t r a d ­
i n g centres l i k e B o m b a y , C a l ­
cu t t a , Madras and K a n p u r . B y 
1946, the l a t t e r t endency had 
been checked. Some n e w bank;; 
had been s ta r t ed d u r i n g and 
since the w a r , but , u n l i k e the 
g r o w t h o f m u s h r o o m banks du r ­
i n g 1914-18, the banks f o r m e d 
t h i s t i m e w e r e b i g i n s t i t u t i o n s 
w i t h adequate cap i t a l resource::. 
A n d , b y 1946, n e w b a n k i n g fo r ­
ma t ions had ceased. 

In be tween 1938 and 1946, 
b a n k i n g offices increased f r o m 
1,128 to 3,469. Since the begin­
n i n g o f t h e w a r u p t o t h e week 
ended December 10, 1948, b a n k 
deposits i m p r o v e d f r o m Rs. 
236.60 crores ( u n d i v i d e d Ind i a ) 
to Rs. 961.72 crores ( p a r t i t i o n e d 
I n d i a ) . O f th i s b a n k i n g g r o w t h , 
i t i s i n t e r e s t i n g to note t ha t the 
"o the r scheduled banks" made a 
more r a p i d progress t h a n the 
I m p e r i a l B a n k o r the exchange 
banks. A l t h o u g h the t o t a l n u m ­
ber o f bank branches reg is te red 
a t h r e e - f o l d increase, t he n u m ­
ber of branches of exchange 
banks dec l ined ; the branches of 
"o the r scheduled banks ' ' deve­
loped m o r e r a p i d l y t h a n those 
o f the I m p e r i a l B a n k Despi te 
t h e r e l a t i v e expans ion o f "o ther 
scheduled banks", the I m p e r i a l 
B a n k , however , cont inues to do­
m i n a t e t h e f i e l d , a l t h o u g h , i n t h e 
past decade, t he deposits of t he 
l a t t e r have f a h e n f r o m one-ha l f 
t o o n e - t h i r d o f t h e t o t a l deposits 

o f a l l the scheduled banks t a k e n 
together . 

T h i s raises t he p rob l ems of 
the na t iona l i s a t i on o f the I m p e ­
r i a l Bank . N o w t h a t the Reserve 
B a n k have been t a k e n over by 
G o v e r n m e n t , the ques t ion i s be­
i n g asked w h e t h e r i t i s possible 
to m a k e f inance a h a n d m a i d of 
i n d u s t r y w i t h t he biggest j o i n t -
stock bank i n t h e c o u n t r y func 
t i o n i n g as a p r i v a t e i n s t i t u t i o n . 
T rue , the d o m i n a t i o n o f t he 
w h o l e b a n k i n g sys tem by a s in ­
gle i n s t i t u t i o n i s no t pecu l ia r to 
India; the Midland Bank in Bri-
t a in and the N a t i o n a l C i t y B a n k 
in A m e r i c a occupy t h e same po ­
s i t ion as the I m p e r i a l B a n k doe 
in I n d i a . T h e r e is, howeve r , a 
s ignif icant dif ference in the con­
d i t ions p r e v a i l i n g he re and those 
o b t a i n i n g i n B r i t a i n and A m e ­
r ica . N e i t h e r t he M i d l a n d n o r 
the N a t i o n a l C i t y en joy g o v e r n ­
men t pa t ronage o r p r i v i l e g e d 
status; u n l i k e t h e I m p e r i a l 
B a n k , t h e y do no t act as agents 
of G o v e r n m e n t or of the Cen t r a ! 
B a n k ; b o t h f u n c t i o n and com­
pete w i t h the o the r banks o n 
equal t e rms . W h e t h e r t he I m ­
p e r i a l B a n k is na t iona l i sed or 
not scheduled banks are j u s t i ­
fied i n d e m a n d i n g t h a t i t shou ld 
at least be d e p r i v e d of i t s offi­
c ia l patronage, so t h a t t h e y can 
compete with it on equal terms 

T h a t m u c h about t h e q u a n t i ­
t a t i v e g r o w t h o f b a n k i n g d u r i n g 
and since t h e war . B u t the r a p i d 
d e v e l o p m e n t in size and s t ruc­
t u r e can be a danger unless i t is 
accompanied b y q u a l i t a t i v e 
g r o w t h . Has the g r o w t h been on 
sound and p rope r l ines? Tha t 
b a n k i n g fa i lu res h a v e been few. 
is a p r i m a facie i n d i c a t i o n t h a t 
t he re i s n o t h i n g ser ious ly w r o n g 
w i t h the I n d i a n banks. Banks 
are supposed to be a s t r o n g as 
t h e y are l i q u i d . Tested on t h i s 
c r i t e r i o n , t he b a n k i n g system 
seems to be sound. 

Scheduled banks ' cash r a t i o 
h a d i m p r o v e d d u r i n g the w a r . 
I t i s n o w a t the m o r e reasonable 
l e v e l of a p p r o x i m a t e l y 12 p c. 
D u r i n g the w a r , t he r a t i o o f i n ­
ves tments t o deposi ts also i m ­
p r o v e d . B y 1946, t h e r a t i o h a d 
dec l ined , o n l y t o i m p r o v e sub­

sequent ly as the a n t i c i p a t e d in-
crease i n bank advances d i d no t 
mater ia l i se . W a r - t i m e cont ro l s 
had caused a decrease in t he 
t r ade d e m a n d for funds f o r f -

anc ing t h e u sua l shocks. Con­
t r o l s h a v e n o w been r e i n t r o ­
duced. 

M e a n w h i l e , the expec t a t i on 
tha t the pos t -war r e n o v a t i o n of 
p l a n t a n d m a c h i n e r y w o u l d lead 
t o a n i m p r o v e m e n t i n b a n k ad­
vances had p r o v e d false. Fo r 
one t h i n g , i n d u s t r y h a d accumu­
la ted l a rge sums as E.P.T. depo­
sits. Besides;, i t has been financ­
i n g its r equ i r emen t s e i the r ou t 
of accumula ted reserves or b a n k 
deposits or t h r o u g h issues of 
bonus shares. As a r e su l t of a l l 
these factors, the banks s t i l l r e ­
m a i n l i q u i d , t h o u g h the e x t e n t 
of l i q u i d i t y n o w is no t as m u c h 
as d u r i n g the w a r pe r iod . 

Tha t banks have become i n ­
ves tmen t t rus ts , i s w i d e l y 
k n o w n . T h i s phenomenon ante­
dates t he w a r , a l t h o u g h w a r ­
t i m e deve lopments nave accen­
tua ted i t . I n some count r ies l i k e 
A u s t r a l i a and Canada, t he re a re 
n o w s t a t u t o r y r e s t r i c t ions o n 
purchases of g o v e r n m e n t secur i ­
ties b y banks. I n B r i t a i n and 
A m e r i c a , t h e m a j o r p o r t i o n o f 
banks ' inves tments i s i n shor t -
dated securit ies. I n I n d i a , h o w ­
ever, banks seem to p re fe r i n ­
ves tments i n l o n g - t e r m loans, 
p r e s u m a b l y because of t h e i r 
h i g h e r e a r n i n g capaci ty . 

Th i s has been a m a t t e r f o r 
c o m m e n t b y S i r C h i n t a m a n 
D e s h m u k h , Governor , Reserve 
B a n k o f I n d i a . O n the a r g u m e n t 
t ha t the m a t u r i t y d i s t r i b u t i o n 
of bank 's inves tments shou ld be 
so r egu la t ed as to c o n f o r m to 
t h e i r v a r y i n g l i ab i l i t i e s , the Re­
serve B a n k issued a d i r e c t i v e 
tha t banks shou ld g i v e up the i r 
preference fo r long-da ted secu­
r i t ies . T h e r e m a y be some th ing 
in th is a r g u m e n t , but i t i s l i a b l e 
t o be over emphasised. T h e I n ­
d i an g i l t - edged m a r k e t i s q u i t e 
b road and ac t ive , i t can absorb 
occasional l i q u i d a t i o n b y i n s t i 
t u t i o n a l investors . O n t h e o ther 
hand , t h e need fo r such l i q u i d a - . 
t i on , as occasions d e m a n d , 'can­
not be avo ided by w h a t has been 
ca l led "a m o r e ba lanced" m a t u ­
r i t y d i s t r i b u t i o n . 

A n y discussion about ' b a n k i n g 
assets m u s t r e m a i n i n c o m p l e t e 

17 



E C O N O M I C W E E K L Y 1st January, 1949 

w i t h o u t a n e x a m i n a t i o n o f bank 
advances. T h a t b a n k advances 
have been, a n d are, i n s i g n i f i ­
cant , i s k n o w n . A l s o k n o w n i s 
the fact tha t b i l l s o f exchange 
have no t t a k e n r o o t i n I n d i a . 
These are l o n g s t a n d i n g and p r o ­
nounced features o f b a n k i n g , 
no t o n l y i n I n d i a b u t t h r o u g h o u t 
t h e w o r l d . T h i s apar t , i t i s no t 
possible to have an ob jec t ive 
discussion of t h i s aspect of 
b a n k i n g as d e t a i l e d s ta t is t ics 
are no t ava i l ab le . 

Y e t , t he be l i e f i s w i d e l y h e l d 
t h a t a m a j o r p o r t i o n of b a n k 
advances represents specu la t ive 
d e m a n d f o r funds and no t genu­
ine a c c o m m o d a t i o n to t r ade and 
i n d u s t r y . Se l f - f inanc ing b y t r ade 
and i n d u s t r y i s an es tabl ished 
fea ture . I n t h e c i rcumstances , 
b a n k advances i n I n d i a m u s t 
necessar i ly be m o r e specu la t ive 
in n a t u r e ; a l l t h e m o r e so as 
business in I n d i a is, as ye t , 
m o s t l y specula t ive . 

R e l a t i v e u n i m p o r t a n c e o f b u ­
siness deposits in I n d i a i s appa­
r e n t f r o m an e x a m i n a t i o n o f 
banks ' l i a b i l i t i e s . A de t a i l ed 
e x a m i n a t i o n has been u n d e r t a k ­
en by the Research D e p a r t m e n t 
o f t he Reserve B a n k on t h e na­
t u r e and compos i t i on o f b a n k 
deposits. F i g u r e s up to D e c e m ­
ber 31 , 1946 are ava i l ab le , and 
ind ica te s ign i f i can t t rends . On 
tha t date, the percentage of b u ­
siness to t o t a l deposits was 41.59 
for I n d i a , 67.27 fo r B r i t a i n and 
56.30 for A m e r i c a ; by t he end of 
1946, business deposits had be­
g u n t o dec l ine i n I n d i a and 
A m e r i c a , a l t h o u g h t h e y r e m a i n ­
e d s t a t i ona r y i n B r i t a i n . 

As on December 31 , 1946, the 
percen tage of pe rsona l to t o t a l 
deposits was 40.85 f o r I n d i a , 
32.73 fo r B r i t a i n a n d 37,15 for 
A m e r i c a . These percentages are 
n o t s t r i c t l y c o m p a r a b l e as t he 
f igures f o r I n d i a perhaps i n ­
c lude deposits of s m a l l t raders . 
T o some ex ten t , t h e r e l a t i v e i m ­
por t ance o f pe rsona l deposits in 
I n d i a is a r e f l ec t ion of t he w a r ­
t i m e rise i n wages and salaries; 
i t is also perhaps, an evidence 
tha t b a n k i n g hab i t s are g r o w ­
i n g . T h e l a t t e r i s a w e l c o m e de­
v e l o p m e n t , a l t h o u g h i t i s equa l ­
ly a r e m i n d e r of i n f l a t i o n a r y 
p o t e n t i a l i t i e s and o f t h e need 
fo r ene rge t i c a l l y p u r s u i n g a n t i -
i n f l a t i o n a r y measures. 

Distribution of Bank Assets 
B y " A n a l y s t " 

T H E i n f l a t i o n a r y cond i t i ons 
p r e v a i l i n g d u r i n g t h e w a r 

w e r e aggrava ted d u r i n g t h e 
pos t -war p e r i o d and w e r e d u l y 
ref lected in the p a t t e r n o f l i a ­
b i l i t i e s a n d assets of banks. 
W h i l e the deposits o f scheduled 
banks h a d increased at a s l ower 
r a t e t h a n the no te c i r c u l a t i o n 
d u r i n g t h e w a r years , i n the 
pos t -war p e r i o d t h e y increased 
faster. I n o ther w o r d s , c r ed i t 
i n f l a t i o n f o l l o w e d c u r r e n c y i n ­
f la t ion , w h e n t he banks w e r e 
ca l l ed u p o n to mee t t he e x p a n d 
i n g d e m a n d fo r c r e d i t on t he 
p a r t o f t r ade a n d i n d u s t r y . D u r ­
i n g t h e w a r a m a j o r p a r t o f the 
t o t a l e x p e n d i t u r e i n the coun­
t r y was i n c u r r e d b y the Gov­
e r n m e n t and economic a c t i v i t y 
in the p r i v a t e sector had been 
r e s t r i c t e d b y con t ro l s over com­
mod i t i e s and inves tments . 
The re fo re , a l t h o u g h b a n k depo­
sits rose r a p i d l y as a r e su l t of 
increase i n m o n e y incomes, t he 
scope f o r expans ion of c r ed i t 
f o r f inanc ing p r i v a t e business 
a c t i v i t y r e m a i n e d l i m i t e d w h i l e 
the sys tem o f d i r e c t p a y m e n t 
b y G o v e r n m e n t fo r w a r con­
t racts , t he so-cal led "progress 
p a y m e n t s " , p a r t i a l l y dispensed 
w i t h the need for bank accom­
m o d a t i o n . I n consequence, the 
percentage of advances and 
b i l l s t o t o t a l deposits w e n t on 
d e c l i n i n g . T h e banks , therefore , 
h e l d a l a rger p r o p o r t i o n of t h e i r 
assets in t he f o r m of g o v e r n ­
m e n t securi t ies , the supp ly of 
w h i c h was s t ead i ly increas ing , 

a n d a l l o w e d t h e i r l i q u i d resour­
ces, i.e., cash a n d balances w i t h 
the Reserve B a n k , t o m o u n t up . 

W i t h the end o f t h e w a r t he 
e x p e n d i t u r e o f t he G o v e r n m e n t 
on i t s o w n beha l f and on beha l f 
o f t he A l l i e d G o v e r n m e n t s tap­
ered off and economic a c t i v i t y 
sh i f ted f r o m the g o v e r n m e n t a l 
t o the p r i v a t e sector. T h e w a r 
t i m e p a t t e r n o f t he d i s t r i b u t i o n 
of b a n k assets also changed ac­
c o r d i n g l y . T h e r e l a x a t i o n o f 
con t ro l s and r e s t r i c t i ons impos­
ed on t r ade a n d i n d u s t r y gave 
a fresh i m p e t u s to p r i v a t e a c t i ­
v i t y and s tepped u p t h e demand 
fo r loans on t h e p a r t o f i ndus ­
t r i a l i s t s and businessmen. A d ­
vances and b i l l s w h i c h had 
d ropped as l o w as 29 per cent 
o f the t o t a l l i a b i l i t i e s in Sep­
t ember 1945 s l o w l y m o v e d up 
to 47 per cent in M a r c h 1947 
w h i l e the cash r a t i o dec l ined 
f r o m 16 to 10 per cent. T h e p r o ­
p o r t i o n o f i n v e s t m e n t s t o t o t a l 
l i a b i l i t i e s also reg i s te red a m o ­
dest f a l l and banks d i d n o t r e ­
m a i n as l i q u i d as t h e y had been 
d u r i n g the w a r . Business ac t i ­
v i t y also increased as a r e su l t 
o f the grea ter a v a i l a b i l i t y of 
consumers ' goods f o r w h i c h 
the re was a huge pen t -up de­
m a n d . T h e genera l r i se i n prices 
also a u g m e n t e d the d e m a n d fo r 
c r e d i t r e q u i r e d t o f i n a n c e the 
purchase and m o v e m e n t of 
goods. 

F u r t h e r , b a n k c r e d i t was 
d r a w n u p o n fo r f inanc ing spe­
c u l a t i o n on t h e s tock exchange 

' I n d i a n U n i o n and P a k i s t a n f igures have been added up in 
o rde r t o m a i n t a i n c o m p a r a b i l i t y w i t h p r e v i o u s figures. 

No te :—September a n d M a r c h f i gu re s have been g i v e n for each 
year to show t h e pos i t i on in t he s lack season a n d t he b u s y season 
respec t ive ly . 
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