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Inter-State Redistribution through Institutional Finance

In our earlier paper dealing with the inter-State distribution of

Central budgetary transfers (EPW March 18, 1978), it was stated clearly

that (a) Central budget was only one of the media fhrough which finances

got canalised and (b) several other media of inter-regional flow of funds

were known to flow rather regressively. We put forth the view that there-.

fore, Central budgetary transfers should seriously attempt to take on an

important, corrective redistributive role.

Our purpose in attempting this exercise is to study the inter-State

flow of institutional finance not only to show how regress:Lve they have

tended to be but ‘also to underline the relatively .
significance of this flow when compared

v

quantitative .. -and distributive -

to that of Central budgetary transfers.

Limitations of the ExerciSe

Unfortunately, our present study suffers from a number of limibations,
‘which ought to be stated at the very outset. Firstly, unlike our earlier
study dealing with budgetary transfers which covered a period of 21 years,
1956-57 to 197¢-77, the present study covers a period of only 7 years,
This is because it has been absolutely impossible to

1969-70 to 1975-76.

disentangle data for earlier years in
s a very serious limitation of our study for the

a consistent mamner. We do not,

however, consider thls a

following reasons: (1) The commercial banks which account fOI‘_ over two-
thirds of the flow of institutional funds came under direct Central
the nationaliSation of the scheduled banks in

Government control with ‘
any case, a line between the period

d have drawi, in

1969. So, one woul
halisation to study the differences; if any,

before and after the bank natlo




in the pattern. of 1nteruStaie flow of bank funds. (2) It is also during -

the perlod‘beglnnlng with 196970, the first year of the Fourth Plan, that
not only were some new institutions® like Industrial Reconstruction Corpor-
ation and Rural ElectrificationlCorporation, with substanﬁial funds to
dispose of, were established but also the activities of existing bank as
well as non-bank, financing institutions expanded considerably. Teble 1
attempts to bring out the scale of expansion in the financial activities

of the vérious categories of institutions.‘ Although, therefore, theé short-
ness of our chosen period is quite a limitation of our study, for the reasons
just stated the study of even this Short‘period should be quite interesting.

Secondly, our coverage of institutional flow of funds is not quite

complete. While some exclusions have been made deliberately with a view
. . \

to avoiding double counting, others were unavoidably resorted to for want of

sufficient information. For instance, the ways and means advances and over-

drafts allowed by the Reserve Bank of India to the States have not been

included because they’ eventually get reflected in the Central budgetary f10W°:

Also, refinance granted by the Reserve Bank to commercial,Banks has been €%~

cluded to avoid double counting. Advances by the Reserve Bank to éooperative

sector have not been included for a somewhat different reason, namely that

.S1nce these are short term in nature their repayments withih the period under

4

review add up to, more or less, the figure of advances. So, while gross

amounts are Sizeable, net figures do not add up to much, What wé have doné;

, including them
th
in the total institutional finance. Oyr ma]or exclus1on on the ground of

‘lack of sufficient information is of such funds as are disposed of by
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organisations like the University Grants Commission, Central Soé¢ial Welfare

Board, Housing and Urban Development Corporation, National Cooperative Deve-

iopment Corporation and various commodity boards. These are organisations

whose principal ob3ec+1ve is not to dlSpose of funds but which, according
to the Study Team on Centre—State Relatlonshlps app01nted by the Administr-
atlve Reforms COmm1381on, may be set up or financed by Central Ministedes

"for a massive encroachment on State subjects" through the funds kept at

their diSposal.g/

Thirdly, our exercise suffers from the limitations stemming from aggre-
gafions of (a) net with gross flows, (b) repayable with non-repayable flows
of funds and (c) disbursements in one year with those in the other years.
While we have tried our‘best to work out the State-wise position of the
institutional flow of funds on a net basie (i.e after allowing for loan
rebayments and disinvestmenﬁs made during the period under review) it was
just not possible to get at the net position with respect to all types of

_ flows covered by us. Thus, while with respect to 81% of the institutional

flows, accounted for by commercial banys and life 1nsurence, the position
and

ogiven is net of re-payments/dlslnvestments, for the remalnlng 19¢ the
= - . .

sosition indicated is gross of repayments and disinvestments. The saving

grace hg%ever, is that in the case of the latter 19% repayments etc. are
) .
unlikely to account for more than a small fraction because the banking

activities of the concerned institutions picked up'momentum largely during

the period under review so that relatively small rePayments could have fallen

due within this short period.
So the problem posed by aggregating net with gross flows cannot be
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aggregating re-payable with non-repayable flows of funds to get a total
picture, There is alresdy an aggregation under budgetary transfers of
repayable and non-repayable funds. Much more importantly, however, if it is
the current availability of funds we are trying to get at, only the aggre-
gation of non—reﬁayable funds with repayable funds net of repayments on past
loéns should give us the appropriate measure. .énd;&s;ds:t@&pm@5n§§oﬁpréF

this is precisely what 'weikidve witEmpted t6 de.

We are quite aware also that by aggregating figures for the entire
seven-year period without making any correction for year to year price in-
creases and for differerices between States in price-increases, during &

period when the total price-increase .’ has been quite sub-

stantial) being of the order of 827, we expose ourselves to a serious
objection. We do not believe however that the correction for priée-increase=
would have led to a basically different picture of inter-State, distributio?

of institutional finance than the one drawn by us on the basis of unadjusted

figures. This certainly is an ares of work where further research could Pe

useful , however,

The observations that follow are subject te the 1limi@ations 1isted

above.

Relative Significance

Table 2, gives a total picture of inter-State flows, through both the

budgets and financial institutions., Here it is important to recall that, 8°

far as possible, we have tried to work out the net flow of funds for each

stream of institutionel finance that has been identified separately in th®
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above table, just as with respect to the _-budgetery--- -: SR
transfers we have included only the net smounts (i.e. after.allowing for

repayments against past loans extended by the Centre to the States),

Tt can ke seen thet institutional finance accounted for 44% of the total

finance comprising of tudgetary transfers and funds flowing into the States

through the institutions. This, by itself, is quite substantial. ‘Some,

however, might be inclined to consider institutional funds to be far more
important, in the context of this study, than is indicated by the above
?ﬂ&}P. The argument could be ‘that while, a high proportion, if not a‘ all,

of budgetary transfers goes to cover the States' current consumption expend-

1

fiture, almost all of institutional funds go to finance production and

' .
investment. So, from the point of correcting, or exacerbating,the imbalences

in inter-State development; the importance of the institutional funds is far
| | |

greater than their ratio in total finance indicates. Whether or not one fully
accepts the above line of argument - and let us not overlook that there can

be several opinions on it, particularly on the ground that a large part of
Government's current consumption expenditure like that incurred on education,
heaith, and provision of eccnoric services is dévelobment oriented - it is
enough to acceﬁt for the purposes of this paper that a study of the inter-

{State distribution of institutional funds is important both because it

i
| i i ortion
icomprises a substantial prop :

f d also because these funds go to finance develdpment oriented outlays.

an be seen also that the ratio of institutional fihance‘to total

of total finance flowing to the States

jan
It c
or special category States (i.e., Group D),

financial flow is the lowest f
between the rest of the States, the corresponding

me, States, at'59%, next highér

/

' it being only 9%. As
ghest for Group 4, high inco

ratio is the hi




at 45% for Group B, middle income, States and 32% per Group C, low income,
States. Thus, broadly speaking, the lower the per capita income ranking
of a State, the relétively less importent is the rolc of institutional
ﬁinance in the flow of funds teking place to such a State. Of course, bhe
;re deviations from the average within eachlgroup and the most significan
of these deviationa occur in Group B. Thus wiile tcr Tamilnadu and
Karnataka, the ratio of institutional to total finance is significantly
above the group ratio, for Crissa and Assam it is significantly below the
group ratio. The retios for Kerala and Andhra Pradesh are also somewhat
below ﬁhé group as well as all-India ratios. That the deviations are moS
significant for Group B is reflected also in the range of the ratio,. of

17.5% for Assam to 62.8% for Tamil Nadu. For Groups A and C, on the othe

hand, the range is nerrower. It extends from 45.7% for West Bengal to

12

68.2% for Punjab in Group A and from 27.8% for Bihar to 33.79 for Utter
Pradesh as well" as Madhya Pradesh in Group C.

To recall our earlier finding with respect to the inter-State distr

bution of budgetary transfers, while the low income States received belo

average per capitafransfeis, the high income States received near avera

transfers and the middle income states received distinctly above average

[ transfers, Now, with the inter-group p081t10n of the relative ratio of

1nst1tut10nal to total financial flows being so distinctly in favour of 1

high income States, it should be of no surprise if these states, taken &

a .group, do the best with respect to total financial flows among the three
groups into which we have divided the States other than Spe01al category

States. Indeed they do, as we shall note presently.

During 1969-76, teking the average for Groups A, B and C States
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fogether as the norm, while with respect to budgetary trensfers Group A
States were just 2% above the norm, they did 697 better than the norm with
respect to institutional funds, so that for total financialvtransfers they
did 32% better. In this manner, Group A States left far behind not only the
low income, Group C, States but also the middle income, Group B, States.
This can be seen clearly from Table 3.

As for individuel stateﬁ, while the top per capita income State, Punjab,
did the best with respect to institutiénal finance, taken by itself, followed
by Maharashtra, Heryana, Gujarat, Tamil Nadu, Karnataka and West Bengal, the
ranking is somewhat different when we aggregate both budgetary and institut-
ional finance. Then Maharashtra takes the top position; followed by Punjab,
Haryana, Gujarat, Assam, Tamil Nadu, Karnataka, Kerala, Rajasthan and West
Bengal. Assam, Kerala and Rajasthan come into the ranking because their -
budgetary receipts from the Cenfre had been significantly above averages.
Orissa parts company with the last mentioned three States because of its

institutional receipts being significantly below the average.

Principal Streams

In the comparative picture picsenied above, the fact of a very pronoun-

cad regfess;uGHth - G wacer-otate distribution of the total institutional

finéncs comes out very clearly.
Let us now look into the inter-State distribution of the different

streams of institutionzl finance. Or the total institutional finance, the

commercial banks aéccunted for 71%, life insurance corporation for 10%, term
catering to B ' . . ‘

lending institutions 7/~ industry for 12k, agricultural refinance institut-

ions for 4% and rural clectrification finance for 3%. We shall now examine

each of these streams .eparately.



(a) Commercial Banks

Though for all the States, including Group D States, taken together,
the net contribution of the commercial banks to the total institutional

finance works out to 71%, the proportion ranges from 64% for Group C States

to 74% for Group A Stetes. In the circumstances, it should cause no sur-
prise when one finds that the rer capite bank finer:c of Group C States was
almost one-fourth of the corresponding figures for Group A States (Rs,70 as

against R.270), nd less than one-helf of the corresponding figure for
Group B States (Rs.70 as against Rs.160).

Bank finance has been subdivided into: (1) credit and (2) investment.
The latter represents investment by the commercial banks in the securities
pf the State Governments ang other State—associated bodies like.land mort-
gage banks, electricity boards, road transport C~rporations and State finan-
cial corporations and includes bank investments in the shares and debentures
of joint stock companies in different States,

Tt can be seen from Tarles 2 ang 3 that the distribution of investments

is much less skewed than that of credit, While bark credit per capita.exfend&&

to Group A States was four and a hair times more than that to Group C States,

the investments per capita made in Group 4 States were only a little over

twice as large as those in Group C States,
Let us take note, at this stage, of a question which might well be

raised namely whether it is right on anyone's part to apply the yardstock

of inter-State distribution to bark finance, At least as far as bank credit

is concerned, it can be given only in the States and regions where there iS

demand for it., Hoy can the banks pourin more Credit in a region or State,

L ) 3/ . ‘
it is argued, than it can absorb?  But how will a region or. State absorb
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more credit unless the banks themselves take steps to create conditions

for that? Without going 1nto this debate further, let us state our
p081t10n110 this regard guite b11nt1y, namely that bank finance including
credit, Wsm&tating as it dces largely from the punlic sector, could, and
should, be as much amenable to use 28 an instrument of regional redistribut—
ion es tax finance.é/ Except for those who would obstinately hold on to the
absorptive capdcity argument, the others should find it quite révolting'to
find that, et present, bank finances is serving as an instrument of re-%
dlstrlbutlon in favour of not the poorer of the States ttt the better of"
States.é/ This can be seen from Table 4 giving the State-wise rat%o of |
" bank credit, bank investment and bank credit plus bnk investment to bank

» deposits. It is the middle-income States which, as a group,'COme out

best with regard to bank finance, ‘followed by the high-income States,

True, that &s far as the ratio of ban 1nvestments to bank deposits
is concerned low-income, Group C, States do better than hlgh—lncome, Group

A States, But shouldn't one have exnectod better from et least bank

investments? Shouldn't the banks have. consciously, striven, through the
distribution of their investment, to ensure that, at least, the ratio of

credit plus investments to bank deposits in the low-income-States did not

' . 6
£211 below the all-States' average?—/ If the banks had done at least this

r

" much, the 1low-income, Group G, States would have had at their disposal

.additional funds to the tune of Fs.341 crores over a period of seven years

covered by our study. This amount is, of course, smeall Pmsr when one

calculates what these same States should have got, additionally, by way of

net bank credit if it were distributed equally among all the States, each

taking its share on the basis of its populstion.A According to ouyr calculation
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the additional entitlement of Group C States would have worked out to

Rs. 1742 crores,

- (b) Life Insruance Corporation

LIC finan»e, which too takes thce form of loans as well as investments
(but . we havé given the combined figure onlyl is also regressively distri-
buted emong the States, with Group C States gettirg one-half of the per
capita finance which Group A States secure from this source. The only CQH‘
solation can be thei it is a much less regressive soﬁrce of finance than
bank credit.- - |
But why should the poorer States be content with a consolation like
this? Whether it is the commercial banks or 1ife insarance corporation, the
minimum they oan, justifiebly, insist upon is a pattern of investment thab
’endeavours to make up for the regressive inter-State distribution of their
1ending oﬁerations.

(c) Term lendimg to industry

ions included by us in.this stream are: (1) Industrial

Development Bank of India,

The institut

(2) Industrial Finance Corporétion of India, (3)

Industrial Credit and Investment Corperation of India, (4) Indusbrial Reco?~

Struction Corporation of India and (5) Unit Trust of India. Some of these

institutions provide refinance to commercial banks whish should, striotly

speaking, be excluded since it would have appeared as bank credit, already.

However, in the sbsence of State-Wise data on such refinaneoing activity

. . ; t.
- by these institutions, exclusion there of was not possible for us to effec

So, there is g certain element of double counting in #hese figures.
Distribgtion of finance to industry by these term lénding institution®

was, it is sad to observe, almost as strongly regressive as by’ hank credit-
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Group C States secured iess than one-fourth of the per cepita finance, which
Group A States got during the period under review. Inter-Stete deviation
from the average was also quite wide with Maharashtra's index number being

272 and Meghalaya's 24. (Two States, Tripura and Manipur got no finance
from these institutions during the period). It is worthwhile adding that

Group D States taken together were worse of than Group C States in regarn to

this source of finance.
Again, a stream of finance that was supposed to have played a major
role in correcting regional imbalances actually followed an opposite course.

In view of the leverage that the term lending institutions have ccme to enjcy

in recent years with respect te financing of industwy, there can be no two

opinions that they could have played an important role in securing halance

in regional development if the professions about directing concessionary

finance to backward areasz/had bheen effectively implemented.

(d) Agriculturel Finsnce
sting of only the pgricultural Refinance and Develop-

This stream consi

ment Corporation is again quite regressive. Group A States secured about

twice as much per capita finance from this source as Group C States and

Group D States are sig?ificantly werse of than Group C States.
It is somewhat intriguing that West Bengal, a Group A State, received

negligihlé finance from this stream., But for that, the per capita figure
for the group aé 2 whole would have been mach higher than Rs,133. In Group
while hssam shared the fate of West Bengal, Orissa secured per

B again,
_ ita finanée of only Rs.11. As a result, the range over which per capita
capi

agricultural finsnce was spread is the widest.

(¢) Bursl Hlectrification Finance

gtremm which can be said to flow most equitehly in

This is the one
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that © . whille Group D States did 1677 better than the national @verage,

+ Group C States received as ﬁmch per capita finance from this source as
Group.A States. Group B Strtes received 17% less than the average. However
when one ccnsiders States individuelly, Punmb and Haryana, the two top
income States, are also among the States which did best in beneéfiting fzrom

even this stream.

(t) Advances to Cooperative Sector

As has been exylained ebove, while there were difficulties in adding
gross flow of this stresm with the rest of institutional finence, the incl®
sion therein of the net flpw would have been neither here nor there. S0 ¥¢
decided in showing them separately withéut however incorporation in the total

firrmoys. It can be seer from Tables 2 and 3 (last two columns of each), the?

with respect to gross advences the position is grossly regressive. Compare

to the per capita receipts on this score, of Group D States, the correspon®t

recceipts of Group A Statcs are 18 times higher; compared to Group C Stete®

the relative position of Group A State is sbout five times better. Group .

States do only a little better then the average, Interestingly, as for
> 3

agricultural refinance West Bengal did intriguingly, badly with respect to

the gross advances of the WBI to the cooperetive sector. The other four

Group A States did better than the all-States' avers ge with Gujarét Jecading

them and Maharashtra following closely behind

. u
In Group B, though Tamilnad
and Karnateka did exceedingly well the other four States did very poorly

with Assam's position being the worst of alj the States

Judging by the net figures while Group C States did badly, Group
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D States did twiee as well as the States as anwhole or Group A States taken
.together, The Group that comes cut best with respect to net figures is
Group B, Incividually, while Gujarat followed by Tamilnadu did the best
(their ranking with respect to gross figures is also very high), Puhjab did
the worst, followsd by Mahershtra, both havihg regetive receipts. However,

we doubt that any conclusion can usefully be drawn on the basis of the net

figures.

Totel Picture

What is the total picture that can be said to emerge from the foregoing

anelysis'of the individual stresms comprising institutional finance flqﬁing
to the Statesé The ssglient features of the total picture are that: (a) inter—

State distribution of institutional finance had a very pronounced regressive

bias against low income States; (b) this bias operated in favour\of.high

. ncome States; (c) the regressiveness was contributed very largely by bank

1

»

ndustry; (d) because of this, the bias in the

\

finance and term ‘lendimg to 1

inter-State * gistribution of budgetary transfers in favour of the middle
income States, as a group, 1is wiped out so that the overall inter-State dis-

tribution of total finance cen be seen to have operated clearly to the

benefit of hich income States.

Role of Budgetery Transfers
In the circumstances, what sort of distributive role do we envisage

for Central budgetary transfers? Before we attempt to answer tihis. .

question, it is appropriate that we reiterate our position with respéct,to )
the distributive role of institutional finance. We do not subscribe to the

tutionel finance camnot, for any weighty rcasons, be used as

view that insti

instrument to effect re-allocation of resources between rich an&

an i pogr
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States or between iéss poor and poor States. Indeed, institutional finance
draws vasically on the same pocl of the EOmmunity's resources as budgetary
finance, including botﬁltaxation and public borrowing. Therefore, the grossly
regreséive pattern of inter-State distribution of institutional financt-:.revea:1
ed by our present study shauld he regiudéd? a sad evidence of the failure of

this channel of finence to subserve a major objective of planning.
» however,

To the extent Ahat the institutional finance “ails to deliver the goods,

the onus on Central budgetary transfers for reallocation of resources between

States becomes, in our view, much greater. Of course, the preveiling positic
themselves

is that even Central'budgetpny tranSfers are/ somewhat regressive in thelr

pattern of inter-State distribution, To make up for the regressiveness of

1nst1tut10nal finance, which our study shows +: be very pronouncod--w1ll call

for the introduction of a very high degree of progre531veness in the inter-

State dlstrlbutlon of Central budgetany transfers.

According to our computations, Group C States ghould have received3&425

over and above Rs.1302 crores actually re

crores, 2ceived by them during the

7-year period studied by us, if Central budgetary transfers had been distri~

buted among Group A, B and C States equelly to ensure for each the

Same per caplt receipt. Thz amount would g0 up to Rs,890 crores, if Group D
States are not excluded from the equallsation process. Group C States shOuld
have received a further fs,2 »250 crores if institutional finance were alSO
dlStrlbuted among all the Stftes including Group D States, on thessame
equalising basig,

If. ‘however, + Central budgetery trensfers were al80

assigned the role of making up for the inequitous inter-State allocatlons of
1nst1tutlona1 finance, Group C States could have claimed a total addltlonal

allocatlon of Rs.3,140 crores. While the tots] share of Group C States inth®
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Central budgetary tpransfers would have gone up, as a result, from the present

their actual receipts from this source would have been about

8.6% to 29.6%,

three and a half time larger. Lest these computations appear too staggering

to be rg§¥;§tic, let it be added that all they seek to do is distribute

Central Bzggetany transfers as well as institutional finanée among the States

on the same per capita basis. The introduction of any bias in fevour of low-

income States would call for mach larger correction in the present ﬁattern
The importent point we wish to drive home is that in the correction,of the
present inequitous pattern of ipter-State distribution, the greater the

with which the institutional finance is allowed to follow its present

ve to be corrective role to bbeplayed by Central

freedom

course, the larger will ha

budgetary transfers.

Concluding Observations
he role of Central pudgetary trensfers to bring about an

The largcer is't

State distribution of rescurces, the greater will have.to be

equitable inter-
the role of the Finance Commission. Under the @onstitutioh, the Commission
carries a major rOuponS1b111tJ for deciding upcn not only the division of
Central funds between the Contre and the States but also the inter-State

ns of the States' shares. 0f course, if the Finance Commission

allocatior
chooses to abdicate its redistribﬁti@e role, as most Commissions so far
g/ - ' ’

unfortunately, hdve,/Bther ways and means will have to be devised. But the

g£ross inequity cannot .continue for long,

Q

present dtate of
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that of the ministry. The possibi
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reduction in regional imbalances

A m.yor argument advanced in fa¥our of haticnclisation of =11 except
small commercial banks in the country was to redeplcy bank finance

in a manner suited to a policy of balenced regional development, One

of the major complaints taken note of at the time of bank naticn@lisation
was that, as things stood,"banks mobilise(d) resources in the form of’
deposits in certain areas and utilise(d) them elsewhere thus aggravating
regional imbalances." It was argued therefore at thet time that "thee:
trends can be corrected and the policy of balunced regional develorment
which has frequently been emphasised can be implemented when banks are
under publi: contrelM (Frime Minister's stetemen’ in Parliament on July
29, 1969). Even otherwise, it would not be unrcasonable to expect that
in a professedly planned economy, with balanced regional development as
a major objective, bank finance spould be cmplcyed as

instrument to correct regional imbalances.

& major

Though our study is confined to distribution of funds between States,
it is worthwhile noting that even within
capita income state, the m

is extremely important,

a State, be it a low op high per
atter of inter-district distribution of funds
As thing stand, the tendency is for funds to
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G.K. Kolanjiyil, Investment Port folio of Commerci
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Pattern, Business Standard, September

1976, makes a case

for funnelling more bark invistments
of ‘directing towards the developed S

credit as wel]l as investment,

to.less developed States instead
tates buth high per capite bank
The Industrig] Development Bank of India, which is now "the principal

¢ in . copfortiby with national
ions engaged in Pinencing, promoting
explicitly considers it important to follow an
icy while assisting projects“ so as to i"help;

determine the geographical dispersadl of industries and facilitate

financial instituticn to act and coordinat

or developing industry"
"appropriate location pol

by crestion of incomes and emplcyment



3

MtMrdﬂhdyMﬂmm}wmmofmewmmw.Dwd@mm
Banking in India, (1976)

Ain appraisal in this regard of the roles of the first five Finance
Cormissions was attempted in a series of six articles titled,/
Centre-State Financiel Relaticns, EPW, May 12, June 23, July 21,
August 25, September 22 and Octcber 20, 1975, The sixth Commission's
award was appraised by I.S. Gulati in his article published in EPW,

Annual Number, 1977.



Table 1: Scale of Financing by Various
Categorics_of Institutions dmding

1969 and 1976

(rs. Crores)

At the end of Af the end of

Institutions March/June March/June Increases
1969: (1) 1976 (1) (4)
1. Commercial Banks 5 i
a) Credit 3213.66 . 9755.84 6542.18  (203.6)
b) Investments (2) 501.44 2223.,90 - 1722 .46 (343.5)
c) Total 3715.10 11979.74 . - 8264.64 (R22.5)
2. Life Insurance 2072.82 1212,
Corporation 860.49 . o7 12.33 (140.9)
3. Term Lending Insti-. 519.41 2058.80 1539.39 (R96.4)
tutions to Industry (3) ' ‘
L. Agricultural Refinance & ; N
Development Corporation 30.40 549'?9 518,99  (1707.2) .
5. Rural Electrification
_— 314.82 314,82

C orporati on

Notes: (1) Figures for 1.C.1.C.I. included herein relate to the end of

1968 and 1975. _

(2) Relates only to investment in
and State associated Hedies.

securities of State Governments

(3) Relates to actual estimates from the inception of these inst-

itutions upto MarcH/June 1969 and March/June 1976, -
- . . i - .: ) . . .

n brackets in the last column are of percentage

Figures 1
“ increases between 1969 and 1976.



T‘a’b’le 2:

Per Capita Centre-State Finnncial Flows, 1267-76. Bulvet ry ond Institutional

- (in rupees)

Commercial Banks : Term lon- 'ﬁ‘otal Crend % share of HBI advamces
N v Oredit Imest- Tol L IC -dingto LRDC REC. .. . . . ¥sitticel o gogperat- -
| gtay tr . industyy . finence to
States ansfers ment tutio- © totel Gross Net
) @ G W ® ® » ® ©h o 0 (3 (w
Punjab 225 346 47 393 32 12 22 11 482 707 682 237 177
Haryana 233 186 56 242 55 43 39 8 387 620 62.4  152.9 53-:9
Mahersshtra 263 308 A1 349 2 68 1 6 460 723 635 2006 < 3.13
Gujerat 254 164 51 215 552 59 18 4 348 . 602 57.8 '3§4.2 53{2
West Bengal 278 . 6 € 18 17 2 neg 6 24 512 A5 {43.0 _ 3.5
Group & 259 221 43 20 3 4. 12 6 %6 625 586 19.9 1.0
Tamil Nadu 199 203 46 _49 31 '39 14 3 336 - 535 62.8 ;184 N '7..5
Kerala 312 117 40 157 33 18 2 3 213 525  40.7 9.1 0.4
Orissa 355 24 31 55 23 11 19 99 454 22.3 29.1 2.2
Assem 29/, O 25 65 16 20 - 5 106 600 17.5 1.5  0.04
Karnataka 220 195 38 233 22 . 37 16 5' 313 533 58.7 123.7 3.0
Andhra Prdesh 243 82 " 28 110 16 - 12 12 6 156 399 39.4 70.1 2.2
, Group B 213 126 26 160 B % . 1 222 495 448 '1’53-6 3.2

s

Clntd.....



(‘

CTE e & o oneiraed)

(1) @ B W 6 ® @ ¢ (0 (1) (2 3 G4
Uttar Pradesh 226 €2 20 8 15 10 7 4 18 344 337 369 1.7
Rajasthan 0 56 3288 29 15 4 10 146 516 283 63.2 3.4
Madhya Fradesh 187 39 18 5 13 o 7 7 93 20 337 857 - 0.9
Bihar 231 38 18 %6 14 1 4 6 N 28 U9 -
Group C 2% 50 20 70 1% 11 6 6 109 244 31.5 43.8  =0.9
fimachal ~~.losh869 33 26 59 14 13 neg 21 107 976 11.0 5.7 0.7
Pradesh A
Jamm & Ke:leirq205 73 35 108 15 9 g g 152 1357 11.5  15.9 46
Kashmir ' e
Tripura 1038 19 16 35 5  neg - 3 43 1081 41 16,1 - 0.9
Manipur 1541 18 49 67 20 neg - - 87 1628 5.5 7.7 2.1
Nagalend 4452 25 145 170 60 21 2 7 260 4712 5.6 6,4 2.9
Wsghal aya 1409 37 64 101 66 6 - 13 186 1595 - 11,7 4.5 03
mu BN 4 B 2 20 s 1 15 1 1% 94 10 e+
 Grand I Total 577 12 15 @ 5 9 6 35 im oo 053 1.0
Greups MBeC 255 123 32 155 22 25 9 6 21 e 46.6 .164.4 | 09
é@brev&atnggz LIC : Life Insurance Corporaticn;

REC :

ARDC: Agrlcultural Rofinence and T

Rural Electrification Corporatlon RBT .

¢ Reserve Bark of India,

evelepment Corporation -



(Tarle 2 continued)

Notes:
1.

a) Figurcs given for commerci

wet budgeta

ry transfe - -
Fresh Losns ore States!

. share of Cent o s
Dinus  Repayment of ol entral taxes + Grants +

d loans snd interest charges,

al bank
between the outstending credit

the end of Junc 1969, While
ahble accerding to the g

credit represent difference

at the end of June 1976 and that at
fhilc iregittfignms for June 19’76() are avail-

' C g tC Strict of utilisation of credit (i.e. whers
the yunit utilising the credit is lceeted), the figures for June 1969
are available on the besis of the 4istrict of sanction only., We have
e.zstlmated the tigures for June 1969 according to utilisstion vy apply-
ing t}_le proportion hetween figures as per utilisaticn and as per
Sanction as at the end of Decemhcr, 1972, the carlicst point of time
for which data on end use basis are avoilarle. The underlying assump-

tion made-_ hy us is that the ratio has not undergone suhstantial charges
hetween June 1969 and December 1972, ' '

Sources of Data:(1) Basic Statistical Returns, Junc 1976, RBI

b) Figures for commercial bank investments re

(unpublished)
(2) Basic Statistical Returns, Deccmber 1972; and

(3) Repcrt on’ Curreney and Finance, 1974-75 p.108-109

1 C c S gresen‘_c difference betwecn
the cutstanding investments of commercial banks in the securities of

State Governments, and other State associated bodies as at the end of
March, 1976 and March 1969,

—curces of Data: (1) Statisticel Tables Relating to Banks in India (1969

and (2) Trends in Investments of Scheduled Commercisal
Banks 1974-1976, Reserve Bank of India Bulletin,
February 1977, ‘p.156. ,

Figures with respect tc LIC represent the difference between the lcans
and investments outstanding as at the end of March 1976, and.March
1969, LIC makes investmerts not only in State associated bhodies hut
alsc in the shares an’ dc-henturss of industrial units, These havc heen
allocated according to the State of utilisation (i.e, where the
factcries are located).

Source: Annual Reports of LIC, for various years

>

The figures are of (ross ('iisk-ursszmen’?s, made dl?_ring tl?e Seven'y?arl ‘
perior?, by the term lending institutions catering tc industry, ARDC F
and REC. The State-wise disbursements net of repaymmni.bs were 1:101;
ascertainahle either from the anmel repcrts of these 1nst1tut10n,s

or through correspcndence.

(ccntd. teciee )
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Reserve Bank of India (RBI) grants credit to co-operatives in three ways:

(1) refinance to State-Co-op~rative Banks; (2) subscription to
debentures of Co-cperative Land Mortgage Benks; and (2) advances to
State governments to enablc them to subscribe to the share capitel of
Looperatives in the States.Refinance to dooperatives is the most '
important means of RBI Credit and is mostly of short term nature to
cover short term credit to finance seasonal agricultural operestions

including marketing. Gencr:dly they are liquidated by the end of the

production cum marketing cycle. The gross figures are of advances
made between July 1949 and June 1976 and the net figures are the out-

etandings at the end of June 1976 minus outstendings at the end of

Deposits of State Cooperative banks with the RBI are not deducted
in arriving at the net B3I credit in the absence of data. But these
are likely to be only of smell magnitudes.

Sources of Data: (1) "Review of the'Cooperative Movcment in Indin",

and (2) The Stetistical Statemerts relating to the Co-operative MCVe”ent
in India, Reserve Bank of India (v-rious yeesrs).

£11 States except Group D States have heen ranked in descending order -
according to their per capita State domestic product (1967-70). Croup
D Stat«s have hecn shewn separately in view of the special comsider-
ations which ususlly have gone intc the determination c? budgetary
transfers in their favour,



LOLCG D [ R e

R : s Term len-— T~tal  Instituti- RBI adva-
i S : . st - _ es to
Net Budget- % LIC nding to AR RE C institut- ol & tud- noss o
, States L ary transf- Credi mﬁéﬁk% 0 indusbry , ional getary c(cg;eg‘sas )ves
_ fers . 11 12
(1) 2. B W (5 (6 (m ©® & G 00 02
Gujaret 81 286 T 257 U5 72 M1 183 224 144 233
Heryana 84 154 175 158 250 172 433 133 1F0 126 51
Meharashtra 925 255 128 228 118 R72 122 100 214 147 285
Cujerat 9 136 159 121 23 236 200 67 162 122 2%
West Bengal 106¢ 121 119 120 7 108 - 100 109 104 13
Growp & 9% 188 13 186 1 188 133 100 170 127 190
Tamil Nadu 72 168 144 163 141 156 156 50 156 109 214
Kerala 113 9 1285 103 150 72 22 50 9 107 68
Orissa 128 097 36 105 4, M 150 46 92 28
Assam | 178 3BT 4 73 80 - T3 9 122 1
Kernataka . 79 161 119 152 100 48 e 83 146 108 121
Andhra Pradesh 88 68 8 72 73 48 133 100 73 81 69
,iGroup B 2 102 113 105 105 % 11 & 103 101 104
Uttar Pradesh 82 L 63 54 68 40 78 67 55 70 | 36
’ 134, L6 100 58 132 60 Lb 167 68 105 62
68 32 56 3w 59 36 78 117 43 57 84
84 31 56 37 64 A 4h 100 42 65 15
& 4 e sk B 4o & 10 st o 43




(Table 3 contd.) ..

(1) (2) (3 (4) (5) (6 (7) @ (9 (10 (1) (12)
Himachal Predesh 314 27 81 39 64 52 - 3%0 50 198 6
Jammu & Kashmir 435 60 109 71 66 36 22 300 71 276 16
Tripura 375 16 50 23 23 - - 50 20 220 16
Manipur 556 15 153 L 1 - - - 40 3321 8
Negaland 1607 . 21 453 111 R_73 B4 2217 121 958 6
Meghalaya 509 31 200 66 300 R4 - 217 87 32/, L
Greup D 459 37 119 54 91 32 moo26 €0 284, 11
Grand Topal 100 100 100 100 100 100 100 100 100 100 100
A+B 4+ C 92 102 100 101 100 100 100 106 101 %6 102

See Table 2 for Abbreviations and Notes



Table 4: Credit], Investment, Deposit Ratios of

Commercial Benks, 1969-1976
Credit- Deposit Investment- Credit +Invest-
States Ratio Deposit: é%atlo ment-Deposit
Ratio
Punj«b 78 11 89
Haryana 103 31 134
‘aharashtra 73 10 83
Gujarat 62 19 81
West Bengal 50 13 63
Group A 67 13 _80
Tamil Nadu 114 26 140
Kerala 75 25 100
Orissa 51 5 116
Assam 58 36 7A
Karmeteaka 114 22 136
Andhra Pradesh 65 23 88
Group B _92 26 118
Uttar Pradesh 52 16 68
Rajasthan 66 38 104
Madhya Pradesh 48 22 70
Bihar 41 19 60
Group C 20 20 _70
Himachal Pre desh 18 14 32
Jammu & Kashmir 42 20 62
20
Tripura Rl bdy
Manipur 32 90 122
Nagaland 30 172 202
Meghalaya 19 32 52
2
Group D 29 ——2 54
Grend Total 68 8 &

m CDSL

.1... TVM

i

115384



