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PREFACE

This book is a study of government financial assistance to
private enterprise in post-war India in the context of relevant
international developments of recent years. We lack a compre-
hensive work on the extending sphere of State activity in respect
of the financing of private business effort in this country. The
small output of what has been written on this highly important,
and no less interesting, subject so.far lies scattered and is
fragmentary in character. The purpose of this work is to fill
this gap and present a comprehensive, as far as possible detailed,
and critical analysis of government financial help variously given
to private enterprise after World War II in pursuance of a
mixed-economy policy.

An earlier draft, completed in December, 1952 and entitled
“State Financing of Private Enterprise after World War II”,
was accepted by the Calcutta University as a thesis for the
D.Phil. Degree in liconomics towards the end of 1954. It would
have been ideal, indeced, if an exhaustive survey could be made
of State aid from its very beginning right upto the present
day. But even if the innumerable difficulties inherent in the
implementation of such a theme could be overcome, the result
would have been an epic and no thesis. These considerations,
coupled with another, namely that, several published works con-
taining valuable details of pre-war and war-time aid (e.g., the
works of Dr. S. K. Basu, Dr. P. S. Lokanathan, Messrs. Nanavati
and Anjaria, and several Reserve Bank publications) are avail-
able to us, have led me to restrict the horizon of my enquiry
to the period after the Second World War, which is by far the
most significant and eventful of all periods in the history of
State financial aid to private business in India. Nevertheless,
necessary links with the past have all through been maintained
so as to impart a continuous quality to the account.

The watchful reader will come across certain imperfections
here and there in the present work. These have been due to
several unavoidable factors : the general character of the thesis
and the consequent inadequacy of attention given to finer details
in several chapters ; incomplete data supplied by a few State
Administrations ; discouraging and regrettable attitude of
certain Departments in several (fortunately minor) States
towards my inquiries and requests for data ; the virtual impossi-
bility of rendering certain statistics of the original thesis
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(written in 1952) up-to-date in course of a few months (thanks
to the excessive delay that is made by Government Departments
in general* in this country in furnishing information to honest
research workers) ; and the widely known fact that a book on
any aspect of current Indian economic life, however up-to-date
in its manuscript form, is apt to become a bit back number by
the time it reaches the reader in printed shape owing to the
quickening of the pace of economic change in recent years. But
this, I believe, has not detracted seriously from the utility of
this study, for great pairds have been taken in order to ensure
that no outstanding event or development of the last ten years
is omitted. With due apology to the Governments concerned, I
should further like to say that if there is anything looking like
misrepresentation of State activities or policies anywhere in this
work, it is purely accidental and far from deliberate.t

I wish to record my debt to the following persons and
institutions who were variously associated with the preparation
of this book : Dr. Saroj Kumar Basu, M.A.,, PH.D., Professor of
Industrial Finance and Dean of the Faculty of Commerce,
Calcutta University, who guided the writing from start
to finish ; Dr. Satyendra Nath Sen, M.A., PH.D. (Lond.),
Reader in Economics, Calcutta University, who went through
several chapters of this book in their manuscript form and
immensely benefited me with suggestions for improvement ; the
Government of India and those State Governments who were
kind enough to furnish me with the necessary facts and figures ;
the authorities of the Industrial Finance Corporation of India,
the Rehabilitation Finance Administration, the Madras Industrial

* 1 ought not to have any hesitation in admitting that the
Union Government Departments furnish, however, an important
exception in this respect.

t In this connection I want to make certain things clear at
the very outset. First, I have included co-operatives in the cate-
gory of private enterprise, for co-operative enterprise is essentially
a modified form of private enterprise. Secondly, I have discussed
the Industrial Credit and Investment Corporation as a private
agency (in Chap. IT) as well as as a government agency (in Chap.
VI) because a large sum of State money has been employed in that
body. Finally, I have treated it in my analysis as virtually a sort
of industrial development corporation, for its functions indicate
that it is undoubtedly more than a mere industrial finance corpo-
ration having the power to supply share capital.
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Investment Corporation, the Travancore Credit Bank and the
Post-War Services Reconstruction Fund Trust, U.P.; the Libra-
rian of the Nuional Library, Calcutta ; the Government
of Israel ; the Institut fiir Weltwirtschaft an der Universitit
Kiel, West Germany ; Mr. F. V. Mendelssohn, Consul-General for
West Germany in India during 1951, who helped me io contact
the Institut ; the Office of the Australian High Commissioner in
India, New Delhi; and the Indian High Commi.:sioner in Pakistan,
Karachi. My thanks arc also due lo, Dr. J. P. Niyogi, M.A.,,
PH.D. (Lond.), Head of the Economics Department and Minto
Professor of Economics, Calcutta University, Prof. Panchanan
Chakravarty of the Economics Dcpartment, Calculta University,
and Dr. Haragopal Biswas, M.A., D.PIIL., Director of Research,
Bengal Chemicals, Calcutta, for the valuable encouragement I
received from them ihroughout my research work, to Prof. Alok
Ghose of the Economics Department of the Calcutta University
and Sri Pranesh Kar of the Indian Statistical Institute, Calcutta,
for their assistance, to the authorities of the Indian Journal of
Economics, the Indian Journal of Commerce, and the Calcutta
Review for having permitted me to incorporate in this work
passages and figures from my articles published in their res-
pective Journals in the last four years, and finally, to my
publishers.

No one but myself is, however, responsible for the views
expressed in this book.

Calcutta, | Arun K. Darta Gupra
Decemler, 1966 |
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CHAPTER I
THE FINANCIAL PROBLEM

A firm cannot come into existence without finance.
In a monetary economy, bringing together the different
factors of production entails mdney expenditure. But
it is not enough to bring the necessary productive factors
together. In the simplest possible case,'the problem of
production is a two-fold one : production has, first, to
be started, and then, maintained. Onee'production com-
mences, the firm has to continue production. In order
that output may continue to be produced, the services
of the productive factors must be continuously available
to the firm. This continuous availability of faetor
services also involves outlay, and that of a recurring type,
Thus, the start as well as the maintenance of production
has to be financed.

But the problem of production is not as simple as
that. I'or every good and service there must be a best
possible way of production in a given situation. Usually,
the firm fails to produce in the best possible way at the
very outset. In course of time it tries to arrive at this
particular way through trial and error. And try it must,
for the entrepreneur knows full well that he cannot
attain the minimun cost per unit and thus earn the
maximurh profit for himself without producing his output
in the best possible way. Iere, again, a two-fold
problem has to be solved. The best possible way of
producing a commodity implies two things. The best pos-
sible combination between factors has to be introduced
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within the firm, and the firm itself has to reach the best
possible size, known as the ‘optimum’ size. A commo-
dity can he produced by factors combining in different
proportions, out of which one usually emerges as the
optimum proportion or combination in a given
situation. The firm seeks to arrive at this optimum
proportion with an eye to the maximum profit, and this
search for the optimum proportion between factors
cannot bear fruit without sufficient funds. At the same
time, the firm also strives to attain the most desirable
size. Costx are kept low not by clinging to the optimum
proportion alone. A commodity can be said to be
produced in the bhest possible way, when its production
is carried on the hest possible scale with the hest possible
combhination of factors. But the expansion of the firm
also requires finance.

Thus, in a less simplified case, the firm is involved
in money expenditure so that it may get a start and
produce with the optimum combination between factors
on an optimum scale. But in pratice, the problems of a
firm are more numerous and complicated. Ours is a
dynamic world. Values, methods and circumstances are
changing constantly, in different degrees, of course, in
different parts of this world. The assumption of a
given, never-changing situation in these circumstances
is as unrealistic as it can be, As soon as the firm has
been able to introduce, partially or completely, the best
and widely known combination between factors, it finds
that a still better combination is being discussed by
scientists, or that the given situation itself having
undergone a change, the cherished combination has
ceased to be an ideal one in the new set of circumstances.
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Thus, the firm has to adjust its techniques constantly
to the new developments as they occur. Its search
for the optimum scale proves to be a chase of
the will-o’-the-wisp, for due to constant changes in the
circumstances, the optimum size of to-day ceases to be
the optimum to-morrow. The consequent re-adjust-
ments, which are essential if the firm has to survive,
earn the maximum profit and also be of the greatest
utility to the community, cannot be made without
finance.

[n this way, finance is seen to be the erucial factor
in the’ establishment and sucecesstul operation of the
firm. The flotation and efficient operation of the firnr
are essential in a fully employed economy for ensuring
an efficient allocation and utilisation of resources, in an
under-employed economy for realising both an improved
utilisation of already employed factors and an increase
in factor employment. Financial stringeney in =
capitalist economy will deprive the community of all
these benefits. There is another consideration. Simul-
taneously with an improvement in the distribution and
employment of resources in the economy, the economy
itsell grows. Assuming that the entrepreneur is willing
enough to commence or expand or maintain production,
the financial difficulty will be a major stumbling bloeck
in the way of progress.

The problem of finance is not of an identical nature
in every part of the world. Some parts of the world are
rich and well-developed, whilst others are relatively
backward, poor and under-developed. The financial
problem in an advanced country is fundamentally



4 STATE FINANCIAL AID TO PRIVATE ENTERPRISE

different from that in a poor, backard country. In a
rich, grown-up economy with well-organised money and
capital markets, this problem resolves itself ultimately
into one of ensuring a better mobilisation and allocation
of the available savings of the community amongst
different firms in different lines. It has been erroneously
argued that a case for governmental aid in such a system
lies in the apprehension that the fundamental economie
forces of expansion have, as the exponents of the stagna-
tion thesis* have shown, definitely weakened.t In terms
of the stagnation thesis, however, the problem of an eco-
nomy like America is one of deficiency in demand and
not in funds for financing business. Apart from created
money and external assistance, the eventual source of all
types of finance is the savings of the community out of
its incomes, and savings are too large rather than too
small in such an economic system. The alleged financial
gaps from which some firms, particularly the smaller
-ones, suffer, indicate institutional mal-adjustments pre-
venting an ideal allocation of loanable funds, and not
deficiencies for the system as a whole. In so far as
there is always a “fringe of unsatisfied borrowers” whose
investment plans cannot materialise due to lack of
finance, State aid will certainly promote some amount
of new investment, But the significance of this small
amount in the face of a much larger fall in investment
caused by vanishing investment oppdrtunities should not
be exaggerated. An extension of State aid to fill the
alleged gaps in the private financial mechanism is,

* Developed by the Keynes-Hansen School.

t For such an argument see Fuller, “Government Financing of
Private Enterprise” (1948), ch. ii.
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therefore, no guarantee of continuous full employment
in a rich, mature economy confronted with the problem
of excessive savings, The question of financial assis-
tance loses most of its significance under the eircums-
tances. The State can easily tackle the so-called finan-
cial difficulty by extending support through government
departments and/or specially created agencies. What
requires expansion is the size of effective demand.

But in a poor, under-developed economy with a
weal, ill-organised finance market, the financial problem
is basically different, more difficult and complex. In
such an economy there is a deficieney in total savings,
for it is a small-income, high-consumption economy.
Moreover, whatever savings are available are mnot all
properly tapped and channelled to the productive sectors
owing to the unorganised and under-developed state of
the finance market. There is thus a two-fold deficiency:
an over-all deficieney in savings and an organisational
deficiency preventing the best possible distribution of
available savings amongst different uses. Again, the
firm may not be set up or maintained, not only hecause
the financial problem is there, but also because the
demand for its output is depressed owing to which it
cannot earn the expected profit. The nature of the
demand deficiency in such a system is, however, essen-
tially different from that which a rich economy may face
in its advanced years. It is not related to excessive
savings and falling marginal propensity to consume.
Rather, it is due to insufficient purchasing power in the
hands of consumers who are willing enough to purchase.
Actual demand may be small, but potential demand is
great, because a large part of the basie, not to speak of
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the luxury, needs of the people remains unsatisfied.
Raising the level of effective demand involves income
and employment creation. If the firm under private
enterprise cannot reach the goal of production in the
best possible way owing only to a lack of current demand,
the State can subsidise it to the extent of the price-cost
disparity and/or launch on a programme of income and
employment generation through publiec investment. In
such a situation, the existence and successtul operation
of a sizeable public sector is a pre-requisite of the sur-
vival of the private sector, or , in other words, mixed
economy is the only objective which planning in an
under-developed economy must aim at, if it wants to
keep private enterprise alive. 1f, on the other hand, the
firm cannot produce in the best possible way due to
lack of finance, the state can make funds available to it
through its own agencies, besides making all the neces-
sary arrangements for improving the existing financial
organisation. In an under-developed country like India,
the inability of the firm to get a start or adopt up-to-date
productive techniques or expand or maintain the present
oulput level is very often attributable to the inability of
the prrivate financial organisation to furnish it with the
necessary funds, 1t is possible for the private financial
organisation to show better performance (in India in
particulzr), for there is considerable scope for better
mobilisation and distribution of available savings. But
the requirements of innumerable firms that exist and that
may come into existence in different industries cannot all
be met in this way. The State will have to come forward
with its own supplies with a view to making good the
shortfall in private supplies of investable funds.
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But how will the State secure the required funds
itself under conditions of insufficient savings? In our
country a part—a considerable part, 1 helieve—of the
community’s savings fails to be mobilised by private
agencies, and will continue to be so, even if the private
system is able to work up the maximum efliciency, in the
current socio-economie situation.” These savings ean he
tapped by and channelled only through government
agencies. In all likelihood there will also oceur a hetter
allocation of available savings and a consequently larger
satisfaction of the needs of different firms, including
private ones, hy the deflection of a part of the national
savings from the private to the government financial
orgnisation. But can much come out of any programme
of State aid, if it is thought that all the requirements ot
the private sector (along side of which the public sector
also must expand) can he met simply by this sort of re-
adjustment? In the initial stages of the implementation
of a development plan covering both the public and the
private sectors, tapping the existing flow of savings
and redistributing it amongst different uses according to
a well-conceived system of priorities will not be enough.
The flow itself—which will, of course, grow through
time—will have to he supplemented hy outright money
creation, for the financial gap cannot he wholly bridged
by the savings of foreigners (i.e. foreign assistance).
This process of monetary expansion need not continue
indefinitely or create inflation. Carrying out plans of
capital construction will augment income from the
moment of their inception. This income will steadily
increase and increase cumulatively. The margin
between income and consumption will widen in course of
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time. Thus, after the lapse of a period of time the dis-
parity between the demand for and supply of savings
will tend to disappear, and this period of time will be a
relatively short one provided that the appropriate
measures of economic organisation are taken. As the
economic system is an under-employed and under-
developed one, it contains elements of reserve produetive
capacity which can be mobilised for constructional work
without competing with the firms producing consump-
tion goods. Subsequently, as the ecapital equipment
under construction comes into operation, it will raise the
supply of consumption goods. Whether inflation will
develop will depend considerably on the ability of the
planners to make this period of time in which the pro-
gramme of capital construction “can become an aid to
the output of consumption goods, instead of a competitor
with it,” a relatively short one.

This discussion may be concluded with a brief
reference to the chiel obhjection against State aid.
Financial aid by the government has been consciously or
unconsciously looked upon by many as one way ol
staying the alleged disintegration ol the private economy
in our times. But State financing might as well be
regarded as an engine ol revolution in the capitalist
system. Just as the grants-in-aid to local bodies have
become almost everywhere a means of extending central
control over local activity, so also State aid to private
business is capable of being utilised as a step towards
an over-all State control from which socialisation is no
great distance. The Temporary National Economie
Committee of the U. S. Senate in its final Report (1941)
gave vent to similar misgivings in the following words:
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“We cannot continue to rely upon government expendi-
tures. ...to sustain enterprise and private employment
unless we are willing to invite eventually some form
of the authoritarian State.” This objection against State
aid has been voiced forcefully, and particularly, by
American economists in recent years.

Thus, to sum up the main argument of this chapter,
a high propensity to consume, the existence of un-
employed and under-employed resources, inadequacy of
total savings in relation to development requirements,
and the failure of the private financial organisation to
mobilise the whole of available savings and allocate it in
the best possible manner are the crucial factors that
invest the State with tremendous importance in its role
as the financier to private enterprise in the under-
developed economy of India. But State aid will inevit-
ably be associated with some amount of State control
over private enterprise.



CHAPTER 1II

GAPS IN THE PRIVATE FINANCIAL
MECHANISM OF INDIA

We may now take up the question of the financial
difficulties of private' enterprise in this country, an
analysis of which would immensely facilitate the task
of evaluating the different types of government aid
actually given to various sectors of private business
activity.

Difficulties of private enterprise arising out of
several serious deficiencies or gaps in the private finan-
cial mechanism constitute an oft-discussed subject in
India. But neither have these alleged gaps been
measured directly, nor in the current state of our infor-
mation is it possible to measure them fairly acecurately,
if at all, so that the amount of State financial assistance
which would just suffice may be exactly ascertained.
Under the cireumstances, any study of these financial
gaps must necessarily be content with such an indirect
measure of them as can he made from an examination of
the following factors:—(1) breadth of the money and
capital markets, and under this head, a study of the (a)
variety-pattern of financial institutions, (b) degree of
inter-relation and co-ordination hetween the various
parts of the system, permitting a smooth inter-part flow
of funds and a consequent equalisation of credit condi-
tions throughout the system, and (¢) regional distribu-
tion of finance agencies; (2) adequacy of total resources
of private financial agencies; (3) adequacy of total
assistance given by these agencies; (4) interest and other
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costs of credit; (5) non-financial factors causing and
exaggerating financial hardships; and (6) certain recent
developments affecting the demand and supply of
funds.

I. Gaps In Industrial Finance

The chief function of eredit is to enable the borrower
to start and conduct his business in the best possible
way (also see the previous chapter). In order that this
may be achieved, the private financial system is
expected 1o provide the following types of ecapital
which different industries require in different propor-
tions : equily capital or ownership investment, loans
(medium and long-term debt to supplement permanent
share capital if shares are issued), and short-term or
commercial eredit. The following analysis will furnish
some idea ax to how far these requirements of Indian
industries are being met by the privale financial
-organisation.

Breadth of the Money and Capital Markets—Private
agencies that have so long been catering to the require-
ments of industrial finance in India are:—(1) the manag-
ing agents and other private firms, including insurance
.companies; (2) joint stock banks; (3) indigenous bankers
and money-lenders; (4) public deposits; (5) co-operative
banks and producers’ societies; and (6) local banks and
loan offices. Of these the managing agents, local hanks
and loan offices are chiefly agencies for medium-to-long-
term finance, whereas the commercial banks, indigenous
bankers and money-lenders, co-operative institutions, and
the system of public deposits are usually agencies of
short-term eredit, although with the single exception of
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public deposits, all the above agencies are known to have
supplied funds for both long and short-term purposes.
The managing agency system has its exact counterpart
nowhere in the world. As regards the various types of
industries financed by these various institutions, this
can be said with fairness to all the parties concerned
that the systems of managing agents, commercial banks,
public deposits, local hanks and loan offices have mainly
concentrated on organised large-scale and middle-sized
industries, while indigenous bankers and money-lenders,
co-op:erative banks and producers’ societies combine to
form an apparatus which serves principally the needs
of small and cottage enterprises which, in their turn,
account for the major portion of indusirial activity in
India.

Pre-war expert views were unanimous on one serious
gap in the financial organisation, namely, the virtual
absence of organised machinery to under-write industrial
shares and securities or otherwise assist an industrial
company in floating its shares and debentures. The
investing public, in most cases unjustifiably stigmatised
as being unduly “shy”, had also really no institution
to guide them in their investments. The impact of the
depression was such that on the eve of World War 1I
the capital issue market lay in a state of virtual collapse.
Of course, the subsequent years have witnessed the
growth of a new capital issue market in India where the
work of issue and underwriting has been mainly done,
not by managing agents who were on the decline already
before the War, but by issue and finance houses, invest-
ment companies and trusts, established in important
commercial centres, as well as by firms of stock-brokers
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and insurance companies, particularly in sub-under-
writing. But still to-day “there is a relative absence in
the Indian capital market of promoting, issuing and
underwriting agencies.”

There is a virtual absence of institutions specialising
in marketing finance. Of course, fundamentally, it is the
undeveloped character of an effective bill market that
constitutes the most serious single impediment to
marketing finance in India. In the sphere of foreign
trade financing, the much-discussed lack of a sufficient
number of Indian institutions still persists, and the busi-
ness is even to-day practically a monopoly of Juropean
foreign exchange banks whose treatment to Tndian
businessmen has all along heen condemned without
exception.

So far as the degree of inter-relation hetween the
various segments of the financial system is concerned,
India, like other backward economies of Asia, has a sad
story to tell. The link between the system of indigenous
bankers and money-lenders and that of organised banking
is so slender and ill-defined that even to-day a Bazar
Rate of Interest as distinet from the Bank Rate exists.
This mutual independence ol these two sections has pre-
vented the money and capital markets from acting as
" one single integrated unit. The outcome has heen two
parallel and virtually independent systems of money and
éapital rates, considerable disparity between urban and
rural credit conditions, continuance of the old seasonal
credit stringency, indicated by the undue margin between
busy and slack season rates even after two decades of
Reserve Bank participation in the money market, and
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failure of low interest rates to be effective over the major
part of the financial system during the era of cheap
money.

Moreover, the institutional distribution between
town and country is gravely unbhalanced. Managing
agency finance has not been extended to rural industries.
Rural areas are still starved of commercial banking
facilities. The industrial financing organisation of the
rural areas is quite under-developed. As for towns, joint-
stock banking is yet to extend to many. Thus, not only
does a vast difference exist between urban and rural
credit facilities to the detriment of small business units
all over the countryside, but noticeable disparities also
continue between urban areas themselves much against
the interests of firms in the smaller towns.

To this has been added a serious mal-distribution
of financing agencies between the different States of the
Union. The public deposit system is important only
in the Bombay-Ahmedabad region. T.oan offices are
the specialities of Bengal and Assam. Commercial bank
deposits obtained in one State are not usually utilised
for investment in another, and Bombay, Madras, U.P.
and W. Bengal hetween them share about 80 p.c. of total
scheduled bank advances. The managing agency houses
are mostly quartered in either Bombay or W. Bengal.
Of these two States again, Bombay appears to have heen
the more fortunate, for it has heen eclaimed that most
of W. Bengal’s medium-scale industries have not been
financed by the agency houses’. Kven large-scale industry

1Dr. Law’s leiter to the Secretary, Industrial Finance Sub-
Committee of the National Planning Commitiee, vide Report
(1948), p. 179.
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has not altogether escaped the harmful effects of this
regional mal-distribution. It was pointed out, as early
as 1935, that possibly the relative searcity of funds in
Ahmedabad vis-a-ris Bombay had compelled the cotton
mills there to he content with a smaller size than in
Bombay.?

Adequacy of Resources—The, inadequacy of total
resources possessed hy the managing agency system has
been voiced both before and after World War I1.* The
insufficiency of total banking resources was exposed
through the complaints of several bankers before the
Indian Central Banking KEnquiry Committee in the carly
’thirties, and it has again been touched upon in post-war
studies®. The indigenous shroffs and money-lenders
possess very limited funds. The ecapital pool of *the
industrial co-operative system is not imposing enough
relatively to the size of demand. The plight of Indian
enterprise is easily understandable. As the Shroff
Committee observes, “....the existing financial institu-
tions can go only a part of the way in meeting the
requirements of industrial finance.”

Adequacy of Total Assistance given—No Dbetter
testimony to the inadequacy of total assistance forth-
coming from the managing agency system is to be found
than the increasing complaints of the agents themselves
about the financial plight of concerns under them and

2 P. S. Lokanathan, “Industrial Organisation in India” (1935),
p. 96.

3 Lokanathan, op. cit., p. 150, and S. K. Basu, “Industrial
Finance in India” (1950 ed.), p. 186.

¢ Interim Report of the Industrial Finance Sub-Committee of
the N.P.C., p. 74 ; Report (1951) of the W. Bengal State Financial
Corporation Committee, p. 27.
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their frequent appeals for State aid in recent years. The
size of commercial banking assistance—before, during
and after World War IT—has been subjected to severe
adverse criticism by expert opinion in India. True, the
desirability or otherwise of these banks’ participation in
capital financing in our under-developed economy is still
a moot issue. But the fact remains that the commercial
banking system has, on the whole, taken a relatively
small part in long and medium-term industrial financing.
Nor has its role in providing current finance been entirely
satisfactory.® The organisation of indigenous bankers
and money-lenders has failed to supply all the require-
ments of small businesses. The system of public deposits
as a source of short-term finance in Bombay worked
satisfactorily in pre-Depression years.® But since the
Depression this source has been drying up due to investor
nervousness coupled with the counter-attraction of
Government securities. 1ts adequacy is now questionable.
There can be no {wo opinions regarding the insufficient
volume of aid available from the co-operatives. The
loan offices of Bengal and Assam, mainly financiers of
the tea estates, ever since they were ‘trounced’ by the
Depression, have gradually receded into the back-ground.
This inadequacy of total funds available from the private
financial organisation has been chiefly responsible for the
chronic under-capitalisation of industries, including the
larger ones, noticed long before World War I[ and
lingering even in our times.

5 See Lokanathan, op. cit.; the Indian Fiscal Commission
Report (1950), Vol. I.

6 S. K. Basu, op. cit.
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Interest and other Costs—There is an impressive
agreement on the point that finance could in the past,
and still can, be attracted only at relatively high rates
of interest. TIn course of investigations of the Indian
Central Banking Knquiry Committee during 1929-30,
entrepreneurs repeatedly asserted that interest rates on
bank loans and advances were too high. Many bankers
admitted that their advance rate$ varied from 10% to
15% even on the security of mortgage bonds. Rates on
bank loans to small industries for working capital varied
between 9-12%—hetween 15-18% in Bengal—before
1939." Iligh rates charged by managing agents for
operational finance had also heen alleged.* Pre-war rates
on public deposits were also fairly high except for big
established firms under renowned managing agents.?
Some Bengal and Assam industries had to pay 15-36%
for working capital from money-lenders.’® In Bombay,
money-lenders’ rate for artisans varied from 9% to
18%, 12% heing usual.™*

Now to come to the post-war period. The Co-opera-
tive Planning Committee of the (Government of India has
mentioned the ‘high’ rates on small loans.’> The Indus-
trial Finance Sub-Committee of the National Planning
Committee in its Interim Report has pointed out that
while some artisans may horrow at 12-18%, others can
borrow only at 18-309.. The same Committee has
referred to high rates on aid to middle-sized concerns.

7 Samant and Mulky, “Organisation and Finance of Industries
in India” (1937), p. 230.

8 Ibid., p. 130. °Ibid., p. 126. 10Ibid., p. 132.

11 Report (Vol. I) of the Bombay Economic & Industrial
Survey Committee.

12 pide Report (1946), ch. x.

2
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High rates of private agencies financing rural industries
have heen alleged in the All India Rural Credit Survey.'®
Film producers of Madras, in their evidence before the
Government of India’s Film Enquiry Committee in 1950,
had stated that even established producers had heen
forced to get loans at anything from 25% to 40%.'*
Interest rates for commercial bank advances have varied
hetween 6% and 9%, those charged by private financiers
hetween 6% and 30% in West Bengal.®® Interest rates
on loans from co-operative agencies are also fairly high.
A study of long-term rates in the immediate Post-war
period reveals that the average rate on 242 issues of
Preference shares of important organised industries is
nearly 6°19% (variation 3-10%), and that the same rate
on 105 issues of debentures of the same industries is
0% (variation 2°14-8%).¢ As against this state of
affairs in India, capital rates in the U.,S.A. varied from
2% to 3% during 1944-47.17

We find that high interest costs have characterised
finance for private industry in India. Yet interest costs
do not give a full picture of things. In return for his
help, the middle-man-cum-money-lender demands the
purchase of raw materials and the sale of finished goods
through him, at prices fixed by him, and this eats heavily
into the income of the small enterprise. ITigh remunera-
tions charged by managing agents have been an oft-

13 I'ide the General Report (1954).

14 See Capital, Aug. 17, 1950, p. 266.

15 W. Bengal State Financial Corporation Committee Report,
pp. 16-17.

18 Mulky, “T'he New Capital Issue Market in India” (1947),
ch. v.

17 Burtchett & Hicks, “Corporation Finance” (1948), p. 514.
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repeated complaint. Though according to one sugges-
tion,'® the over-all cost of making issue does not compare
unfavourably with that in the London Capital Market,
its fairness is vet far from established.

Some Non-Financial Complications—It would, how-
ever, be a travesty of truth to say that the unsatisfac-
tory work of the private financial mechanism is due
entirely to its own faults. Iligh risks and poor manage-
ment of small enterprises, reflected in frequent failures
of such businesses, have always reduced their credit-
worthiness. , Defective management of large-seale
industries by managing agents (contributing to a pre-
ference for Government paper on the part of investors)
has also been alleged in both pre-war and post-war
studies.’®

Some Recent Developments—The following factors
have in recent years favourably affected the supply
position :—(1) enormous war-time and post-war growth
of branch banking and tremendous rise in bank advances;
(2) post-war tendency amongst a section of commereial
banks to participate in long-term finanecing; (3) growing
strength and importance of the co-operative ecredit
system; (4) rise in national money incowme; (5) the crea-
tion of the Industrial Credit and Tnvestment Co-opera-
tion; (6) the policy of low money and capital rates

18 Mulky, op. cit., ch. v.

19 N. G. Das, “Industrial Enterprise in India” (1938), p. 145 ;
and “Industrial Planning : Why and How” (1944), p. 47 ; Loka-
nathan, op. cit., p. 145 ; Report of the N.P.C. Industrial Finance
Sub-Comnmittee, p. 151, p. 1565; Report (1954) of the Committee on
Finance for the Private Sector, p. 25.
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followed till November 1951; and (7) the growth of well-
managed stock exchanges.*

But forces have also come into operation which, by
inereasing demand or restricting supply, have tended to
widen the financial gaps. Some of them are:—(1) the
alleged decline of profits and consequent difficulty in
financing expansion and modernisation ; (2) growing
rigidity of credit legislation deterring banks from long-
term financing ; (3) restriction of credit in the private
sector owing to money-lending legislation ; (4) ineffec-
tiveness of cheap money over the bulk of the financial or-
ganisation; (5) end of cheap money policy in November,
1951; (6) secarcity of long-term risk capital owing to the
stagnation in the capital issue market (the stagnation
still prevailing, though in a less acute form since 1953,
October); (7) the Insurance Amendment Act, 1950,
restricting assistance by insurance companies to small
and medium industries; (8) continual heavy withdrawal
of money from the Indian banking structure and its
flight abroad, especially to the U.S.A., alleged to have
been caused by the Government’s attitude towards tax
evaders and high yields on foreign investment®; (9) an
“unfavourable socio-economic climate” ; (10) diminishing
flow of savings into the organised capital market caused
by factors affecting adversely the will and the capacity
of the private investor to invest ; (11) a gradual drying-
up of investment funds for relatively small business due
partly to investor preference for the gilt-edged and

* The establishment of a bill market in January, 1952, through
the efforts of the Reserve Bank of India, may also be considered in
this connection.

20 The Statesman (Cal.), April 11, 1951, p. 7.
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securities of the hig-name companies ; (12) increasing
competition from the governments and governmental
agencies for the very small surplus of total national
savings available for investment; and (13) the huge
requirements of financing the expansion, modernisation,
and rationalisation of industries. .

Whether the final outcome has been a positive
widening or narrowing of the financial gaps is not so
casy to determine. Nevertheless, the current situation
is capable of being summarised in the following words.
Tt appears that so far as long-term risk and loan capital
is concerned, “all classes of industries . . .. are experi-
encing difficulties, except perhaps the leading companies
which are able to raise moderate amounts of such
finance.” “As regards working capital it seems that
large-scale industries, in general, do not suffer from any
shortage, but the problem is acute for medium-scale and
small-scale industries.” The growing and greatest
menace to small and cottage industries is the problem
of short-term working capital, block capital being a very
small part of such industries’ requirements. New firms
in every industry have to suffer most because they
inevitably have to face certain special handicaps.

II. Gaps in Agricultural Finance*

Breadth of the Money and Capital Markets—The
existing private agencies of agrarian finance are:—(1)
the co-operatives, (2) relatives, (3) landlords, (4) agri-
culturist money-lenders and professional money-lenders:
(5) traders and commission agents and (6) commercial

* The interested reader may consult the General Report (1954)
on the All India Rural Credit Survey for details.
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banks. We may also mention the loan offices in West
Bengal, Nidhis and Chit funds of Madras, some industries
consuming cash crops as raw materials, and the indigen-
ous bankers. Most of these agencies do not maintain a
strict separation of all the three types of farm credit
requirements—short,, intermediate ~ and long-term.
Money-lenders supply production, marketing as well as
consumption finance for various periods. Indigenous
bankers finance, for the most part, indirectly through
local money-lenders, and furnish mainly short and
medium-term funds for marketing purposes. Amongst
co-operatives, land mortgage banks furnish long and
medium-term finance, whilst co-operative credit societies
supply both short and medium-term funds, although they
specialise in short-term financing. Commercial banks
generally do not provide long or medium-term finance ;
even in short-term business they usually confine to
marketing as distinet from production finance, which they
supply mostly indirectly, although a few of these banks
did, and are still doing, the long-term lending husiness
and are inereasingly participating in direct farm finane-
ing. Like money-lenders, relatives and landlords furnish
aid for different durations. The Nidhis and Chit funds
of Madras are sources of short and intermediate-term
credit for their members. Among the industries finane-
ing agriculture the jute industry is worthy of mention.
It has been pointed out that it is scarcely realised
how the movement of jute from the jute districts to the
consuming centre in Calcutta is heavily financed by
money supplied by the jute mills.?* Thus, India possesses

21 Capital, June 2, 1949, p. 907.
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a variety of private agricultural credit agencies, An
agricultural bill market to facilitate marketing finance
is yet to develop.

These various credit agencies are mostly ill-
coordinated. They act “as disjointed units rather than
as parts of a single, well-organised and integrated money
market.,” There isx little connection hetween the village
money-lender and joint-stock banks; the link hetween the
latter and indigenous hankers is extremely loose and ill-
defined; mnor is there any appreciable co-ordination
between co-operative and commercial banking. As in
the case of industrial finance, there really exist two
mutually independent markets for agricultural finance—
the organised and the unorganised.

Upon this structural maladjustment has heen
superimposed a regional maldistribution of financing
institutions as in industrial finance. We have already
noticed how there exist serious disparities of available
banking facilities hetween town and country as well as
between different Statex. Many areas have hardly any
rural credit facilities at all, good or bad or indifferent.
Co-operative societies and central banks are not umi-
formly developed throughout India. Only Madras, and to
some extent, Bombay can boast of successful land-
mortgage hanking.

The consequences of this dixorgnised character of
the rural credit market have heen reflected in a lack of
relationship between interest rates charged by the two
separate sectors, unwarranted fluctuations and diver-
gencies in interest rate, forms of security, methods of
payment, collection and realisation of funds between
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States as well as between urban and rural areas (particu-
larly intensifying the difficulties of specially handicapped
regions and classes), unjustifiable spread between husy
and slack season rates, and finally, restriction of the
effects of the Reserve Bank’s low interest policy to the
small organised sector, benefiting the bulk of rural
finance very little, if at all.

Adequacy of Loanable Funds of Private Agencies—
Total resources of private institutions are quite insigni-
ficant relative to the requirements of the agricultural
community in India. We think, this proposition is
beyond controversy.

Adequacy of Actual Assistance Rendered—The
total annual borrowings of Indian cultivators have been
very broadly estimated by the All India Rural Credit
Survey to be of the order of Rs. 750 erores. Of this sum,
nearly 96%is supplied by private agencies, including co-
operatives. For a vast country like India, this is a rather
unsatisfactory figure. 19 represents the part played
by commercial banks in the direct financing of the riot.”*
“Nor are commercial hanks of any significance as lenders
to co-operative banks or co-operative marketing
societies,” Advances to agriculture by these banks as
percentage to total advances come up to 4°3%.*

The co-operatives account for not more than 3'1% of
the total amount borrowed by the cultivator. The
inadequacy of the finance available from co-operative
agencies warrants “only one judgment, namely, ‘failure’,
on the fifty-year record of the co-operative credit

22 Pide the All-India Rural Credit Survey, Vol. IT (1954).
28 The Shroffl Com. Report (1954), p. 44.



GAPS IN THE PRIVATE FINANCIAL MECHANISM OF INDIA 25

agency,” according to the All India Rural Credit Survey
(General Report, 1954). The Report (1945) of the
Agricultural Finance Sub-Committee of the (iovt. of
India’s Policy Committee on Agriculture, also known
as the Gadgil Committee, estimated that just about 5%
of the rural population had been touched by co-operative
credit.

*“The private money-lender thus dominates the seene,
the professional money-lender with about 45 p, c., and
the agriculturist money-lender with nearly 25 p.c., of
the tolal.” But has the credit granted by this system
been less than adequate, or more than adequate? Though
our analysis points to a cent per cent possibility of under-
financing®, the opinion has been voiced from time to
time that the money-lender has heen, not unoften, lending
“too liberally.”

“Over-financing” by co-operative agencies was also
alleged some time ago.** And serious still, a general
thesis of over-finapeing by the agricultural eredit
mechanism as a whole has been propounded, in terms of
which the inability of any one ageney to satisfy all the
needs of the agriculturist, the resultant recourse by the
agriculturist to more than one ageney for credit, and
the impossibility for any one of these to know exactly
the amounts lent by others inevitably lead to over-
financing.?®> Another alleged cause of over-extension of
farm credit is the ability of the riot to horrow in excess

* The Gorwala Committee which conducted the All India Rural
Credit Survey appears to agree with our view.

24 Ghose, “Problems of Agricultural Credit in India” (1937).
25 Deshai, “The Rural Economy of Gujarat” (1948). pp. 182-3.
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of what is justified by the return on land.?®* But the
thesis is defective on the following grounds:—(1) The
charge of excessive farm indebtedness—the real basis
of the thesis—is a flat contradiction of the fact that the
average Indian farmer cannot secure enough finance to
operate his farm in the optimum way. For credit
represents indebtedness. (2) The case of the excessive
indebhtendness theorists really rests on two arguments:
—(a) the riot can borrow in execess of his repaying
capacity, and (b) the bulk of the debt has been wasted
on unproductive items. But the ideal criterion for
granting credit in a poor under-developed economy is
more the need of the riot, and less his repaying capacity.
The answer to the second argument is contained in the
following remark of the Congress Agrarian Reforms
Committee, “Though it is generally made out that the
debts are mostly of an unproductive character, the
statistical data compiled by us, though inadequate, prove
to a great extent that the hulk of the peasantry ineur
debts  mostly for expenses in connection with
cultivation,”*”

The thesis of ‘over-financing’ is a myth. What we
want or should want, therefore, is no cut in total rural
indebhtedness, paradoxically enough, bhut rather its
increase coupled with a change in the source and cost of
its creation, so that, instead of being a burden on
activity, it becomes a very condition of efficient farming
in India.

26 Article by N. Prasad, Indian Journal of Commerce, Sept.,
1948.

*7 I'ide Report (1949), p. 104.
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Interest and other Costs of Credit—The Congress
Agrarian Reforms Committee (reporting in 1949) has
found that the rate charged by the money-lender is
generally 15-30% though 50% has also been charged at
places and times. According to the All India Rural
Credit Survey, interest rates of 50% or above are not
infrequent in certain areas. The money-lender’s rate is
really high.

The charge of high rates demanded by co-operative
societies does not look wholly baseless. Primary credit
societies have been charging the following rates from
their members in different parts of the country: 7% %
in Madras, 93%% in Bombay, 93%%, 12V4% and 15%%
in Bihar, 12V% in W. Bengal, 8% in Orissa, 9% in
U. P., 2—12%% in the Punjab, 7% in Madhya Pradesh
and 125% in Assam. Nor the land mortgage bank rates
considered moderate.

‘osts of credit other than interest-costs also have
heen proverbially high, especially in the field of money-
lenders’ finance, and the sequel has been the continuance
of an undue margin between the price paid by the
ultimate consumer and that received by the primary
producer.

If we put aside the small percentage of big land-
holders who are certainly better off now than in 1939, the
conclusion is inescapable that the present rural credit
structure is not equipped to meet even the short-term
needs of agriculture, not to mention its intermediate and
long-term needs. It seems, however, that the small unit
of production in agriculture fares better than its counter-
part in industry in so far as the availability of finance
from private agencies is concerned.
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III. Remarks

It cannot be definitely stated whether the private-
financial mechanism to-day is better equipped to meet
the needs of private enterprise than at any previous time.
For whilst due to several developments during the war
and post-war years the supply of investable funds has
registered improvement, the demand for funds has also-
at the same time gone up. This much can he said that
whatever the effects produced by the war-timne and post-
war developments in industrial and agricultural finance,
wide and serious gaps still linger within our private
financial system, and that there are no signs to indicate
that these gaps are.going to be closed within a reason-
able period of time by the system’s own efforts. Unless,
therefore, these gaps are filled up by the State creating
its own financing machinery to work in close unison
with, and as a supplement to, the private financial
system, a large part of desirable investment in the
private sector of business may be held up for lack of
money, eventually jeopardising the objective of greater
employment and larger output.



CHAPTER 1II
FINANCING INDUSTRY
A. Features of the System as a Whole

Notwithstanding the strong tradition of laissez
faire of the Govt. of India during the British rule, the
evolution of a definite govermmental policy of financial
assistance to private industry is by no means a
recent, or as sometimes imagined, a post-Independence
development. Whatever the ulterior political molive
behind it, it is the 19th century system of government
guaraniee of interest on the share capital ol private
railroads that is one of the main factors making the
Indian railway system what it is today. The appoint-
ment of the Industrial Commission in 1916, of the
External Capital Committee in 1924, of the Central
Banking Enquiry Committee in 1929, amply demonstrates
the recognition given long ago by the Govt. of India {o
the role it was to play in the sphere of industrial
financing. At the beginning of the 20th century, a few
States could be found financing private industry in
various ways, direct and indireet. The ’twenties
witnessed the adoption of important measures by several
States for facilitating private industries’ finance
with particular stress upon small-scale and cottage
industries. One noticeable irend of public policy,
particularly after the constitutional chauges of 1919, was
the gradual distribution of responsibility between the
Centre and the Stlates such that large organised enter-
prises become predominantly a concern of the Central
Government, whilst the States concentrated upon
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relatively smaller businesses. On the eve of World
War 11 the Central Government and the (fovernments
of the States (except a few small and backward ones
with neither industry nor funds to help industry) were
extending financial support to private industry in the
following ways:

(i) In the case of the Govt, of India—direct finan-
cing by appropriate departments in the shape of loans,
grants and subsidies, guarantees, subseription to shares
and debentures; indirect aid through tax concessions,
provision of technical advice, commercial and industrial
intelligence, research facilities and various other techno-
logical services whigh went, somehow or other, to im-
prove management and reduce risks and other costs of
private investment, periodical re-adjustment of tariff,
transport concessions, a favourable stores purchase
policy, and certain measures to create and extend markets
for certain products, those of cottage industries in
particular.

(ii) Tn the case of the States—direct departmental
aid in the form of loans, grants and subsidies, participa-
tion in shares and debentures, guarantee of minimum
returns on such shares and debentures, and underwriting
(though rarely) private share issues; indirect aid by
means of various technological services to industry
partly or wholly at public expense, and in addition,
direct financing by special public agencies in a few
States like Bengal (undivided), U. P., Travancore and
Hyderabad. Both the Centre and the States displayed
special interest in fostering industrial co-operation.
Although most of the methods of aid were common to
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both the Centre and the States, the former seemed to
have specialised in indirect assistance, leaving the latter
to devote major attention to direct financing. One
special feature of pre-war public assistance was the
virtual absence of what might be called the institutional
approach. KExcept in the aforementioned States, State
aid used to be channelled, not through specialised finane-
ing agencies, hut through relevant’ government depart-
ments, There wax no all-India specialist hody.

How far this structure of State aid underwent
significant changes during World War 11 hax never
been precisely known. It is understood that the only
new item of importance, included during the war-time,
was the system of progress payments on_government
contracts (as in the U. K. and the U. 5. A.)* which,
however, was discontinued after the war. The continu-
ous pursuit of a cheap money policy uptill 1951 November
has heen the most spectacular means whereby the State
has indirectly eased the job of securing investment
funds by private industry. On the whole, however, it
appears that the mechanism of State assistance at the
beginning of the war was not significantly different from
that at its end. Y K. wauVey, Kisigy ¢

The Industrial Policy Statement of the (iovernment
of Tndia, issued in April 1945, envisaged financial aid
of the following types :—loans and subsecriptions to
stiare capital, guaranteeing minimum dividends on
capital or undertaking to meet revenue losses for
stipulated periods, facilitating rexearch work, standard-
USA. UW.'\\ZGK STedes ©

#* Basu S. K., “Industrial Credit in War and Post-war
Economy” (1945), ch. vii-ix.
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ising products, procuring capital goods from abroad and
making expert advice available. These proposed
methods were prima facie nothing new. The newness,
if any, consisted in the assurance that State aid would
henceforward be available more liberally than hitherto.
The contents of State aid so far given were pathetically
void of substance and really far below the level of
sufliciency. In practice, government policy had been
pursued half-heartedly, haphazardly, and inadequately.

The new policy could not be carried out owing
«chiefly to the end-of-war political situation with uncer-
tainty written upon everything. It was left to the
Government of an independent India to formulate a
policy which would be nearer to national aspirations,
nearer to consistency and adequacy, and more upon a
planned basis than any followed before. The Industrial
Policy Statement of the Government of India, issued on
April 6, 1948, inaugurated a new era. The status and
sphere of private enterprise were recognised and
clearly defined, and the necessity of meeting a large part
of its financing programmes was acknowledged. On
April 1, 1951, the people of India started to build a
better life according to the First Five Year Plan, and
this Plan endorsed the policy decision of April, 1948.
In the Plan provision was made for giving financial
assistance to private industry by way of loans from the
(Government and from Industrial Finance Corporations
to the extent of about Rs, 25 crores, and by way of
refunds of excess profits tax deposits of the order of
Rs. 60 crores.! The difference between pre-Independence

1The First Five Year Plan (1952), pp. 486-7.
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and post-Independence policies is both quantitative and
qualitative. The quantitative difference has consisted
in a larger utilisation of the old methods of aid by
departments, involving more loans, more grants and sub-
sidies, more participations in capital, more tax comces-
sionst, larger expenditures on technological aid, and so
on. The qualitative change has gssumed the form of
new, specialised institutions to cater chietly to the long
and intermediate-term needs of private industry. 1In
1948, the (iovernment of India set up the Industrial
Finance Corporation on an all-India basis to finance
large-scale industry, while the States were empowered
by the State Financial Corporations Act of 1951 to set up
(and a few now actually possess) their own special corpo-
rations to support small, local industries. In 1954
‘Qctober, the National Industrial Development Corpora-
tion was created by the Government of India. Tt is
wholly owned by the State. It would not only develop
industries on its own account but also finance, if neces-
sary, vital private industries. In January 1935, the
Industrial Credit and Investment Corporation was regis-
tered. It is an exclusively private agency, but it has been
provided with a long-term loan of Rs. 7% crores by th=
Central Government. It would hoth develop and finance
private industry. These two new agencies would support
large industries on an all-India basis. Recently (in 1955)
the West Bengal Government has established a Develop-
ment Corporation for developing small industries within
W. Bengal. Following the recommendations of the Inter-

+ The necessity of a favourable tax policy for private industry
has been strongly emphasised by the Union Government’s Taxation
Enquiry Commission.

3
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national Planning Team, sponsored by the ¥ord Founda-
tion of the U. S. A., the Union Government has recently
floated a National Small Industries Corporation with an
initial capital of Rs, 10 lakhs, provided wholly by the
Union (Jovernment, to promote small enterprises, run by
public or private authorities. The Corporation will
furnish financial as well as technical and managerial
assistance, and try to bring about co-ordination between
large and small industries. It is free to act as managers
for any company or enter into partnership with it. Tt
will promote and operate small industrial development
schemes.* The creation of this Corporation amply
demonstrates the truth that in an economy geared to
long-term development planning but politically organixed
on a federal basis, the Central Government is bound to be
ultimately responsible for the balanced and co-ordinated
development of all sorts of industries throughout the
system. But there is an over-all trend towards a division
of functions hetween the States and the Union (the Union
financing mainly large industries and the States mainly
smaller businesses), and this is, as we have already
noticed, a heritage of the inter-war period. This trend
was not, of course, very much prominent in pre-war days,
as in those days the over-all emphasis in the matter of
financial assistance fell upon small industries. Several
special Boards have been created to render mostly
technical assistance to certain industries, e.g., the All-
India Handicrafts Board, the Central Silk Board, the
Central Tea Board, and so on. Another qualitative
change has been the adoption of a policy of special

* Source: The Statesman (Cal), April 25, 1955.
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measures for certain sectors like shipping, housing,
aviation, veterans’ affairs and refugee rehabilitation.

A notable gap in the structure of State aid to-day
is the non-availability of government funds for use in the
direct findncing of private foreign trade. Special publie
financial agencies to help foreign trade exist in several
foreign countries, e.g., the Export-Import Bank in the
U. 8. A,, the Export Finance Corporation in Japan, the
Export Finance Corporation in Holland, the Export
Credits Guarantee Department in the U. K. and the
Iixport Credits Insurance Corporation in Canada, Leav-
ing this aside, it can be inferred that State aid has by
now touched all important lines of private industrial
activity, although a good deal still remains to be done
before it can become satisfactory or sufficient. The major
part of this assistance will be examined in details in sub-
sequent chapters. What immediately follows is a dis-
cussion of over-all direct financing by the Central
Government Departments.

B. DIRECT FINANCING BY CENTRAL
GOVERNMENT

Some Important Post-war Loans—The Government
of India has made loans of Rs. 3’5 crores to the Steel
Corporation of Bengal and Rs. 1°5 crores to the Indian
Iron and Steel Company, Rs. 2 crores to the Tata Loco-
motives, Rs. 1°5 crores to the Scindhia Ship-building
Yard, Rs. 2 crores to the Mysore Iron and Steel Works,
Rs. 10 crores to the Tata Iron and Steel Company and
Rs. 3 erores to the Atul Dyestuff Corporation.? All these

2 This loan is a very recent one. Source: Statesman, Dec. 23,
1954, p. 9.
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are long-term interest-bearing loans given direct by the
Government to the borrowers. Besides, the Central
Government has direct responsibility for small industries
in the Centrally Administered Areas, to fulfil which it
has established, by non-statutory regulations, Advisory
Boards for all such Areas except the Andamans.

Share Participation—In so far as this is concerned,
Central policy has consisted in taking shares of large-
scale industries usually upto 51%, with a few important
exceptions, e.g. in the case of the shipping industry
where larger percentages have been contributed.

Subsidies—Apart from the liberal subsidies to the
air and shipping industries which would be discussed in
the next chapter, the most important general subsidy has
been that given to the aluminium industry which has
been aidéd chiefly by the device of subsidy-cum-protec-
tion. Subsidies are also being given for promoting
industrial housing schemes. The subsidy-rate for the
aluminium industry has heen as follows® :—

Yr. Commodity Indian Aluminium

Aluminium Corporation

Co. of India
Rs. Rs.
1949-50 Sheets & Circles 380 710
- Ingots — 900
1950-51 Sheets & Circles 230 610
.~ Ingots — 825
1951-52 + Sheets & Circles 130 510
Ingots — 750

Guarantees—The most important guarantee of recent
years is. the one given to the tea industry during the

. ®Government of India, Ministry of Commerce & Industry,
Lietter No.  IP—4725/51, dated 15-6-1951, and Statesman, April
26, 1951.
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critical 1952-53. In view of the financial difficulties
experienced by tea gardens during the 1952-53 season,
a limited guarantee scheme was worked out by the
Central Government in consultation with the Reserve
Bank of India. The Government undertook to give a
partial guarantee to scheduled banks and apex co-opera-
tive hanks which would continue to grant normal
advances to tea gardens in the 1953-54 season. The
guarantee was limited to 20% of the repayments made
hy the gardens in their hypothecation accounts with
banks for the 1952-53 season in the case of gardens
situated in Cachar and W. Bengal, and 15% in the case
of gardens in other areas. However, with the improve-
ment of tea prices in 1953-54, there was little need for
banks to take the help of the scheme.t '

The following figures will provide an idea of assist-
ance given in recent years hy the Central Government :—

In lakhs of Rupees

1951-52 1952-53 1953-64

(Accounts) (R.E.) (B.E.)

(1) Share participation .. — 25 108
(2) Loans .. 810(R.E) 274 827 .
(3) Grants .. 90 17 9
400 316 944

Notes : (1) Includes investments in Hindusthan
Shipyard, Eastern Shipping Corp., Machinery Manufae-
turing Corp., ete.

(2) Includes loans to iron and steel companies,
shipping companies, ete.

t Reserve Bank' of India Bulletine, August 1954.
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(3) Includes grants to Central Silk Board, Soda Ash
industry, Aluminium industry, ete.*

- Guarantees have been given in exceptional cases.
The subsidies seem to have been liberally granted. The
loan figures, by themselves, certainly look impressive.
But in contrast to the size of the total demand of the
borrowing industries, they are too small indeed. In the
era of planning, however, total aid given to private
industry has been on the increase.

Much can be said in criticism of the existing system
of direct departmental aid. We leave the discussion of
this topic for a later chapter, only stressing here that
special financing authorities in the form of Boards or
Corporations (on the lines of the Iron and Steel Corpo-
ration of South Africa) could be created to deal exclu-
sively with such huge industries (e.g. iron and steel, and
shipping) as cannot be fully accommodated by the exist-
ing LF.C. of India and the I.C.I.C. The concept of
specialist public agencies for exclusively financing
specific private industries is not entirely new in India.
The Report (1951) of the Fiilm Enquiry Committee of the
Government of India recommended the creation of a
Film Finance Corporation on the analogy of a similar
Corporation in Great Britain. The special character of
the requirements, costs and risks of several big, import-
ant industries call for special arrangements for their
financing. But a better alternative would be the creation
of special departments at the I.F.C. of India and the
National Industrial Development Corporation to finance

* Source : Report of the Committee on Finance for the
Private Sector (1954), p. 142,
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only specified enterprises. Such departments would not
be wholly without parallel. In 1939, the Tndustrial Bank
of Venezuela, of which the State is a 60% shareholder,
undertook to make regular contributions to form a
“Special Account” in order to supply credit to businesses
unable to secure funds from existing private sources or
even from the Bank’s regular departments.! But there
must he thorough co-ordination between such a depart-
ment and the institution as a whole, between the different
specialist Corporations working on an all-India basis,
and between such Corporations, on the one hand, and the
Central Government Departments, on the other.

4 U.N., “Economic Development in Selected Countries”, Vol. I
(1947).



CHAPTER IV
FINANCING IN SPECIFIC SPHERES

In the previous chapter we have pointed out how
the policy of evolving special measures to assist private
effort in certain spheres like shipping, housing, and
several others has been emphasised by the State in India
in the post-war years. There are good reasons for such
a policy. First, the problems involved in the financing
of such enterprises are largely unique in character, and
as such, do not coincide wholly with those of business
financing in general. Secondly, of these enterprises some
are so hig in their size and/or relative importance that
specialisation in their financing is economical or other-
wise desirable. Finally, the specialised agencies like the
1.F.C. of India and the State Financial Corporations have
been excluded hy legislation from the task of accommo-
dating such enterprises. (Of course, by virtue of an
amendment of the I.F.C. Act in 1952, the I.F.C. can assist
shipping concerns. But as yett financial help has not
been extended by the LF.C. to the shipping industry.)
Under the circumstances, the only way open to the Gov-
ernmnent has been to contrive special measures for
promoting those enterprises whose interests cannot safely
he overlooked by any State in the modern world.

I. Shipping
The beginning of a dynamic approach to the whole
question of shipping finance is really a post-Independence
phenomenon. As early as 1923, the Mercantile Marine

} Uptill 1958-54.
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Committee of the Government of India had recommended
bounties to private shipping. But state action in this
respect was nil until 1947. This was not unnatural for
a Government controlled by a foreign maritime power.
The consequence has been that the Indian shipping
industry to-day is only the embryo of what it might have
been.

At present the Government of India assists private
shipping by means of various technical services, loans
and subsidies, and contributions to share capital. It is
very difficult to say exactly when the loan-plus-subsidy
system had come into operation. According o informa-
tion supplied by the Director-General of Shipping, no
financial help by way of loans or subsidies was given as
late as July, 1951. * According to another source of
information, the Government of India had, by May, 1951,
lent Rs. 114 crores to the Scindhia Shipbuilding Yard.!
A provision of Rs. 4 crores as loans to the shipping
companies has been made in the First Five Year Plan.
This would assist the shipping companies in replacing
obsolete tonnage operating on the coast. The acquisition
of additional tonnage for overseas trade would be facili-
tated by the provision of Rs, 6°5 crores as loans made in
the Plan. By virtue of a (iovernment decision taken in
1954, it is possible to secure such loans at the rather

nominal rate of 214%.2

According to the Central Ministry of Commierce and
Industry, subsidies were given as early as 1950. Iw

# Office of the Director-General of Shipping, Letter No.
28—CD(6)/50 of 18-7-1951. '

1 Capital, May 10, 1951, p. 661.

2 Hindustan Standard, 1954 Supplement, p.
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February, 1950, this Ministry placed orders for the
building of 3 cargo ships of 8000 tons each, on Govern-
ment account, with the Scindhia Steam Navigation Co.
1.td. The total cost of the vessels was expected to be
Rs. 193°5 laks. They were to be sold at their market
value of Rs. 126 laks, and the difference was to be treated
as a subsidy.? In. September, 1951, the (Government
announced a Rs. 80-lak subsidy to the Scindhias, The
purpose was to uphold local enterprise against low-cost
foreign competition.* Later on, the Government sub-
sidised sales of ships built by the Hindustan Shipyard
L.td., the amount of subsidy paid during 1952-53 heing
ahout Rs. 1 crore®.

Aid by way of capital participation has taken the
shape of creating two types of agencies on a State-cum-
private-ownership hasis : Corporations to operate self-
owned vessels in overseas services, and companies to
undertake shiphuilding. The Kastern Shipping Corpo-
ration, an agency of the former type, was registered in
March, 1950, with an initial capital of Rs. 2 crores. The
major proportion (749 ) of its shares is held by the
Government of India and the balance by the Scindhias,
who are also its managing agents.t The Hindustan
Shipyard Co, Litd., registered in January, 1952, is an
agency of the latter type. The Company was to have an
authorised capital of Rs. 10 crores and a paid-up capital
of slightly over Rs. 3 crores. Unlike the Shipping Cor-

3 Ministry of Commerce & Industry, Memo No. IP—4725/51
of June 15, 1951.

4 The Statesman (Cal.), Feb. 14, 1952.

8 Reserve Bank’s Annual Report on Currency & Finance,
1952-58, p. 27.

t Dala supplied by the Director-General of Shipping, op. cit.
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poration, it was to be wholly under Government manage-
ment. Government interest in capital was fixed at
two-thirds, the rest being allotted to the Scindhias.tf The
‘Company was to take over the assets, liabilities and
husiness of the Scindhia’s Shipyard at Vishakhapatnam.

The techniques of direct financial aid to private
shipping practised in foreign countries have usually
included various types of bounties, subsidies and subven-
tions, long-term mortgage loans for ship construection,
guarantees, creating joint shipping ventures, and financ-
ing through government or semi-government specialist
financial institutions. Germany provides the classic
example of what the State can do to foster private mari-
time enterprise through liberal financial aid. (ireat
-efforts were made in the (German Kmpire of the late 19th
-century to build up a mercantile marine which might in
course of time rival that of (Great Britain, and the growth
of private initiative was directly and indirectly encour-
aged by the State—directly by subsidies and bounties,
indirectly by such devices as the reduction of port dues
and heavy payments for the carriage of mails. The U.S,,
British and French subsidies are well-known and of long
standing. After World War 1I, Japan, another country
which has all along attempted to set afoot a strong mari-
tine industry, has floated a special Corporation, namely,
the Shipping Corporation, to tackle diverse problems ot
shipping. In Pakistan, the Industrial Development
Corporation, a government agency, is entrusted with the
task of promoting private shipping. In India, unless the
Industrial Finance Corporation embarks on a programme

{ The Statesman (Cal.), January 22, 1952.
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of assistance to the shipping industry on a large scale,
the case of a specialised ship-financing machinery would
be worthy of consideration.

II. Veterans’ Affairs

Following in the footsteps of advanced western
countries, the State in India has recognised as its duty
the task of facilitatillg the re-establishment of ex-serviea
personnel in civilian life. Leaving aside the insignificant
efforts of some State (iovernments to solve the economic:
problems of war veterans by such means as giving faci-
lities of training in academic and technical institutions
and making grants of land, implements, livestock, ete.,.
the major financing has heen done by such government
organisations as the Post-war Services Reconstruction
Fund Trusts, the Ex-Service Women’s Welfare Fund and
the Defence Services Rehabilitation Organisation.

During World War II, the (iovernment of India
constituted a Fund known as the Military Reconstruction
Fund, which consisted of monthly contributions by the
Government of India at the rate of Rs. 2 per month for
each combatant and Re. 1 for each non-combatant with
effect from April 1, 1942. ‘Similar Funds were also
created for the Royal Indian Navy and the Royal Indian
Air Force. But on March 31, 1945, when the three Funds
had collected

Rs. 9,35,24,000 (Army)
+, 13,31,000 (Navy)
+ 11,84,000 (Air Force),
. the Government of India amalgamated the 3 Funds and
called the new Fund “the Post-War Services Reconstruec-
tion Fund.” After deducting 20% of the Fund for a
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‘Central reserve, the balance was divided amongst the
various Provinces (now Part A States) and princely
States, the share of each Province/State being propor-
tional to its strength in the 3 services at the outbreak
of the war plus the number of recruits provided by it
from the start of the war upto January 1, 1945. Since
November, 1945, these regional Funds have been admini-
stered by the Indian States through Trusts as desired by
the Government of India.

The Government of India had laid down that the
corpus of the Fund in each State (Part A) would he
spent on the collective benefit of ex-service men (other
than Indian Commissioned Officers) recruited during the
'war and their dependants, and that the entire Fund be
-exhausted within 25 to 30 years. The facilities available
from such Funds have comprised :—

(a) scholarships and stipends,

(b) provision of amenity huildings, libraries, ete.,

(c) special measures for the health of soldiers’
families,

(d) group schemes such as (i) co-operative work-
shops, (ii) co-operative buildings, (iii) pur-
chase of agricultural implements, bullocks,
ete., in connection with crop farming,

(e) special technical training facilities, and

(f) grants in connection with group' schemes of
rural housing for the benefit of, and to he
undertaken by, demobilised men,*

* Source : “The U.P. Post-War Services Reconstruction
Fund Trust and the Ex-Service Men” (1947), Sections 1, 2 & 5.
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The Ex-Service Women’s Welfare Fund is another
government agency for helping veterans’ affairs. It is
operated through a Central Committee in Delhi which
works through the regional Committees set up in the
States. The objects of the Fund are : (a) to enable ex-
service women lo complete courses of education and
training, (b) to help ex-service women in distress, and
(e) to assist ex-service women resettle in business or
self-employing occupations by furnishing them with a
small amount of working capital, raw materials, tools,
ete.

The Defence Services Rehabilitation Organisation
was set up by the Central Defence Ministry after the
Partition to administer financial and other types of aid
to displaced ex-servicemen from Pakistan.

In 1951 the Government prepared a scheme which
would link the rehabilitation of demohilised personnel
with the Grow More Food Campaign. A total of 2,26,000
acres of land in U.P., Madhya Bharat and Bhopal was
earmarked for colonisation by ex-soldiers. Finance was
to be supplied for much the larger part by the Central
Government and the State (lovernments in the shape of
loans and grants, and part of it was to come from the
Post-War Services Reconstruetion Fund Trusts.®

Fairly large sums have been disbursed through the
machinery of the Fund Trusts. But the Ex-Service
Women’s Welfare Fund has all along suffered from
financial stringency. In comparison with what is being
done in some foreign countries, the structure of veteran
financing in India indeed looks rather narrow in scope.

¢ Fastern Economist, May 18, 1951, p. 806.



FINANCING IN SPECIFIC SPHERES 47

So far ax we know, there is no arrangement for govern-
ment guarantee or insurance of loans granted by non-
government financing agencies to eligible veterans to
enable them to purchase or build homes, buy farms or
business property, as in the U.S.A. The structure is far
less elaborate than in Canada where veteran financing
is done by various devices like grants, allowances, pen-
sions, long-term re-establishment credits, insurance and
guarantee of private loans.” In Canada, it is the Depart-
ment of Veterans’ Affairs (1944) which administers legis-
lation concerning ex-service personnel, whereas in the
U.S.A,, this task is performed by the Veterans’ Admini-
stration, a special agency. The Indian system comes
nearer to the 10.S. than to the Canadian one in that the
major burden of financing has heen horne by specialised
government ageneies than by government departments.

The system’s work so far, though inadequate, is
laudahle. Thix inadequacy is really a consequence of
budgetary stringency. One noticeable feature of State
aid in India, as in Canada and to some extent in the
TU.S.A., is the stress upon resettlement in farming and

small business.
III. Aviation

The formulation of a sincere and many-sided plan
of financial aid to the aviation industry is as much a
post-Independence phenomenon as the rapid growth of
the industry itself. Post-war State aid to the industry,
prior to its nationalisation in 1953, had chiefly assumed
the following forms—guaranteed payments under air
mail agreements (to the Air India and the Indian

7 “Canada 1949”, Dept. of Trade & Commerce, Ottawa.
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National Airways), rebates and subsidies, indemnifica-
tion against losses, long-term loans at 412 %, participation
in capital, and various technical services.® But the
financial weakness of nearly all private air-transport
companies persisted in the face of continued State aid.
This did not in any way suggest that Government action
was extremely inadequate but rather that the lasting
solution to the chronic financial problem of the sub-
marginal units of this vital industry lay in nationalisation
followed by thorough rationalisation.* The industry was
taken over by the State in 1953, The story of State aid
to private enterprise in the aviation industry at present
evokes only a historical interest.

IV. Housing

There is 1o country in the world where the Govern-
ment has not facilitated house-financing in some way or
other. In India, private house building had received
State aid long before World War IL. Pre-war assistance
chiefly took the form of helping co-operative honse-
building by the State Governments. A second form of
assistance was to make long-term loans available to the
peasant for erecting houses on his farm under the Land
Tmprovement Loans Act, 1883 (cf. the provision for
advancing home loans to farmers in Canada under the
Farm Improvement Loans Act, 1944), and this was also
done by the States. Further, some State Governments
used to supply loans to their officers, for periods seldom

8 Source : Office of the Director-General of Civil Aviation,
Memo. No. ATI/20-295 of Sept. 27, 1951, and the Statesman,
Feb. 10, 1952. ® .

# Author’s opinion as expressed in his original thesis submitted

in 1952.
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exceeding 5 to 6 years, to enable them to own houses,
But the volume of the aid variously given was too small
relative to requirements. Nor was the job done in a
planned or systematic way.

The war and the partition not only seriously accen-
tuated the problems of construction in the face of
increased demand for housing facilities, but introduce
new difficulties requiring treatment on a special, emer-
gency basis. The post-war organisation of State finane-
ing, accordingly, came to be divided into two parts : the
first embracing the pre-war structure of normal-time aid
with a few additions the most important one being the
programme of industrial housing, and second comprising
special measures to support house construction and
purchase for and by such emergency-groups as the war
veterans and refugees from Pakistan. The responsibility
does not rest entirely on the State Governments. On the
contrary, the larger burden is at present being carried
by the Central Government. Viewed as a whole, the
system has undergone a transformation both in size and
character. More significant still, government policy has
received a fundamental re-orientation since the Second
World War in that the entire programme is now being
implemented according to definite, planned targets, and
not spasmodically as in the past.

Financing Co-operative Housing

The most important component of the structure of
normal-time aid to private housing comsists of the
various measures by the State Governments to help co-
operative housing. Apart from inter-State variations
in terms and conditions, financial aid to co-operative

4
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housing has generally assumed the forms of interest-
hearing as well as interest-free loans, grants, subsidies,
special tax-concessions and free technical guidance,
Regional Housing Boards exist in several States of India,
c.g., Bombay, U.P., Madhya Pradesh and Hyderabad, to
facililate the work of the co-operative house-construction
societies (of course, they perform other more important
tasks). Inthe First 5-year Plan provision has been made
for the creation of a Central Housing Board (comparable
with the Federal Housing Administration of the U.S.A.)
to supervise and co-ordinate the activities of the Regional
Boards according to certain general principles.®

In Bombay, co-operative housing societies construct
ing “standard type” tenements in the 5 major industrial
towns get loans at 3% or %4 % less than the government
horrowing rate, whichever is higher, while societies
huilding larger tenements get loans at 1% above the
Bank Rate, provided the latter is not lower than the
government borrowing rate. The maximum permissible
loan in any individual case is Rs. 5000 per tenement in
Bowmbay City and suburbs, and Rs. 4000 elsewhere. The
maximum duration is 35 years. These societies cater
chiefly to the needs of the middle classes. The Govern-
ment finances, under a separate scheme, societies
-organised by the backward classes through interest-free
loans, subsidies and free distribution of available public
lands. There is a Co-operative Housing Finance Corpo-
ration in Bombay.!* In Madras, the Government assists

9 Source : Reserve Bank of India, ‘“Co-operative Housing”
{1950) and the “Review of the Co-operative Movement 1946-48" ;
the First Five Year Plan, ch. xxxv.

10 “Co-operative Housing”, and Eastern Economist, Feb. 9
and July 18, 1951.
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co-operative housing societies, under a planned pro-
gramme, with loans, not exceeding 20 years in duration,
usually carrying a 34% interest rate. In Mysore, such
long-term loans have been advanced at different rates
like 3%5% and 5%. Housing co-operatives are assisted
also by other State Governments, e.g., U.P. and the
Punjab(I).)* But with the exception ol Bombay and
Madras, the size of assistance given in other States has
heen as small and limited as the development of co-
operative housing itself. And what has been the record
of co-operative housing ? In the words of the Planning
(ommission, “Co-operative housing societies have
attempted, to a limited extent, to provide accommodation
for middle and low-income groups.” The Planning Com-
ission have recommended large-scale lending by the
(‘entral Government o housing co-operatives at cheap
rates through the State Governments. They have laid
“special emphasis on co-operative housing societies not
only because they can mobilise private capital, which
otherwise would remain dormant, but because they open
the way for aided self-help in the construction of houses
which should he encouraged for reducing the cost as
much as possible.”

Techniques of aid to co-operative housing in India
may be compared with those in some foreign countries.
Notahle examples of countries where Governments make
long-dated loans o co-operatives at cheap rates are
Sweden and Denmark. Subsidies to keep down house-
building costs constitute an important method of aid
in Sweden, Denmark and Switzerland. Another method

11 «“Co-opperative Housing'.
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is the grant and acquisition of land. Technical assist-
ance is also supplied in many countries, In Australia
the Government guarantees repayment of loans taken by
societies from private financial institutions. In the
U.S.A., the Federal Government constructs houses at its
own costs and offers them to groups organised on the
basis of self-help.

The Industrial Housing Scheme

To the normal-time mechanism of private house-
financing was added, in the post-war period, a new
important item in the shape of an Industrial Housing
Scheme, sponsored and supported by the Uovernment of
India. In pursuance of the programine of house-building
suggested in the Industrial Truce Resolution of Decem-
ber, 1947, and announced as a part of the Statement on
Industrial Policy on April 6, 1948, the Government of
India drew up in 1949 a Scheme in terms of which the
capital required should be provided to the extent of two-
thirds as an interest-free loan, repayable within 20 years,
by the Government of India and one-third by the State
Government or an employer sponsored by the latter.
Employers’ contribution would be in the form of rent for
quarters allotted to their workers (which should not
exceed 3% of the total cost). Employees’ contribution
would be in the shape of rent for their quarters which
would be 20% of their wage. Houses built were to be
the property of the owners.'? Under this Scheme, a sum
of Rs. 1 crore was advanced as loan to several State
Governments (Rs. 75 laks to Bombay, Rs. 10 laks each

12 Government of India, Ministry of Labour, Letter No. Fac.
32(80), of April 13, 1949.
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to Orissa and Madhya Pradesh, and Rs. 5 laks to Bihar)
in 1950-51 and Rs. 1°68 crores in 1951-521%,

The 1949 Scheme was abandoned towards the end
of 1951 owing to unsatisfactory response from the State
(Governments and employers, and a new plan was evolved
instead early in 1952. This plan provided for subsidies,
instead of loans, to employers spdnsored by the State
Jovernments, The Central Government would subsidise
construction to the extent of 20% of the total cost if
employers complied with the prescribed conditions,
according to which the rent recoverable from a worker
should work out at 2% of the total cost but should not
exceed 10% of the total earnings of the worker and the
members of his family.™

But even this scheme had to be changed within a
very short time. In September, 1952, the (lovernment
of India announced a revised Industrial Housing Scheme
for 1952-53, meant to provide accommodation for indus-
trial workers through the agency of State (tovernments,
Statutory Housing Boards where they existed, employers
aud registered housing co-operatives of workers. Over
Rs. 7 crores were allotted for the construction of 28,500
tenements. The State (jovernments were to receive
grants totalling Rs. 373'50 laks, half of it as subsidies
and the rest as loans at 414% per annum repayable in
95 years, employers and housing co-operatives for
workers Rs. 137°25 laks as subsidies and Rs. 205°875 laks
as loans, at 434% and 414% respectively, repayable in

18 Government of India, Ministry of Labour, Letter No. LWI-
Dy. 6281 of Oct. 27, 1951, and the Statesman, Nov. 12, 1951.
14 Source : P. C. Jain, “Problems in Indian Economics”

(1955 ed.), p. 192.
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15 years. The loans and subsidies to employers would
be given direct by the Government of India, whereas
loans to local hodies, co-operatives and Housing Boards
were to he made through the State Governments con-
cerned who would guarantee them.” As the new plan
put relatively lesser financial burdens on the State Gov-
ernments and employers, it was expected to meet with
greater success. In a revised scheme the loan-cum-sub-
sidy programme has been extended upto March 31, 1956.
The revision raised the maximum duration of the loans
to co-operatives to 25 years. According to the Report
of the Central Ministry of Works, Housing and Supply
for 1953-54, Rs. 4'04 crores were granted as loans and
Rs. 3'7 crores as subsidies upto the end of January, 1954.
In August 1954, the Government of India sanctioned
Rs. 3°14 crores for loans and subsidies.!®

Other Developments

The problem of rural housing, somewhat different in
nature from that of urban housing, has come to receive
the attention of the State in recent years. For it is also
a vast one, involving as it does some 83% of the entire
population of the country. In the First 5-Year Plan it
has been suggested that the State Governments should
provide funds for house construction in rural areas “by
issuing interest-free or long-term loans”.

Recently a very welcome addition has been made to
the normal-time machinery of financing private housing.
The Central Government has announced (in 1954) a

15 The Statesman, Sept. 25, 1952.
16 Source : . P. C. Jain, op. cit., p. 194.
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scheme® under which funds will be placed at the disposal
of the State Governments for lending to co-operatives or
even private individuals on the security of land and
buildings. An individual may get a sum upto Rs. 8,000
at 4% % as a long-term loan so that he may have a house
of his own. This measure is bound to act as an incentive
to private house huilding.

Financing Emergency Housing Schemes

The Second World War and the Partition created
certain groups of people whose housing problems, because
of their complicated and urgent character, required solu-
tion on an emergency basis. Kx-service personnel and
refugees are the two most important emergency groups
arising out of the War and the Partition respectively.
As regards war veterans’ housing, no separate scheme
exclusively intended to supply housing finance exists.
Housing finance is granted as a part of the general assist-
ance measures for ex-service men and women which we
have already discussed and need not, therefore, repeat
here.

The experience of refugee house financing would be
studied in details in a subsequent chapter on refugee
financing. It would suffice to point out here that one
important feature of rehabilitation finaneing is the
Central programme of setting up Housing Finance Cor-
porations on a State-cum-private-ownership basis.

Aid by way of subsecription to the share capital of
house building and/or financing institutions has been
extended to an appreciable extent in Belgium and the

* Hindustan Standard, 1954 Suppleme-
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U.S.A. In Belgium, the State and local bodies have
participated in the ownership-capital of “approved”
building societies. In America, the Federal Government
has subseribed to the shares of the 12 Federal Home
Loan Banks, while the Reconstruction Finance Corpora-
tion (a government agency) has contributed to the
capital of the National Mortgage Association. But
whereas the Indian Housing Finance Corporations con-
struct houses for xale on hire-purchase terms, the U.S.
Home Loan Banks do not undertake direct building.

Conclusion and Remarks on Housing Finance

Viewing the system as a whole, it becomes evident
that by far the largest portion of the financing is done
by government departments directly and only a small
part is handled hy specialised agencies. Nevertheless,
the recent trend points towards a gradual change-over
to the institutional approach. This is in keeping with
the broader international trend of creating State-aided
agencies specialising in housing finance as evinced in
advanced countries of the west. The system of the 12
Federal 1lome Loan Banks supervised and co-ordinated
by the Federal Home Loan Bank Administration together
with the Federal Housing Administration in the U.S.A.
furnishes perhaps the best illustration of such speciali-
sation. We conclude by suggesting that the Indian
system can be broadened by conferring powers of finane-
ing house construction and purchase upon the State
Financial Corporations in order to supplement the
undeveloped and inadequate co-operative machinery.



CHAPTER V

THE INDUSTRIAL FINANCE CORPORATION
OF INDIA

The creation of the Industrial Finance Corporation
of India in 1948 represents a major attempt on the part
of the Government of India to explore a wider and more
desirable horizon in the sphere of public assistance to
private industry. Already before the Second World War
in some regions of the world, the era of departmental
financing of private enterprise had been gradually trans-
formed into one of aid mainly through specially created
government financial machinery. In the Kurope of the
’twenties the experiment chiefly took the shape of con-
stituting industrial mortgage banks in which the Govern-
ments concerned accepted financial stakes in several
forms. In the ’thirties interest shifted on to the flotation
of industrial finance corporations, although, really speak-
ing, the epoch in which the task of organising such cor-
porations was to be undertaken on a truly large and
almost international scale was deferred until the *forties.
Both these mortgage banks and the finance corporations
are institutions specialising in industrial financing, and
the object of both is the same, viz, to render. generally
long and intermediate-term financial aid to private
industries, especially small and middle-sized concerns
which in every country confront the greatest difficulty
in securing sufficient capital at reasonable cost. But the
fundamental distinction between these two institutional
types lies in that in contrast to the industrial finance
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corporations, the industrial mortgage banks have not
usually combined the business of loan-making with that
of facilitaling ownership capital. The concept of the
I.F.C., wider than that of the I.M.B., has been found
suitable by a large number of countries in hoth hemis-
pheres for the purpose of accelerating industrial develop-
ment on a mixed-ecopomy basis. As examples of existing
public or semi-public industrial finance corporations
working on a national®* scale, we might mention, besides
the LF.C. of India, the Industrial Finance Corporation
of Pakistan, the Reconstruction Finance Corporation of
the U.S.A., the Industrial Development Bank of Canada,
the Industrial and Commercial Finance Corporation, and
the Finance Corporation for Industry of Gireat Britain,
the Industrial Finance Department of the Commonwealth
Bank of Australia (for all practical purposes a separate
institution), the Reconstruction Finance Bank of .Japan,
and the Industrial Banks of a number of Latin American
countries.t An important characteristic of such LF.C’s
—one which distinguishes them from another class of
public financial agencies, viz.,, the industrial development
corporations which some backward and under-developed
States of the world such as, Pakistan, South Afriea,
several South American States, and very recently India,
have created—is that they do not as a rule undertake the
business of themselves setting up and running, tempo-

* And not regional.

t Some small countries have found it economical and other-
wise convenient to invest their national industrial finance corpora-
tions with powers to finance agriculture and other non-industrial
activities, for instance, the State Advances Corporation in New
Zealand and the Rehabilitation Finance Corporation in the
Philippines.
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rarily or permanently, industrial concerns, over and
above that of helping private concerns.

Though the Indian LF.C. was set up as late as 1948,
the notion of a State-aided specific financing machinery
is much older in India. The Industrial Comission of 1918
recommended an institution on the analogy of the
Industrial Bank of Japan (1902). * A similar idea was
reborn in the deliberations of several Banking Inquiry
Committees a decade later. Of course, some of the Pro-
vincial Banking Inquiry Committees and the majority of
the Indian Central Banking Inquiry Committee were in
favour of regional, instead of all-India, bodies. In the
wake of these reports Dr. P. S. Lokanathan, in his classic
work “Industrial Organisation in India” (1935), sup-
ported the case for provincial industrial banks of the
type which flourished in Giermany after the First World
War, carrying on hoth deposit and investment banking
businesses, and concentrating chiefly on railroads and
public utilities. The ‘foreign experts’ of the Central Bank-
ing Inquiry Committee had desired an agency, somewhat
akin to Lokanathan’s, to help exclusively public utilities
on an all-India basis. A few years later Dr. S. K. Basu,
another respectable writer on industrial finance, in his
incomparable book “Industrial Finance in India” (1939)
voiced the opinion that an organisation, closely modelled
on the lines of the Post-World-War I industrial mort-
gage banks of FEurope, would be eminently suitable [or
India. During the ’forties the trend of discussions
gradually shifted from the concept of a purely LM.B, to
that of an LF.C. But whatever the character of the
organisational type advocated, the debate had all along
emphasised the need for specialised government agencies
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to make available long-dated finance to small business,
the worst sufferer from the chronic inability of our pri-
vate financial mechanism to supply industrial enterprise
with all the requisite money.

The T.F.C. of India sprang into existence on July 1,
1948, amid such a historical setting. The purpose of the
Corporation, in ternis of the preamble to the Industriai
IFinance Corporation Act of 1948, is one of “making
medium and long-term credits more readily available to
industrial concerns in India, particularly in circum-
stances where normal banking accommodation is inap-
propriate or recourse to capital-issue methods is
impracticable.” The object is evidently to supplement,
and not supplant, the inadequate private financial
organisation.

The authorised capital is Rs. 10 crores, Rs. 5 crores
having heen issued in the first instance. The share-
holders are the Central Government, the Reserve Bank
of India, scheduled banks, co-operative banks, insurance
companies, investment trusts and other financial insti-
tutions, but no individual. The Central Bank and the
Reserve Bank may transfer their shares to the other
holders. The practice of leaving out individual investors
lias alto heen pursued by several foreign industrial
finance corporations, e.g., the British I.C.F.C. and the
I.C.1., the Pakistan Industrial Finance Corporation, the
1.D.B. of Canada, and the R.F.C. of the U.S.A.

Under Section 5 of the LF.C. Act, 1948, the Central
(iovernment has guaranteed a 214 % dividend per annum
on the share capital. The Corporation can supplement
itx resources by selling bonds guaranteed by the Central
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Government as regards principal and interest. Tt can
accept deposits from the public up to Rs, 10 crores on
certain conditions. The old Industrial Bank of Japan
used to cultivate this practice on a large scale. But some
finance corporations, e.g., the F.C.I. of (reat Britain,
do not carry on deposit business. The amendment of the
LF.C. of India Act in December, 1952, (a) empowered the
Central Government to guarantee loans in foreign cur-
rency which the I.F.C. may seek from the [nternational
Bank for Reconstruction and Development or otherwise
for the purpose of lending to industrial concerns, (h)
authorised the LF.C. to borrow from the Reserve Bank
against (lovernment securities for short periods not
exceeding 90 days and also to get loans from the same
upto Rs. 3 crores for periods not exceeding 18 months
against bonds and debentures issued by the LF.C. or
against such other security as may he required hy the
Reserve Bank, and (¢) provided for the creation of a
Special Reserve Fund rising upto Rs. 50 laks.

Nationalised industries have been expressly excluded
from the province of the LF.C. But this does not imply
that it can help all sorts of private industry. According
to the 1948 Act, it can assist only public limited com-
panies and co-operative societies engaged in the manu-
facture or processing of goods, or in mining, or in the
generation and distribution of electricity or any other
form of electric power. An identical limitation has been
placed on the Pakistan LF.C. But the Canadian [.D.B.
and the English I.C.F.C. have not excluded partnerships
or private limited companies from their scope. The
amendment of 1952 has enabled the LF.C. to assist

shipping companies.
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Section 23 of the 1948 Act empowers the Corporation
to help private industry by the following devices :—

(i) Guaranteeing loans raised by industrial
concerns which are repayable within 25 years
and floated in the public market ;

(ii) Underwriting the issue of stock, shares,
bonds aind debentures issued by industrial
concerns ; and

(iii) Making loans or advances to, or subseribing
to the debentures, but not shares, of indus-
trial concerns, repayable within 25 years.

No accommodation is to be allowed hy way of
guarantees or loans unless it be secured by sufficient
pledge, mortgage, hypothecation, or assignment of
(fovernment or other securities, or other tangible assets.
According to the original Act, aid to a single concern
could not exceed 10% of the paid-up share capital of the
1.F.C. or Rs. 50 laks, whichever was larger. The Amend-
ment of 1952 raised the maximum limit of a loan to
Rs. 1 crore. Similar ceilings upon the size as well as the
duration of assistance have characterised such corpora-
tions all the world over. Indian legislation has not, how-
ever, explicitly fixed any minimum size or duration of
the LF.C. aid. This implies that the LF.C. would be
able to supply even current finance if circumstances
require, and in India circumstances have not been rare
when a panic-stricken money market has failed to pro-
vide short-term funds even to well-established concerns.

The IF.C. cannot directly subscribe to shares and

stocks of any public limited liability company. The
same is the case with the Pakistan LF.C. and the Indus-
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trial Bank of Venezuela. On the other hand, a large
number of similar financial institutions abroad, e.g., the
Reconstruction Finance Corporation of the U.S.A., the
Canadian 1.D.B., the British L.C.F.C. and the F.C.I,, the
Reconstruction Finance Bank of Japan, the Industrial
Finance Department of the Commonwealth Bank of
Australia, and the Industrial Credit Bank of Argen-
tina, possess the power of direct contrihution to
share capital. The policy of several of these agencies,
however, ix not to retain these shares for ever hut rather
to attempt their transfer to the public at propitious
times so ax to he able to release their valuahle funds for
re-employment.

The 1.F.C. of India at Work

The 1.I.C. of India has not undertaken any under-
writing operations up till now (i.e,, up to 1954). An
identical explanation hasx heen given in all the Annual
Reports, namelv that, the 1.F.C. does not deem it advis-
able to accept such commitments under the existing
unsatisfactory conditions of the financial market. Nor
has it done any guaranteeing business so far. For the
present it has concentrated on the loan-method of
assistance.

During the six years ended June 30, 1954, loans
worth Rs. 20'74 crores were sanctioned, out of which
Rs. 259 crores were declined by the applicants and
Rs. 67 laks were withheld by the I.LF.C. The rate of
interest charged by the Corporation was, until the end
of 1951, 514, %, with a rebate of 1%, if the interest and
the instalments of principal were paid on due dates.
Tt is 614% at present, with, of course, a %% conditional
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rebate. During the six-year period as a whole, the
largest amount of loan, namely Rs. 3°07 crores, was
granted to the cotton textile industry. Other important
recipients are the cement and paper industries. Out of
the 137 applications (by 108 companies) which were
sanctioned since the commencement of the LF.C. upto
June 30, 1954, the largest number, 78, was for amounts
of less than 10 laks each. There was just one loan
hetween Rs. 90 laks and R«. 1 crores. There is no legal
bar to the granting of current finance, and the LF.C.
has actually allowed, where necessary, reasonable
amounts for working ecapital purposes to new firms in
addition to their block capital requirements.

Critical Examination of Powers and Operations

Six years of I.F.C, financing afford some opportunity
to offer criticisms of I.F.C. policy and indicate desirable
courses of action suggested by the needs of an economy
having no developed money or capital market. Such
criticisms are capable of a three-fold classification :
(a) ecriticisin of assistance rendered under legally
permissible powers, (b) criticism of these very powers
determining the scope of the LF.C., and (c¢) miscella-
neous criticism aimed at the structural features of the
1.F.C.

(a) In constrast with the policy of the majority of
similar institutions abroad, the LF.C. of India’s policy
has been to confine attention to large-scale industry. But
the financial difficulties of large-scale industry have not
disappeared to any remarkable extent under the impact
of its operations so far., The composition and size of
LF.C. assistance are quite inadequate. Abstention
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from guaranteeing and underwriting, whatever the
reasons, has simply strengthened the notion that the
LF.C. wants to be no better than a fair-weather friend
of private industry. The utter inadequacy of the size
of the loans will he evident from the fact that more than
H0% of the horrowing concerns received loans not exceed-
ing the Rx. 10-lak limit. The cotton textile industry has
s0 far received Rx. 3°07 crores from the LF.C., whereas
“on a conservative estimate, cotton mills in Bombay city
alone would need more than Rx. 100 crores 1o carry out
their rehabilitation programme.”* The extent to which
large-scale enterprize can pin much hope to the LF.C.
can be eaxily guessed. )

The terms and conditions of the loans have also been
criticised. Insistence on the personal guarantee of the
managing agent is really a rigorvous condition. But the
complaint of high interest rates is not, in general, valid.
Of course, lower rates in special circumstances and cases
are desirable. The Shroff (fommittee has recommended
that where the LI.C. is satisfied that the managing
agent has a reasonable financial stake in the company
to which a loan is granted, and is also regarded as
eligible in other ways, the additional guarantee of the
managing agent need not he insisted upon.

It is surely not too much to expeet an all-India
institution like the LF.C. of India to promote through
its operations a balanced regional dispersal and develop-
ment of industry, especially when some such thing is
held as one of the objectives of industrial policy hy the

* “Facts about the Cotton Mill Industry of India” (1958),
the Millowners’ Association, Bombay.

6
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Government of India. But in practice, the Corporation
has done its opposite. Its loans have heen given mostly
to the already heavily industrialised States of the

Union.t

There appears to he no good reason as to why the
LF.C. should not commence the husiness of loan-
guaranteeing now that dear money has staged a come-
back. It may be suggested that a re-adaptation of the
Reconstruction Finance Corporation Plan for “Blanket
Participation Agreements” of March 1, 1945, or that for
“Small Loan Participation”, which succeeded the former
on its termination in January, 1947, to the needs of big
business might prove of immense utility in India. These
guarantees in the U.S.A. were given in connection with
bank-made industrial loans of certain size and maturity.

(b) But even if the LF.C. had fully cultivated all
the legally permissible methods of financial aid, it could
not have met all the vital requirements of Indian indus-
try. For larger defects have heen found, not in any con-
servative application of the 1948 Act hy the Corporation,
but in the Act itself. First of all, the Rs. 50-lak limit
upon the maximum size of permissible loan to a single
concern had seriously reduced the Corporation’s import-
ance as a financier of large-scale industry. KEven the
present limit of Rs. 1 crore is grossly inadequate.
Perhaps it is this factor which partly explains the
approach by some key industries in India (e.g. iron and
steel) direct to the Government of India for loans to
carry out their expansion and modernisation pro-
grammes. The Shroff Committee has rightly argued

t Viz., Bombay, West Bengal, and Uttar Pradesh.
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that the Rs. 1-crore limit should be relaxed in the case
of key industries. Secondly, and this is erucial, the ban
on direct subseription to share capital has snatched the
largest slice away from the utility of the LF.C. in the
sphere of long-term production finance. The LF.C. of
Pakistan, India’s next-door neighbour, is no doubt
subject to a similar prohibition of the direct participa-
tion business. But we cannot be blind to the fact that
this deficiency of the Pakistan Industrial Finance
Corporation has been amply made good by the creation
of the Pakistan Industrial Development Corporation
empowered to participate in the ownership capital of
private industry. Until quite recently, India has had
no such development corporation. In 1952 this author
wrote, “If the Government of India is not keen on setting
up a similar industrial development corporation in the
near future to supplement the LF.C. of India, it should
consider the case of rendering the LF.C. Act of 1948
more broad-based by ineluding a clause authorising the
Corporation to participate, whenever necessary in the
national interest, in the risk capital of private industry.”*
Now that we have two industrial development corpora-
tions there is no longer any need for enabling the I.F.C.
to purchase shares. But at the same time he ix forced
to point out that there is little logic in keeping the LF.C.
off from direct participation after empowering it to
undertake underwriting which is no lesg f N{"zylght with
risks. o 3

(c) The absence of a technical p\petf) staff to carry
on research work is certainly an organisational defect

* Vide my article “The Story of the Industrial Finance
Corpontlon of India”, Calcuita Review, March 1052.
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of the LF.C. of India.t But this is partly recompensed
by the fact that the Corporation is getting the servicer
rendered by the Council of Scientific and Industrial
Research in examining the technical aspects of proposals
for aid. It is also bheing assisted by the various
Central Ministries in this respect. It seems, then, that
the creation of a separate Department of Economic
Research, as in the British I.C.F.C,, is not at present a
very important prohlem.

Conclusion

The LF.C. of Tndia has proved a misnomer in
practice. It has been working virtually as an industrial
mortgage bhank. It has not even cultivated all its
statutory powers. This state of affairs should end ax
early as possible. The Corporation may f[urther he
considered as an integral part of our central banking
system so that its policy may be always well-co-ordinated
with the financial part of our development plans whose
best executor is certainly the central hanking institution
in any country.t

t Specially stressed by Dr. S. K. Basu in his “Industrial
Finance in India”, ch. xv.

} Sources from which data about the foreign agencies ciled
in this chapter have been collected : Report of the EACF Com-
mittee on Industry and Trade (8rd Session, Feb. 1951) ; U.N,,
“Economic Development in Selected Countries” Vol. I and Vol. II,
and “Economic Survey of Asia and the Far East, 1948” ; and

S. K. Basu, “Financing Post-war Industry” (1948).



CHAPTER VI
THE TWO INDUSTRIAL DEVELOPMENT
CORPORATIONS

lecently, two all-India institutions have been set
up which will have far-reaching effects on the develop-
ment of our economy in future. The first is the
National Industrial Development Corporation wholly
sponsored, owned and managed by the Government of
India, and the second is the Industrial Credit and
[nvestment Corporation, privately sponsored, but sup-
ported and assisted by the Government of India. The
decision to establish the N.I.D.C. was taken by the
National Development Council in October, 1953, as a
part of the expansion of the First Five-year Plan. Such
a step was but inevitable. In the under-developed
economies of Asia and the Far-East, with capital
markets either inadequate or virtually non-existent,
financial agencies are required not only to lend to
existing enterprises hut also to initiate, underwrite, and
participate in new undertakings, so that a broad-based,
diversified industrial development may take place and
the pace of industrialisation itsell accelerated with
consequent increase in real income and employment.
As early as Mareh, 1952, when the First Five-year Plan
was still in the preparatory stage and financial econom-
ists in the country were failing to extend their imagi-
nation beyond an IF.C. authorised to subscribe to
industrial shares, the present writer had the boldness
to declare, the Indian LF.C. should be empowered
not only to participate in risk and ownership capital of
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...... companies, but also to float its own companies in
industries where private investment is not forthcoming
at the requisite rate. That is to say, the LF.C. should
be converted into an Industrial Development Corpora-
tion unless, of course, the Union (Government is going
to create such a Corporation, in addition to the existing
LF.C, as in Pakistan.”® His conclusion was that “it
would not be very surprising if the lesson of the ’fifties
is going to be that the financial interests of Indian
enterprise are best served by specialist government
institutions of a type significantly different from the
existing LF.C. of India with its unduly restricted sphere
of financing.”? This observation was based mainly on
the experience of some of the Latin American countries—
to which I have already referred in the previous chapter
—where the major technique of financing investment in
both the public and the private sectors had taken the
shape of establishing industrial development corpora-
tions. The following were the chief reasons that hal
compelled experimentation with such a technique : (i)
private industries were unable to raise all the requisite
funds owing to the undeveloped or under-developed
state of capital markets; (ii) private enterprise was
rather reluctant to shoulder the risks of pioneering in
certain basic and key industries which, nevertheless,
had to be developed in the interests of the community ;
and (iii) due to this failure of investment to take place
on the requisite scale in the private sector, the unem-
ployment problem was assuming serious proportions.
All these factors have been in existence in this country

1 My article in the Calcuita Review, March, 1952.
2 Ibid.
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for a long time. To these we might add two others in
order to arrive at all the important reasons underlying
the creation of industrial development corporations in
India.t First, the industrial policy of the Government
of India, as announced in April, 1948, has made the
State, and not private enterprise, “exclusively respon-
sible for the establishment of new undertakings” in
certain basic and key industries. Secondly, as a result
of World War II, the entrepreneural class with eapital
is fast disappearing, though entrepreneural skill is
there, and “with individual entrepreneural ecapital
fading into oblivion, the need has arisen for special
institutions to sponsor new industries requiring large
investments and to provide long-term capital needed by
existing industries for expansion and modernisation.”
The declining significance of the managing agency
system deserves special notice in this connection.

Thus, the inability of the financial mechanism to
supply industries, public as well as private, with the
necessary long-term funds, especially risk capital, relue-
tance of private enterprise to venture in new fields under
existing socio-economic conditions, the industrial policy
of the Govt. of India, and the declining role of individual
capital—all these factors invest the new development
corporations with tremendous importance in our indus-
trialisation programme. By the by, this recent develop-
ment also points to the gradual decline of departmental
financing which has already received a severe blow at
the creation of the IL.F.C. of India and its small counter-
parts in several States.

t The State-owned Development Corp. in particular.
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The National Industrial Development Corporation,
a purely government agency, was formally registered on
Oclober 20, 1954, with a share capital of Rs. 1 crore.®
Its capital resources would be augmented from time to
time by advances from the Central Government. More-
over, it can accept deposits and issue debentures. It
will assist any industrial enterprise, firm or individual,
State-owned or private, which will contribute to indus-
trial development. It may set up its own factories, run
them and may transfer them to private ownership and
management after some time. It will also try to develop
mines and land, set up and maintain research agencies
and experimental workshops. It will take particular
interest in the development of basic and capital goods
industries where private capital may not be forthcoming.
Tt will supply real capital in the form of equipment,
facilities and technical aid, and loan and risk capital by
subseribing to as well as underwriting industrial shares
and debentures.*

The Tndustrial Credit and Investment Corporation
was set up in January, 1955. Its paid-up capital is
Rs. 5 crores,t of which Rs. 3'5 crores will be subscribed
by Indian investors—institutions and individuals—and
of the halance, two-thirds will be taken up by British
investors and one-third by U.S. investors. It is a
privately owned and managed institution, having the
support of the Govt. of India and the International
Bank for Reconstruction and Development. The Central

3 Information supplied by the Govt. of India.

4S. K. Basu, “Industrial Development Corporations” in the
Indian Journal of Commerce, Vol. VII, no. 28, 1954.

t Authorised capital is Rs. 25 crores.
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Government has placed at its disposal Rs. 74 crores
from the counterpart funds arising out of the American
economic aid under the technical assistance programme
as interest-free loan for 15 years and repayable after
this period in 15 equal annual instalments. The I B.
R. D. has agreed to give it a loan of $10 mn. guaranteed
by the Govt. of India. « :

The I. C. I. C. will encourage industrial develop-
ment in the private sector hy making loans either for
the establishment of new industries or for the expansion
and rehabilitation of existing ones. It will participate
in the share capital of concerns promoting new ventures
or underwrite the issue of such concerns. In addition,
it will, if necessary, supply them with technical know-
how by getting experts from abroad. It will not
attempt to have a controlling interest in the capital
structure or management of the industries concerned.
“As the object of the Corporation is not to own indus-
tries but to help in establishing as large a number of
them as possible, it will dispose of the shares or
debentures it takes up whenever possible. By doing
so, it will he in a position to keep its assets constantly
revolving.” Thus, while the N. L. D. C. will hoth run
and assist industries, the 1. C. I. C. will chiefly assist,
and not run, industries in the private sector. So far
as the financing of private industry is concerned, the
1.C. I C. looks more important than the N. I. D. C. But
the employment potential of the latter is much greater.
If these two agencies can do nothing except augmenting
the meagre <upply of technical know-how and managerial

5 Commerce, Nov. 20, 1954, p. 953.
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services in this country, they will have rendered
yeomen’s service to the cause of industrialisation indeed.

Industrial development corporations exist in most
of the States of under-developed Latin America, in South
Africa and Pakistan. We already have referred to
them in Chapter V. A brief analysis of some of these
industrial developmfent corporations would be very
useful in appraising our own Corporations. Institutions
which are statutorily industrial development corpora-
tions, or virtually so, are at work in Mexico, Argentina,
Bolivia, Venezuela, Puerto Rico and Colombia. There
is a Federal Industrial Development Commission (1944)
in Mexico which plans, finances, organises and establishes
industries which, although essential in national interest,
have not been set up by private enterprise, and also
contributes a part of capital required by private indus-
tries.® The Industrial Credit Bank of Argentina (Banco
de Credito Industrial, 1944), a full-fledged government
agency, has a special Section, called the Industrial
Promotion Section, which is authorised to direct loans
to industries, market issues of industrial stock and
debentures, form and participate in enterprises, exercise
trusteeship and make grants to further technical deve-
lopment.” The Bolivian Development Corporation (Cor-
poracion Boliviana de Fomento), operating since 1943,
is conceived as an instrument for an integrated economic
development. The State owns 95% of its shares. It
functions through four departments, namely, the Dept.

of Public Works, the Dept. of Agriculture, the Dept. of

SU. N., “Economic Development in Selected Countries”

Vol. I (1947).
T Ibid.
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Mineral Resources, and the Dept. of Industries and
Commerce.®* The Mining Bank (Banco Minero de
Bolivia) of Bolivia (1936) is for all practical purposes
a specialised industrial development corporation. Its
objectives are to develop extractive industry by credits
to enable miners widen their activities, to co-operate in
the exploitation of mineral products with small mining
units, to adopt various measures for reducing produe-
tion costs, to organise mining enterprises, to participate
in private mining concerns, and to disseminate improved
methods to firms.? The Venezuelan Development Cor-
poration (Corporacion Venezolana de Fomento, 1946)
performs the following functions : it increases national
production, discovers new lines of production, and
improves or rationalises those now being exploited, gives
technical and financial aid to public and private enter-
prises for the establishment of new industries and the
improvement of existing ones, and adjusts all these acti-
vities to targets which might he fixed by a (ieneral
Production Development Plan. Besides itself establish-
ing firms, it may assist, with technical services, loans,
participations and guarantees, private enterprises which
initiate or expand any line of national importance.’” The
Production Development Corporation of Chile (1939)"
“is one of the first and most active development corpo-
rations organised in Latin America.” The Industrial
Development Corporation of Pakistan is authorised to
sponsor public companies for a specified group of indus-
tries vital to the Pakistan economy, to underwrite whole
or part of the share capital of such companies, or sub-
scribe, on hehalf of the Pakistan Government, any

8 Ibid. ° Ibid. 10 Ibid. 1! Ibid.
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portion of their issued share capital not taken up by
the public, and itself set up industries which may, in
course of time, be transferred to private ownership and
management.’? In 1950 the Turkish Government decided
to support the creation of an Industrial Development
Bank which would be an exclusively private concern,
and which would stimulate and assist the establishment
of new private industries and expansion or modernisa-
tion of existing plants, encourage and assist the invest-
ment of private capital, domestic as well as foreign, and
assist in the development of a broader security market
in Turkey. (The close similarity between this agency and
the Indian I.C.I.C. is noticeable).’* Utilisation of foreigu
funds is a common feature of some of these development
corporations (e.g. the Bolivian Development Corporation
and the Production Development Corporation of Chile).
In India, hesides the I.C.I.C. which has foreign partiei-
pation in its capital, the LF.C. is also authorised to seek
Joans from the International Bank.

Without investment on a massive scale the problems
of low living standard and unemployment in an under-
developed country eannot be solved. An inereasing
part of this investment must occur in the expanding
industrial sector of agricultural India. A considerable
portion of this investment will be channelled, directly
or indirectly, through the two all-India Development
Corporations. These two institutions represent the
latest trend in the field of industrial promotion and
financing in this country.

12 Report (1951) of the ECAFE Committee on Trade &

Industry (8rd Session).
13 Capital, Sept. 7, 1950.



CHAPTER VII

SPECIALISED INDUSTRIAL FINANCING
MACHINERY IN THE STATES

The most remarkable trend of post-war government
financial assistance to private industry in India is the
increasing attempt to extend such assistance through
newly-organised specialist financial institutions. The
creation of the LE.C. of India in 1948 was the first major
step in this direction since World War II. 1n statutory
terms, there was nothing to prevent this all-India agency
from catering to the requirements of medium and small-
sized enterprises provided these were publie limited com-
panies, or to those of still smaller bhusinessex provided
they were organised on a co-operative bhasix. But in
practice, the Central 1.F.C., quite unlike similar corpora-
tions in some foreign countries like the U.K. and the
UT.S.A,, came to confine itself to the task of financing
large-scale industries only. This exclusion of small
business from the scope of the I.F.C. of India left, thus,
a wide and serious gap in the mechanism of institutional
financing. The plan to fill this gap has taken the shape
of setting up a network of smaller I.F.C.’s, one in each
State, to concentrate exclusively on assistance to medium
and small-scale concerns. The passage of the Small
Financial Corporations Aect in 1951, which has enabled
the States to establish industrial finance corporations
of their own, is evidently an event by no means less
signifieant than that of the LF.C. of India Act in 1948.

Of course, from the historical standpoint specialist
regional government agencies are not in any way
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exclusively post-war phenomena. Industries in Hydera-
bad have been receiving financial aid from the Hydera-
bad Industrial Trust Fund which sprang into existence
as early as 1928. In Bengal, an Industrial Credit Syndi-
cate was brought into being in 1936 with the support of
the Bengal Government to supply long-term finance to
small industries. This institution, having an authorised
capital of Rs. 50 laks, was principally intended to help
industries to be started by ex-detenus trained under the
Government’s Unemployment Relief Scheme for the
Educated Unemployed among the Middle Classes. The
Government granted certain special facilities to the
Syndicate, including an annual contribution towards its
administrative cost. Under the defective management
of a managing agency firm and following an unsound
procedure, the Syndicate failed to attract sufficient
capital from the open market and to render, naturally
enough, adequate financial help to the borrowers. It
was ultimately wound up in 1939 ; and by that time it
had raised only Rs. 1,52,170 worth of capital and
advanced approximately Rs. 87,094 at 6 p.c. Following
the lead of Bengal, the U.P. Government set up the
U.P. Industrial Finance Corporation in 1938, The U.P.
Government agreed to give it 4% on its paid-up capital,
50% of management cost in excess of Rs. 20,000 annually,
and 134% towards its reserve fund on the amount
invested by the Corporation, the liability not exceeding
Rs. 50,000 each year for 15 years. The Government also
guaranteed a tax-free 4% on its shares. Loans were
available from the Corporation for both long and short-
term purposes, and these were confined to industrial
concerns having a capital not exceeding Rs. 50,000. This
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corporation, too, failed to come up to expectations. It
could not secure enough private funds to operate suc-
cessfully, and gradually ceased to function.! In
Travancore, a government agency, namely the Travan-
core Credit Bank, came into being in 1938 for making
both short and long-term loans to industry (as well as
agriculture). It has been functioning ever since.

The unhappy experience of the Bengal and U.P.
institutions did not, however, imply any futility or
undesirability of erecting a specialised industrial
financing machinery with State aid. For it is now clear
that it was the utter inadequacy of State commitments
together with some glaring managerial defects that led
to their undoing. The two Governments concerned dirl
not take up the shares of these two agencies at a time
when the capital market was in a state of virtual
collapse under the impact of the Depression, and private
investors—individuals as well as institutions—were not
finding any government guarantee strong enough to
overcome their high liquidity-preference. In these con-
ditions their starvation unto death became only a
question of time.

During and after World War II, several expert
Committees sponsored specific proposals for financial
agencies in the States, upon a somewhat revised model,
with larger and direct State participation in their
capital resources. The reports of the Bombay Economic
and Industrial Survey Committee in 1940, the Bengal
Industrial Survey Committee and the Industrial Finance

1Source : Report of the Bengal Industrial Survey Com-
mittee (1948), pp. 826-7.



80 STATE FINANCIAL AID TO PRIVATE ENTERPRISE

Sub-Committee of the National Planning Committee in
1948, the Indian Fiscal Commission in 1950, and the
West Bengal State Industrial Finance Corporation
Committee in 1951 may be mentioned in this connection.
The recommendations contained in some of these studies
had beyond doubt influenced the legislation of 1951.
Ior, in it the Goverament of India provided for larger
and direct contributions by the State Governments to
the resources of the new Corporations. Before we pro-
ceed to analyse this new machinery, it would be useful
to say something ahout those few State agencies which
were created in the inter-war period, and which, unlike
the Bengal and U.P. institutions, have heen functioning
with suceess even unto this day.

Financing Agencies other than State
Financial Corporations

The 1Tyderabad Industrial Trust Fund and the
Travancore Credit Bank have already heen mentioned.
These are specialist agencies, different from what is
suggested hy the concept of the LF.C. The Travancore
Credit Bank, incorporated in 1938 with most of the shares
owned by the State Government, is really nothing more
than an industrial mortgage bank so far as its industrial
financing activities are concerned. Loans are given for
both short and long-term purposes, the maximum
duration being 20 years.?

The Hyderabad L.T.F., established in 1928 with a
corpus of Rs. 1 crore, is a unique agency which forms
a class by itself. As a result of annual increases its

2 Letter from the Secretary, T. C. Bank, No. 1595, dated
14-2-1952.
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total funds stood at about Rs. 5-crores in mid-1951, a
substantial portion being the contribution of the Govern-
ment. The income from the Fund is utilised for such
purposes as (1) the improvement and development of
cottage and small-scale industries, (2) industrial experi-
ments and demonstrations, (3) economic and industrial
enquiries within Hyderabad, (4) grants-in-aid to finanee
industrial and technical research Wwork, and (5) grant
of aid and scholarship to youngmen for training in
industrial processes. Private industries are financed by
such devices as loans and contributions to shares. By
mid-1951 the Fund was holding shares of 23 con:panies
of the face-value of Rs. 1,32,18,392, and its loans to joint-
stock ecompanies, firms, individuals and Govt. Depart-
ments stood at about Rs. 340 laks. On average Rs. 1 lak
were the annual outlay on industrial scholarships.
Agencies of 8 concerns were vested in the Fund.?
Fvidently, the T'und is more than a modern L.F.C., for
no such T.F.C. has undertaken so many funections at a
time. Nor can it be compared to indusirial develop-
ment corporation. It is not interested in setting up and
developing, on its own initiative, industries, to he owned
and managed in the initial stages wholly by itself in the
manner of such a corporation. Really, the Fund has no
exact counterpart in any other part of India, il not in
the whole of the mixed-economy world.

In Saurastra, the Government-owned State Banl:
of Saurastra, formed in early 1950 by the amalgamation
of the different State Banks of the covenanting States

- 3 Source : IHyderabad Govt. Bulletin on Economic Affairs,
April-June 1950, and June-July 1951, p. 446.

6
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forming the Union, grants long-dated loans to private
industries whose loan applications have been recom-
mended and forwarded to it by the Industries and Com-
merce Department. The interest charge is 5% per
annum or 2% above the Bank Rate, whichever is higher.
A loan can be made up to 40% of the value of the
buildings and machinery on which the loan is to be
secured. The Goverhment affords the Bank a guarantee
that in the case of default it would pay to the Bank such
sums as might remain uncovered.*

In Hyderabad, a similar agency, namely the
Hyderabad State Bank, has been providing working
funds to various industrial units from long before the
Second World War. Moreover, the Bank has been
financing exports for some time. During 1948, 1949 and
1950, it financed about 75% of the total exports of non-
controlled goods from 1lyderabad.” It is not so easy to
classify these State Banks, which some Part B States
(e.g. IIyderabad, Mysore and Saurastra) possess. They
are quasi-central banks, so to speak. They have really
no parallel in foreign countries.*

There can be no better testimony to the inadequate
character of the assistance rendered by these financial
agencies than the fact that even in the States where
they exist, the Governments concerned have displayed
increasing willingness to set up State LF.C’s on the

42/48
3707
5 Hyd. Govt. Bull. on Econ. Affairs, January 1951, pp. 22-28.
* They assist agriculture, too. These “State-Associated

Banks” are expected to be merged in the new “Stale Bank of
India” in the near future.

4 Finance Dept., Saurastra, Memo. No. - of 2-6-1951,
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lines traced out by the State Financial Corporations
Act of 1951. And some of these States already possess
such Corporations. Inevitably, a considerable part of
the work done by these agencies would be gradually
absorbed into that of the new Corporations. Neverthe-
less, as most of these agencies perform important
functions besides industrial lending, it seems that they
would be able to continue to work even in the future
without largely encroaching upon the field of the I.F.C.’s.

In several States, the Governments have been
financing cottage enterprises indirectly by making loans
and grants to the State Co-operative Banks or similar
co-operative agencies for distribution to industrial co-
operatives of small artisans. But the outlay has been
relatively too small to deserve any detailed discussion
here. So, we can gainfully pass on to the study of the
system of the State Financial Corporations.

State Financial Corporations

In terms of the enabling Act of 1951, an industrial
finance corporation can be established in each State with
an authorised capital between Rs. 50 laks and Rs. 5
crores, to be contributed jointly by the State Govern-
ment concerned, the Reserve Bank of India, and other
private institutions and individuals, the share of private
individuals not exceeding 25% in any case (cf. the
Central IF.C. has no private individual share-holders).
Such a corporation can supplement its share capital by
issuing bonds and debentures up to a certain figure, and
these bonds and debentures would carry the guarantee
of the State Government in question as to the repayment
of the principal and a minimum annual dividend. It is
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puthorised to attract further funds by accepting deposits
from the public to the extent of its paid-up. capital, and
these deposits are repayable after a period of not less
than 5 years from the date of their arrival. Under Sec-
tion 25 of the State Financial Corporation Act, a State
LF.C. can assist an industrial concern, public or private,
“engaged in the manufacture, preservation, or processing
of goods, or in mining, or in the generation or distri-
bution of electricity or any other form of power” in the
following ways :—
(1) by guaranteeing loans, raised by industries,
repayable within 20 years and floated in the
public market ;

(2) by underwriting issue of stocks, shares and
debentures by individual concerns ; and

(3) by making loans or advances to, or subs-
cribing to the debentures of, industries
repayable within 20 years.

All financial accommodation must be adequately
secured. Such accommodation to a single concern can-
not, under Sec. 26, exceed Rs. 10 laks. A State LF.C.
is not authorised to subscribe directly to the shares or
stock of any company (Sec. 28).

The above are the hroad principles which will guide
specific legislation for the creation of a financial corpo-
ration in each State of India. Within these broad limits
it is left to the States to determine the actual ownership,
distribution of capital, organisation and financing
pattern of their respective corporations. At present
State LF.C.’s exist in Madras, the Punjab (I), Saurastra,
Bombay, Travancore-Cochin, Hyderabad, W. Bengal,
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.U.P., Bihar, Madhya Bharat, Assam and Rajasthan. The
Madras agency, called the Madras Industrial Investment
Corporation, was incorporated on March 26, 1949, with an
authorised capital of Rs. 2 crores, the Madras government
having taken up 51% of the shares and guaranteed upon
the rest a minimum annual 3% subject {o tax. As the
corporation was set up prior to the 1951 legislation, a
clause had to be put into that legislation providing for
the operation of the Corporation as a State LF.C. within
its meaning.* The particulars relaling to the date of
establishment, capital structure and the allocation of
issued capital to the various categories of shareholders
of the corporations of the Punjab (T), Bombay, West
Bengal, Saurastra, Travancore-Cochin, ITyderabad,
Assam, Uttar Pradesh, Bihar and Rajasthan are given
below :—

# Strangely enough, in the Reserve Bank of India’s Annual
Reports on Currency and Finance, the Madras I.I.C. has not been
mentioned at all.
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Under its bye-laws, the Madras Industrial I
ment Corporation has restricted aid to industiries
organised on a joint-stock basis and with a minimum
paid-up capital of Rs. 2 laks. An exception has been
made in the case of private limited companies for which
no minimum capital has heen preseribed.” The minimum
size of a loan has heen fixed at Rs. 50,000.” The usual
period of loans varies from 12 {o 15 years. The Cor-
poration finaneces chiefly the acquisition of fixed assets,
but in exceptional eases also lends, like the LF.C. of
India, short-term working funds to new industries. The
advances are made up to 509 of the value of the fixed
assets.®

Tn the first two years of its operation the Madras
T.1.C. Tent Rs. 62,20,000, out of which nearly 509 went
to the share of the textile industry.* During 1953-54,
the Punjab Corporation sanctioned loans amounting to
Re. 2852 laks and had dishursed a total amount of
Rs. 8'84 laks as on Mareh 31, 1954.°

An Appraisal

At the very beginning of this eritical examination
it would bhe useful to point out that the system of State
Financial Corporations has not heen intended to finance
cottage industry. The machinery of direct departmental
financing under the State Aid to Industries Aets and

% Resolution No. 8 of the Bd. of Madras I.I.C., dated
22-12-1949.

7 Bye-law No. 4, passed on 7-9-1949.

8 Vide, the Annual Reports of the Madras I.I.C.

* In 1953-54 it sanctioned loans worth Rs. 51°45 laks.

9 Reserve Bank’s Annual Report on Currency & Finance for
1958-54.
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Rules will continue to accommodate cottage enterprises
as in the past. The new machinery has supplemented
the old by taking upon itself a substantial part of the
other’s financial burdens arising out of the business of
helping inter-mediate and small-scale, over and above,
cottage industries. ,Those exponents of cottage enter-
prise who expected much to come out of the creation
of regional LIF.C.’s have, no doubt, been considerably
disappointed. From their angle, the new Corporations
are by no means an improvement upon the pre-war U.P.
[ndustrial Finance Corporation or the Bengal Industrial
Credit Syndicate, both of which were brought into being
primarily with a view to casing the financial hardships
of handicrafts. The absence of specialised hodies to
undertake the financing of cottage industry represents
an important gap in the government industrial financing
system in the States.t

Of course, the enabling legislation of 1951 does not
expressly debar the mnew Corporations from helping
artisans, just as the II.C. of India Act does not
explicitly prevent the LINC. from financing small
businesses provided they are organised on a co-operative
basis. This factor has, indeed, imparted some amount
of flexibility to both the Central LI".C. and the State
LF.C’s. But it also implies that, at least in law, some
overlapping of functions has occurred belween the three
major wheels of the State financing machine, namely,
the ILF.C. of India, the system of the State Financial
Corporations, and the mechanism of the State Aid to

. T There is, of course, an all-India agency, namely, the
National Small Industries Corporation 1955. .
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Industries Acts and Rules. In fact, a large number of
‘concerns were found eligible to seek aid from two levels
at one and the same time, and a few from all the three
levels simultaneously. The tendency of the Madras LLC.
to concentrate upon relatively safe and large enterprises
yielded the worst consequence of, such overlapping,
namely, the financial starvation of under-capitalised
small business. There were no definite rules and con-
ventions to demarcate the sphere of ecach unambiguously
from that of the rest. In order to put an end to this
state of affairs a conference of representiatives of the
State Financial Corporations was held under the auspices
of the Reserve Bank in August, 1954, and it was agreed
that applicants for loans upto (1) Rs. 10 laks or (2)
10 % of the paid-up capital of the corporations, if that
was lower than (1), should be advised to apply to the
State Financial Corporations.*

The State Financial Corporations are comparable in
some respects with some of the State Banks of Australia,
e.g., the Rural Bank of New South Wuales, and the
Rural and Industries Bank of Western Australia. In
either country, the institutions have heen designed to
aid small business and work on a regional basis. Like
an Indian State I.F.C. the Rural Bank of N.S.W. has
its shares and debentures guaranteed by the State
Government, and is empowered to accept deposits {from
the public to supplement its resources. The Rural and
Industries Bank of Western Australia is also modelled
very much on the same pattern. As in India, these

* Source : Reserve Bank’s Annual Report on Currency and
Finance, 1954-55, p. 49.
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Australian Banks grant both short and long-term loans,
but donot undertake direct or permanent participation
in the share capital of private industry. But the points
of dissimilarity between the systems in the two countries
are more remarkable and fundamental. First, these
two Australian State Banks finance not only industry
but also agriculture and house construction, and for these
purposes they work through separate Departments.
Their field of operation is, thus, much wider than that
of our Financial Corporations. Really, the truth is
that industrial financing is not considered the most
important ohjective by these State Banks. They have
been designed primarily to function as agricultural
banks. Secondly, while in Australia the emphasis is
upon the lower stratum of small business, i.e. cottage
industry, in India handierafts have been left out of the
scope of the State Financial Corporations. TFinally,
unlike the State Corporations, a few of the Australian
Banks (e.g., the Rural Bank of N.S.W.) maintain their
own economic research departments,®

There is so much common between the Central I.F.C.
and a State 1.I'.C. that the latter can be described as
virtually the I.F.C. of India writ small. The two
systems practically differ in nothing except in their
objectives. IFrom the standpoint of financing techniques
or of organisation or of methods of securing funds, there
is no major difference between the two. Both are pre-
vented from direct participation in ownership capital,

10 Source : Article by T. S. Rao in the Reserve Bank of Ind.
?ull., )vAugust 1949 ; A. I. Qureshi, “State Banks for India”
1939).
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and both are at present utilising only the loan method
of assistance. Both are authorised to supplement their
government-guaranteed share and debenture capital by
accepting deposits from the public. Both are organised
and managed in a more or less identical manner, and
both lack departments of economie research.

Thus, both the LF.C. of India and the State Finan-
cial Corporations have been invested with the same
powers and subjected to the same limitations. But the
present writer finds it very difficult to justify this. The
identical-technique factor suggests that the quality of
the financial needs of big and small business is on the
whole identieal, and that the difference, if any, is merely
one of quantity. Dut nothing can be more misleading
than such an assumption. Mach State Ifinancial Cor-
poration should be [ree to develop new techniques with
management adapted to the special conditions and
requirements of small business in its own area. For this
purpose alone an economic research department would
hecome essential. There is no good reason why these
Corporations should in practice do nothing better than
making loans. As the Shroff Ccommittee has rightly
suggested, the Corporations should examine the question
of guaranteeing long-term loans made by scheduled
hanks or insurance companies. The ban on share parti-
cipation is hoth illogical and undesirable,—illogical
because there is no valid ground on which a finance
agency, after being empowered to underwrite shares,
should be forbidden to subscribe to the same when
underwriting, under the ruling market conditions, is
nearly as risky as owning shares, as Dr. 8. K. Basu of
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the Calcutta University has aptly pointed out'; un-
desirable because small and intermediate-scale jointstock
concerns, even in advanced countries with well-organised
finance markets, find it harder than their large counter-
parts to raise risk capital. We have discussed the
special need for government agencies to provide risk
capital, in addition to loan capital, in an under-developed
economy like India in connection with our analysis of
the Central LF.C.,, and need not, therefore, amplify this
point here over again. What we feel strongly to
suggest in this place is that direet participation could
be rendered less hazardous by means of various safe-
guards attached to the aid granted, control over the
management of aided concerns to ensure the optimum
utilisation of the outlay, joint participation in partner-
ship with private financing ageuncies, aid to really
desirable concerns on a selective basis, and improvement
of the quality of small business management. The
problem of small business management again brings us
face to face with one serious lacuna in the organisation
of these Financial Corporations, viz.,, the absence of
technical iunvestigation or research departments to
furnish technological, commercial and entrepreneurial
guidance to small firms.* While examining the case
for such a department at the Central LF.C., we came
to the conclusion that necessary though it was, it could
be dispensed with for the present. But the question of
such a department for each State I.F.C., we feel, should

11 ’ide Basu, “The Role of State Financial Corporations in the
Financing of Small and Medium-sized Industries”, Calcutta Univer-~
.gity Commerce Magazine, 1951, n. 6.

* Also see S. K. Basu, op. cit.
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be taken up without further loss of time, since one of
the basic causes of the under-capitalisation, bankruptey
and failure of innumerable small firms in India, as else-
where, is the poor and defective nature of their manage-
ment.t True, big business in India also suflers from
defective management, but in a much smaller degree.
An American economist has aptly remarked, “financial
aid to small business cannot be cdnsidered apart from
the problems of raising the level of small business
management.”* The proposed depariments would be
economical, too, in the long run. For by removing one
after another some of the chronic managerial deficiencies
of small industry, they would reduce its finavcial risks
considerably, make it casier for it to raise long-term
funds from non-government sources, and thus save the
Financial Corporations substantial sums in future. The
cost of maintaining such departments could he further
reduced by enlarging the current sphere of the Corpo-
rations. In this commection it might be profitable to
enable them to supply housing finance, over aud ahove
industrial finance, as in Australia, in order to supple-
ment the inadequate system of co-operative housing
agencies through which the bulk of normal-time State
aid to private house building is disbursed in India.
Another reform overdue is that, as the Shroff Committee
has stressed, the State Financial Corporations Act, 1951,
should be amended in a manner that would permit joint
working of a Financial Corporation by two or more

1 Recently, the International Planning Team, sponsored by
the Ford Foundation, has also emphasised in ils Report (submitted
in 1954) the need for improved management and technology.

12 Kaplan, “Small Business : Its Place and Problems” (1948),
p. 177.
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small, adjoining States who, by reason of their inade-
quate financial resources, might not be in a position to
create and run individually separate Corporations.
Conclusion

The State Financial Corporations constitute un-
doubtedly a very useful addition to the structure of
State-financing that is bheing built in the post-Indepen-
dence era. But even after conceding all the bright
implications of this plan for private industry, the
necessity of introducing some vital changes into the
structure, functions and techniques of these Corporations
cannot be belittled. The adoption of the steps we have
suggested is sure to render the State Financial Corpo-
ration System far more useful than it is to-day. It may
appear that the newly-created National Small Industries
Corporation (1955), in so far as it will work as an agency
of research in management and production methods
(which have a bearing on the financial problem), will
largely reduce the need of special research departments
as proposed by us. But will it be possible for this body
alone to pay equal attention to the multiplicity of
problems of small industries in different parts of our
vast country ? Not only each of our innumerable small
industries has several complex problems, partly finan-
cial and partly non-financial, but the complex of prob-
lems for one and the same industry varies from region
to region. Imevitably, the all-India Corporation will,
at best, be an agency of co-ordination between the
different institutions, including our proposed depart-
ments of research, which will be engaged in different
types of research work for small industries’ promotion
in India.



CHAPTER VIII

POST-WAR FINANCING OF PRIVATE INDUSTRY
BY GOVERNMENT DEPARTMENTS IN
THE STATES

@

Except in the States where specialised financing
agencies are at work, nearly the whole of the financial
assistance forthcoming from the State (Governments is
given direct to private industry by their respective
Departments of Industries (in some States designated
as Departments of Industries and Commerce). A por-
tion is disbursed by the Co-operative Departments, partly
direct, partly through State Co-operative Banks. In
comparison with the total financing done hy Depart-
ments of Industries, the size of total aid {o co-operative
industry by Co-operative Departiments is too small to
deserve a detailed treatment in a general study like ours.
Of course, there are marked inter-State differences in
this respect. In some States (e.g. West Bengal), total
aid to co-operative indusiry is not sizable at all. In
some other States, e.g. Madras, Bombay, U.P., and
Assam, sizable portions of total loans, grants and sub-
sidies sanctioned by the Governments each year are
earmarked for the benefit of co-operative effort in
cottage and small-scale productiion. And viewing the
country as a whole, the unmistakable trend of recent
Government policy in respect of industrial financing has
been to put increasing stress on the promotion of co-
operative enterprise in cottage and small-scale industry.
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(II)

So far as the beginnings of the system are con-
cerned, loans to private industry are known to have
heen made in Baroda as early as 1891. The history of
departmental financing in Mysore goes as far back as
1913. But these were rather exceptional cases, for not
until the end of World War I did anything emerge in
the nature of a common practice covering a large number
of States. The ’twenties witnessed the real start, and
the ’thirties a substantial spread, of the process of
departmental financing in the States. By the time the
Second World War broke out, the essential outlines of
the systemn had been drawn distinetly and nearly com-
pletely and work in pursuance of them alrcady hegun,
under specific State Aid to Industries Acts in some
States and under departmental Rules and Regulations
in others.

Pre-war and wai-time experience under the State
Aid to Industries Acts and Rules was not at all happy.
The system was a failure in most States, especially where
the State Aid to Industries legislation was at work. It
fell into virtual disuse during the grim years of World
War TI. Not until the end of the War, but more cor-
rectly, not until the transfer of power in 1947 was the
system subhjected to revival and extension. The rehabili-
tation process has been carried to such an extent that
post-war assistance to-day exceeds anything given during
or before the War. .

(I1II)

The evolution of the system of departmental

financing has attained different stages in different States,
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revealing noticeable divergencies not only in the size
and terms, but in the very pattern, of aid given. In a
few small and backward States, e.g. Coorg, Ajmere and
Manipur, nothing by way of financial aid has heen
given.* Most of the remaining States do grant some
sort of aid. But the components thereof differ so much
in number and dimension from State to State that
inter-State disparities become no less significant than
inter-State similarities. There is, then, in a sense, not
one complex system of financing by the State Depart-
ments of Industries, but rather as many separate
systems as there are States which financially support
private industry.

The causes of these inter-State differences may be
traced to the following factors : inter-State disparities
in the demand for financial aid from Governments, due
chiefly to the different degrees of industrialisation
reached by different States, ou the one hand ; and on the
other hand, inter-State divergences in the supply of
assistance, owing to such forces as inter-State differences
in income and budgetary strength, in financial legisla-
tion and rules, in administrative competence in the
implementation of laws and rules, in enthusiasin in
translating ideals of industrial uplift into practice, and
to a degree, in constitutional status which have afforded

# Refers to the situation prevailing in 1952. This is true
of nearly the whole chapter. But I belicve that the arguments and
conclusions of this chapter are quite valid and useful even to-day
inasmuch as no remarkable new development has occurred in the
sphere of departmental financing in the States during the period
19563-66.

7
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greater scope of activity to some States (generally
Part A States) than to others.

@)

A group of States, including Madras, Bihar, Orissa,
Madhya Pradesh, W. Bengal, the Punjab (I), PEPSU
and Mysore,* finances industry under specific State Aid
o Industries Acts, others do the job under departmental
Rules and Regulations. There is a good deal of diver-
genee between the theoretical provisions of these Acts
and Rules and the actual husiness done according to
these provisions. A defailed and eritical survey of the
latter—the more important part of our task in this
chapter—would be immensely facilitated if it is preceded
by a comparative analysis of the former.

The most remarkable factor common to all these
arrangements lor finaneial assistance is their emphasis
upon small and middle-sized industries. Of eourse,
generally speaking, these Acts and Rules do not expressly
exclude large enterprises. But the small size of the
maximum aid permissible to a single party makes it
impossible for big business to pin much hope {o them.
The machinery of the State Aid to Industries legislation,
with the exception ol that of the Punjab (I), attempts
lo weave a particular pattern of industrial growth by
limiting support, as far as factory industry is concerned,
to new or nascent industry and industry newly estab-
lished in an under-developed area. Kvidently, the
pattern ix one of decentralised and halanced industrial

* Only recently a Stale Aid to Industries Act has been
promulgated in Mysore.
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development. In this respect, the State Aid to Indus-
tries Acts bear close analogy with the Industries
Assistance Act of Victoria, Australia, which authorises
the Government of Victoria to finance the decentralisa-
tion of manufacturing industries.t The Punjab State
Aid to Industries Act permits aid to industries requir-
ing revival or development of modern methods, in
addition to industries new or nascent and set up in
undeveloped regions.

The financing technique common to the Actx and
Rules of different States is the making of medium-to-
long-term loans at favourable rates of interest. Another
techuique common to a large number of States is to give
grants and subsidies. So far as other techniques arc
concerned, not every State system possesses the sam.
items. The various Aid Acts, however, exhibit in thix
respect the maximum points of similarity. The Acts of
Madras, W. Bengal, Bihar, Orissa and M.P. authorise
the following methods of aid besides loans : (1) contri-
bution to share and debhenture capital, (2) guarantee of
a minimum dividend on shares, (3) guarantee ol cash
credits or overdrafts or fixed advances with hanks, and
(4) incwrring expenditure on {raining and research.
The Punjab Act authorises only loans and subsidies.
The Rules of several hig States like Hyderabad, Bombay
and Travancore-Cochin countain provisious for contribu-
tion to shares and debentures, guarantees and research
outlay. In addition, the Acts and Rules of some States
(e.g. Bihar, Orissa, W. Bengal and Bombay) contain

+U. N., “Economic Development in Selected Countries,”
Vol. IT (1950), pp. 24-25.
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such items as the supply of machinery on hire-purchase
terms.

(V)

From what has been said above it becomes clear
that the theoretical structure of departmental financing
is far from uniform throughout India. What follows
now is a detailed study of the facts and figures represent-
ing actual financial aid rendered by the State Govern-
ments to private industry under the aforementioned
provisions since World War II (upto 1952).*

Bombay

Under the State Aid to Industries Rules, 1935, loans
are granted to private concerns for starting new indus-
tries or developing the existing ones. According to
information received in 1951, the Industries Department
does not give any indirect aid in the form of guarantees.
Free technical advice is, however, rendered. According
to information published in 1954, the Government “has
been following, for some years, a system under which
it stands guarantee for the payment of the amount of
margin, not exceeding 50 p.c., required by co-operative
or other banks from industrial co-operative societies
when advancing loans against pledge or hypothecation
of raw materials, finished products or other assets.” The
figures of loans are given below.

* A large part of the statistics here given relates to the period
ending with the financial year 1950-51, for these were collected
at a time when the data of 1951-52 were not available to the State
Govts. concerned. About Delhi, more recent information has been
given.
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dpplications
Year sanctioned Total Amount
1945-46 5 Rs. 12,000
1946-47 2 » 9,000
1947-48 16 » 186,400
1948-49 4 » 617,000
1949-50 8 , 535,800
1950-51 27 » 844,600
(upto Feb.)
Interest Rate = 5149 compound per annum. Maximum

duration = 10 years.

[Source : Govt. of Bombay, Developinent Dept. Letters
No. SAI—1151/20889—TF of June 20, 1951 and SAI—1151/
27803—F of July 13, 1951.]

In 1949, under a special Act of legislature, the
Bombay Govt. guaranteed a 3% dividend p.a. for the
first 5 years from the date of first allotment of shares
of the Bagalkot Cement Co. Itd.’s new issue. The Govt.
was to share for § years in surplus profits, alter a 6%
dividend had heen paid out, to the extent of 2'5% or
3%% p.a. on the guaranteed amount, whichever was

higher.!
Madras

State aid is given in four different forms : loans,
subseription to shares, guaranteed overdrafts and sub-
sidies. Interest rate on loans is usually fixed at 5% p.a.,
and the maximum duration is 20 years. During 1945-50
overdrafts amounted to Rs. 1,04,000.+ Loans, ete., were
given as follows :

1 Capital, January 12, 1950, p. 65.
t Director of Industry, W. Bengal, Letter No. 5569/1-M/3/52
of June 25, 1952.
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Subsidies Share
Year Loans (in Rs.) Participation
1945-16 nil 2,00,000
1946-47 " ” nil
1947-48 “ " -
19:48- 19 £6.,73.000 6,000 »
1949-50 19,52,000 2,000 "
1950-51 31,735,000 3,000 9
1951-52 10,7 4,000 5,000 "

(upto 9.6.1952)

[Source : Development Dept., Madras, Letters No. 61933-
DII/52—1 of 9.6.1952 and No. 66362DII/52—1 of 18.6.1952).

According to information furnished hy the Madras
Director of Industries through the W. Bengal Director
of Industries, Rs. 2,00,000 and Re. 98,000 were sanctioned
as Joans during 194546 and 1947-48 respectively.
According to the All India Rural Credit Survey (Vol. TI,
1954), Madras dishursed Rs. 32°8 laks as loans in
1950-51.

Bihar
Year Grants Loans (in Rs.)
1948-149 nil 500
1949-50 40,000 9,00,600
1950-51 2,840 3,84,930
19651-62 96,840 1,40,980

~ ~erm—

No loans given during 1945-48.

Interest Rale = 614% for regular instalments and 8% for
arrear instalments, 495 for those to Harijans and aboriginals.

All these loans and grants have heen dishursed to
cottage and small industries. No assistance by way of
subsidies and share participation has so far been given
to any industry. The duration of loans is usually 10
years, but can rise upto the statutory ceiling of 20 years
with the special sanction of the Govt.
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[Source : Letter from Additional Director of Industries,
No. 3027/C—4/C.1.
101~ 2/1952

Madhya Pradesh

From yvear 1945 onwards upto March, 1952 :

Bihar,

. dated 21-6-1932).

Loans actually granted Govl. investment

Rs. 3,17,79,202/2/8 ,Rs. 1,17,11,000/-

The maximum duration is generally 20 years, and
the interest rate cannot he less than %% above Govt.
horrowing rate. No grants and subsidies were granted.
In only one iustance, the Govt. had underwritten the
share capital of a company.

[Source : M.P. Director of Industries, Letter No. 2080/C'A
of 11-1-1952].

Assam

No linaneial aid has been given to major large-seale
industries? Clottage industries have bheen financed hy
loans, grants, subsidies and ‘eontributions,” of which data
are given helow :

Year Loans Subsidics Grants

(in Rs.)

1945-46 300 .- —_

19 46- 47 2,800 - —

1917-18 5,000 — 18,150

1948-49 33,400 5,062/8 26,825

1949-50 14,500 3,743/- 16,509

1950-51 22,000 2,985/ 6,666

Ouly in 1950-51 contributions worth Rs. 2000 were sanctioned.

[Source : Directorate of Collage Industries, Assam, Lelters
No. IG. 38/51/18 and No. IG. 28/51/23.]

2 Directorate of Major Industries & Commerce, Assam, Letter
No. DLI.95/51/67, dated 11-7-1951.
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West Bengal

Aid is given under the State Aid to Industries Aect.
Upto 1951-52 (June), 120 units (90 cottage units + 27
small units + 3 medium-sized units) received Rs. 8 02
laks as loans. The interest rate is 8%, reducible to
614 % on regular payments. The maximum duration of
loans is 12 years. Total share participation amounted
to Rs. 70,000 lxpenditures are also incurred for
technical training and assistance.

Orissa

The following types of aid had been given to private
industry from 1945-46 upto 1951-52: (a) Loans—
Rs. 93,08,500, (b) Investment in share capital—
Rs. 54,84,500, (¢) Subsidics—Rs. 24,611, Rate of inferest
usually charged = 4% for ordinary instalments and 6%
for arrear ones. Maximumrduration of loans = 10 years.
Considerable sums are speut on {echnical training and
guidance, particularly for cottage industry.

[Source : Director of Industries, Letter No. 11664/Ind.,
dated 9.10.1952.]

Uttar Pradesh

The U.P. Directorate of' Industries does not give aid
to nomn-cottage or large-scale industries, according to
information received in 1951.* Loans and grants have
been made to artisans.

3 Report of the W. Bengal State Financial Corporation
Committee.
8715

% Directorate of Industries, W. Bengal, Memo. No. “IM(9)/51
dated 29-8-1951.
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Year Allotted Loans Allotted Grants
)1 Source: “Loans
and Grants
1947-48 Rs. 150,000 Rs. 100,000 | Scheme”, sup-
1948-49 ,» 300,000 ,, 800,000 } plied by the U.P.
1949-50 ,» 800,000 , 300,000 Director of In-
dustries, C. I
Section in 1951.
Amount disbursed
1950-51 Rs. 290,000 — .

[Source : All India Rural Credit Survey, Vol. II, p. 118.}
Both in the case of loans and grants preference is given to co-
operatives.

The Punjab (I)

Year Cottage & Small- Large-scale
Scale Industry Industry
Loans Rs. Rs.
1948-49 52,000 2,00,000
1949-50 1,014,950 2,50,000
1950-51 1,11,900 1,83,000
Sibsidies
1948-19 52,765 36,600
19 19-50 62,650 11,656
1950-51 23,300 10,000
Interest rate = 414% p.a. Period of loans = usually 7

years.

The State Govt. had not, uptill 1951, participated
in shares of private industries. Information abhout pre-
partition aid is not available with the Punjab (T)
Government.”

Hyderabad

Loans advanced (direct as well as through the
Industrial Trust Fund) to industries upto March 1950

5 The Punjab (I) Director of Industries, Memo. No. L./4/11/
18211 and Memo. No. L/4/11/20265, dated 26.7.1951 and
20.8.1951 respectively.
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amounted 1o Rs. 434 crores. Investments in sharves of
private industries stood at Rs. 8 erores in April, 1951.

[Source : Hyderabad Government Bulletin on Econ. Affairs,
Jan.-March, 1950, p. 100 ; Capital, April 26, 1951, p. 589.]

Mysore

Assistance has heen given under the Industrial Loan
Rules and under the scheme of “Financial Assistance
to the Iiducated U'nemployed Persons to Start Industries
of Their own.,” In May, 1951, government investment
in the shares of private joint-stock companies stood at
Rs. 8354 laks.* Rs. 70,22429 were granted as loans
from 1. 7. 1947 upto 31. 3. 1952.  The maximum duration
of loans is 10 vears. The interest rate is 4% p.a. on
small loans and 5% on heavy loans. At present aid is
given under the State Aid to Tndustries Aect.

[Source : Directorate of Industries & Commerce, Mysore,

Letter No. E.1.L.A. Misc/52-53, dated 18.10.1952.]

Travancore-Cochin
The govt. helps both large and cottage industries.
Figures of loans sanctioned through the Industries Dept.

follow helow :
(Rs. in laks)

1945-46 0’22
1946-47 0°08
1947-48 . .. .. 011
1948-19 .. .. .. 5°45
1949-50 .. . .. 3°31

[Source : The Shroff Committee Report, 1954, p. 144.]
Long-term loans are also given by the Travancore Credit
Bank. The Government has also participated in the
shares of the following concerns:®

* Fastern Economist, May 25, 1951.
% Position in Nov., 1950.
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Rs. 217°56 laks in  Fertilisers & Chemicals Ltd.

s 30 » o Travancore Rayons Litd.

s 242, . a glass company.

" 2 w 5 Pulalur Paper Mills Ltd.

” 2 « «w  Aluminium Industries Ltd.
' 5 «w  Wost Coast Fisheries Lad.
w 16 w A cement company.

w 15720 0 o Indian Aluminium Co. Ltd.

.- 2 « Travancore Titanium Produdls Lid.

" 1 lak ,,  Vijay Mohini Mi}ls Ltd.

[Source :  Travancore-Cochin News, Nov. 1. 1950.]

Saurastra

Upto June 1951, the (iovernment had advanced
loans to the extent of Rs. 42,61,000, partly direet and
partly through the State Bank of Saurastra. In addition
to this, the Government had purchased shares of certain
undertakings. The interest rate on loans given through
the State Bank is 5% or 2% above the Bank Rate,
whichever is higher. State Bank loans are guaranteed
hy the Government.

. 42/48
[Source : Finance Dept., Saurastra, Letter No. - 3707

dated 2.6.1951.]

Himachal Pradesh

In September, 1951, the total amount invested in
private industrial concerns was about Rs. 9,7 1,250. No
other type of direct financial aid had heen rendered
upto that period. Facilities for training are regularly
given.

[Source : Director of Industries, H. P., Letter No.
T & S. 53—59/51, dated 21.9.1951.]

Delhi
Since 1952-53 the State Government has started
giving financial aid to cottage and small-scale industries
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under the State Aid to Industries (Centrally Adminis-
tered Areas) Model Rules, 1949. Upto 1953-54, about
100 small concerns, including several co-operatives, were
advanced Rs. 4,84,400 by way of loans and subsidies.

[I?I()Fﬁce: Statesman (Cal.), Feb. 5, 1955, supplement
page III.

Patiala & East Punjab States Union

During 1951-52, Rs. 1,95,000 were disbursed among
industries as loans, carrying 4% p.a.

[Source : PEPSU Directorate of Industries, Letter dated
23.4.1952.]

Coorg

According to information received in January, 1952,
the Government has not given any financial aid to
private industries.

[Source : Treasury office, Letter Dis. No. 295.]

Ajmere

According to information received in January, 1952,
no provision exists for the grant of loans to major
industries, while the rules for the grant of loans to small
industries are under the consideration of the
Government.

[Source : Director of Industries, Ajmere, Letter No. 541,
of 15.8.1952.]

Manipur
According to information received in May, 1951, no

financial assistance used to be given by the late Govern-
ment of His Highness the Maharaja to private enter-
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prise. The State was integrated with the Centre in
October, 1949, and no such aid has as yet been given.

{Source : Revenue & Finance Dept., Manipur, Lelter
No. FB/5951/2, dated 12.5.1951.)

(VI)

It can now be seen that in a large number of States
there exists a gap between theory, as embodied in the
provisions of Acts and Rules, and practice. Another
fact is that except outlays on training facilities and
loans, there is no other technique of financing which has
been commonly employed by all those States which
pretend to have contributed something noteworthy by
way of financial support to private industry. Next to
outlay on training and loans, subsidies constitute the
only other item to be found in the working structure
of aid of the largest number of States. Tn respeet of
capital participation, the longest voute has heen traver-
sed by Hyderahad. We might also mention Travancore-
Cochin, Mysore and M. P. in this connection. The
terms and conditions attached to various categories of
aid have varied remarkably from State to State. What
has not varied so much is the stress on small industry.
In this respect the States have displayed an admirable
identity with what may he characterised as a world trend
to uphold small business.

(VII)

Whatever the reasons, the experience of depart-
mental finaneing in the States has not heen impressive
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from any standpoint whatsoever : of volume, or of price,
or of conditions, or of administration of assistance
rendered. The sum total of loans and share-capital
contributions by all the State Governments taken
together amounted to Rs. 30 crores in 1951.* This
represented only a small fraction of the present, not to
speak of the prospective, needs of the cottage, small and
medium-scale industries of the Indian States. And
worse still, more than half of this meagre total wax
accounted lor by ouly two States, viz., Hyderahad and
Travancore-Cochin, while total loans and share contri-
butions granted in W. Bengal did not exceed even
Rs. 10 laks ! The striking differences between the States
in respect of the volume, terms, costs, and types of
assistance are not warranted even by the inter-State
differences in the conditions of demand and supply.
These disparities have adversely affected the interest of
balanced regional development ol industries. With a
few exceptions, interest rates may justly be considered
as fairly high. Conditions of aid are unduly rigid,
especially those laid down in the State Aid to Industries
Acts.*™  The administration of aid has also heen defec-
tive.t Taking everything into account, our coneclusion
is that, leaving aside Hyderabad, Travancore-Cochin,
and to some extent, Mysore, where some solid work has
been done, no other State in India can be said to have

* Capital, May 10, 1951, p. 661.

** Also see, Basu, “Industrial Finance in India” (1950 ed.),
ch. vii. and Report of the West Bengal State Financial Corpora-
tion Com., ch. v.

1 I refer, in this conneclion, to the financing of industry by
more than one Department in several States.
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achieved anything substantial or remarkable in connec-
tion with the financing of private industry. The ouly

More up-to-date information concerning total aid follows
below :

Aid to Industries by Part ‘A’ States (in laks of Rs.)
1951-52 1052-543 1953-54
(Accounts) (R. E.) (B. E.)

(1) Investment« in shares 128 186 210
(2) Loans 156 280 266
(3) Grants G 30 22

Notes : (1) Includes those by Madras Industrial Invesi-
ment Corporation, Co-operative Banks, ele.

Aid given by Part ‘B’ States (in laks of Rs.)

1951-52 1952-53 1953-5k

(Accounts) (R, E)) (B. E)
(1) Investments in shares 330 26 157
(2) Loans ric 90 42
(3) Grants - 2 - -

Note : (1) Includes State LI.C.'s, Co-operative Banks, ete.
[Source : 'T'he Shroff Committece Report, 1954.]

encouraging sign is that there isx a general trend towards
increasing budget provisions hy thexe Govermments for
the purpose ol industrial finance. The centre has
recently asked the States to liberalise the rules and
procedure regarding grants ol loans to small industries.
It has further promised to meet a portion of the loss
that may be incurred by the States as a result of this
liberalisation.

(VIII)

The inadequacy of total financial aid variously
given to private industries so far through the Depart-
ments of Industries establishex a strong case for an
enlargement of that assistance by such devices as the
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liberalisation of the relevant Acts and Rules in necessary
cases and larger budgetary provisions for industries.
But does this necessarily make an equally strong case
for larger operations by these Departments ¢ The
answer depends upon a satisfactory and final solution
of the departmental financing versus institutional

financing issue.

There is virtually a universal unanimity of expert
opinion in India on the desirability of channelling mone-
tary help, now being given by Departments, through
suitahle specialised institutions. Beginning with the
Industrial Commission (1916-18) right into our own
times, several authorities have expressed themselves in
favour of special, independent agencies. They dwelt, in
the main, on the incompetence of Govt. Departments.
But, although all agree that a Department is not fit
to finance industry, there is no general agreement on two
fundamental questions : should the transfer of functions
from a Department to a special agency be partial or
complete, and what is going to be the organisational
character of that special agency ? Regarding the first
issue, whilst the trend of majority opinion has been to
stress a more or less complete transference, actnal
Covernment policy has favoured partial transference—
the creation of supplementary finance corporations for
small and middle-sized factory industries and the reten-
tion of departmental aid for smaller and cottage enter-
prises. On the second question, a large section of opinion
represented by the co-operative school of thought has
preferred co-operative industrial banks to ordinary
financial corporations. But this debate is really appli-
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cable to the case of non-factory industry only, for factory
industry is rarely organised and operated on co-operative
principles in India. Accepting current Government
policy, the real tussle clearly lies between the retention
of departmental aid and the creation of co-operative
banks. The W. Bengal State Financial Corporation
Committee had suggested that there would remain no
scope [or confliets, and that all the three agencies—a
Department of Industry, a State-aided co-operative
bank, and a State I.F.C. with government participation
—would be able to operate simultaneously without frie-
tion in view of the considerable field each would get
even alter a clear-cut demarcation of jurisdictions. The
personal view of the present writer is that whatever the
organisational character of the proposed special body,
the transfer of functions to it should be complete. At
the same time he confesses that he has no faith in the
theory that co-operative institutions ought to be set up
and run under all eircumstances and at all costs.



CHAPTER IX
FINANCING BY THE RESERVE BANK OF INDIA

In countries like the U.S.A. and the U.K,, the central
bank is generally agclaimed as one of the most important
agencies through which government financial aid is
extended to private enterprise. Central banking prac-
tice in this connection has, however, varied from country
to country. For instance, in contrast with the American
central baunking system, the central bank of the UK.
has played no direct role in industrial or agricultural
financing. Tollowing the Bank of England, the Reserve
Bank of India (nationalised in 1949) has taken no part
in the direct financing of private industry or agrieulture.

The Reserve Bank of India Aect, 1934, which created
the Reserve Bank of India, did not postulate the provi-
sion of industrial finance as an important or desirable
function of the Reserve Bank. It gave the Bank no
power to finance industry direct on a short or long-term
basis. During World War II the Reserve Bank, it is
understood, was authorised to finance scheduled banks
desirous of assisting war contractors or other govern-
ment suppliers. But such assistance was of an extremely
short-term character. Its actual volume has never been
precisely known.! In the post-war period the Bank has
actively co-operated in the establishment of the Indus-
trial ¥inance Corporation of India and contributed to
its share-capital and bonds. The amendment of the

1§, K. Basu, “Industrial Credit in War and Post-war
Economy” (1945), p. 84.
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Industrial Finance Corporation Act in 1952 authorised
the Corporation to borrow funds from the Bank against
specified types of securities. It further provided for the
creation of a Special Reserve Fund to which dividends
on the shares held by the Central (fovt. and the Reserve
Bank would be credited until the amount in the Fund
exceeded Rs. 50 laks. Kmpowered by the State Financial
Corporations Aet, 1951, the Bank has contributed
Rs. 95 laks towards the share capital of the Industrial
Finance Corporations in the States.? This round-ahout
method of financing industry has been practised by the
Bank of Kngland for a long time. In the intér-war
period it sponsored the creation of several capital lend-
ing institutions and participated in their resources as
well ; of these, the Securities Management Trust, the
Bankers’ Industrial Development Company, and the
United Dominions Trust were the most noteworthy.
After the Second World War it has again participated
in the setting up of {wo now-familiar finance agencies,
viz., the Finance Corporation for Industry, and the
Industrial and Commercial Finande Corporation.

In agricultural finance this indirect method of Bank
of England assistance has consisted in the Bank’s contri-
bution to the owmership capital of the Agricultural
Mortgage Corporation of lingland (1928). There is no
such farm financing agency in India, and the Reserve
Bank has not subscribed to the shares of any financial

2 Source : Reserve Bank of India Bulletin, August 1954,
p. 745.

The fact that the Reserve Bank is a shareholder of the State
Bank of India, successor to the Imperial Bank, may also be
considered in this connection.
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institution having direct contact with the cultivator on
a large-scale. But agricultural financing is a special
mission of the Reserve Bank, and the Bank is now an
important shareholder of the newly set up State Bank
of India (1955) which is expected to play a considerable
part in the development of farm credit. It has a special
Agricultural Credit-Department, and makes available to
agriculturists short and medium-term credit through
the State Co-operalive Banks and long-term credit
through the Central Land Mortgage Banks. For facili-
tating these operations the Bank has now set up two
specidl Funds, namely, the National Agricultural Credit
(Stabilisation) Fund and the National Agricultural
Credit (Long-Term Operations) Fund. The Bank
further possesses a Department of Banking Development
(1950). Some of the duties of this Department are the
removal of impediments in the way of commercial bank
expansion in rural arecas, improvement of the rural
financing machinery in connection with both the mobili-
sation of rural savings and the extension of rural credit,
and the development’ of ware-housing. In view of the
predominating position of agriculture in the Indian
economy, it is necessary to analyse the agricultural
financing business of the Reserve Bank in some more
details.

Financing Agriculture

Section 54 of the Reserve Bank of India Act, 1934,
empowered the Bank to run a special Agricultural Credit
Department. The statutory functions of this Deptt.
are: (i) to keep an expert staff to study all questions
of farm credit and to be available for consultation by the
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Government of India, the State Governments, State Co-
operative Banks and other Banks ; and (ii) to co-ordi-
nate the operations of the Bank in connection with
agricultural credit and its relations with the State Co-
operative Banks and any other banks and organisations
engaged in agricultural financing. Under sub-sec-
tions 2(b), 4(a), 4(c) and 4(d) of Section 17 of the
the original Act, the Bank could grant the following
aid to agriculture :—

1. Loans and advances against Government paper
for 90 days to State Co-operative Banks, and through
them to co-operative central banks and primary land
mortgage banks.

2. Similar loans and advances to State Co-operative
Banks and central land mortgage banks declared to be
State Co-operative Banks, and through them to co-opera-
tive central banks and primary land banks against
approved debentures of recognised land-mortgage banks
which were declared trustee securities and which were

readily marketable.

3. Advances to State Co-operative Banks for 90
days against promissory notes of central co-operative
banks drawn for financing seasonal agricultural opera-
tions, or rediscount of such promissory notes maturing
within 9 months.

4. Loans for terms not exceeding 90 days to State
approved co-operative marketing or ware-housing
societies endorsed by State Co-operative Banks and
drawn for the marketing of crops, or rediscount of such
promissory notes maturing within 9 months, or loans
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and advances on the promissory notes of State Co-opera-
tive Banks supported by ware-house receipts or pledge
of goods against which a cash credit or overdraft had
been granted by the State Co-operative Bank to market-
ing or ware-housing societies.

The Reserve Bank of India (Amendment)
Act, 1951, however, changed the maximum, acco-
mmodation period of 9 months to one of 15
months hy altering sub-clause (b) of clause 2
of Section 17 of the Act of 1934. The Select Committee,
appointed to report on the amendment Bill, pointed out
that although 12 months might normally suffice for
financing seasonal operations, some crops, such as sugar-
cane, took a longer time to mature and market. The
quality of Reserve Bank assistance, as evident from these
statutory provisions, could be summed up in the follow-
ing words. It was, first of all, short-term. Secondly,
it was indirect. And finally, even within the sphere of
short-dated credit this aid was limited to specific pur-
poses. It was available only for seasonal operations and
marketing of agricultural crops. Further, ‘agricultural
crops’ excluded such commodities produced by the ryot
as milk, cream, butter, ghee and wool. But, another
amendment of the Reserve Bank of India Act in 1953
widened the scope of the expressions ‘crops’, ‘agricul-
tural operations’ and ‘marketing of crops’ so that finance
might also he made available for production and market-
ing of commodities such as gur, milk, ghee, etec., and also
for processing of goods where such processing was a
necessary preliminary to marketing. The 1953 amend-
ment also enabled the Reserve Bank to dispense
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medium-term farm eredit for periods ranging more than
15 months but not exceeding H years subject to a Govern-
ment guarantee of such advances. A limit of Rs. 5 crores
was fixed in respect of suech advances.

Necessary steps to give effect to the provisions of
the original Act and its amendment in 1951 have already
been taken. Financial accommodatidn to the co-operative
movement is heing granted by the Bank through apex
co-operative institutions at a concessional rate of 1%
(since 1946). Until recently, however, this facility was
not used extensively by the co-operative hanks for
various reasons. Cousequent upon the recommendations
of the Informal Conference on Rural Finance in
February 1951, various procedural reforms were effected
which have not only increased the borrowings by co-
operative banks but have also enahled them to frame
their horrowing and lending plans according to local
needs and conditions. The following table gives the
actual figures of loans and advances granted so far.

1946-47 Rs. 1'5 laks 1950-51 Rs. 762 laks
1947-48 ” 17, 1951-52 , 1240
1948-49 , 108, 1952-53 , 1242
1949-50 , 214 ,  1953-54 , 1632 ,,

[Source : Reserve Bank of Ind. Bull,, Sept. 1951, August
1952, and August 1954.]

Of course, in the field of long-term credit the Reserve
Bank has not remained quite inactive. Technical aid
and advice on the issue and redemption of debentures
of the central land mortgage banks are available {from
the Bank. In 1948 the Bank undertook to contribute
up to 10% of such debentures provided they were
guaranteed by the Government in respect of principal
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and interest. The percentage was raised to 20 in 1950.
Further changes occurred in 1953. The Central Govern-
ment has now set apart Rs. 1 crore out of the allotment
of Rs. 5 crores for long-term agricultural credit under
the First Five Year Plan for the purchase of debentures
issued by land mortgage banks. In this connection, the
Reserve Bank, in consultation with the Government of
India, has agreed upon a scheme of joint contribution
to such debentures up to 40% of the issue or the short-
fall in public subscription whichever was less, one-half
of the subscription heing on behalf of the Government
and the other half by the Reserve Bank. According to
information received in 1954, only the Andhra Land
Mortgage Bank has so far been accommodated under
this scheme to the tune of Rs. 17 laks. Figures of
contributions to land bank debentures by the Reserve
Bank are given below® :—

(in laks of Rs.)

Year Amount
1949-50 .. 4°15
1950-51 . 20°00
1951-52 . 13°00
1952-53 ‘e 16° 89
1963-54 .. 15°56

Besides giving financial assistance to the co-opera-
tive eredit movement the Bank has taken in recent years
an active part in the development of the movement
itself. 1t has initiated plans for the reorganisation of
the co-operative credit structure in the various States
and the training of their co-operative personnel, is colla-

8 Reserve Bank of Ind. Bull., August 1954, p. 744.
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borating with the State Governments in the re-organi-
sation of co-operative credit which is taking place in
several States, and has undertaken a scheme of volun-
tary inspection of co-operative banks. Acting on the
recommendations of the Rural Banking Enquiry Com-
mittee (1950), the Bank has taken steps for the
development of bhanking facilities in semi-urban and
rural areas. In order to solve the vital question of
formulating a long-term plan of rural finance in regard
to both policy and organisation, the Central Board of’
the Reserve Bank decided to undertake an All India
Rural Credit Survey in 1951 and accordingly constituted
a Committee of Direction with A. D. Gorwala as its
Chairman. The General Report of this Committee, pub-
lished in late 1954, contains various suggestions for
facilitating rural credit (for both agriculture and small
industry), and emphasises in particular the need for
increasing long, medium and short-term aid to the co-
operative credit organisation. The Reserve Bank nf
India (Amendment) Aet, 1955, provides, amongst other
things, for the setting up by the Bank of (1) a National
Agricultural Credit (Long-Term Operations) Fund and
(2) a National Agricultural Credit (Stabilisation) Fund,
as recommended by the Gorwala Committee. The
National Agricultural Credit (Long-Term Ooperations)
Fund will be utlised exclusively for granting loans and
advances to State Governments for subseribing to the
shares of co-operative credit societies, for making long-
dated loans and advances to Central Land Mortgage
Banks, and for making intermediate-term loans to State
Co-operative Banks for agricultural purposes. To this
Fund shall be credited an initial sum of Rs. 10 crores hy
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the Bank and such further sums of money as the Bank
may contribute every year, provided that the annual
contribution during each of the 5 years starting with the
year ending on June 30, 1956, shall not be less than
Rs. 5 crores, and provided further that the Central
Government may authorise the Bank to raise or lower
the amount of its annual contribution in any year. The
other Fund will be used only for making medium-term
loans and advances to State Co-operative Banks to
enable them to convert short-term credit into medium-
term credit, if necessary. To this Fund shall be credited
such sums of money as the Bank may contribute every
year, provided that, unless otherwise required by the
Central Government, the annual contribution during
each of the 5 years starting with the year ending ou
June 30, 1956, shall not he less than Rs. 1 erore. Due
to the amendment of Section 17, after the words “State
Co-operative Banks” the expression “State Financial
Corporations. ..... ” shall be inserted [a new, but not
very important, development in the sphere of industrial
finance] in clause 4, in sub-clause (¢), after the words
“the Bank” the words “or as are fully guaranteed as to
the repayment of the principal and payment of interest
by a State Government” shall be inserted, and in sub-
clause (d), for the words “a cash credit or over-draft
granted” the words “a loan or advance made” shall be
substituted, and clause 4(A) shall be replaced by “4(A)
the making of loans and advances out of the National
Agricultural Credit (Long-Term Operations) Fund and
the National Agricultural Credit (Stabilisation) Fund
established under Section 46A and Section 46B respec-

tively...... ”,
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An Appraisal of Agricultural Financing

It is undeniable that a change has occurred both in
the Bank’s conception of its role in rural credit and in
its actual policies, as compared to the position up to,
at any rate, 1947. While formerly the Bank used to lay
down conditions which co-operativg banks would have
to fulfil before they could be eligible for obtaining
financial accommodation, inclining to overlook at the
same time the vital consideration that it could itself
lend a helping hand in bringing about the rehabilitation
it demanded, in recent years it has been giving new life
and leadership to the co-operalive credit movement.
According to a foreign expert writing in 1954, “probably,
no other central bank in the world is doing as much to
help, develop and finance co-operative rural credit insti-
tutions.” Shorn of its exaggeration, the statement is
not altogether false. But despite the real change in the
attitude of the Bank and its various efforts to bolster
up co-operative credit, the fact remains that neither the
advances made so [ar nor the effects of those advances
have been substantial. During 1954 the co-operative
credit organisation supplied only 3'19% of the total
borrowings of cultivators.* The private financier still
dominates the scene. The insufficiency of the Bank’s
assistance and the failure of the Bank to link the money-
lenders’ organisation with its own are the two funda-
mental causes responsible for the ineffectiveness of the
Bank’s plan of cheaper credit inside the major part of
the rural credit market. Lower interest-waves have not

4 Vide the “All-India Rural Credit Survey” (1954), Vol. II,
p. 167.
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spread to the main channels of the co-operative credit
system. The recent attempt of the Bank to facilitate long-
dated farm credit by subscribing to land bank deben-
tures is doubtless worthy of praise. But it would have
to explore other ways of assisting land mortgage banking
(e.g. by contributing share capital in selected cases) if
the latter is to wofk as a more useful source of long-
term farm finance in India. By virtue of the recent
amendments to the Reserve Bank of India Act, the
Reserve Bank is certainly better equipped now to finance
agriculture than at any previous time. In this connec-
tion it would be interesting for us to know the activities
of some central hanks abhroad in respect of private busi-
ness financing.

Foreign Experience

The Rural Credits Department (1925) of the Com-
monwealth Bank of Australia makes advances which
are very short-term (cannot exceed 1 year) and cannot
be given to the farmer direct. It is for all practical
purposes a separate institution, having separate funds
of its own contributed by the Commonwealth Bank and
the Commonwealth Government. The Central Bank of
Ceylon (1950) grants only short-period credit for market-
ing as well as production purposes. The Agricultural
Credit Department (1933) of the Central Bank of
Argentina makes loans to individual farmers as well as
their co-operatives for various short and medium-term
purposes (usually not exceeding 5 years). The Mortgage
Branch (1926) of the Bank of New Zealand furnishes
one of the earliest examples of central bank participation
in direct and long-term agrarian financing. Another
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example is provided by the Mortgage Bank Department
(1943) of the Commonwealth Bank of Australia which
makes long-dated loans for not less than 5 years and -not
more than 41 years, on the security of an estate or
interest in land to any person engaged in farming or
allied pursuits.®

Any discussion about central banking participation
in industrial financing must open with the U.S. Federal
Reserve System and the Commonwealth Bank of
Australia. Under Section 13b of the Federal Reserve
Act of 1913, if “in exceptional circumstances” an 1. R.
Bank finds that an “established industrial or commenr-
cial business” within its district cannot secure loan on a
reasonable hasis from the usual sourvees, it may (a) make
loans to or (b) buy the obligations of that business,
provided such loans and obligations have maturities not
exceeding b years and are for working capital purposes,
or (¢) may participate up to 80% in any such loans
and obligations with any finance agency in its district.®
The Tndustrial Finance Department of the Common-
wealth Bank of Australia was set up in 1945. In contrast
with Federal Reserve aid which is chiefly intermediate-
term, financial aid by this Department is of a long-term
character. The stress of both, however, is on small
business whose financial hardship is the acutest in all
countries. The following are some of the important

5Sources : T. S. Rao, “Agricultural Finance in Australia”,
Reserve Bank of Ind. Bull, August 1949 ; U.N., “Economic
Development in Selected Countries,” Vol. I ; J. P. Niyogi, “Co-
operative Movement in Bengal” (1940).

¢ Fuller, “Government Financing of Private Enterprise”
(1948), ch. vi.



126 STATE FINANCIAL AID TO PRIVATE ENTERFRISE

methods of financial assistance open to the Industrial
Finance Department : (i) over-drafts, (i1) hire-purchase
finance, (iii) contribution to loan and share capital, and
(iv) underwriting share issues.” Perhaps no other
central bank has taken a more direct and substantial
part in industrial financing so far. The Commonwealth
Bank provides, in addition, housing finance to indivi-
duals and building societies through its General Banking
Department. Long and intermediate-term credit facili-
ties are provided by the central banking system of West
Germany for export industries. The Central Bank of
the Philippines (1949) has also taken part in direct
lending to private enterprises.®

Estimate of Some Old Proposals

Ever since the establishment of the Reserve Bank
there has not been any scarcity of proposals for enabling
the Bank to take a larger and more direct share in
agricultural and industrial financing. The recent amend-
ments of the Reserve Bank of India Act have rendered
some of those proposals, and the criticisms relevant to
those proposals, rather out-dated. But there are others
which can claim consideration even to-day. In its Report
(1950), the Indian Fiscal Commission of 1949-50 recom-
mended the creation of a machinery akin to the Industrial
Finance Department of the Commonwealth Bank of
Australia. But as we already have an all-India I. F. C.
for financing practically the same interests as the pro-
posed Department of the Reserve Bank would assist,

" Basu, “Financing Post-War Industry” (1938), ch. v.

8U. N., “Economic Development in Selected Countries” Vol.
II (1950), p. 172.
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the suggestion is quite untenable. The utmost that can
be done in this respect is that the I. F. C. of India can
be changed by statute into a Department of the Reserve
Bank on the Australian model. Although this Depart-
ment will he, to all intents and purposes, a separate
institution, still its incorporation with the central bank
of the country will yield the major benefit of a planned
co-ordination and integration of industrial financing
policies with the general policy of monetary control, so
essential in an economy like India lying under the
shadow of inflation. A somewhat similar poliey is being
pursued in Argentina, an under-developed country of
Latin America, where a Decree of 1946 has made the
Industrial Credit Bank (1944) an integral part of the
central banking system for the purpose of co-ordinating
the former’s activities with the economie, financial and
social policy of the Government. I'rom time to time
proposals have been put forward for either creating a
Department on the analogy of the Mortgage Bank
Department of the Commonwealth Bank of Australia, or
the Mortgage Branch of the Bank of New Zealand, or
reorganising the Agricultural Credit Department in such
a way that it can lend both short and long-term funds
direct to the ryot as well as indirectly through other
institutions.’® Long-term funds the Agricultural Credit

9U. N., “Economic Development in Selected Countries’,

Vol. 1.

10 3¢d Conference of the Indian Provincial Co-operative Banks
in 1934 ; Sir M. B. Nanavati in “The Indian Rural Problem”
(1947 ed.), Appendix ; K. N. Raj, “The Monetary Policy of the
Reserve Bank of India” (1948) ; K. K. Sharma, “Reserve Bank
of India and Rural Credit” (1949) ; J. P. Niyogi, “The Co-
operative Movement in Bengal” (1940), p. 140.
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Department is now already furnishing through the
Central Land Mortgage Banks. Before enabling it to
participate in the direct financing of the peasantry as
in the Anzac countries, we shall have to solve the problem
of rendering Reserve Bank aid non-competitive with co-
operative finance to whose promotion the State is now
firmly committed for good or ill. This can be achieved
if the Agricultural Credit Department works more or
less as an ‘apex’ agency for hoth the short-term and
long-term sectors of the co-operative credit organisation
in areas where the co-operative movement has taken
roots, and maintain direct relations with the peasantry
in areas where co-operation is rather undeveloped. The
Agricultural Credit Department will have to co-ordinate
its activities constantly with those of the taccavi lend-
ing machinery which also deals direet with the ryot, «o
long as that machinery continues to function as an
alternative source of farm credit.

Conclusion and Remarks

There is no universal rule of eentral banking. The
central hank is nothing but an organ of the modern
planning State. It has got to shape its policies and
operations in accordance with the requirements of
development. This is the criterion which will decide the
role the central bank will be called upon to play
in actual practice. On the basis of this criterion, in an
under-developed economy with an inadequate market for
loanable funds, the central bank is usually regarded as
an agency, not only of regulation, but also of develop-
ment, of that market so long as the latter is not in a
position to meet the essential demands for financing
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agricultural and industrial uplift.!! Financial difficulties
still constitute the major stumbling block in the way of
progress in the private sector of business in India. The
policy of the Reserve Bank appears to be one of taking
an increasing but indirect part in the financing of
private effort. But this policy has not uptill now
yielded considerable results. The Bank will have to
play a much larger part as a major source of industrial
and agricultural credit if the problem of disequilibriun
between demand and supply of loanable funds is to be
successfully tackled. This has been rightly recognised
by the Committee of Direction of the All India Rural
Credit Survey which, in its General Report (Vol. II)
published towards the end of 1954, has recommended
that the present overall statutory limit of Rs. 5 crores
on the medium-term loan operations of the Reserve
Bank should be removed, and that the Bank should be
statutorily empowered to make long-term loans to land
mortgage banks. Tt has also recommended the estab-
lishment of a National Agricultural Credit (Stabilisa-
tion) Fund and a National Agricultural Credit (Long-
"Term Operations) Fund in the Reserve Bank. The Bank
has been asked to coniribute not less than Rs. 1 crore
per annum to the first Fund and not less than Rs. 5 erores
per annum to the second Fund. Out of the first
medium-term loans would be given to State co-operative
banks etc., in special circumstances, while out of the
second long-term aid would be given to land mortgage
banks. The National Agricultural Credit (Long-Term

11 Gee S. N. Sen, “Central Banking in Undeveloped Money
Markets” (1952).
9
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Operations) Fund and the National Agricultural Credit
(Stabilisation) Fund have already come into existence.
As we have already mentioned, the Reserve Bank of India
(Amendment) Act, 1955, contains provisions for the
creation of two such Funds.



CHAPTER X
FINANCING AGRICULTURE

The beginning of government financial assistance
to agriculture goes hack to the last quarter of the
19th century. Rising rural indebtedness accompanied
by an increasing pauperisation of "the peasantry was
assuming alarming proportions, and various schemes for
organising agricultural banks or similar agencies were
submitted to the Government of India. Instead of
creating farm financing machinery on suggested lines,
the Government, however, passed the Land Tmprovement
Loans Act in 1883 and the Agriculturists’ Loans Act in
1884. This was merely enabling legislation which
empowered the State (then Provinecial) Governments to
advance long and short-term taccavi loans to farmers
direct through appropriate departments and to [rame
their own rules about such loans. Thus, from the very
outset, the Government sought to erect a decentralised
financial organisation, naturally suitable for a vast
country like India, with the regional (iovernments
responsible for framing and carrying out their own
respective policies within the broad limits set by the
above two all-Tndia Aects. The Government also sought to
influence rural credit indirectly by two sets of legislative
measures, namely, debt relief legislation and money-
lending legislation, the contents and effects of which
naturally have varied from State to State.

A. The Present Structure of Assistance

Under the L.IL. Act of 1883, the State Governments
can make long-dated loans to farmers direct for periods



132 STATE FINANCIAL AID TO PRIVATE ENTERPRISE

rising upto 35 years. In practice, these loans have been
restricted to 20 years, the minimum period being fixed
at 5 years generally. The interest rate is determined
in relation to the rate at which public loans are floated
in the market. Under the A.L. Act of 1884, short-term
loans are made available for the purchase of cattle, seeds,
manure, implements and any other things not specified
in the Act of 1883 but connected with agriculture. Loans
are to be repaid usually at the next main harvest, or
after two main harvests. In a number of States like
U.P. and Madras, taccavi loans have also been granted
for old debt redemption. Some States, notably the
Punjab, have also given loans in kind for ensuring the
maximum utilisation of funds.

An institutional approach to agricultural financing
gradually came to be evolved in the first quarter of the
20th century when the Government began to seek an
alternative solution to the problems of farm financing
by sponsoring and supporting the organisation of co-
operative credit. As in the case of the taccavi loans,
the responsibility for carrying out the new policy was
again ultimately entrusted to the State Governments.*
Financial aid to the co-operative movement to-day takes
the following forms: (a) financial commitments in
maintaining special Co-operative Departments; (b) aid
by way of loans, grants-in-aid, subsidies, guarantees of
principal and interest of debentures issued by co-opera-
tive land mortgage banks, and participation in the share
capital of several State Co-operative Banks and Central

* Till 1919, financing the co-operative movement was a Central
responsibility.
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Land Mortgage Banks ; (¢) supply of expert personnel,
entirely or partly free of charge, to various co-operative
institutions which cannot otherwise afford to engage
them; (d) special concessions and privileges, e.g,
exemption from income tax, stamp duty and registration
fees, free remittance facilities, ete., and (e) expenditure
in the cause of co-operative educat?on which indirectly
helps the co-operative movement.

During the ’thirties, the Reserve Bank of India,
equipped with a special Agricultural Credit Department,
was enrolled as an integral part of the system of govern-
ment financing of private agriculture. Its assistance is
indirectly given to agriculturists for short, long and
medium-term purposes. The experience of Reserve
Bank assistance has already been analysed in details in
the preceding chapter.

Apart from these various types of assistance
directly and indirectly extended to agriculture as a part
of normal activity, additional government funds have
been spent under the special Grow More Food Campaign
which was launched in 1943 by the Central Government
in order to meet the food shortage of the country. Its
term was extended, through several changes, up to 1954.
It was later on included in the First 5-Year Plan of the
Government of India. Under the G. M. F. Campaign,
financial aid to agriculturists by the State Governments
has consisted of short and long-term loans and advances
in cash as well as in kind, mostly interest-bearing, but
sometimes interest-free for a part or the whole of the
term and/or the sum lent, grants and subsidies, remis-
sion of or rebates on land revenue, supply of various
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materials, capital goods and technical services at con-
cessional or subsidised rates, free departmental super-
vision, service and advice, various facilities to secure land
and other necessaries of farm produection, stimulus in
the shape of prizes for best yields, contribution to the
share capital of co-operative farming societies and
giving guarantee of the margin of losses to co-operative
financing agencies (e.g. in Bombay). G. M. F. loans are
primarily given under the L. I. L. Act and the A. L.
Act,! but their terms and prices differ from—are usually
better than—those of loans normally given under the
two Acts. The general principle regarding grants is
that in private schemes of food production the farmer
concerned must bear at least 50% of the total outlay.
The general policy of loans is to give them, as far as
practicable, for such schemes as can pay for themselves.
Subsidies are granted only where the scheme in question
is not sufficiently productive or where the farmer is not
familiar with a particular practice (e.g. green manuring,
composting).2 Apart from minor inter-State variations
in programmes, States’ activities follow a mnearly identi-
cal pattern, to be explained perhaps by the fact that
the fundamental problems and difficulties of the ryot
are approximately the same throughout India.

A recent development “which merits attention is
the inclusion of agricultural finance in the various forms

1 Directorate of Economics and Statistics, Ministry of Food
and Agriculture, Govt. of India, Memo. No. 1990|61—FP. ES.,
dated 17.1.1952.

2 Source : “Towards Self-Sufficiency” (1951), kindly supplied
by the Economic and Statistical Adviser (Dr. Sen) of the Govt.
of India.
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of assistance given under a number of schemes in
different States for the rehabilitation of displaced
persons” ; this form of aid is specially important in the
Punjab (I), W. Bengal and Assam.

The latest development in the field of agricultural
finance is the creation of the State Bank of India in
July, 1955, by the Government of India on the recom-
mendations of the Gorwala Committee. The State Bank
of India Act, 1955, which constitutes the State Bank,
provides for transfer to it on July 1, 1955, the Imperial
Bank of India with all its assets and liabilities. Tts
authorised capital is Rs. 20 crores. For the present it will
primarily funetion as a commercial banking institution.
But as a strong, integrated, national institution, it would
gradually. be able to provide vastly extended remittance
facilities for co-operative and other banks, and thus
stimulate the further development of these banks.
Moreover, in its loan operations in so far these have a
bearing on rural finance, the State Bank would follow a
policy which, while not deviating from the canons of
sound banking, would pay due regard to public interests.
The Act requires the State Bank to open not less than
400 branches within 5 years according to an expansion
programme to be approved hy the Central Government.
In order to meet losses that may be incurred by the Bank
by its having to open unremunerative branches in the
national interest, the Act constitutes an “Integration and
Development Fund”. The Aect also provides a summary
procedure for voluntary amalgamation of any bank with
the State Bank (in particular, a State-associated bank,

e.g., the Bank of Mysore).
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The structure of government financing of private
agriculture is, thus, made up chiefly of the following'
components : (1) taccavi loans given as a normal activity
under the L.IL. Act and the A.L. Aect, plus loans given
under some individual schemes in a number of States,
(2) aid under the special G.M.F. Compaign, (3) financial
accommodation made available by the Reserve Bank of
India, (4) financial accommodation going to be made
available by the newly started State Bank of India, (5)
financial support to the co-operative movement [a part
of this item is, however, covered by items (2), (3), and
(4)1, and (6) aid to facilitate the resettlement of refugees
on land. Ttems (1), (2) and (6) cover the bulk of all
financial aid, and most of each is supplied direct to
ryots by the government departments concerned. The
pursuit of this direct departmental approach is the
predominant characteristic of State assistance to agri-
culture in most of the economies of South and South-
East Asia, in contrast with developed Western economies
(like the U.S.A.) where State aid is largely distributed
through government and/or government-sponsored
private financial institutions. The under-developed
state of governmental agencies specialising in long-dated
credit is an outstanding feature of farm finance in India
and other countries in this part of the world. To what
extent specialisation has been carried in the west since
World War II can be gauged from the example of the
U.S.A. The whole country is divided into 12 districts,
each possessing 4 separate institutions, (i) a Federal
Farm Mortgage Corporation, (ii) a Production Credit
Corporation, (iii) a Federal Intermediate Credit Bank,
and (iv) a Bank for Co-operatives. Above them all,
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co-ordinating and supervising their operations in accor-
dance with a Federal Plan is the Farm Credit Adminis-
tration. Besides, there are other Federal agencies like
the Commodity Credit Corporation, the Farmers’ Home
Administration, the Rural Electrification Administra-
tion, the Farm Loan Division of the Federal Housing
Board, and the Federal Mortgage. Insurance Systen.
In so far as State aid to private agriculture is concerned,
the U.S. system is perhaps the best “all-rounder” in the
world.

One distinguishing feature of the Indian system is
its highly decentralised character. Financial aid to
farmers and agencies financing them is a funection of the
States of the Union. The U.S.A., Canada and Australia
pursue policies intermediate between heavy centralisa-
tion and decentralisation. But in India we donot
possess any all-India agency which has direet contact
with the peasantry.

One thing which should not be, although often is,
forgotten is that although the major part of State aid
has continued to be given by government departments
direct to farmers, the institutional approach was not
altogether absent from State activities in the inter-war
period. This approach had mainly taken the form of
fostering co-operative credit agencies. The Travancore
Credit Bank, set up in 1938, is the only instance so
far as we know of a specialised, non-co-operative govern-
ment institution for long-term agricultural financing in
India.

Let us now analyse the actual assistance rendered.
‘We shall not, however, discuss the rural loans given to
refugees from Pakistan here. These would be examined
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in the chapter on rehabilitation financing. Our conclu-
sions and remarks in this chapter will not cover this
part of aid to private agriculture.

B. Central Expenditure under G.M.F. Campaign

The main principle followed is to allocate funds to
the State Administrations for final disbursement, and not
to private individuals, companies and societies direct.
This, the Government of India holds, is a sound policy
“not only hecause agriculture is a State subject, but
also because the State Governments are better judges
of the needs of a private party within their jurisdiction
than the Central Government.”® TUnder this Campaign
financial assistance to the States by the Union Govern-
ment takes the shape of loans and grants which were
given for some years to the Part A States only. The
scheme now extends to the Part B, C, and D States as
well. The following table will provide the necessary
information on loans and grants sanctioned by the
Government of India for the States from 1943 onwards :

(Rs. in crores)

Yr. Loan Grant )

1943-47 .. 653 8°68 |
47-48 .. 0'93 1°46 | [Source : “Towards Self-
48-49 .. 2732 5°53 i. Sufficiency”, p. 46].
49-50 .. 3773 609 J
50-51 ..o 11744 0°88

(Upto 31.1.51)

51-52 .. 10°55 7' 454
52-58 .. 17°62 6°35 (Part A & B States only) 8
53-54 .. 29700 5'008

3 “Iowards Self-Sufficiency” (1951), p. 48.

4 The Statesman (Cal.), July 4, 1952.

8 P, C. Jain, “Problems in Indian Economics” (1953 ed.).

8 Reserve Bank of India, Report on Currency and Finance
for 1953-54.



FINANCING AGRICULTURE 139

The State Governments themselves incur expendi-
tures on G.M.F\. schemes out of their own resources apart
from the funds provided by the Central Government on
approved schemes. The State Governments grant
taccavi loans also out of Central funds for G.M.F. pur-
poses under the Acts of 1883 and 1884. G.M\LF. funds are
spent also under certain other Aets, e.g., “the Kast
Punjab Tractor Cultivation (Recovery of Charges) Act,
1949,” which, however, vary from State to State.*

C. Aid to Co-operative Creditt

The total amount of loans held by the primary
agricultural credit societies from the Government stood
at Rs. 0°48 crore at the end of the year 1951-52. For
the same year Government loans to all the State Co-
operative Banks represented 4'9% of the total working
capital of Rs. 36°72 crores.” So far as central hanks and
banking unions were concerned, Government loans stood
at 0°29 crore, representing ‘5% of the total working
capital.

The (lovernments of Madras, Bombay, Bihar,
Madhya Bharat, U.P., Orissa and the Punjab have spent
large sums as subsidies and grants-in-aid to the co-
operative movement. The most important way in which
the Government has sought to extend financial backing

# Directorate of Economies and Statistics, Govt. of India,
Memo. No. 1990|51—FP. ES.

f This section should be read along with the chapter on
Reserve Bank financing of private enterprise.

7 The All India Rural Credit Survey, Vol. II, 1954, chs. 18-19.
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to co-operative land mortgage banking has consisted in
giving guarantees of principal and/or interest of
debentures issued by the apex land mortgage institutions
in the States where they exist. This system of guaran-
teeing land bank debentures is in extensive use in
countries like Germany, Norway, Sweden, and Denmark.
To-day central land mortgage banks are functioning in
Bombay, Madras, Mysore, Orissa, Travancore-Cochin,.
Saurastra and Hyderabad. The maximum guarantee
limit is Rs. 700 laks for the Central Land Mortgage
Bank in Madras where land mortgage banking can be
said to have been a moderate success. The maximum
guarantee limit is Rs. 50 laks for the M.P. State Co-
operative Bank which acts as a central land bank in
relation to the State’s primary land banks.*

In so far as the share participation method of aid
is concerned, available information follows below® :—

(Rs. in laks)

i Total share capital | Contribution
~ i made or pro-

New State Co-op.| Yr.of

Banks Incor- !Autho— ! Paid-up as | posed to be
poration ! rised | on 31-3-1954| made by
~ N R 0 State Govt.
I
Saurastra .. | 1951 | 20700 6°36 5'00
PEPSU . 1953 15°00 397 8°00
Rajasthan 1958 20°00 5°39 5°00
Himachal Pradesh| 1958 | 50°00 | not available 500
Madhya Bharat .. | 1958 | 25700 107 5°00
Travancore-Cochin | 1954 | 20°00 6°80 5°00

# Reserve Bank of India, “Land Mortgage Banks” (1951).
8 Source : All India Rural Credit Survey, Vol. II (1954).
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: ' }
Existing State Yr. of | : Paid-up as i
Co-op. Banks ;:‘;‘;115:1; on 30-6-1953 |
_— ! — i
Assam 1953 {350°00 2°211 d 10°00
Hyderabad 19562 | 25°002 9°89 i 4°29
Mysore 1952 | 10°00 9°29 5700
Punjab . 1953 | 50°00 11° 443 i 10°00
Vindhya Pradesh - 1952 | 10°00 0'214 1'00
West Bengal 1952 [100°00 28" 15 16°00
(Rs. in laks)
Name of Central, Y ¢ \ Total share | State Govt.
Land Mortgage tea:t.' o | capital as on | contribution to
Bank starting | 30-9-1953 share capital
- ; __" -
Saurastra . i 1951 I 7°69 5°00
Hyderabad ’I 1953 | 1°27 1°00

Government contributions to the share capital of the
Bombay State Co-operative Bank and the central banks
as on June 30, 1953, amounted to Rs.
Rs. 6°75 laks respectively. As mentioned earlier, the
State Bank of India is also going to support co-operative
credit institutions.

26 laks and

1 As on 31-12-1952 ; excludes Rs. 0°09 laks in share suspense

account.

2 Osmania Currency.

8 Excludes Rs. 0°92 lak in share suspense account.
4 As on 80-6-1952.
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D. Taccavi Loans

The following statistics will provide an idea of the
taccavi financing done by the different State Govern-
ments in post-war years* :—

West Bengal

Source : Relief and 1

Rehabilitation Branch, { 1945-46 .. Rs. 48,24,169
Co-operation, Credit, | 1946-47 .. » 1,11,60,788
Relief & Rehabilita- | 1047-48 .. 17,49,909
tion Dept., Ww. B;;lga]/, | 1948-49 - »  20,00,000

_2692- R. 1949-50 .. s 23,41,000
Letter No." gp 41 /59 | 1950-51 .. 5 46,89,000
of 9-6-1952. J

[In the 1955-56 Budget, provision has been made for 95 laks
under advances to cultivators, 10 laks as loans to owners of beel
and tank fisheries and to growers of agricultural produce and
29 laks as cattle purchase loan.—Statesman, Feb. 16, 1955.]

Usual interest rate—61,% per annum. Separate figures of
long and short-term loans not available.

Bihar
(in Rs.)
Year L.I.L. Act AL. Act
Loans Loans

1945-46 .. .. 43,906 1,46,173
1946-47 .. .. 1,64,918 7,42,009
1947-48 . .. 18,79,476 4,35,852
1948-49 . . 9,465,499 23,87,235
1949-50 .. .. 28,009,232 20,098,933
1950-51 382,79,720 86,85,632

Usual Interest Rate = 614% p.a.
[Source : Revenue Dept., Bihar, Memo. dated 21.12.1951.F

* A not very inconsiderable part of these loans is financed
out of centrally-given G.M.F. funds. This fact should be borne
in mind while making any estimate of the total volume of aid given
by all the Governments concerned, otherwise duplication would be

invalved.
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Madras
Loans for Loans for
Buying Buying
Seeds & Tools
Manure
Rs. Rs.
1945-46 .o .. 65,79,118 25,911
1946-47 .e .. 50,20,360 10,365
1947-48 .. .. 1,67,193 3,179
1948-49 .. .. 7,69,105 30,792
1949-50 .. .. 28,41,892 28,512
1950-51 .. .. 21,97,164 29,310

[Source : Director of Agriculture, Madras, Letter No. L.
Dis. B. 2.805/51, dated 18.10.51 ]

Usual Interest Rate=514%*.

Assam
(in Rs.)
A.L. Act L.I.L. Act

Loans Loans
1947-48 .o . 3,62,713 25,000
1948-19 .. .. 9,42,581 —
1949-50 .. . 2,20,874 9,600
1950-51 .. .. 4,58,764 14,600
1951-52 17,72,182 63,500

Interest Rate — 614 %

[Source : Addl. Director of Agriculture, Assam, Letter No.
GMF. 393(1)/52/10341, dated 24.7.1952.]

Uttar Pradesh
Interest-free Interest-bearing.
Rs. Rs.
1946-47 .. .. 1,73,239 5,21,733
1947-48 .. .. 1,08,017 4,04,026
1948-49 .- .. 1,88,457 12,18,460
1949-50 .. .. 9,11,275 20,38,657

[Source : Director of Agriculture, U.P., Letter No. 6224/DF
—IV—1, of 9.3.1951.]

# Source : “State Aid to Agriculturists in India”, an undated
Reserve Bank publication.
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Madhya Pradesh

(in Rs.)
Year Ordinary Taccavi G.M.F. Taccavi

Agri. Loans L.I. Loans Agri. Loans L.I. Loans
1944-45 .. 15,386,251  1,80,228 14,561,791  15,90,185
1945-46 .. 5,37,000 86,330 24,86,969 13,783,676
1946-47 .. 4,75,023 — 28,09,5650 16,834,615
1947-48 .. 53,983,739 1,567,489  19,31,666  44,56,840
1048-49 .. 65,19,190 549,625  35,35,352  88,51,944
1949-50 .. 79,06,098 16,01,830 80,569,146 80,92,514
1950-51 .. 52,538,126 9,568,500 1,08,51,1901 1,37,84,152t

[Source : Agriculture (G.M.F.) Dept., M.P., Letter dated
26.10.51.]

The Punjab (I)

Loans granted to ryots under the Scheme for the
Sinking of Surface Percolation Wells since 1947-48 (i.e.
after August 15, 1947) —

Rs. 8,35,500 in 1947-48, Rs. 14,84,437 in 1948-49,
Rs. 25,93,567 in 1949-50, Rs. 23,99,094 in 1950-51 and
Rs. 13,04,260 (revised estimate) in 1951-52, repayable in
15 equal instalments of principal with interest at
3'%4% p.a.

Tn addition, Rs. 10 laks were sanctioned during
1951-52 for advances to cultivators in kind (in the form
of pumping sets), the interest charge bheing Rs.
4'34% p.a.

[Source : Director of Agriculture, Punjab, Letter No.
12949/F, dated 6.5.1952.]

t Figures indicate allotments sanctioned, not actual dis-
bursements.

Interest Rates — Rs. 7/18/- p.c. for ordinary taccavi and
814% and Rs. 4/18/- p.c. for G.M.F. taccavi. In some cases loans
are interest-free in the first year. L.I. Loans are repayable in
‘5 years.
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Bombay
Year (Rs. in laks)
1944-45 . 25 [Source: Hyderabad Govt.
1945-46 .. 49 Bull. on Econ. Affairs, March
1946-47 .. 90 (1949, p. 289.)
1947-48 .. over 100

Figures of subsequent years not available according
to the Bombay Government. Interest fateb=ll/2%, 3%,
314 %, 4% and 51%4% for loans for various purposes
under the G. M. F. drive. Special 1% rate for loans to
farming co-operatives.?

Himachal Pradesh

Rs. 46,980 as agricultural loans at 4% p.a. and
Rs. 5,000 as land improvement loans at 4% p.a. given to
cultivators up to December, 1951.

[Source : Lelter from Assistant Secretary, Home & Revenue,
Himachal Pradesh, No. R. 87-4/48. II, dated 6.8.1952.]

PEPSU

Loans given upto Sept., 1951 :—Rs. 8,40,879/6/3 for
purchase of tractors and implements, recoverable in 15
equated six-monthly instalments of principal and
interest starting after one year, at 4%, and
Rs. 93,500/11/6 for sinking tube-wells recoverable in
15 years at 4%.

[Source : Dept. of Agriculture & Forest—Food Production
Section— PEPSU, Letter No. FP/80/5280, dated 14.9.1951.]

Ajmere

Taccavi loans advanced under the Well Sinking
Scheme :

9 “Helping You Grow More Food” (1951), supplied by the
Bombay Govt.

10
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Rs.
1945-46 .o . 20,150
1946-47 . .. 8,71,900
1948-49 . - 88,700
1949-50 .. - —_
1951-562 . 2,42,0256

Data of 1947-48 and 1950-51 not supplied.

[Source : Ag;icultural Officer, Ajmere, Letter No. 1945/W—
47, dated 10.8.1952.] °

Coorg
L.I. Loans Agri. Loans
Rs. Rs.
1946 .. .. 18,150 38,440
1946 .. .. 18,830 33,630
1947 .. .. 12,250 32,370
1948 .. .. 39,760 43,090
1949 .. .. 49,175 48,740
1950 .. ‘e 24,180 49,930.
1951 - .. 21,970 78,200

[Source : 'T'reasury Officer, Coorg, Letter Dis. No. 797,
dated 15.3.1952.]
Rajasthan

In the financial year 1950-51, Rs. 7 laks were
advanced as loans for the purchase of agricultural
machinery, Rs. 3 laks for pumping sets, and Rs. 3 laks
for purchasing bullocks at 3'1/8% per year. Rs. 10
laks were disbursed during 1951-52. The budget pro-
vision for 1952-53 was Rs. 36 laks.

[Source : Statesman, Sept. 17, 1951 and April 9, 1952.]

Madhya Bharat
Loans sanctioned under various Food Production
Drive Schemes :
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(in Rs.)

Name of Schemes 1949-50 1950-51
Well Sinking & Repair .. 17,08,035 15,418,800
Bullocks & Seed, etc. .. .. 6,17,368 8,36,283
Pump Installation .. ..o 417,217 8,32,850
Field Embankments .. .. 15,975 1,23,800
Manures .. .. 4,000 8,000
Tractor Purchase .. 2,005,000 3,00,280
Persian Wheels .. .. —_ 6,200
Re-settlement .. .. — 56,584

The Government earmarked Rs. 1 crore for loans
during 1951-52. Interest rate for all loans is 4%, except
for those in connection with pump installation which
are interest-free.

[Source : Development and Labour Depts., M.B., Letter
No. 157/XAP of 1952, dated 8.5.1952.]
Bhopal

1949 1950-51 - 1951-52
Rs. 1,00,500 Rs. 9,01,627 Rs. 6,64,390

[Source : Bhopal, Revenue Dept., Memo. No. 5845/1—1—
M/52, dated 28.7.1952 and Memo. No. 2635/1—1—M/52, dated
16.4.1952.]

Hyderabad (Deccan)

(in Rs.)

Year Agri. Loans Year L.I. Loans
1945-46 .. 43,87,079/6 1945 .. 1,60,000
1946-47 .. 78,04,140/14 1946 .. 1,60,000
1947-48 .. 78,98,701/3 1947 . 1,60,000
1948-49 .. 70,86,68G/5 1948 .. 1,50,000
1949-50 .. 81,20,668 o.s. 1949 .. 1,50,000
1950-51 .. 67,75,891 0.s. 1950-51 .. 44,88,647 o.s.

Agri. loans are interest-free, whilst L.I. loans carry 614 %
per annum,

[Source : Director of Agriculture, Hyderabad, Letter No.
90/50/GMF/Mis/3506, dated 1.7.1952, and Secretary, Revenue
Dept., Hyd., Letter No. 5081/B3/38/52, dated 8.11.1952.]
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Travancore-Cochin

Taccavi loans are issued, not by the Government,
but by the Travancore Credit Bank, a Government
agency. At the end of 1948-49, long-term loans stood
at Rs. 47°22 laks and short-term loans at Rs. 0°22 lak®.
A large portion of these loans has financed agriculture
the rest having fallen to the share of industry.

Saurastra
Loans given in some important distriets :

Halar Collectorate

(in Rs.)

Year L.I. Loans Agri. Loans
1948-49 .. .. 8,14,904 2,20,084
1949-50 .. .. 4,39,132 2,655,476
1950-51 . .. 2,563,726 1,99,099

(Halar Collectorate, Memo. No. CH/Rev./790, of 6.5.1952.)
Zalawad

Rs. Rs.
1948-49 .. 22,72,094'5 1950-51 . 6,138,491
1949-50 .. 28,86,703 1951-562 .. 20,556,871

(Zalawad Collectorate, Memo. No. TAG/1420, of 14.6.1952).
Sorath District
L.I. Loans Agri. Loans G.M.F., Cotton & Jute

(in Rs.) Campaign Loans
1949-50 3,02,902 .. 1,26,846 .. 2,31,392
1950-51 71,867/10 .. 7,79,608 .. 85,43,066
1951-52 11,85,980/12 .. 2,04,880 .. 19,80,700

(Collectorate, Junagad, No. TAG/811, dated 24.5.1952.)

Interest rate=5614% for long-term and 214% for short-term
loans.

In the Saurastra Budget for 1952-53, Rs. 60 laks
were provided as loans.!?

* Reserve Bank of India, “Land Mortgage Banks” (1951).
10 The Statesman (Cal.), March 21, 1952, p. 3.
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Mysore
L. I. Loans A. Loans (Sanctioned)

Rs. Rs.
1945-46 1,26,401 2,14,208
1948-49 2,36,415 3,60,6265

5,000 as Fruit Culture Loans

Rs. Rs.
1949-50 5
1950-51 2,55,39% 4,50,751

From Nov. 1945 upto 1949-50, taccavi loans were
advanced at a reduced rate of 2% and a penal rate
of 4%.

[Source : Mysore Information Bulletin, May-June 1947,
Sept.-Oct. 1950, Oct.-Nov. 1951, April 1948, and March 1950.]

E. An Appraisal

The record of governmental assistance may be consi-
dered from two important standpoints which are : the
volume of assistance rendered, and the interest-cost of
that assistance.

Volume

Our study reveals a rising trend of State aid. The
co-operative movement has been receiving increasing
financial support from the State in recent years. But
this support has not been adequate. Co-operatives still
raise the bulk of their resources from non-government
sources under heavy odds. The guarantee system has
not worked with success. For instance, in Mysore the
Central Co-operative Land Mortgage Bank has failed
to sell its State-guaranteed debenturés to the desired
extent. The guarantee system yields good results in
rich countries like the U.S.A. In poor countries with
inadequate total investible savings and under-developed
finance markets, it is not likely to prove a great success.
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It would be certainly misleading to suggest that the
poor results of co-operative credit so far are entirely
due to the poor financial support given by the State.
But I think that there were no good reasons as to why
deviations could not have been made from the tradi-
tional methods of aid. For instance, where a co-
operative was functioning success;l’ully, consideration
could have been given to the possibility of extending
to depositors some sort of deposit guarantee.

The outlay on the G. M. F. Campaign does likewise
reveal a rising trend since 1943. But it has not yielded
the expected results.* And the inadequacy of aid
given to ryots is one of the causes.

Debt relief legislation and anti-money-lending
legislation in the different States were aimed at a partial
solution of the rural eredit problem. But the result of
these two sets of legislative measures has heen a tight-
ening of credit in general.

Taccavi financing requires a separate examination
because it is not only an integral part of the G.M.F.
drive, but is much older than the latter and has been
done by the State as a normal activity outside the pale
of the Campaign. Increasing provisions are being made
for taccavi loans to farmers in the different State
budgets. The amount of taccavi loans sanctioned in the
whole of India in 1949-50) was ahout Rs. 15 crores as
against Rs. 1 crore in 1938-39.t But according to the
All Tndia Rural Credit Survey (Vol. I1, published in

* The recent abolition of food control cannot be wholly

attributed to this Campaign.
t Source : The First Five Year Plan,



162 STATE FINANCIAL AID TO PRIVATE ENTERFPRISE

1954), the all-India average for borrowings of cultivators
from Government as a percentage of their total borrow-
ings is only 3'3 p.c. The total annual horrowings of
cultivators from all sources may be put for the whole
of India at Rs. 750 crores at the current level of produe-
tion.* Loans for old debt redemption, for which long-
term aid is very often required by the Indian peasant,
are excluded from the purview of taccavi legislation in
many States under rules framed by them. Naturally,
the village mahajan is still an evil necessity. In cases
where the village nioney-lender has failed to function
as a large-scale supplier of finance, government loans
have failed to fill the resulting gap. In a country like
India where the agricultural economy requires a
thorough reorganisation and transformation, long-term
development loans will naturally oceupy a very im-
portant place in any scheme of financial assistance.
But from the data available to us and given in the
preceding pages it emerges that in most of the important
States of India, the major portion of total loans
sanctioned has heen short-term loans and not long-term
land improvement loans.!! The smallness of individual
loans can be gauged from the following data. In one
State the rule is that the maximum short-run loan in
any individual case should not exceed Rs. 25. The
average loan for livestock purchase has been calculated
as Rs. 117 in Orissa, Rs. 149 in West Bengal, Rs. 211

t All India Rural Credit Survey (Vol. II, p. 156).

11 But according to the All India Rural Credit Survey, “In
relation to the total finance from Government, long-term loans
(including . . . medium-term loans) from the State are by far the
most important.” (Vol. II, p. 201).
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in Hyderabad and Rs. 240 in Rajastan. The actual
loan granted has not exceeded 50% of the requirement
indicated.

Interest Cost

It is not so easy to determine the optimum structure
of farm interest rates in a country like India where a
basic scarcity of loanable funds has been in existence
for a long time. Taking for the time being 614 % as the
most desirable rate for farm loans under ruling condi-
tions, as suggested by the Gadgil Committee in 1945, it
appears that the interest price is fairly high for that
part of government aid which is channelled through
the co-operative sector, while for the other part given
directly as taccavi loans, it is, on the whole, near the
desirable level. But the latter fact ought not to be
over-emphasised. For, in the first place, such loans
touch only the fringe of the farmer’s financial require-
ments. Secondly, small cultivators, as a group,
secure only about 9°8% of total loans made available
by the State.* And finally, other costs of securing
taccavi loans have in most cases been so high that the
benefit of low interest rates has been generally nullified.
The ryot has to gratify substantially the subordinate
revenue officials and other small intermediate function-
aries to obtain the sanction and payment of loans.
From the angle of cost, then, taccavi loans somewhat
resemble the loans given by the mahajan.

Some Defects of Taccavi Loans

Moreover, the administration of taccavi finance has
revealed other defects too wellknown to require any

12 Gee the All India Rural Credit Survey, Vol. II, p. 202.
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detailed analysis here. They are: lack of elasticity,
rigidity in the method of collection, inconvenience of
timing, undue delays in the sanction and disposal of
loan applications, and inappropriateness of the basis of
security demanded (which renders large sections of
agriculturists ineligible for loans). These factors,
coupled with the characteristic apathy of the farmer to
deal with government agencies and officials and his
ignorance, have rendered the taccavi system largely
infructuous in so far as an appreciable and general fall of
credit costs and an adequate credit supply are concerned.

Other Considerations

One very important, though roundabout, effect of
public assistance in countries like the U.S.A. and
Canada has consisted in the competitive stimulus
imparted to private financing activities. In India, the
stimulus seems to have worked rather in the opposite
direction. For many years the money-lender has been
slowly but unmistakahly transferring the employment of
his capital from agriculture to non-agricultural busi-
nesses,* and a gap has been developing in the private
financial mechanism.

A serious hindrance to land mortgage credit in
India, as in other countries of South and South-East
Asia, is the lack of clear and eligible title deeds.
Another hindrance is the inability of the farmer to
furnish adequate security against which loans, especially
long-term loans, are to be advanced. This difficulty can
be met to some extent if an alternative safeguard can
be provided for in the shape of agricultural insurance.

* Capital, October 5, 1950.
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Not only there is no arrangement in our country of
insurance of mortgages, crops and other assets of the
ryot by government agencies, but insurance by private
agencies is also a desideratum. Insurance to cover
farm risks is a factor making for increased credit-
worthiness.

Lack of co-ordination is another defect of State aid.
There are instances of far too many departments
having been entrusted with the task of providing farm
finance directly or indirectly. “lLack of co-ordination
occurs not only between one department of (fovernment
and another, but between (lovernment on the one sida
and the co-operative credit agency of the State on the
other.” In many instances, (overnment departments
have been giving loans for the very purpose for which
co-operatives can and do advance loans, at rates lower
than those of co-operative agencies. What is needed
at this hour is not only well-equipped credit institutions,
but institutions integrated thoroughly acecording to a
definite plan so that the wastage of resources can be kept
at a minimum.

Expert opinion in India has been broadly in agree-
ment with international opinion in demanding a gradual
replacement of departmental financing by institutional
financing. The Report (1938) of the League of Nations
on Systems of Agricultural Credit and Insurance has
expressed that only in exceptional circumstances should
Government departments themselves grant credits. The
Report (1944) of the Australian Rural Reconstruetion
Commission has held the practice of direct departmental
aid as undesirable. In India, the Royal Commission on
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Agriculture, the Indian Central Banking Inquiry Com-
mittee and the Gadgil Committee had explicitly preferred
credit distribution generally through specially created
machinery, except in special conditions. Recently, the
Gorwala Committee (vide the All India Rural Credit
Survey, Vol. IT) has recommended that Taccavi should
hereafter be restricted to “periods of famine and similar
distress”. We have complete accord with these views. But,
what should he the character or type of the special insti-
tutions through which the bulk of State aid is to be
distributed ¢ To aceept the co-operative solution despite
all its known deficiencies and the difliculties in the way
of its successful implementation in India was the vogue
of the pre-war era. But by the end of World War TI
the unrivalled sway of the co-operative school had gone.
While the co-operative short-term credit organisation
had underwent noticeable, though far {from adequate,
extensions through opportunities laid bare by the war,
co-operative land mortgage banking registered a rate
of progress which towards the end of the war gave rise
to serious misgivings about the wisdom of relying any
further upon the co-operative solution for meeting the
unsatisfied and growing demand of agriculture for loug-
dated capital. It is amid such an atmosphere of doubt
and frustration that the Report (1945) of the Agricul-
tural Finance Suh-Commitiee of the Government of
India’s Policy Committee on Agriculture, better known
as the Gadgil Committee, opened the agricultural
finance corporation vs. co-operation debate in right
earnest. The Committee recommended the creation of
regional agricultural finance corporations. But alter-
native proposals for the creation of an All India
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A.F.C. also came from several quarters. The points
raised, killed and resuscitated in ecourse of this
famous controversy make an interesling reading.*
But it would not be possible for us to reproduce the
controversy here. We shall be content to conclude this
chapter with a brief reference to the latest position in
respect of the conlroversy. Governmeut policy, as
chalked out in the First Five Year Plan, has been to
stress the recounstruction and development of co-
operative agencies. Although the record of co-operative
credit in the last 50 years is one of ‘failure’, the Report
of the Committece of Direction of the All India Rural
Credit Surveyt has recommended co-operation as the
best form institutional credit can take under Indian
conditions.”® According to the Committee, “the problem
is not so much one of re-organisation of co-operative
credit as of the creation of new conditions in which it
can operate effectively and for the benefit of the weaker,”
and the necessary forces of transformation can be
generated not by co-operation alone but by co-operation
in conjunction with the State. The main features of
the Committee’s ‘Integrated Scheme’ of rural eredit are
as follows. The principles of organisation will be : (i)
State partnership in co-operative rural credit, (ii) State
partnership in a programme for the organisation of
processing and marketing on a co-operative basis and

* The interested reader may consult in this connection my
article entitled “The Controversy over Agricultural Finance
Corporations” (Indian Journal of Commerce, June 19538), and
the All India Rural Credit Survey (Vol. II, ch. 10).

t Vol. II.

18 The Madhya Pradesh Taccavi Policy Committee (reporting
in 1954) also suggested that co-operatives should ultimately be
the proper agency for the distribution of Taccavi loans.
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for the development of storage and warehousing, (iii)
State partnership in a programme for the co-operative
organisation of other economic activities of the villager
as are important to him as cultivator, farm labourer or
artisan, (iv) integration of, and State’s financial parti-
cipation in, an important sector of commercial banking
for helping the growth of rural and co-operative
banking, (v) recognition of the importance of training
a new type of persomnnel, (vi) recognition of the need
to prevent State participation from degenerating into
day-to-day interference and prejudicing the essential
character of the institution in question*, and (vii)
recognition of the need to mobilize rural savings through
rural people’s agencies and to utilize these for their
benefit. The main lines of reorganisation and develop-
ment will be : (a) strengthening of co-operative credit
institutions at all levels ; (b) organisation of co-opera-
tive marketing and processing, and the development of
storage and warehousing with State help ; (c) establish-
ment of a State Bank of India through the amalgama-
tion of the Imperial Bank and certain State-associated
banks ; major State participation in the new institu-
tion ; the expansion of the State Bank and the conver-
sion, through this programme, of a large number of
non-hanking treasuries into banking treasuries ; the
effecting thereby of an increase of {facilities for
remittance of money ; and support by this Bank to the
co-operative structure. Besides the State Governments
and the Planning Commission, the main instruments of
this programme will be : the Reserve Bank of India, the

* The practicability of this principle is doubtful.
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Central Ministry of Food and Agriculture, the proposed
National Co-operative Development and Warehousing
Board, the proposed All India Warehousing Corporation
and the State Warehousing Companies, the proposed
State Bank of India, the proposed Central Committee
for Co-operative Training, and the Co-operative Move-
ment itself. Finance would come from the following
sources: _

(i) Under the Reserve Bank
(a) The proposed National Agricultural Credit
(Long-term Operations) Fund.

(b) The proposed National Agricultural Credit
(Stabilisation) Fund.
(ii) Under the Food and Agriculture Ministry

The proposed National Agricultural Credit
(Reliel and Guarantee) Fund.

(iii) Under the proposed National Co-operative
Development and Warehousing Board

(a) The proposed National Co-operative Develop-
ment Fund.

(b) The proposed National Warehousing Develop-
ment Fund.

(iv) Under the proposed State Bank of India : The
Integration and Development Fund.

(v) Under each State Government

(a) The proposed State Agricultural Credit (Relief
and Guarantee) Fund.

(b) The proposed State Co-operative Development
Fund.
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(vi) Under each State Co-operative Bank, central
co-operative bank, etec.

The proposed Agricultural Credit Stabilisation Fund.

The Government of India has accepted the proposal
for the creation of a State Bank of India on the lines
suggested. The State Bank of India and the two Funds
under the Reserve Bank have already been set up.
Other recommendations are under its consideration.
The controversy over non-co-operative credit agencies
can be said to have been laid at rest for the present.
But whether co-operation will be a successful solution
of the farm credit problem under condition of small
peasant proprietorship as envisaged in the Kirst Five
Year Plan is yet to be seen. Exactly what part the
State Bank will play in agricultural credit is not yet
quite clear. Nevertheless, it must be admitted that the
State efforts of the last ten years have considerably
extended the facilities of farm credit in our country.



CHAPTER XI
FINANCING REFUGEE REHABILITATION

[Refugee rehabilitation is a two-fold operation,
beginning with relief and ending with rehabilitation on
a permanent basis. In this chapter ap attempt has been
made to study refugee financing in India from a parti-
cular standpoint, namely, that of government financing
of private enterprise. This has necessarily involved
the exclusion of the entire relief aspect from our survey.
For the same reason, again, no detailed reference has
been made to some government activities which
directly aim more at giving some collective benefits than
at promoting the private effort of individual refugees.
It was not possible to do the subject more justice in
course of a single chapter of a book like this. |

Communal-cum-political disturbances before and
after the partition of India on August 15, 1947, resulted
in gigantic mass migrations of non-Muslim people from
Pakistan into India (divided), a problem unprecedented
in size and nature in Indian economic history. The
finances of the country were taxed to the utmost, the
economic life of the land, especially in the two border
States of West Bengal and the Punjab(I), was strained
almost to the breaking point under the impact of this
titanic problem. The exodus, involving millions from
both wings of Pakistan, was continuous and sweeping
in character, and turned, after the lapse of some time,
into a near-permanent transplantation of people. The
Government had to find the ways and means of these
evacuees’ smooth and permanent absorption into the

11
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existing economic framework with the minimum possible
repercussions upon the latter. The job was to be done
speedily at the same time. It was an extremely difficult
and almost puzzling job, for it had to be accomplished
with the limited funds at the Government’s disposal
coming out of the low national income of the rest of
the population. But the Government did face the task
with courage and determination. And although the
influx has not ceased even unto this day, a substantial
part of the job (particularly that relating to the West
Pakistan refugees) has by now been done not entirely

without success.

General Features

The work of integrating displaced persons into the
existing economic system has been carried out in two
stages : interim relief in the first instance involving
arrangements for these persons’ food, shelter and cloth-
ing as soon as they have arrived, and next, permanent
rehabilitation to end the necessity of continued relief
by means of various opportunities of useful employment
and financing, in the necessary cases, this transition
from dependence upon public charity to self-help
and self-reliance. The whole programme of refugee
resettlement is administered by the various State
Governments and Government-of-India-sponsored orga-
nisations like the Rehabilitation Finance Adminis-
tration, the Faridabad Development Board, the Rajpura
Development Board and the Sindhu Resettlement Cor-
poration, under schemes sanctioned by the Union
Rehabilitation Ministry. Apart from the insignificant
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sums spent by the State Governments from their own
revenues, all the funds come from the Union Government.

During 1947-52 (i.e. up to March 31, 1952) rehabi-
litation absorbed more than half of the total refugee
expenditures which amounted to Rs. 146°30 crores. The
trend is to spend increasingly larger sums on rehabili-
tation, and rightly so. Relief. cannot yield the
maximum result unless it is followed by large-scale
rehabilitation on a stable and permanent basis.

The unique and emergency character of the problem
required its solution upon a special basis. Naturally,
from the very outset the Government kept the subject
on a separate footing from that of financing private
enterprise in general and devised special measures of
financial aid to refugee enterprise in agriculture,
industry, house-building, etc. The wisdom of this policy
lay in that it comsiderably reduced the severe strain
which might otherwise have fallen upon the normal-
time machinery of private business financing, had the
latter been called upon to accomplish a task which was
full of grave and incalculable risks. The over-all
pattern of financing refugee enterprise has not, however,
departed very much from that of financing normal-time
private effort. As in the case of the latter, it is an
inter-mixture of direct departmental financing and
assistance by specialist agencies. Nor are the financing
techniques fundamentally different in the two ecases.
The distinetion rests chiefly in the terms and conditions
of aid and in the economic status of the aided
enterprises.

Because of the varying needs of rural and urban
folk, refugee rehabilitation has been divided into twa
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parts, namely, rural rehabilitation and urban rehabilita-
tion. Rural rehabilitation needed the provision of
houses and suitable land-units to displaced cultivators
and landowners from Pakistan and financing their
purchase of other factors of farm production. It
further involved facilitating the resettlement of landless
rural labourers and srtisans and petty rural traders in
a new rural order. The problem of urban resettlement
has been “one of great complexity”. The displaced
urban population included traders and shopkeepers,
small artisans, big industrialists and businessmen,
doctors, lawyers and teachers, men of the service class,
town workers, unattached women and children, and
several other special groups. The problem of rehabili-
tating these diverse groups naturally needed a many-
sided attack. The complexity of the problem was
further enhanced by the fact that the urban economy
of India, during the war and post-war years, had been
stretched to capacity, and any further economic assimi-
lation offered no ready solution. The specific character
of the housing problem, particularly serious in the
case of urban settlers, compelled the adoption of specifie
measures within the framework of refugee rehabili-
tation.

Rural Rehabilitation

Financing rural resettlement has generally been
done by allotments of land to displaced agriculturists,
accompanied by loans for such purposes as their feeding
for a period of 6 to 9 months until their first crops are
ready, the purchase of food, seeds, bullocks and imple-
ments, and the construction of houses and wells. Loans
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are also granted to rural artisans. Interest-rates on
these loans are much lower than those on loans made to
the normal residents of India under the Agriculturists
Loans Act and the Land Improvement Loans Act. The
total amount of loans advanced to rural settlers from
West Pakistan till the end of 1953-54 “is expected to
amount to Rs. 9°10 crores” according to the Rehabilita-
tion Ministry’s Report for 1953-54. Provision for 1954-55
is Rs. 20 laks. The average amount of loan is Rs. 1,150 per
family.! The total amount of loans advanced to the
various State Governments for grant of rural loans to
settlers from East Pakistan upto the end of March, 1953,
is Rs. 7°75 crores.?

Urban Rehabilitation

The programme has been mainly a 4-point one, cover-
ing assistance through loans, finding gainful employment
with the aid of thé employment exchanges, provision of
business premises, and vocational and technical training.
So far as we are concerned, the chief item of interest is,
of course, the arrangement for cheap loans. Loans for
urban settlers are issued from two levels according to
their size. There is the Rehabilitation Finance Adminis-
tration, an All India Uovt. institution, catering to the
needs of the comparatively bigger type of businessmen
and industrialists whose demand exceeds Rs. 5,000 ; those
whose needs run up to Rs. 5,000 are helped under the
Small Loans Scheme, administered by the State Govern-
ments. The R. F. A. will be discussed in details subse-

1Source : Summary of the Report (1953-54) of the Union
Ministry of Rehabilitation.
2 Ibid.
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quently. What follows immediately is an analysis of
the experience of other urban loans.

The Small Loans Scheme for the benefit of refugees
intending to settle in urban regions came into operation
in 1948. The maximum loan payable to a single party is
Rs. 5,000.* Loans are usually encouraged to groups and
co-operatives so that the benefits might reach larger
circles of people. These are granted for medium-to-long-
term purposes, and are usually interest-free in the first
year. The rate of interest was 3% till the end of 1950. At
present it is 314%.* The purposes to be served cover
housing and water supply, besides settling in business
and professions. The figures of Small Loans are: Loans
upto 1952-53=Rs. 11°34 crores, allotment for 1953-54
= Rs. ‘50 crores ; provision for 1954-55 = Rs. "40 crores
in so far as refugees from W. Pakistan are concerned ;
for E. Pakistan refugees, loans upto 1952-53 = Rs. 6°15
crores ; allotment for 1953-54 = Rs. 1°30 erores, and pro-
vision for 1954-55 = Rs. 2°31 crores* TUntil recently,
urban loans were confined to residents of new townships
or passed out trainees (under the schemes of the Union
Government) intending to set up their own business.
“It has, however, been decided to integrate the grant
of these loans with the compensation scheme and to
advance a larger proportion of such loans to displaced
persons having verified claims.”

Educational loans are a special category of urban
loans. Upto March 31, 1952, Rs. 49 laks had been

# No such restriction in the case of groups and co-operative
societies.

8 Report (1952-568) of the Union Rehabilitation Ministry.

4 Report (1953-54).
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advanced to displaced students from W. Pakistan for
prosecuting their studies in India. Besides, over Rs. 7
laks were given to 99 students overseas, who were
stranded in the wake of the Partition in the middle of
their studies abroad.®

In urban rehabilitation the emphasis by the State
Governments is upon enabling refugees to set up small
and co-operative enterprises requiring a nominal capital.
This objective is being served not only by loans under
the Small Loans Scheme, and to some extent, by the loan
operations of the R. F. A,, but also by expenditures on
vocational training with a view to imparting the neces-
sary experience of production on commercial lines.
Financial aid to trainees takes the form of stipends and
scholarships. The passed-out trainees are helped with
Small Loans.

The rehabilitation of refugees has been adversely
affected by the economic depression with the result that
there is a good deal.of unemployment, particularly in the
new townships. Tn order to create employment outlets for
these people, the Government has recently decided to
encourage the establishment of industries in and around
government-sponsored colonies as well as in areas having
large concentrations of displaced persons. On condition
that the industries undertook to recruit from among d.p.’s
their entire unskilled labour and as much skilled and
semi-skilled labour as practicable, the Govt. would
provide them with factory sites either by outright sale
on credit at 4% per annum or on rent. In addition, loans
upto 50% of the value of the machinery to be installed

5 Report (1951-52).
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would be given by the Govt. for 7 to 10 years.® A pro-
vision of Rs. 75 laks has been made in 1954-55 in this
connection.”

Housing

A major part of government expenditure in the
sphere of refugee financing is accounted for by housing.
By the end of 1953-54, housing outlay had totalled
Rs. 65°10 crores.® A substantial part of the outlay is
on projects which are really public works in character.
The salient features of that part which ecan be said to
have financed refugee housing on private account are
house-building loans to co-operatives and individuals
and the scheme (not widely adopted) of regional housing
finance corporations to draw private capital for the
promotion of housing plans of upper and middle-class
displaced persons. The housing programme has been
virtually confined to the urban areas where the housing
difficulty has heen most widespread and most serious.

The scheme of housing finance corporations, spon-
sored by the Government of India and generally
favoured by the State Governments, constitutes an
interesting example of governmental attempt to extend
financial help to private housing through specialised
institutions. In pursuance of this plan, the Central
Government sanctioned in 1950 the flotation of a Housing
Corporation in New Delhi with an authorised capital of
Rs. 50 laks, of which the Government would take up
51 p.c. The Corporation was to construet houses for
persons prepared to pay full price. Later on, it was to

8 The Statesman, January 7, 1955.
7 Report (1953-54). 8 Ibid.
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sell houses on hire-purchase terms.” Up to March 31,
1952, the Central Government spent Rs. 0°53 crores on
the purchase of shares in these Housing Corporations.’

Provision for Special Interests

" A feature of rehabilitation financing is the special
arrangements for certain specially-handicapped classes
of refugees. For example, a Displated Harijan Rehabi-
litation Board has been set up to look after the interests
of llarijan refugees. Its activities comprise the construc-
tion of houses, securing land, making loans and finding
employment [or displaced ITarijans. Again, with a view
to assisting displaced service and ex-service personnel
from Pakistan, a Defence Services’ Rehabilitation
Organisation has been created by the Central Defence
Ministry.

Total Expenditure
According to the Government of India, “up to the
end of 1953-54, a sum of Rs. 201°02 crores will have been
spent on displaced persons . . . . as shown below :—

(Rs. in crorcs)
Ond.p.’s Ond.p.’s

from from Total
W. Pakistan K. Pakistan
I. Grants . 63° 48 21°80 88°28
II. Loans .. 21°72 17°07 38°79
ITII. Housing .. 5176 13734 65°10
IV. Establishment .. 1°03 ‘09 1°12
V. Miscellaneous .. 01 — ‘01
ToraL 138°00 55°30 193° 30
VI. Loans by R.F.A. .. .. 7°72
201°02%

® Capital, January 4, 1951, p. 16.
10 pide Report (1951-52) of the Rehabilitation Ministry.

* Report (1953-84).
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Total provision for refugees for 1954-55 is
Rs. 30°44 crores.™

Foreign Experience in Refugee Financing

During the years immediately following World
War II, the problem of immigrants or refugees was
faced by Governments in several parts of Asia and
Europe. Into Pakistan large numbers of Muslims went
from India around the days of the Partition in 1947.
Apart from Pakistan and India, another Asiatic country
which has been tackling a huge refugee problem is the
newly-formed Jewish State of Israel. In Kurope, the
war created a gigantic refugee problem, the worst and
heaviest burden of which fell upon the two halves of
Germany. An enquiry into the techniques of rehabilita-
tion financing employed in these countries would be
greatly helpful in appraising those used in our own
country.

Pakistan—Nearly the same techniques are being
used here as in India. The whole business is being done
in two stages—temporary relief followed by permanent
rehabilitation. Rehabilitation is either urban or rural.
So far as private enterprise is concerned, the method of
assistance mostly resorted to is the grant of loans, not
only by the State Governments but also by a special govt.
agency, viz., the Refugees Rehabilitation Finance Corpo-
ration. The housing problem has been handled on a
specific footing. There is a scheme for organising a
Central House Finance Corporation backed by State
participation,”® with functions and powers closely

11 Ibid. g
12 The Statesman (Cal.), April 21, 1951,
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analogous to those of the regional Housing Finance
Corporations in India. In all these respects, then, the
Pakistan system has much in common with that of India.
The programme of financing resettlement is being carried
out, not as an appendix to financing private effort in
industry or agriculture in general, but as soinething
special and separate, through special refugee rehabili-
tation departments and institutions financially supported
by the State, on an emergency basis. This has involved,
as in India, not the extension or liberalisation of the
scope of the existing machinery for helping private
business, but the evolution of separate, independent
policies and plans.

More needs to be said about the Refugees Rehabili-
tation Finance Corporation. The salient features of this
institution are given in the Pakistan Refugees Rehabili-
tation Finance Corporation Ordinance, 1948, as amended
by the Pakistan Refugees Rehabilitation Finance Corpo-
ration (Amendment) Aect, 1950. The Corporation is a
Central agency, having an authorised capital of Rs. 3
crores, supplied by the Central Government. Its func-
tions are : (1) to assist rehabilitation by making loans
to refugee shop-keepers, cottage workers, artisans and
agriculturists, acting individually or in association with
a co-operative society or company formed for resettle-
ment purposes ; (2) to advance loans to Provincial
Governments for undertaking co-operative schemes
devoted entirely to rehabilitation; (3) to organise
schemes of resettling refugees in cottage industries and
to arrange for the manufacture of articles by cottage
workers ; and (4) with the Central Government’s permis-
sion, to take over the operation of existing abandoned
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factories or businesses for which allottees capable of
running them efficiently cannot be found. The Corpora-
tion can charge a maximum 4%, in cash or in kind,
on its loans which cannot exceed Rs. 500 for an indivi-
dual, Rs. 2,000 for a company or partnership, and
Rs. 5,000 for a co-operative society.'* Sometime ago its
scope was extended to cover house-building.

Israel*—The number of Jewish immigrants during
the three and a half years after the birth of Israel rose
to 109% of the total Jewish population at the beginning
of the period. After being given interim relief for some
time, immigrants are resettled either in rural occupa-
tions or in urban business and industry. But unlike in
India, the major part of the work is done, not by govern-
ment departments directly, but by institutions—the
National Institutions like the Jewish Agency and
specialised institutions like the ‘Amidar’.

There is no exact parallel to the National Institu-
tions of Israel in India. The Jewish Agency is the
front-ranking among such Institutions. It has accom-
plished the largest part of relief work for immigrants
and taken an important part in facilitating permannent
resettlement in agriculture with aid in cash as well as
in kind. Tt has further assisted house-building. Another
Central agency promoting direct government action in
rural rehabilitation is the ‘Mekoroth’ Company, owned
jointly by the Government, the Jewish Agency, and the

13 [nformation supplied by the office of the High Commis-
sioner for India in Pakistan, Karachi, Letter No. D12/51—Genl.,
dated 9-1-1952.

# Source : Letter from Dr. I. Guelfat, Director of Economic
Research, Denartment Treasury, State of Israel, dated 1-11-1951.
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Trade Unions, and responsible for the supply of sufficient
water to settlers in all parts of the country on a non-
profit basis. New settlers can get land for a lease on a
rental basis from the ‘Keren Kayemeth’, another publie
company buying land for resettlement purposes. While
there are no exact counterparts of such companies in
India, in Israel there seems to exist’no agency of the
type of the Indian Rehabilitation Finance Adminis-
tration.

As in India, housing has posed a serious problem,
and the Government has had to contrive special measures
for tackling it successfully. In addition to the work of
the Jewish Agency, the Government has constructed
houses itself for distribution on a low rental basis among
the poorer sections of the new-comers, and helped others
in purchasing houses with down-payments, supplemented
by loans in necessary cases, redeemable in 5 to 10 years.
The task of fulfilling State building plans for immigrants
is, however, heing gradually transferred to a specialist
Central ageney, namely the ‘Amidar’ (the Tsrael National
Housing Corporation for Tmmigrants Ltd.). It was set
up in 1949 with an initial capital of I £5 million, sub-
seribed by the (lovernment, the Jewish Agency, the
Keren Kayemeth and semi-public ITonsing Corporations.
The present policy of the Amidar is to use the hulk of
its resources in huilding houses on its own account. The
other part of the funds is nsually utilised to facilitate
and stimulate, through financial hacking, similar build-
ing schemes of the local authorities and the semi-public
Housing Corporations. There are many points of simi-
larity, in respect of powers and functions, hetween the
Amidar and the Delhi Housing Corporation. Both are
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authorised to undertake direct construction as well as
finance the same undertaken by other parties.

A not insignificant part of State aid in Israel
comprises indirect action to foster such private activity
as would eventually ahsorb a large number of immi-
grants. An example is provided by the subsidy given
for a part of the \';vages paid by private industry to new
settlers whose productivity is below the average repre-
sented by the wage-rate for the normal resident worker.
No large-scale pursuit of this technique has taken place:
in India.

The most remarkable distinetion between the
approach to rehabilitation financing in the two countries
seems to be that unlike in India, in Israel the Govern-
ment has been, from the very start, conducting the
business of resettlement as an inseparable and organic
part of the more general business of promoting and
financing normal economic development and construction.
This was possible in Israel mainly hecause it was a new
State awaiting development on modern lines, and the
very nature of the basic economic conditions indicated
that the undeveloped resources could be worked upon not
by the existing population alone, but by the combined
strength of the normal residents and the new settlers
who, between themselves, could form something like an
optimum population for Israel in the near future.

Federal Republic of West Germany*—The division
of Germany into two halves, governed by opposite

* Source : Report of the Reconstruction Loan Corporation:
for 1950, and letter from Dr. Nowel of Institut fiir Weltwirtschaft
an der Universitat Kiel, dated 25-2-1952, Tgb—Nr...... F....581
....528/52.
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socio-economniic ideologies, gave rise to large movements
of persons, expelled mainly for political reasons, between
the two German States. As in India, the Federal Gov-
ernment has been carrying out refugee resettlement
through relief followed by rehabilitation. The problem
has been attacked on two fronts, rural and urban. A
very serious problem in rehabilitation, especially in
urban and industrial areas, is housing, and as in India,
separate measures had to be devised for its redress. But
unlike in India, financial aid to refugee enterprise is
being given in the major part not by government depart-
ments but by government institutions in collaboration
with the private financial organisation. The apparatus
of refugee financing has been operated, like India’s, on
an emergency basis, under separate programmes. But
the entire thing seems to be more thoroughly co-ordi-
nated with the normal-lime programme of financing
general investment. This is particularly reflected in the
fact that the largest burden of financing all types of
business effort of hoth normal inhahitants and expelled
persons has fallen on the Reconstruction Loan Corpora-
tion, a full-fledged government financial agency. A
portion of the Federal outlay on expelled persons does
not pass through the R. I.. C., but is given, in part directly
to the beneficiaries, in part through another important
government financial agency specialising in refugee
financing, namely, the Expelled Persons’ Bank. A unique
feature of State financial aid to refugees in W. Germany
is that the central banking system indirectly facilitates
rehabilitation by making funds available to the
R. L. C. which the latter can use for resettlement
purposes. The R. L. C. and E. P. B. require separate
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discussion in view of their special significance from the
standpoint of our study, and we, accordingly, propose to
conclude our survey of rehabilitation financing in
W. Germany with a brief account of these two specialist
agencies. 1

The Reconstruction Loan Corporation (Kreditanstalt
tiir Wiederaufbau) was founded in 1948 to finance the
reconstruction plans of all economic branches—industry,
agriculture, housing and foreign trade—handled by
normal residents or refugees by opening up sources of
long and medium-term credit to the extent that the needs
could not be met by ordinary private agencies. This
objective is fulfilled by means of medium-to-long-term
mortgage loans, participations, arrangements to enable
borrowing firms to raise capital elsewhere by solving
the question of security through such devices as securing
guarantees or assurances, and joint assistance in partner-
ship with other institutions. Both direct and indirect
forms of aid are utilised. Funds are not only lent direct
to the borrowers, but also given to banks for passing
over to the same. So far as refugees are concerned,
the R. 1. C. furnishes credit for their housing as well
as for their settlement in agriculture, small industries and
handicrafts, and other small investments. Housing
credit for expelled persons is usually granted in the
shape of first mortgage loans at 3% for periods rising up
to 47 years. The R. L. C. has entrusted the task of
processing comparatively smaller credit to other com-
petent institutions and given them blocks of credit for
these purposes. The loanable resources of the Corpora-
tion consist of its own share-capital owned by the
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Federal Government and the Lands, foreign funds, funds
granted by the I'ederal Government and some KFederal
agencies, including the central bank, and loans raised
in the open market. Really speaking, the R. L. C. is
more than a mere financing institution. Tt is virtually
an instrument for carrying out by far the largest portion
of the financial side of the W. (lerman Government’s
investment promotion programme. Refugee financing is
only one of its multitudinous functions.

The Tixpelled Persons’ Bank (Vertriehenen—Bank
A. (i), set up in Bohn in June, 1950, has heen assigned
the task of finaneing small investments of refugees with-
out the use of R. I.. C. money. It functions as the ‘bank
of banks’ financing expelled persons. Aid is usually
given through some credit institute. Tn exceptional
cases, ald is given direct to final borrowers. On the
strength of its own guarantee-fund, the Bank takes upon
itself the security for credit granted to refugees by credit
institutes. The heneficiaries include agriculturists. The
Bank works as a supplement to the R. L. C.

The R. F. A. of India

The Rehabilitation Finance Administration was set
up by the Government of India on June 1, 1948, under
the Rehabilitation Finance Administration Act of 1948,
with the object of giving medium-to-long-term financial
aid on reasonable terms to displaced persons from East
and West Pakistan “to enable them to settle in business
or industry”. It is an all-India agency working through
branches and obtaining its funds by means of time-to-

time advances from the Central Government which can-
12
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not exceed Rs. 10 crores,* and on which the Ad. has to
pay a 3% interest rate. The R. F. A. finances business-
men and industrialists whose needs exceed Rs. 5,000;
smaller borrowers are accommodated under the Small
Loans Scheme. The authorised methods of assistance
are: making loans for fixed or working capital purposes
for periods not exceeding 10 years and at not higher
than 6% per year, rediscounting bills of exchange and
promissory notes in respect of loans advanced to a
refugee by a scheduled bank or a syndicate of banks up
to an aggregate of Rs. 1 crore, and lastly, guaranteeing
part of losses, not greater than 50% in a single case,
which such a bank or syndicate may suffer in respect
of any loan advanced to a refugee, the maximum liability
under this head being Rs. 2 crores. Security and credit-
worthiness are the two chief considerations in sanetion-
ing loans.

In practice, however, the Ad. grants loans rather
liberally, and grants a rebate of 1% on loans provided
repayment of instalments due is made on or before due
dates. TUpto 1952-53 loans advanced amounted to
Rs. 5°22 crores. According to data supplied by the
Rehabilitation Ministry, upto the end of 1953-54, a sum
of Rs. 7°72 crores “will have been” advanced by the Ad.**
The horrowers include individuals, joint Hindu families,
partnerships, private limited companies, co-operatives,
and joint-stock companies. No other financing technique
has been employed by the Ad. so far. It has no power

* It is learnt that this limit was raised to Rs. 14 crores in
mid-1952 (vide the Hindustan Standard, July 27, 1952).

14 Ministry of Rehabilitation, “Summary 1953-54”, p. 9.
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to participate in the share capital of refugee business or
industry.

Points of similarity between the R. F. A., on the
one hand, and the German R. L. C. and E. P. B,, on the
other, are neither many nor substantial. All the three
are Federal public agencies. ILike the R. L. C., the
R. F. A. has shouldered the respons’ibility of financing
relatively larger enterprises. But the scope of aid is
much larger, and the functions and methods are more
numerous in the case of the R. L.. C. Unlike the R. L. C,,
the R. F. A. cannot assist any enterprises hesides those
conducted by refugees. liven within the sphere of
refugee enterprise it can help only business and industry,
but not agriculture or house-building. The comparison
between the R. F. A. and the E. P. B. cannot also be
carried very far. No doubt, both are Central agencies
possessing direct as well as indirect means of assistance.
But unlike the Bauk, the Ad. cannot facilitate resettle-
ment in agriculture. The major part of the Bank’s
business consists of indirect financing hy way of
guarantees to other eredit institutions against possible
losses, whereas the R. F. A. has not utilised the autho-
rised methods of round-about assistance and has con-
centrated solely on the direct loan method in the manuer
of the I. F. C. of India.

Nearly the same thing will be said in a comparative
study of the R. F. A. and the Pakistan R. R. F. C. The
scope of the R. R. F. C. is much larger while the R. F. A’x
authorised methods of aid are more numerous. The
R. R. F. C. finances rehabilitation not only in business
and industry but also in agriculture and building, and
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thus comes closer to the two W. German agencies than
to the R. F. A. The most important point of departure
between the R. K. A. and the R. R. F. C. is that whereas
the former is concerned with the assistance of refugees
whose needs exceed Rs. 5,000, the latter helps relatively
smaller enterprises with loans which cannot exceed
Rs. 5,000 generally: The R. R. F. C. is really more akin
to the E. P. B. than to the R. F. A,, although it was not
designed to act as “the bank of banks” like the W.
German institution. What is common between the
R. R. F. C. and the R. . A. is that both are Central
agencies, wholly owned by the State, having jurisdiction
all over the country, and intended exclusively to promote
refugee resettlement with cheap and long-term credit
facilities.

The Ad. has done valuable work. But the rate of
interest should have been lower than at present. There
is no good reason as to why this rate cannot be reduced
to the same level ax that of the Small Loans Scheme.
Again, the Ad. has utilised only the loan method of assis-
tance. The present writer fails to understand why other
methods of aid were made available to it when it was
almost certain that the Govt. was not going to land the
Ad. in grave hazards which these might involve. If
the administration of the Small Loans Scheme were
taken out of the sphere of the State Governments and
handed over to the R. F. A. along with the business of
granting rural resettlement loans, better co-ordination
of all assistance activities would surely have been the
result, and better administrative performance in respect
of all types of assistance.
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An Over-all Appraisal

The administration of rehabilitation finance has
revealed many defects and ahuses. Nevertheless, taken
as a whole, the performance of the Government affords
consxiderable satisfaction. The task ol rehabilitating
refugees from W. Pakistan ix now virtually accom-
plished. In October, 1952, the present author wrote,
“Larger and better integration of refugee financing
plans with those of financing normal and general econo-
mic development is desivable than now oblains. There
has heen too much separation of vehabilitation financing
from general financing in India. Though requiring a
separate, speeial status in the short period for technical
reasons, resettlement ought to he viewed as a part of,
and heunce closely co-ordinated with, the long-term
ohjective of over-all full employment.”* In the first
TFive Year Plan, published in December 1952, rehahili-
tation has been regarded ax “an integral part of the Five
Year Plan”—“as an essential aspeet of the development
of the economy of the country as a whole.”t The present
author has, therefore, to agree to modily his old view of
the rehabilitation financing organisation. The task of
rehabilitation has now become a part of the greater task
of providing employment opportunities to people offering
their services for utilisation in inereasing numbers from
year to year.

* See the author’s article ‘“State Financing of Refugee
Rehabilitation in India”, Indian Journal of Economics, October,
1952.

t The First Five Year Plan, p. 649.



CHAPTER XII

CONCLUSION

Capital is both a cause and an effect of economic
.development. Without capital productive activity
cannot be carried on, and capital, in its turn, cannot be
accumulated unless there is productive activity with
consequent income creation. The problem of ensuring
an adequate capital supply to the private sector is, thus,
only a part of the larger prohlem of bhringing about a
rise in employment and output. The financial difficulty
cannot be tackled in isolation. Again, a solution of that
difficulty alone will not automatically put an end to the
other urgent problems of economic uplift. Further, the
financial problem cannot be successfully handled unless
those problems which, directly or indirectly, have a
bearing on finance are efficiently dealt with. Although
throughout this book we have focussed attention on
finance, we cannot help concluding with the proposition
that any considered plan concerning financial aid to
business enterprise in India cannot but be, in essence, an
organic part of a much larger plan concerning the
economic welfare of the people.

So far as our thesis is concerned, we have found that
for quite a long time the State has been giving financial
help to private enterprise in India in several ways. In
the post-war period, in the post-Independence era in
particular, the volume and contents of this aid have
increased significantly, and certain developments therein,
like the ereation of industrial development corporations
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and industrial finance corporations, are likely to have
far-reaching consequences upon economic development
in future. Certain defects have, however, been asso-
ciated with State aid. First of all, the volume of aid
so far made available to private enterprise has been
far below the level of adequacy. Secondly, even this
limited aid has not been distributede in the best possible
way. The operational efficiency of the administrative
machinery in charge of almost every type of aid has
been rather poor. Considerable waste of resources has
also occurred, we believe, from the lack of co-ordination
between the different parts of the system of assistance.
Lack of co-ordination exists not only within each of the
systems of aid to agriculture, industry, house-construc-
tion, refugee rehabilitation, etc., but between these
different systems themselves. We wonder why this
vital problem has not been touched at all by the Planning
Commission in the First Five Year Plan. Rationalisa-
tion of the organisation of financial aid is long overdue.
It is not impossible to effect within a comparatively
short time an improvement in the quality of the adminis-
trative machinery and a change in the volume and
contents of aid with an eye to the special conditions
obtaining in the economy. In fact, the process of reform
and construction has already been given a start. What
the Indian system of governmental aid to economie
enterprise needs is not only larger allocations under
planned budgets, but, in addition, a spirit of adventure,
supported by efficiency, without which such a mighty
task as the building up of a vast under-developed country
is incapable of being finished within a planned time-
schedule. In course of the actual implementation of the
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Second Kive Yeat Plan, which is going to place a greater
emphasis on financial assistance to private enterprise
than the First, this vital consideration should not be
forgotten. For, the alternative may bhe disaster.
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