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Ghe Reserve Bank and
Agricultural Credit

KT Cyriac, « Mo A Bl
1

HE establishment of the Reserve Bank of India in
1935 has introduced a new factor in tie machinery of Agri-
cultural Credit in this country. As the central bank of India,
it is in ultimate control of the country’s currency and credit
policy. The utility and service of the Bank will be determined
and measured largely by the extent to which it promotes the
economic welfare of the agriculturists, and, in particular,
develops the rural occupations and industries. The progress
of the rural population has came to be intimately bound up
with the availability of adequate credit at cheap rates. Hence
one of the essential functions of the Bank is to extend and
cheapen the credit facilities of the agriculturists of the
country.
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The credit needs of ‘the agriculturists are various, and
they may be classified, on the basis of the time-alement, as
short, intermediate and long term credit.  The agriculturist
requires short term and intermediate credit to mest current
outgoings of agricultural production like the purchase of
seeds, manures, live stock, dead stock, the payment of wages,
efc., and long term credit for the purchase of land, the acqui-
sition of costly equipments, consolidation and improvement
of holdings and repayment of past debt. Ha requires credit,
either short term, intermediate or long term, for marketing
and movement of his produce as well as for small, rural, and
cottage industries.

Of the various agencies now supplying this large
volume of rural credit, the money-lenders, the indigenous
bankers and the co-operative banks including the land-
mortgage banks, are the most important. But agricultural
finance as supplied by these sources labours under various
defects. Indigenous bankers lend at usurious rates, and the
co-operative banks have succeeded neither in extending their
operations widely nor in reducing tha rates of intarast to the

. level which it should have been broughtt>. The main part,
- then, the Reserve Bank has to play in ths schams of agri-

cultural credit is to bring all thess eradit agencies in the
country within the ambit of its influence and extend the
advantages of central banking first to them, and through
them to the agriculturists. ;

The supreme importance of the Reserve Bank in the
scheme of rural credit is given statutory recognition by the
creation of a separate Agricultural Credit Deapartment to the
Bank. The functions of this department are, tirstly, to
maintain an expert staff to study all questions of agricultural
credit and be available for consultation by the Cantral
Government, Local Governments, Provincial Co-operative
Banis and other banking organisations; secondly. to co-ordi-
nate the operations of the Bank in connection with the agri-
cultural credit and its relations with Provineial Co-operative
Banks and other organisations engaged in the business of
agricultural credit. Further, theBank has been invested with
the duty of submitting to the Governor-General-in-Council
a report with proposals, if it thinks fit. for legislation on the

(o}
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extensi_on of the provisions of the Act relating to Scheduled
Banks, to persons and firms, not being scheduled banks,
engaged in British India, in the business of banking, and on
the improvement of the machinery for dealing with agricult-
ural finance and methods for effecting a closer connection
between agricultural enterprise and the operations of the
Bank. The total of these latter clauses is that the Reserve
Rank has to formulate a scheme for dealing with  the indige-
nous bankers and the co-operative banks.

I1

The relations between the Reserve Bank and the indi-
‘genous bankers shall be considered first. The scheme of
contact with the indigenous bankars proposed by the Reserve
Bank is contained in the two communiques published by the
Bank in the months of May and September 1937. In them,
the Bank recognizes the importance of the role the indigenous
banker plays in the financial and economic structure of India,
and admits thatif the credit-machinery of India is to be
properly organised and completed, it is essential that he
should have a definite place in it. The schedu’ed banks will
not be able t> hand'e the whole of India’s finance directly on
the lines of banks in more highly organised countries suc¢h as
thea U. K. or U. 3. A. But while conceding the importance
of the indigenous bankers, the Reserve Bank finds it difficult,
as conditions exist at present, to deal with them direct. Their
vast number, the highly personal and fluid character of their
business, and other featurss entail the creaticn of a large and
costly staff. But if the indigenous bankers organise them-
selves on the lines in which the scheduled banks have done
with regard to their business, resources, reserves, audit and
other matters, the Bank would then gladly deal direct with
tham. Until that is achieved the Bank proposed in the May
communique an alternative scheme of financing the indige-
nous banker through an intermediate agency, the scheduled
banks, which will share the financial responsibility and
undaertake the mnecessary control. Under section 17 of the
Roaserve Bank Act, there are two kinds of Bills or Promissary
Notes with which the Reserve Bank is empowered to deal.

n
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The first consists of bona—fide Trade Bills originating with a
merchant or an agriculturist and endorsed by the indigenous
banker and re-discounted with a scheduled bank. In this
case, while the Reserve Bank would not require the nature of
the transaction to be set out in the document itself, the sche-
duled banks would be responsible for its genuineness. The
second group of Bills would originate with the indigenous
banker himself in the form of a promissary note with a possi-
ble second signature and discounted by a scheduled bank.-
These should help local trade or agriculture.

Under the scheme proposed, such documents would not
be definitely discounted by the Bank.but it would merely make
demand-advances to the scheduled banks against theirsecurity,
with the result that the scheduled banks would be responsible
for the collection of thase Bills on their maturity. To prevent
the scheduled banks from over-trading either generally or in
respect of one particular commodity or allowing any indivi-
dual customer to over-trade, they would have to classify the
Bills presented for discount and keep ths Reserve Bank °
informed of their total advances under each head. Such
advances would at first be of a seasonal nature only and
should be cleared at the end of the normal season of the
commodity in respect of which they had been made. Further,
the scheduled banks should inform the Bank in advance of
the amount which they would require. so that there shall be
no over-trading by them in the hopa that they would secure
accommodation from the Bank to any extent. The principle
is, the scheduled banks must opﬂrate primarily and ordinarily
on their own resources. -

The main object =f the scheme is that the scheduled
banks, which benefit under it in the first instance, should
pass on these benefits in a large measure to the indigenous
bankers for whose benefit the scheme is being primarily
devised. To prevent their exploitation by the scheduled
banks, the indigenous bankers can organise themsslves on a
business basis and the Reserve Bank can refuse to accept
paper for such advances if the scheduled banks have dis—
counted such paper at more than a reasonable margin above
the Bank Rate. say, by 2 or 21 per cent.
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The September communique lays down the conditions
which the indigenous bankers have to fulfil to be lirtked
directly to the Reserve Bank. The first condition is that
these bankers must confine their business to banking proper
by making their principal business the accepting of deposits
and generally adopting modern banking methods. Though to
a certain extent such bankers take deposits from the public,
they depend to a much larger extent either on their own
resources or on loans from outside agencies. ~ But so long as
this is the case, the Reserve Bank does not consider them
eligible for central banking facilities. Further, any other
non-banking business they might be conducting should be
wound up within a reasonabla time. Again, they must
maintain proparly audited accounts and the Bank will have
the right to inspect their accounts and call for information
from them. They must file with the Reserve Bank the
periodical statements prescribed for scheduled banks, and
publish the returns prescribed for banking companies. The
Raserve Bank would also passess the right of regulating their
business cn banking lines. For a period of five years from
the date of their registration, they will be entitled to open
account with it and be subjsct to the same conditions as the
scheduled banks. But during this period they need not fur-
nish the compulsory deposits with the Bank. unless their
time and demand liabilities are five times or more in excess
of their capital. In the case of indigenous bankers not in-
corporating themselves under the Company Act, they would
have to file a statement stating their capital, and the names
and the extent of interest of their business partners. But
under any circumstance bankers with a capital of less than
two lakhs need not apply for direct relations.

If the indigenous bankers satisfy these conditions. they
will enjoy re-discounting facilities with the Bank, the right
ty secure advances against governmant paper. and remittance
facilities like those of the scheduled banks.

Where indigenous bankers do not organise themselves
on these lines, they might be given the opportunity of deve-
loping their discount business by agresing to accept paper
bearing names of approved parties through a scheduled bank.
If the indigenous bankars furnish the scheduled banks details

2
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concerning their business, better co-operation will be ensured
between the indigenous bankers and the scheduled banks and
through them with the Reserve Bank. Further, they might
organise themselves on a joint-stock basis into discount
companies and the Bank would then discount their paper
presented through such companies subject to the ordinary
central banking principles.

=

111

The main duty of the Reserve Bank in relation to the
co-operative movement is to give effect to the provisions of
sections 17 of the Act in so far as they affect co-operative
finance, and to make under section 55 suitable recommenda-—
tions for the improvemeant of the schemea if necessary. Under
section 17, inland Bills of exchange and promissary notes
bearing two or more signatures,one of which is that of a Pro-
vincial Co-operative Bank, can be purchased, sold and re-
discounted by the Bank. But they should have bean drawn
or issued for the purposs of financing seasonal agricultural
operations, or the marketing of crops, and must mature
within nine months from the dats of such purchase or
re-discount. Again, the Bank can make lcans or advances on
demand or on the expiry of fixed periods not exceeding thres
months to States in India, local authorities. scheduled banks
and provineial co-operative banks, against approved sscurity.
Such securities'include trust securities, bills of exchangs and
promissary notes such as are eligible for purchase or re-dis-
count by the Bank, and also promissary notes of any scheduled

~bank or a provineial co-operative bank. These latter should
be supported by documents of titles to goods given as security
to any such bank for credit granted for bona-fide commercial
or trade transactions.or for the purpose of financing seasonal
agricultural operations or the marketting of erops.

The attitude of the Reserve Bank towards Co-operation
is explained in the preliminary Raport published by it under
section 95 of the Act. = The essence of it is that the Bank
finds numerous defects in the working of the movement and
unless and until such defects are removed on the lines indica-
ted by the Bank. no tangible help can be given to it either
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with regard to ths supply of short term credit or long term
credit. - The essential reform required is that co-operative
credit societias should transfer the function of supplying
long-term credit to land-mortgage banks. The Bank also
emphasises th> necessity of loans being strictly limited to
cultivation finance, of estimating the normal income from
crop and normal cost of cultivation to prevent overfinancing,
of refusing to make advances which cannot be repaid in one
year, of issuing all loans in instalmants as money is required
for each purpose and not in one lump sum, of taking strong
steps for realising arrears, of allowing extansions only in case
of crop failure certified by the Co-operative Department, of
showing tstal amount of loans extanded owing to crop failure
separately in all accounts, of restricting borrowing to a single
agency, and of taking action against borrowers disposing of
the produce without repaying the co-operative loan. There
is some justification of the Bank’s view when the problem of
overdues is considered. While on June 30th, 1932, the over-
due loans in agricultural societies amounted to only 33 per
cent. of their working capital and 40 per cent. of total loans
due by individuals, by June 30, 1934 they had gone up to 38
per cent. and 48 par cent. respactively.

The attitude of the Bank is construed as virtual refusal
t5 finance co-operative societies, and therefore the All India
Cs-operative conference held at Bangalore recently, recorded
its fesling of disappointment with the Raport and requested
the Bank to give effect to the provisions of section 17 of the
Act, so as to provide through the Provincial Co-operative
Banks agricultural finance on the sacurity of co-operative
paper of prescribed staniards and eligibility. The conference
also brought to the notice of the Bank the necessity of pro-
viding Provincial Co-operative Banks short credit at special
concession rata for the purposs of developing marketing so-
cieties. on the security of promissary notss bearing the
signature of Provincial Co-operative Banks supported by
documents of titles to goods. :

In regard t> long-period loans. while tha Bank re-
commends their transfer to the Land Mortgage Banks, it
refuses to finance them untii more exparience is cainad of the
working of existing banks. It moarely promises to keep in
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touch with the co-operative land-mortgage banks and study
their constitution and working and give the benefit of bank-
ing advice. This is interpreted as amounting to avoiding the
issue if not evading it. One essential reform suggested by
the Bank is the creation of a Sinking Fund on a scientific
basis to provide for the redemption of their debenture liabili-
ties.

v

The foregoing analysis of the policy of the Reserve
Bank towards the indigenous bankers and the co-operative
societies would make one conclude that the Bank, in its
anxiety to be business-like and cautious, forgets one of the
primary objects of its establishment: that of easing the
agricultural credit situation in the country. What is required
at the moment is, not mere schooling in the principles of
sound banking, but a sympathetic handling of the problem of
rural finance. A policy of criticism accompanied by tangible
assistance will be more beneficial to the country.































































































































































































































































































































































