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Indian Central Banking Enquiry Committee’s
Report.

Part I.—MAJORITY REPORT.

Corrigenda.

Paye 17, para. 28, line 3.—For ‘ five ’ read ‘ three ’.

Lage 41, sub-para. to para. 60, line 4.—For ‘‘ The Punjab

Peasant ”’ read ** The PunJab Peasant in Prosperity and
Debt .

Page 74, para Jraph 108, line 22.—For ‘ interests rates’ read
‘ interest rests’

Page 75, para. 1()8 (¢), Une 19.—For * mitimized’ read
¢ victimized ’.

Lage 77, line 12.—For * short-time ’ read ‘ short term ’.

Page 107, para. 137, line 6 from bottom.—For ‘ their operations’
read * its operations ’.

Page 107, para. 138, line 6.—Omit ‘ out ’ after ‘ driving ’.

PLaye 112, para. 151, line 2.—Read ‘ in’ for ‘ to’ after * subject ’

Lage 113, para. 152, last line, just above the statement.—For *
as follows * read * being as follows ’

Page 116, for the third line from boH,om of the page.—Substitute
“rural credit is the co-operative land mortgage bank. The
first ’.

Page 125, para. 163, line 17.—For * Co-operatvie’ read
¢ Co-operative .

Page 133, para. 171, line 19.—Omit comma between ° selected ’
and ‘ places ’.

Page 150, para. 190 (2), first line.—For ‘each credits’ read
“ cash credits ’.

Page 167, line 6 from top.—Omit ‘ bank ’ between ° mortgage ’
and ‘ department ’.

Lage 295, para. 388, line 11.—Omit ‘ the ’ before ‘ industrial ’.

Page 467, para. 717, first line.—For ‘ made ’ read ‘ make ’.

Pagye 490, para. 766, line 22.—Omit comma between ‘ and’ and
¢ exchange ’.

Page 503, item 52, line 11.—For ° provincial banks’ read
‘ Provincial Governments ’.

Page 522.—Insert an asterisk after ‘ M. Jamal Mahomed ’.

Page 625, line 5.—For ‘ Proper ’ substitute ¢ proper ’.

Page 626, line 18.—Read ‘ depend ’ for ¢ dtpend ’.
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Page 626, line 19.—Read ‘ Witnesses giving evidence’® for
¢ Evidence ’.

Page 629, line 7 from bottom.—For ‘ depositors apprehensions ’
read ‘ depositors’ apprehensions ’.

Page 645, para. 2, first line.—For ‘ assist on ’ read ‘ assist in ’.

Page 649, line 7.—For ‘ 50 per cent. more’ read ‘ 50 per cent.
or more ’.

Page 649, line 17.—For ‘ interests * read ° interest ’.

Paye 649, last line.—For ‘ point ’ read ‘ points ’.

Page 653, line 6 from bottom.—For © As such ’ read ¢ Such ’.

Page 654, line 4 from bottom.—For ‘interests ’ read ‘ interest ’.

Page 655, line 2.—For * operations ’ read * operators .

Page 656, last para., line 7.—Omit ‘ in’ after * drawn’.

Paye 659, clause (k).—For ‘ expenses’ read ‘ expense’ in the
last line.

Paye 664, clause (e).—For ‘2’ in the last column against 1910
read ‘26,

Laye 666, para. 12, line 17.—For * property ’ read ‘ properly ’.

Paye 668, para. 6, line 2.—Delete comma after © deposits ’.

Page 674, para. 5, first line.—For ‘th seasonal > wread * the
seasonal ’.

Lage 675, para. 9, clause (b).—For
‘rate for demand loans ’.

Page 676, 2nd line.—For * or commercial * read * commercial or ’.

Page 681, clause (7), first line.—Kead ‘on’ for “or’ after
‘ auditor ’.

Page 681, clause (16), last line.—Read ‘ affects * for * affect ’.

Page 687, item (46).—For * shareholders, 114’ read ° share-
holders ’.

Page 687, item (49).—For ‘ charges ’ read ‘ changes ’.

Page 687, item (91).—Read ‘ blank ’ for ‘ bank ’.

Page 690, last para., line 3.—For ‘ prove’ read ‘ proves ’.

Paye 690, lust para., line 8.—For ‘ avrrage ’ read ‘ average ’.

Page 693, clause (1) under [I—Lentral Co-operative Banks.—

Omit the colon between © that’ and ‘ no’.

Paye 696, line 29.—For ‘ Socities ’ read * Societies ’.

Page 702, line 7 from bottom.—For ‘ o’ read ‘ to’ after * good ’.
Page 703, line 2.—Insert comma after ‘ whole ’.

Paye 705, line 21.—For  or ’ read ‘ of .

Page 705, line 22.—For ‘ manners ’ read ‘ manures ’.

Page 705, line 39.—Read ‘ army of ’ for * army or ’.

Page 705, line 47.—Omit comma between ‘ all’ and ‘ these ’.

3

rate demand loans’ read
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Page 707, line 7 from bottom.—For ¢ adoptable ’ read ¢ adaptable °,
Page 707, line 3 from bottom.—Insert ¢ good ’ after ¢ great ’.
Page 711, para. 5, line 7.—For ¢ catastrophe ’ read ¢ catastrophic ’.
Page 712, para. 3, line 9.—Correct ¢ Glassgow ’ into ¢ Glasgow ’.
Page 716, line 8. —For ¢ demand ’ read ¢ demands ’.

Page 716, line 18, under Rural Reconstruction Societies.—Read
‘ increase ’ for ¢ increased ’.

Page 718, line 19.—Insert a semi-colon after ‘ before’

Page 718, line 41.—Read ‘utopian ’ for ‘ utonian ’.

Page 718, line 8 from bottom.—For ‘ land ’ substitute ¢ borrowers ’.

Page 721, line 12 from bottom.—For ¢ organised ’ read ‘ organize ’.

Page 723, line 13.—For ‘ guarantet ’ read ‘ guarantee ’

Page 723, lines 18 § 17 from Dbottom.—Read ° antiquated ’ for
¢ antequated ’

Page 724, line 8. —Read ‘ real ’ for ‘ rtal ’.

Page 725, line. 16.—Substitute comma for full-stop after ¢ India ’.

Page 725, line 20.—Substitute full-stop for semi-colon after
¢ aimed at’.

Page 726, line 27.—Read ‘ arises ' for ‘ arise ’.

Page 728, line 7 from bottom.—For * prict ’ read * price

Page 729, para. 4, line 3.—For ‘ he handed ’ read ‘ be handed ’.

Page 729, para. 9, line 6.—For ‘ years supply ’ read ° year's
supply .

Page 730, line 11 from Dbottom.—For *lightening’ read
‘ lightning ’.

Page 731, line 14.—For © samples ’ read © surplus’.

Page 731, line 20.—For * extent to ’ read © extent of .

Page 731.—For  beparies’ read * beparis’ wherever the word
ocecurs.

NB—A number of obvnous mlsprmts have been coxrected in the Mkst
above. Rush of work and desire for economy are responsible for these
and any other undetected errors.—V. K. A. Avancarn.

)
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CHAPTER L
INTRODUCTORY.

The demand‘for a banking enquiry in India is very old and
was voiced as early as 1890 at the first Industrial Conference in
the following words :—

“‘No fact in the economic cendition of this country arrests
more forcibly our attention than the contrast pre-
sented by the hoards of unused capital stored up in
the vaults of the Presidency and other exchange
banks and the high premium Government securities
command on the one side, and on the other the utter
paralysis of industry in rural India due to the poverty
of the resources of the classes engaged in the pro-
duction of wealth. It would appear as if some im-
penetrable barrier intercepted the overflow of wealth
and barred the channels of communication between
the reservoirs of capital and the parched fields of

industry dried up for want of the wealth-bearing and
fertilizing moisture.’

To come to recent times, in 1914 the Royal Commssion on
Indian Finance and Currency urged the appointment of a com-
mittee to study certain questions connected with banking. Later
on in 1918, the Industrial Commission made the following recom-
mendation :—

‘“We ask, therefore, for the appointment at the earliest pos-
sible date of an expert committee to consider what
additional banking facilities are necessary for the
mitial and for the current finance of industries;
what form of Government assistance or control will
be required to ensure their extension on sound lines
as widely as possible thronghout the country; and
whether thev should be of provincial or of imperial
scope, or whether both these forms might not be
combined in a group of institutions working together’’,

In 1919, the Hon’ble Mr. (now Sir) B. N. Sarma moved a
resolution in the Imperial Legislative Council urgmg the appoint-
ment of a banking committee. =~ More recently, in 1924, the Ex-
ternal Capital Committee observed, “‘India possesses vast stores of
dormant capital awaiting development and in order to make these
available for investment, facilities should be increased and extend-
ed. We would emphaqvie the importance of a co-ordinated survey
being undertaken at the earliest opportunity of the whole field of
banking in India.”

2. While the Government of India were considering, in consul-
tation with the local Fovernments, both the method of surveying

A



2 GHAPTER 1.

the field, and of encouraging the development, of banking in Tndia,
the report of the Royal Commission on Indian Currency and
Finance, 1926, was received. After examining the replies from
the local Governments and the Commission’s Report, the Govern-
ment of India came to the conclusion that it would be preferable
to postpone further enquiry into the field of banking as previously
contemplated until the Reserve Bank was established and some
experience of its working had been gained.

3. When, therefore, in February 1927, Mr, S. N. Haji moved
a resolution in the T.egislative Assembly recommending the
appointment of a commission to investigate the existing condition
of banking in India, the Government of India decided that the
time was not opportune for the appointment of such a comniittee.
They further considered that it was desirable to await the Repor}
of the Royal Commission on Agriculture in India, as in their
opinion an important portion of the greund of the proposed banking
enquiry was covered by the terms of reference to that Comnission.

4. The Reserve Bank Bill was rejected by the Legislative
Assembly in 1928. The report of the Royal Commission on Agri-
culture wag presented in April of the same year. These two
factors, coupled with the resolutions* of the Associated Chambers
of Commerce of India and Ceylon and the Federation of Indian
Chambers of Commerce and Industry, at their annual meetings
in December 1927 and 1928 respectively nrging upon the GGovern-
ment immediately to appoint an Tndian Banking Enquiry Com-
mittee, led Government to change their previous attitude in regard
to the Enquiry and to take steps for its inauguration.  After
ascertaining fully the views of the two commercial bodies mentioned
above, and after further discussions with the representatives of
the various political parties in the Central Legislature, which
disclosed a fairly general consensus of opinion as to the broad lines

* The resolutions of the two bodies are quated bolow :—
(1) The Associated Chambers of Commerce of India and Ceylon :
“ This Association urges on Govornment the advisability of holding,
at an carly date, an examination into Fanking in India with a
view to steps being taken to ragulate banks and banking business
in this country .

(ii) The Federation of Indian Chambers of Commerce and Industry :

“The Federatinn urges upon the Government of Tndia to immedi-
ately appoint  an Indian Banking Enquiry Committee with
apecial reforence tH look into the svstern of Indian indigenous
banking (sharafi) with a viow to develop an:l foster the same .

The following resolution had also been pasted in 1927 at the fifth session of
the Indian Tndustrial and Commercial Congress, by which name the Federation
of Indian Chambers of Commerce was then known :—-

“This C ngress urgos uron the attention of the Government of India,
the re<olution moved in the Legislative Assombly by Mr. Sarabhai
N. Haji rogarding the appointment of an Indian Banking Enquicy
Committeo consisting of a majority of Indians and an Indian
Chairman with a special reference to look into the crganization of
Indian indigenous banking with a view to fotter and develop the
same and strongly urges upon the Government the need for the
immediate appointment of such Committee ™,
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of the proposcd Enquiry and its objects, the Government of India
prepared a scheme for enquiry and forwarded it for the considera-

tion of the local Governments whose co-operation, they considered,
was essential.

5. The plan which was approved by the local Governments was-
to split the Iinquiry into three stages. In the first stage a number
of Provincial Committees, with persons possessing intimate know-
ledge of local conditions, were to be appointed to deal with the
following subjects, viz., agricultural credit including co-operative
credit, credit facilities for small industries, mortgage banks,
financing of internal trade and stimulation of habits of investment
and attraction of banking deposits. After the Provincial Com-
mittees had reported, an all-Tndia Committee was to continue the
work by making investigation into certain fields of banking excluded
from the scope of the Provincial Committees’ Enquiry, such as regu-
lation of banking, banking education and credit facilities for India’s
main industries such as cotton, jute and coal. This was to be the
second stage of the Yinquiry. When the Central Committee had
completed the survey of the whole banking field, the third and
the last stage would be reached when a small body of foreign ex-
perts, selected by Government and having experience of rural
credit and industrial banking, was to be appointed to assist the
Central Committee in coming to their conclusions.

6. The Provincial Committees were accordingly constituted and
all of them began regular work by the beginning of August 1929
except the Punjab Committee which began a little later. The first
of the provincial reports was received in May 1930 and though the
reports of certain Committees were published so late as November
of the same year, we were supplied with advance copies before
that date. We cannot adequately express our gratitude to the
Provincial Committees for the comprehensive picture they have
drawn for us of the conditions in the provinces and for the valuable
recommendations and suggestions they have made. We have in
fact used the material contained in these reports so frecly in our
own report that we have not found it possible to acknowledge our
indebtedness at cach place.* At the same time we should like to
draw attention to the fact that owing to the comparative shortness
of time allowed and the rigid cconomy practised, which stood in
the wav of these Committees undertaking a more thorougch inves-
tigatioﬁ of the various questions concerning the economic condi-
tions and the banking problems of their provinces, and for various
other reasons mentioned in their reports, it was difficult for them
to work out satisfactory statistical data relating to the amount of
rural indebtedness, the amount of agricultural finance required,
and the volume of business of the idiggnous bankers.

"'Re[erences- ;\:ve, however, been given bv footpntes on several pages of the
Report to the paragraphs in the Provincial Committees’ Reports, e.g., Bengal,
‘paras. 348 —56 on page 12.
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CHAPTER 1.

7. Our Committee was formally appointed in the Government

of India’s Resolution No. F. 2 (4)-F./29, dated the 22nd July 1929,
with the following personnel :—

1.

Chairman.
The Hon’ble Sir Bhupendra Nath Mitra, Who commenced his regular duties:
K.C.8.I1, K.C.LE, C.B.E. on the terminaticn of his appoint~

ment as Member of the Executive
Council of the Governor General.

Vice-Chairman.

2, Sir Purehotamdas  Thakurdas, Kt.,, Who acted as Chairman pending

C.LE., M.B.IE.,, M.L..A. the taking up of his duties by

Sir Bhupendra Nath Mitra.

3. Mr. D. P. Khaitan . . . ? Nominated in consultation with the
Federation of Indian Chambers of

4. Mr. B. F. Madon , . . 5 Commerce and Industry,

6. Sir Huzh Cocke, Kt, . . . . ) Nominated in consultation with the
Associated Chambers of Commerce

6. Th: Hon'’blz Mr, J, H. Fyfe . . . of India and Ceylon.

7. Dr. L. K. Hyder, M.L.A. . ?

s - Indian Economists.

8. Mr. Manu Stubedar . . 5

9. The Hon’ble Mr, V. Ramadas Pantulu . } Ropresentatives of the Co-operative

10. Rai Jamini Mohan Mitra Bahadur .) movement.

11. Mr, W. Lamond . . . Numinated in consultation with the
Imperial Bank of India.

12. Lala Harkishen Lal . . . . Joint-Stock Baunker,

13. Mr. R. W. Buckley N . . . Representative Exchange Fanket.
Nominated in eonsultation with
the Exchange Banks’ Association.

14. The How’ble Raja Sir Annamalai

Chettiar, Kt. Tndigenous Bankers.

15. Mr, Jadu Nath Roy . .

16. Mr. G. K. Devadbar, C.LE. . . )

17. Mr. R, K. Shanmukham Chetty, M.L.A.

18. Choudhri Mukhtar Singh, M.L A. . . | Representatives of the general

p interests of the public from the

19. Seth Haji Abdools Haroon, M.L.A, .| side of those whd rcquire credit

20,

21.

Mr
Mr

of

facilities.
Mr. Jamal Mahomed

Nawab Sir Sahibzada Abdul Qaiyum,
K.C.ILE,, M.L A !

~

. V. K. Aravamudha Ayangar, C.I E. . Secretary
. R. P. Masani . . . . . Joirt Secresary.
8. The Committee suffered a severe loss by the sudden death

Mr. B. F. Madon and the vacancy thus created was filled by

Mr. Nalini Ranjan Sarker, who was nominated by the Federation of
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Indian Chambers of Commerce. The Hon'ble Mr. J. H. Fyfe
had to resign from the Committee owing to his departure from
India, and in his place Mr. F. V. Rushforth was nominated by
the Associated Chambers of Commerce. We also regret that
owing to considerations of health and private affairs we were
deprived of the valuable services of the Hon’ble Raja Sir Anna-
malai Chettiar who resigned his membership of the Committee in
December 1930. Rai Jamini Mohan Mitra Bahadur, one of the
Co-operative experts, attended our first meeting in Bombay, but
his services were not made available for our subsequent delibera-

tions. At the time of signing the report, the strength of the
Commitiee was thus nineteen, ’

9. The terms of reference which were decided by the Gov-
ernment of India in consultation with us at our first meeting held
in Bombay at the end of Junc 1929, are as follows :—

“To investigate past records and existing conditions of banking
in India including the organization of the Money Market and to

consider the steps, if any, that are feasible and desirable under
the following main headings :—

(@) the Development of Banking with a view to the expan-
sion of indigenous, co-operative and joint-stock bank-
ing with special reference to the needs of agricul-
ture, commerce and industry;

{b) the Regulation of Banking with a view to protecting
the interests of the public; and

{¢) Banking Education with a view to the provision of
Indian personnel in adequate numbers and with the
necessary qualifications to meet the increasing needs

of the country for a sound and well-managed national
system of banking.”

10. Our first task on appointinent was to prepare a question-
naire both in regard to the subjects reserved for our own direct
investigation and also for the subjects allocated to the Provincial
Committees. The issue of a standard questionnaire for the use of
Provincial Committees was considered necessary in order to facili-
tate tabulation of the results of the provincial enquiry. These
two forms of questionnaire were settled at our first meeting in
Bombay and the provincial questionnaire was forwarded to the
Provincial Committees through the Government of India and the
Provincial Governments concerned. The Provincial Committees
were requested to add questions which they considered necessary
for the purpose of eliciting information regarding special local or
provincia! features. All the Committees have availed themselves
of this suggestion.

11. As stated above, we held cur first meeting in Bombay in
June 1929 for settling, among other things, the questionnaire for
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both the Central and the Provincial Committees. Our next meet-
ing was held in Delhi in February 1930 to consider our future
programme and we decided that the headquarters of the Committee
should be located at Bangalore up to the end of June 1930 and
transferred to Toona for the rest of the period.  Under the
guidance of the Chairman, Sir B. N. Mitra, who assumed charge
in April 1930 at Bangalore, the secretariat of the Coramittee spent
the early months of the official year in preparing a summary of the
Provincial Committees’s reports for the use of the members of the
Central Committee. In view of the vastness of the material we
had to study and examine, such a summary was essential. The
examination of witnesses began from the middle of August 1930
and lasted till the middle of October. We examined three more
witnesses, including two officials, in March 1931 at New Delhi. In
all 55 witnesses were examined. The witnesses were sufficiently
representative and included 8 Chambers of Commerce, 5 trade
associations, 8 economists, 6 bankers and 7 representatives of the
co-operative movement.

Towards the end of October 1930, in response to an invitation
from His Majesty's Government, the Chairman had to leave 1ndia
to attend the Round Table Conference iu I.ondon. He returned
to India on the 23rd January 1931.

12. In their communiqué dated the Gth of October 1930, the
Government of India announced the appointment of the following
foreign experts :

(1) Mr. G. C. Cusscls—

Manager of the Bank of Mortreal, T.ondon.
(2) Mr. B. Currie—-

Partner in Glyn, Mills and (‘ompany.
(3) Dr. A. Friederich—

General Secretary of the Union C(o-operative Society,
Darmstadt.

(4) Dr. O. Jeidels—

A managing partner of the Berliner Handels-Gescellaschaft,
Berlin, Member of the Board of German National
Railway Company, and Director of various other
companies in Germany.

(5) Mr. A. P. McDougall, C.B.E.—

Chairman and Managing Director of Midland Marts Lirnited
and Chairman of Midland Wool Groupers Limited,
formerly President, Co-operative Farms Trading
Society in Scotland.

6) Dr. L. J. A. Trip—

Former Treasurer General at Department of Finance, the

Hague, and former President to Bank of Java.
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They arrived in Bombay on the 12th of December 1930 and
after a few weeks’ tour about the country, reached Delhi on the
9th of January 1931. Meantime, to suit the convenience of cer-
tain members of the Committee who were also members of the
Legislative Assembly, it had been decided t¢c move the Commuttee’s
secretariat from Poona to Delhi.

13. Owing to the unexpected delay in the return of Sir B. N.
Mitra from London, it was not possible for us to meet the cxperts
before the 26th of January 1931. Our joint discussions with them
lasted till the 16th of February 1931 after which date we were
occupied with the drawing up of our provisional conclusions on the
subjects already discussed with them. Our discussions were re-
sumed on the 4th of March and continued for a fortnight. Dr.
Jeidels left for Germany on the 7Tth February, and the remaining
experts left Tndia on the 14th March except Mr. McDougall and
Dr. Friederich who sailed a week later,

14. According to paragraph 5 of the Government of India’s
Resolution, dated the 22nd July 1929, the experts were entitled
to submit to us a report of their own, if necessary, and in that case
we were required to submit their report together with our own
report to the Government of India. The report submitted by the
experts is accordingly printed as an appendix to our report and is
submitted to Government.

15. In order to complete the Lanking picture for the whole of
India, the Government of India announced in their press com-
muniqué dated the 12th June 1929, that they wished to offer faci-
lities to any of the Indian States that might desire to associate
themselves with our Enguirv. In accordance with this offer the
following States appointed their own Committees :-—

1. Akalkote. 10. Jodhpur.

2. Aundh. 11. Kolhapur.
3. Baroda. 12, Orcha,

4. Bhopal. 13. Patiala.

5. Bikaner. 14. Phaltan.

6. Dhar. 15. Porbandar.
7. Dholpur. 16. Pudukottah.
8. Gwalior. 17. Ratlam.

9. Hyderabad. 18. Savanur.

19. Travancore.

These Committees were supplied with the questionnaire pre-
pared by us and were also furnished from time to. time with all
material that was placed at the disposal of the Provincial Com-
mittees.
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The reports of the following Committees have been received :—

1. Akalkote. 8. Hyderabad.
2. Aundh. 9. Kolhapur.
3. Baroda. 10. Orcha.

4. Bhopal. 11. Phaltan.

5. Bikaner. . 12. Porbandar.
6. Dhar. 13, Ratlan.

7. Gwalior. 14. Savanur.

15. Travancore.

We understand that the Jodhpur, Puddukottah and Dholpur
Darbars have not prepared any reports of their enquiry.

We desire to place on record our grateful appreciation of the
care and thoroughness with which the States Committees have
done their work.

16. We should like here to refer to a point which has engaged
our serious attention in the course of our deliberations, namely,
the constitutional problem of India and its bearing on the questions
under our consideration. Although it was felt by some of us that
a good banking system should function independently of any
formm of conxistution, we all felt ncvertheless the necessity at
many points of our Enquiry of knowing what the future constitu-
tion of India was going to be. Tn order that our discussions
might proceed on the basis of a common angle of vision, we
agreed that the fundamental basis for making our recommenda-
~ tions should be that the administration of the provinces avd the
Central Government would be wholly in the hands of Ministers
fully responsible to the respective legislatures. It should be clearly

nnderstood that all our recommendations are based oun this funda-
mental sssumption.

17. We append to our report three separate minutes or notes of -
dissent. The first of these is by Mr. Ramadas Pantulu and deals
with mdigenous bankers; the second is by Mr. Nalini Ranjan
Sarkes and deale mainly with the financial requirements of indus-
tries and the financing of foreign trade; the third is signed by six
of our colleavues, ¢iz., Sir Purshotamdas Thakurdm, Mr. Khaitan,
Mr. Jamal Mahomed, Mr. Ramadas Pantulu, Shanmukham
Chetty and Mr. Mukbtar Singh, and deals mo»tly wltn the firanc-
ing of foreign trade. We shall deal with the subject matter of
these various minutes in the appropriate chapters of our report.

18. We also append a separate report by Mr. Manu Subedar.
'This report is a tome by itself and covers ground which is common
to both his report and ours. It was received too lats for us to
give detfailed consideration to it and make our comments on it.
The deliberaticns of the Committee ceased on 11th April 1931 and
by the 2nd June we had not received the signed copy of Mr. Manu
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Subedar’s report,* though portions of the report became available
to us in proof from 25th May, the last portion being placed in our
hands on 28th May.

It is not correct. as stated by Mr. Manu Subedar in paragraph
2 of kis report, that he had no opportunities for discussion of the
whole problem with the other members of the Committee. The
volumnes of evidence bear ample testimony to the contrary. He
also remained associated with us when we were formulating our
conelusions aud participated actively in the discussions thereon.

As we have already stated, it l:as not bheen possible for us to
conunent on the report at length as we would have desired. Tn
80 far as ho considers that the value of our work has suffered from
lack of any ditect link between our Committee and the Provincial
soremittees or doubts the reliability of facts incorporated in the
reports of the latter, we disagree witl his criticism in this connec-
tion. The acting Chairman of our Committee maintained neces-
sary contact with the Provincial Committees. The members of
our Committec were invited to join the deliberations of the Pro-
vincial Committees and some members took advantage of such
invitation. The acting Chairman, as well, 1s several of our
members also met the Chairmen and the Secretaries of the Pro-
vincial Committees in a conference at Calcutta in January 1930
and discussed varions matters relating to the Enquiry. By this
means personal contact was maintained between the Central Com-
mittce and the Provincial Committees.

As regards Mr. Manu Subedar's remarks about the banking
experts from abread, we consider these to be unfortunate. These
gentlemen came ont to India at some sacrifice t» themselves in
response to invitations from the Government of India. The party
leaders in the Assembly had agreed to this feature of the Enquiry
and we think it is to be regretted that one of our colleagues should
have thought it right to criticize the assistance that these gentlemen
took pains to give us in the short space of time at theix disposal.
Mr. Manu Subedar was aware of the procedure iaid down by the
Government of India for the prosecution of the Enquiry before he
joined the Committee.

19. We desire to add that our colleagues, Sir Purshotamndas
Thakurdas and Mr. T.amond, in view of their position respectively
as a Governor of the Imperial Bank and an officer of that Bank and
thecefore directly interested in the affairs of the Tank, have not
taken any part in the voting in regard to our rvecommendations
affecting that Bank.

* The signed report was hauded cver to the Chairman on the afterncon of
the 2nd June after the Committee had held its last meeting and dispersed.
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90. We desire to express our sincere gratitude to our Secretary,
Mr. V. K. Aravamudha Ayangar, C.I.E., whose intimate know-
ledge of currency, finance and banking, and the zealous and
efficient manner in which he has carried out his duties, have made
his services a source of considerable strength to the Committee.
Our grateful acknowledgments are also due to our Joint Secretary,
Mr. R. P. Masani, for useful assistance, the value of which has
been enhanced by his practical experience as a banker and in busi-
ness generally. We desire further to record our high appreciation
of the manner in which Mr. K. C. Seth, Superintendent, and the
stafl of the Committee have discharged their duties.



CHAPTER I1.
DEVELOPMENT OF BANKING IN INDIA.

21. Information in regard to banks established in India on
European lines up to the beginpning of the second half of the
nineteenth century is given in Cooke’s book on ‘““The Rise, Pro-
gress and Present Coundition of Banking in India’"; and full in-
formation in regard to the Presidency Banks of Bengal, Bombay
and Madras is contained in J. B. Brunyate’s Account of thé Presi-
dency Banks. Researches made by Indian economists in recent
years have thrown considerable light on the gradual develop-
ment of banking in India from earliest times, and much valuable
information on the subject will be found in the books published
within the last five years by Messrs. B. T. Thakuar, H. Sinha,
L. C. Jain «nd Ramachandra Rau, though a portion of the field,
namely, from the sixth to the sixteeuth centuries, still remains to
be erplored. C(‘onsiderable amount of useful information is also
contained in the reports of some of the Provincial Banking Enquiry
Committees as well as in those of some of the Committees appoint-
ed by the Indian States. It may be of interest to bring together
in this report some of the more important facts.

INDIGENOUS DBANRKINC,

22. Tt is now generally admitted that from the earliest times
India possessed a system of indigenous banking. It will suffice
in this connection to give the following extract from ‘‘From the
Yemote Past to an Assured Future’” by Mr. W. E. Preston, Chief
Manager of the Chartered Bank of India, Australia and China,
and a member of the Royal Commission on Indian Currency and
Finance, 1926, which is quoted on page 26 of Mr. Thakur's book
on ‘‘Organization of Indian Banking™ :— '

“It may be accepted that a system of banking eminently
suited to 1ndia’s then requirements was in force in
that. country many centuries before the science of
banking became an accomplished fact in England.
1t is true that the methods of old in force in India
were vastly different from the Kuropean ideas of
banking to-day and partook more of money-lending,
money-changing and later of the hundi business;
nevertheless as applied to the conditions then exist.
ing in India, they admirably acted théir part, and
must be recognised as having rendersd immense ser-
vices to the country as a whole, particularly when we
keep in view the enormous agricultural interests of
India.”

(11)
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Indeed, money-lending can be traced back to the Vedic period
which is taken by some authorities to range from at least 2,000
to 1,400 B. C.; but no evidence of its then being followed as a
proh,eswn by any section of the people, or details about the terms
on which money was lent, are available. It is frora the fifth
centiry B. (. that Indian literature supplies us with definite
evidence of the details of money-lending vnd of remittance of money
in cash or by credit instruments. The Buddhist works and
recent archwological discoveries reveal the existence of associa-
tions or guilds carrying on various commercial and industrial
activities.  The sresthis or bankers occupied prominent positions
in these guilds. In each of the important trade-centres of the
Buddhlist period, e.g., Champa, Rajagriha, Sravasti, Kausambi
and Avanti, there lived muany sresthis of great influence. Their
main function was to finance {he t{raders for the ordinary
parposes  of their trades, the merchant adventurers who went
out by sen to foreign couniries or explorers who traversed
forests in scarch of valuable inaterials, and the kings in times
of war and other linuncial stress. 'The Buddhist texts abound
in veferences to the practice of lending money on or with-
out interest. 'The more common practice was lending money on
interest, the loans being secured by mortgage, by pledge of
movables or by surety. The Artha Shastira (K&nhlya) prescribes
the maximum legal rate of interest on secured loans as 15 per cent.
and that on unsecured loans as 60 per cent, without any discrimi-
nation as to caste, though the rate might gc up to 120 and 240 per
cent. per annum according to the risk involved in special circum-
stances. The Dharma Shastras ave in general agreement with the
Artha Shastra except that they introduce caste as an important
factor in money-lending. They lay down that a particular caste
(the »aisya) alone can take to the profession of money-lending, and
they also preseribe a variation from 15 per cent. to 60 per cent. in
the interest on unsecured loans according to the caste of the
borrower. (1).

23. There is no continuous accoun, of indigenous banking
extant from the sixth to the sixteenth centuries.(2) But refer-
ences are traceable to the use of hundis as early as the twelfth
century A, D.(3), we have alco evidence in the wriling of Muham-
madan historians  like Darni, author of “Tarikh-i-Tiroz-
Shahi’’, and Shamsafif, of the existence of Multanis and shroffs
who financed not only internal trade and commerce between
various centres buf also acted as bankers of the early dynasties of
the Moslem period. During the Moghul period, it aprears from
the Ain-i-Akbari and other internal records, as well as from

(1) Bengal, paras. 346-56. Bombay, para. 252. Baroda, para. 211.
(2) L. C. Jain’s *‘ Indigenous Banking in India ”, page 10.
(3) United Provinces, para. 410.
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Tavernier’s Travels, that indigenous bankers coniinued their
business of money-lending and played an important part in
financing the trade of the country by means of credit instru-
ments.  Tavernier also mentions how the foreign trade of
the country in the seventeenth century was financed partly by
cash and partly by bills drawn on Surat and payable in two
months; and he gives the rate of exchange on Surat at
Lahore, Agra, Ahmedabad, Siron), Burbanpur, Dacca, Patna
and Benares.()  There i1s no ' definite informatign available
about the rates of interest charged in those days by the
indigenous  hankers on loans. The fact that according to the
Ain-i-Akbari the State granted loans to officials at rates of
interest varying from 6} per cent. in the second year to 50 per cent.
in the fifth year, and 100 per cent. in the tenth year in order to
operate as a check on the usurers, however, shows that a still higher
rate of interest had to be paid by these people on loans obtained
from other sources. There is also evidence to show that in the
last quarter of the sixteenth century the vanigs in Bengal used to
charge needy persons interest at the rate of more than 500 per
cent.(2) The system of cmrency and coinage during the Moghul
period, with its large number of mints  scattered all over the
country which issued metallic currency of various classes, also pro-
vided the indigenous banker with the important and profitable
business of money-changing. Further, it became the  practice
during this period of emploving some of the hmportant indigenous
bankers in various parts of the emipire as revenue collectors, bankers
and money-changers to Government. These bankers naturally
acquired considerable influence and power; and as has been pointed
out in the report of the United Provinces Banking Enquiry Com-
mittee (paragraph 410), “‘the Jagat Seths (tworld bankers) of tlie
seventeenth and eighteenth centuries, for their power and in-
fluence, are comparable with any private banking house in any
other country; and indeed, they seem to have fulfilled many

of the functions of a central bank—essentially a modern institu-
tion ’.

24. When the Iinglish traders came to India in the seventeenth
century, the indigenous banking system was already established.
But while they required some machinery to satisfy their credit
needs, they could not easily make use of the indigerious system.
They on their side were not conversant with the language = of
the indigenons bankers, while the bankers had no experience of the
finance of western trade. Tn order to overcome these two-fold
difficulties, two remedies were adopted. In the first place, the
English agency houses which were established in  Calcutta and

(1) Jain, page 14.
(2) Rengal, paras. 358 and 362,
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Bombay took upon themselves the business of banking in addition
to their commercial and trading activities. In the second place,
the importance of forming connections with the indigenous bunkers,
who held a high place in the financial and political activities of the
country, was not ignored.(l) TIndeed, in the earlier years after
their rise to power, the Fast India Company did not favour the
establishment in India of European banks, and they held the
opinion that the agency houses and the indigenous bankers were
better fitted to meet the banking nreeds of the community.
These measures, however, failed to arrest the decline in the busi-
ness and influence of the indigenous banker. The incessant wars
and the disorder which followed on the downfall of the Moghnl
Empire severely affected their business. Not infrequently were
they cheated by their customers which involved them in serious
losses and sometines resulted in their inability io redeem their
promises.  The unification of the coinage in 1835 deprived the
indigenous banker of his profitable business of money-changing.
The development of the means of communication by land and sea,
and the consequent deflection of trade and commerce from former
trade routes and the alteration in the whole basis of the com-
mereial relations of the country with other countries, all contri-
buted to his downfall. 'With the decline of the indigenons bankers
and the gradual progress of English trade and dominion in India,
the reed was felt by the East India Company for the establish-
ment of banks which would meet both administrative requirements
and the demands of trade. The result was the creation of
Government  treasuries and the foundation of early banking
institutions on western  lines, and these have cperated to the
further disadvantage of the indigenous banker.(?) As has been
observed in the report of the Tumjab Banking Enquiry Com-
mittee,3) compared with institutions of the western type, the in-
digenous banker is at a  disadvantage in respect of large-scale
operations.  With diminishing resources the volume of hl% busi-
ness iv declining when success demands that it should increase.
Accordingly, just as in Fngland the old family bank has had to
give way to the large joint-stock bank, the indigenous banker is
being obliged to give way to the corfimercial bank. Despite the
establishment of joint-stock banks, however, a good deal of
banking business still remains ir the hands of the indigenous
bankers in all parts of the country. The operations of the former
are confined largely to the provision of banking facilitics at the
ports and more important urban centres, so that throughout the

(1) Jain, pages 16-17.
(2) Jain, page 23.

(3) Punjab, para. 188,
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conntry the indigenous bankers have filled the gap left uncovered
Iy these banks and financed agriculture and the internal trads of
the country.  Especially in rural areas their help is as indis-
pensable as bLefore. Wit the altered conditions, however, the
indigenous banker in some cases acts as a middleman between
the Tmperial Bank of India and the joint-stock banks on the oue
hand, and the Indian trading community on the other. He buys
and sells hundis and then rediscounts them at the big banks when-
ever necessary and thus performs functions analogous to those of
the bill brokers of the T.ondon money market. (t).

25. No definite information 1is svaulable as to whether the
indigenous banker adopted the practice of receiving regularly
deposits from the public on payment of interest at any stage of
his existence, and if so, when this transition took place. At the
time when the indigenous banker came into existence, the
custom seems to have been to hoard capital wealth or deposit 1t
with a friend rather than with the bankers. There is evidence that
the associations of bankers in ancient fimes used to receive perma-
nent deposits and to hold them as trust properties. It is also
true that Manu devotes a special section to the subject of ‘‘deposits
end pledges’’. But there is no mention in his book of the payment
of interest on such deposits, and it is possible that the deposits
which he refers to were deposits for safe custody only. The
Artha Shastra lays down definite rules for the hoarding and
utilization of wealth on interest, but is silent on the subject of
deposit-banking. In western countries deposit-banking did not
come into vogue until at a later stage of the development of
banking, and in England banks did not undertake this work until
the year 1645. In ]ndia, many of the indigenous bankers do not,
even at the present day, accept deposits from the public; and it Is
reported from a State like Bikaner, which does not possess a single
joint-stock  bank, that g.,enemlly the indigenous bankers and
money-lenders in \1!].1(*0« and towns do not ]xeep any deposits and
those at the capital do keep dcpomtx of some of the peoplo”. The
reason why the indigenous banker in India has not generally taken
to deposit banking is probably furnished by B. T. Thakur, who
states on page 5 “of his “Organization of Indian Bzmking” that
“Indian Bankers in the past have generally carried on ordinary
trade with their banking business, with the result that this dual
activity has greatly reacted upon the banking development of this
countiv. Tt is only very lately that private Indian bankers have
realized the strong necessity of not adding ordinary commercial
transactions to their credit business’

(1) Bombay, para, 252.
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. ESTABLISHMENT OF BANKS WORKING ON K UROPEAN LINES.

26. Reference has been made in paragraph 24 above to the
establishment of English agency houses in Calcutta and Bombay
which took upon themselves the business of banking in addition to
their commercial and trading activities. These %ouses became
the agents for the whole civil and military services and also for
Kuropean bankers and merchants settled in the country. They
had originally no capital of their own, and they depended almost
wholly on the savings of the servants of the Fast India Company.
They received deposits, made advances for the movement of crops,
and issued paper money which was considered extremely beneficial
for carrying on their operations. The banking business of the
Kast India Company was entrusted to some of “these concerns in
Caleutta and Bombay. These agency houses thus became the
forerunners of joint-stock banks established on Kuropean lincs.
Tn his book on ““The Rise, Progress and Present Condition of
Banking in Tndia,”” Cooke has stated that probably the first bank-
ing institution in India on Furopean lines was the Bank of
Hmdusthan which was founded in 1770 by one of the agency
houses in Calcutta. Tater mveshmhons have thrown douht on
the accuracy of this statement, and it is possible that one or two
other banks of this type came into existence before the Bank of
Hindusthan, though it is doubtful whether they continued in
existence for any length of time. These banks, and others which
followed them, were local institutions chartered by the Bast India
Company. They are the forerunners of banks formed under the
provision of cnactments of the Indian legislature which are now
divided into two categories, namely (1) the Tmperial Bank of
Tndia, formed on the amalgamation of the three Presidency Banks,
and (2) the Indian joint-stock banks. Tt will be convenient to deal
with these two classes separately.

Trnr PrESIDENCY BANKS AND THE IMPERIAL BANK orF INDIA.

27. The Bank of Bengal, which was the first of the Presidency
Banks, was started in the yvear 1806 under the name of the Bank
of Caleutta. It obtained its first charter in 1809 when it assumed
the name of the Bank of Bengal. Tt was considered essential in
the interests of Government and of the mercantile community to
have such a hank. Moneyv then used to be raised by treasury
hills which often had to be sold at a heavy discount. To facili-
tate the borrowings of Government and for the maintenance of
cvedit, a State-aided bank was deenied indispensable. Government,
therefore, subscribed one-fifth of its capital and shared in the
privilege of voting and direction. The charter prescribed certain
restrictions on the constitution as well as the operations of the Bank.
The Bank’s rate of interest was limited to a maximum of 12 per
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cent. with a view to bringing about a permanent reduction in the
rate of interest. In 1823 the Bank was given the power to issue
notes. In 1839 the Bank was given the power to open branches
and to deal in inland exchange. It was at this time that the
present restriction against dealing in foreign exchange was intro-
duced into the Bank Act, but it was a restriction which, we are
told, was introduced by the Bank authorities themselves. There
was no legal bar at any time to joint-stock banks registered in
India engaging in the financing of foreign trade and in operations
connected with foreign exchange except such restrictions as were
placed on the Prosldency Banks. The Bank of Bombay was
established in 1840 and the Bank of Madras in 1843, with a
share capital of Rs. 50 lakhs and Rs. 30 lakhs respe(tlvely,
of which Government subscribed Rs. 8 lakhs in cach case; and
both were given the right of note issne.  The major portion
of the shares in all the three Banks was originally subsecribed
by Furopeans. 'The Bank of Bombay became involved in the
speculative crisis of 1862-65 and it went into liquidation in 1868.
But in the same year a new bank with the same name was formed
with a capital of Rs. 100 lakhs. All these Banks were deprived
of the power of note issue in 1862 and were given as compensation
the free use of Government balances. The Presidency Banks
Act of 1876 regulated and restricted the business of these Banks
and these restrictions and regulations continued up to the amal-
gamation of the three Presidency Banks in 1921. The Govern-
ment disposed of their shares in all the three Banks in the year
1576, and the Act of 1876 did not, therefore, provide for Govern-
ment directors on the Boards of the Banks. On the 27th
January 1921 when the three Banks were amalgamated, they had
among themselves 59 branches and a toﬁrpald -up capital of
Rs. 375 lakhs and a total reserve of Rs. 345 lakhs. The Imperial
Bank of India which was founded, as a result of the amalgamation
is governed by Act XT.VIT of 1920, which also ymposes certain
restrictions on its operations. !

JOINT-STOCK BANKS.
28. The history of joinit-stock banking in India from the days
of the Fast Tndia Company down to the present day may be divided
into fwe periods, namely—

(i) from the early days of the Fast Tndia Company to the
year 1833, the last year of the crisis that overtook
some of the joint-stock banks started mainly by the
English agency houses;

(i) from 1833 to 1860 when joint-stock banks with unlimited
liability continued to be established mostly by
European houses;

(iii) from 1860, when the principle of limited liability was
introduced, to the present day.
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29. The banks started in the first period were on the basis of
unliavited liability. They transacted ordinary banking business
and financed internal trade. They also issued notes for circula-
tion. One of them made advances against the security of indigo
factories and the block of other industries. The same Bank had
Liondon exchange business as a very important branch of its
activities though it lost heavily owing to the purchase of bills of
certain insolvent firms. Some 6f these banks were helpad by the
East India Company in times of crisis and one of them acted as
banker to the Company. Most of the banks ended in failure

owing to the combination of banking with other business and
speeulation,

The banks that were started during the second period were
still constituted on the principle of unlimited liability and there
is a mass of interesting facts and figures in regard to these insti-
tutions in Cooke’s ““The Rixe, Progress and Present Condition of
Banking in India”” which gives the history of Indian banking up
to 1863. Half of the banks that came into being during this
period failed on account of speculation and  mismanagement
rendered possible by ineffective audit. Some of the banks,
however, were very suceessful and two had branches in India and
in London and one had branches in China.

The year 1860 constitutes a landmark in the history of Tndian
Banking. By Act VII of 1860 the principle of limited liability.
which is indispensable to the raising of large amounts of capital
required by modern husiness concerns, was first applied to the
jeint-stock banks.  The privilege of note issue was also with-
drawn from joint-stock banks about the same time. Soon after-
wards, the American (ivil War cut off the supply of American
staple and there was an unprecedented demand in Tngland for
cotton.  There was a boom in the cotton trade in India which led
to & wave of speculation. Banking companies, financial associa-
tions and land reclamation companies and industrial concerns of
all sorts were launched in large numbers. Almost every one of
them went into liquidation. Even the original Bank of Bombay,
as we have seen, was Involved in the disaster and had to face
liquidation proceedings. This crisis shook the confidence of the
public in banking concerns. Between 1865 and 1870 only one hank
was eglablished, namely, the Allahabad Bank. The progress in the
establishment of joint-stock banks was scarcely satisfactory up to
the end of the last century, when there were only 9 banks with
capital and reserve of over Rs, 5 lakhs, their total paid-up capital
and reserves amounting to Rs. 1} crores and their total deposits
to Rs. 8 crores. During the period 1871—1900 the Oudh Com-
mercial Bank and the Punjab National Bank were established,
besides the now defunct Alliance Bank of Simla.



DEVELOPMENT OF DANKING IN INDIA. 19

With the wave of the swadeshi movement in 1906, however,
there was considerable activity in banking. Between the years
1906 and 1913 the number of banks with capital and reserve of
over Rs. 5 lakhs increased from 9 to 18. Their paid-up capital
and reserves amounted to Rs. 4 crores and their total deposits to
Rs. 22 crores. The number of smaller banks that were launched
duzing the period was considerably larger. Some of the flourishing
Tndian banks of to-day were established during this period, namely,
the Bank of India, the Indian Bank (Madras), the Punjab and
find Bank, the Central Dank of India, the Bank of Baroda and
the Tsank of Mysore.

The years 1913 to 1924 were a critical period for joint-stock
banking in India. As many as 161 banks failed during the period,
and the paid-up capital of these banks amounted to abont Rs. 6§
crores.  The causes of their failure are examined in a laler
chapter. ‘ )

In the vear 1925 the banks with capital and reserve of Rs. 5
lakhs and over numbered 28.  The number in 1928, being the
latest vear for which statistics are available, is the same. The
number of banks with capital and reserve between Rs. 1 lukh and
tess than Rs. 5 lakhs was 46 in the vear 1923, and the same in
1928, In all 60 banks failed during the period, but in the case
of most of them the capital and reserve was less than Rs. 1 lakh.
An important Indian joint-stock bank which was established during
this period was the Peoples’ Bank of Northern India, T.imited.

ooy Baxks*

30. Apart from banks established in India under the Charter
of the Tast India Company or under enactments of the Indian
legislature, a number of foreign banks have operated in India
from time to time. 'The most important of these are British banks
established under a Royal Charter or English legislation. Tt was
about the year 1836 that systematic efforts were=heific made in
England to complete the chain of Tmpire Banks by the inclusion
of India, especially as the popularity of overseas investment in
general was increasing  with the return of prosperity after the
Napoleonic wars.  But until 1853, the Fast India Company was
oenerally successful in preserving banks in India chartered hy it
from the competition of FEnglish banks, though as regards the
former the three Presidency Banks were not allowed to, and the
otlierabanks did not usually, transact exchange and remittance
business between India and the countries overseas.  Such
business was considered to be commercial business attended with
risk and was carried on by what were called ‘Agency Houses’.

*We are indebted to Baster's ¢ The Imperial Banks’ for a great deal of the
matter in paragraph 30.
B2
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It is also possible that the relations that existed between the
‘Agency Houses’ and the East India Company which ars referred
to later on also operated as a handicap againet any banks in India
undertaking this class of business. The first proposal for the
incorporation in I.ondon of an Anglo-Indian bank, called the
Bank of India, was made in 1836 after the private agency houses
had all come to grief by speculation in the thirties of the century.
1t wen proposed that the new bank should do all banking business
for the State, including foreign exchange business. Both the
Government of India and the Bank of Bengal, which was the
Government bank at the time, were against the new project.
The former were apprehensive that the new Bank would make
a profit at their expense on their annual remittances for home
expenditure; and the latter stated that they would be able io
extend their services to the Government and the country in
all directions contemplated by the proposed Bank. The charter
was therefore refused to the promoters of the new Bank.
The next project was the Bank of Asia of 1840, but it also
niet with the same fate as the Bank of India owing to the
opposition of the Agency Houses which had recovered from the
disastrous failures of 1829-1832. The Agency Houses were
firmly allied to the East India Company and their opposition on
the ground of possible injury to their profits by the competition
of the new Bank in their remittance operations was shared
by the Xast India Company, who thought that it was not
necessary to have a bank for the purpose of exchange operations.
The first Anglo-Indian commercial bank to receive a Royal
Charter was the Oriental Banking Corporation, which was formed
by amalgamation with the Bank of Western India in 1842 at
Bombay. In 1845, the Bank moved its head office from Bombay
to London. The Bank obtained its charter from the Imperial
Government without any reference to the Indian authorities.
After the Oriental Bank came the Chartered Bank of India,
Australia and China, and the Chartered Bank of Asia (afterwards
the Mercantile Bank of India, London and China), both incorporat-
ed in 1853. The East India Companyv took up its old attitude
and went so far as to doubt the Royal prerogative to grant
charters to banks for operating in India on the ground that under
Act 47 Geo. III it had been empowered to incorporate such
banks and that that Act formed a limitation on the Royal pre-
rogative. His Majesty’s Attorney and Solicitor-General, however,
drew a distinction between the business of general banking within
the territories under the Government of the East India Corfipany
and the business of exchange, deposit and remittance which could
be carried on by any bank under Roval Charter. Although the
Zast India Company did not concur in this view, it considerei
it undesirable to give a monopoly in exchange business to the
Oriental Bank and it recommended the incorporation of the
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other banks without delay. Of the three chartered banks, the
Oriental Bank failed in 1884; and the Mercantile Bank had to
relinquish its charter in 1893 and reconstruct itself under the
English Companies Act as the Mercantile Bank of India. The
only English bank now operating in India under a Royal Charter
is, therefore, the Chartered Bank of India, Australia and China.
None of the%e chartered banks appears to have enjoyed the privilege
of issuing notes in India.

31. Other foreign banks now operating in India are: (1) the
Mercantile Bank of India; (2) the National Bank of India; (3) the
Hongkong and Shanghai Banking Corporation; (4) the Eastern

Bank; (5) the National City Bank of New York (with which is
‘Lmalgamated the International Banking Corporation); (6) the
Yokohama Specie Bank; (7) Lloyds Bank (which has taken over
the business of Messrs. Cox and Clo., the latter having previously
absorbed Messrs. King, King and Co.); (8) the Comptoxr National
d'Escompte de Paris; (9) the P. & O. Banking Corporation; (10;
the Imperial Bank of Persia; (11) Nederlandsche Handel
Maatschappij (popularly known as Netherlands Trading Society) ;
(12) the Nederlandsch Indische Handels Bank (popularly known
as the Netherlands India Commercial Bank); (13) Banco Nacional
Ultramarino; (14) Bank of Taiwan; (15) Sumitomo Bank; (16)
Thomas Cook and Son (Bankers); and (17) the American Express
Company. The National Bank of India was established in 1863
under the name of the Calcutta Banking Corporation wih its head
office at Calcutta. The name was changed to its present name in
1664 and the head office was transferred to London in 1866.

STATISTICS.
32. A table giving certain statistics relating to banks now

operating in India and registered under the Indian Companies Act
will be found in Appendix II.



CHAFTER 1II.
EXISTING CREDIT AGENCIES.

33. Tt will be useful at the outset to give a general description
of the existing credit agencies including their functions, resources
and their operations. These agencies can broadly be classified
ag follows :—

(1) Imperial Bank of India.
(2) Joint-stock banks:

(3) Exchange banks.

(4) Co-operative banks.

(5) Indigenous banking system consisting of money-lenders,
shroffs and other agencies doing banking business.

(6) T.and mortgage banks.

(7) Loan offices in Bengal.

(8) Nidhis and Chit Funds in Madras.
(9eGovernment.

(10) Insurance companies.
IvpeERrRIAL BANK oF INDIA.

34. The Imperial Bank of India was formed in January 1921
by the amalgamation of the three Presidency Banks of Madras,
Bombay and Bengal. It is governed by the Imperial Bank of
India Act, No. XLVII of 1920. It is a commercial bank with
private shareholders and competes to some extent with other banks.
It inherited from its three predecessors certain functions ag a
bankers’ bank, which, together with its increased responsibilities
as the Government bankers, accounts for some of the existing res-
trictions imposed on its activities by ite present charter and for
the control exercised by the Governmernt over the Bank. The im-
portant restrictions are :—

(1) The Bank cannot make any loan or advance—
(a) for a longer period than six months,
(b) upon the security of stock or shares of the bank,

(c) on the original security of immovable property.

( 22 )
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(ii) The Bank cannot discount bills for, or lend or advance
in any way to, any individual or partnership firm an
amount exceeding at any one time Rs. 20 lakhs except
on the security of trustee stocks, funds and securities,
securities issued by certain State-aided Railways, the
debentures and other securities issued by district
boards under the authority of the legislature, and
¢oods or documents of title thereto.

(iii) The Bank cannot discount or advance on the security
of any negotiable instrument of any individual or
partnership firm payable at the town or place where
it is presented for discount, which does not carry on
it the several responsibilities of at least two persons
or firms unconnected with each other in general part-
nership.

(iv) The Bank cannot grant unsecured overdrafts in
excess of Rs. 1 lakh.

(v) The Bank cannot open accounts in the Liondon office
for persons other than its own constituents.

The Bank is generally prohibited from transacting any business
not specified in the Act, foreign exchange business being one of
the excluded items.

35. The Government exercise control over the Bank in the
following wiys :— '

(1) They have power to issue instructions to the Bank in
respect of any matter, which, in their opinion, vitally
affects their financial policy or the safety of Govern-
nment balances.

(2) They can appoint four Governors to the Central Board
of the Bank.

(8) They appoint the Managing Governors who are two in
number and who are the Chief Executive Officers at
the head of the Bank, after consideration of the recom-
mendations of the Central Board of the Bank.

(4) They are entitled to require the Central Board to
furnish any information touching the affairs of the
Bank, and to produce any document of the Bank,
and may require the publication of the statement
of the Bank’s assets and liabilities at such intervals
and in such form and manner as they think fit.

(5) They may appoint such auditors as they think fit to
examine and report on the accounts of the Bank.
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36. Government business transacted by the Imperial Bank of
India and its branches may broadly be summarised as under :—

(a) It does the treasury work of Government free of cost.
Tt receives all collections from the general public for
credit to Government and Government may draw on
any of its head offices or branches in India.

(b) It manages the public debt of the Government of India
and provides the machinery for the flotation of
loans. The London office of the Bank also manages
the rupee debt in London, receiving a fixed remu-
neration for this work.

37. The other banking functions performed by the Imperial
Bank of India are :—

(@) It is the bankers’ bank. Most of the leading banks in
India keep their cash balances other than till money
with the Imperial Bank of India. In 1925 these
balances fluctuated between such wide limits as
Rs. 13} crores and Rs. 2 crores. The following later
figures were furnished by the Bank :—

Total Bankers' balances with the Impeiial Bank of India.

(In lakhs.)

Exchange | Indian Joint-

Date. Banks. Stock Banks,

Rs, Rs.

31st March 1928 . . . . . . . 3,20 81
30th September 1928 | . . . . . @71 1,12.
31st March 1929 . . . . . . . 3,28 81
30th September 1029 ., . . . . . 2,02 90
318t March 1930 . . . . . . . 1,88 81
30th September 1930 . . . . . . 1,88 1,95

(b) It manages the Clearing Houses. There are eleven
Clearing Houses in India in the principal cities.
These conduct their operations in the precincts of the
Imperial Bank of India which supplies the necessary
supervising staff.

(¢) With a view to increasing banking facilities and to foster-
ing among the Indian people the habit of banking and
investment, the Imperial Bank of India was placed by
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Government under a statutory obligation to open not

less than 100 new branches within the first five years

of itg inauguration. This obligation was duly ful-

filled and 102 new branches were opened by 3lst

March 1926 of which 50 were opened at places where

there was already a .branch of one or other of the

Indian joint-stock banks. Several of the branches,

however, have not yet reached a profit-earning stage.

At places where the Imperial Bank of India has no branches,

it utilizes the services of joint-stock banks or a leading local

merchant or shroff for the collection of bills and cheques. A list

of the places where the Bank has recognised agents for collection

business is given in Appendix ITI of the Volume of Written
Evidence.

38. During the busy season when tBe Bank rate is 6 per cent.
or above, the Paper Currency Department may grant loans to the
Imperial Bank of India to an amount not exceeding Rs. 12 crores
by transferring to that Department internal bills of exchange or
hundis of an equivalent amount. The Bank also provides remit-
tance facilities to the exchange and other banks and also to the
public. The rates charged by the Bank are subject to maxima
laid down by Government and differ according to circumstances :

{a) When the purchaser is a member of the public, the
rates are 1/4 per cent on sums up to Rs. 1,000, 1/8
per cent on sums between Rs. 1,000 and Rs. 10,000,
and 1/16 per cent on sums above Rs. 10,000.

(b) If another bank wishes to purchase remittance through
the Imperial Bank of India to a place where the pur-
chaser has no branch, it pays the usual rates, men-
tioned above.

{¢c) Where a bank purchases a transfer from one of its
branches to another, the rate for sums sbove
Rs. 10,000 is reduced to 1/32 per cent.

39. As a result of the recommendations of the Royal Com-
mission on Indian Currency and Finance, 1926, a Bill was
introduced into the Indian Legislative Assembly in Janu-
ary 1927 providing among other things for the establish-
ment of a Reserve Bank for India. For reasons which are now
well-known, the Bill failed to become law. The present position
regarding the control of currency and credit is, therefore, the same
as that described by the Royal Commission on Indian Currency
and Finance, 1926. ‘‘The Government controls the currency.
The credit situation is controlled as [ar as it is controlled at all,
by the Imperial Bank. With divided control, there is likelihood
of divided counsels, and failure to co-ordinate’’.

The two tables below give in a convenient form some available
statistics relating to the Imperial Bank.
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I.—Capital, Reserve, Deposits and Cash Balances of the Imperial
Bank of India.

(In lakhs of rupees.)

Proportion ver
cent. of Gov-
ernment Depo-
sits (column 3)

Clovern- to
Reserve ment or | Privete Cash
31st December. (Capital.| and | Public | Depo- Balan-
‘ Rest. | Depo- | sits. | Total ces.
sits. | Capital | Private

’ and De-'Depcsits

posits (column

. i (columns,  4).
i

cent. cent,

% 1 to 4).
B f— _—
.
1 2 3 | 4 | b 6 7
|
! | .
Rs Rs. Fs | Rs l Per Per Rs..

1922 . . 562 | 4,33 | 14,16 | 57,00 ; 174 | 24'8| 15,07

1928 . . .| 562| 455| 857| 7419 92| 11'5| 150k
|

1924 ., 562| 480 | 7,50| 7671 79 99 | 15,60

1925 ., . . 5,62 493 | 5,46 | 7783 58 70 | 17,47

1
|
1926 . . 5,62 5,09 6,45 | 73,90 | 71 87 | 20,90
|
|

1827 . . 5,82 5,24 7,20 | 72,07 80 1000 | 10,89

1928 . . 5,62 5,30 7,96 | 71,30 89 11’1 { 10,57
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loans, ete.,

27

of the

Imperial Bank of India in the last week of March and Sep-
- lember cach year from 1921.

(In lakhs of rapees )

- = P : <
£131 /8¢ . 23
=3 B f b w ot o
B © .82 i~ 3;‘5 ©
J— a | g% T 0D K
o K g8 . 4 . 3] 2= =
2 | 5 |g5| 25 E | 2 | 5 | & | 27| %4
= ) 25| §& g £ = 2 £2 8
e R [ = © /A 5] & -]
191 i
March , 51| 72,19 12,17 1838 | 22,34 9,637 33,06 | 36°82
Scptember ., EE0 | 82,78 15,77 | 2,60 2218 803 | 29,71{ 31'70 3
1023,
March . .| fo03| 5708|205)| 0,33 15| 014 9,00 | 204S| 7547 8
Seplember L1821 7319 10,04 | 37,04 | 26,72 4,23 8G,73| 41'2% 4
1023,
March . 253 3,63 9,4 18,79 31.80 £,86 14,44 16°08 L]
September . .| 1519 759 12,70 | 15,15 | 20,55 471 9,40} 4,18 4
19°4. !
March . . .| 26,02| 71,21 [12,00| 11,83 2721| 43,07 1570 | 1520 16-49
September 24,33 | 73,68 16.78 18,13 | 57,07 58| £830] 28°(1
1625. l
March . 26,14 69,72 | 8,(0 10,02 21,59 | 24,69 1807 19,34 | 16°44 7
September ., 0,7 | 7899 16,9 | 1367 | 815 550 | 31,68 | 3$5°95 [3
1926. .
March . L9l 73,77 17,67 | 17,87 | 85,82 6,08 | 2523 | 2683 8
Septcmber o 19,°0 | £1,18 052 1 1184} 21,00 4,95 | 50,39 | 4rc3 4
1927,
March 2255 | 67,20 | 2,00 | 20,54 ) 1849 | 4,12 7,6)| 18,60 | 20°34 7
September ., .| 12,6 | 71,61 21,53 | 10,02 | 238,72 508 | 037 .5¢4 5
1928,
March ., 401 | 7°0s | 7,00| 21,72 12,55] 150 1591 | 11,67 | 1360 7
September |, 6,01 | 71,96 20,01 104 ] 2520 420 | :8,47 | 2946 5
19.9.
March . 59| 71,70 (2,0 | 21,69 | 10,54 | 3543 11,04 | 10,84 | 1348 8
September 20,¢4 | 69,64 £2,77 8,50 | 22,90 3,43 30,63 | 3584 5
14 30.
Ma:ch . 20,11 | 70,01 20,19 | 10,651 31.7¢ 7,52 19,1 | 21°00 7
Septcmber 13,18 | 75,01 23,68 | 17,45 | 35,61 2,41 2561 | 2832 5
1951, .
March . 1,92 | 70,43 29,74 ( 12,11 ] 29,33 13,33 \ 15°0) ‘ 7

/
]

JOINT-STOCK BANKS. _

40. At the end of 1928, which'is the latest year for which sta-
tistics are available, there were 28 joint-stock banks in India
which had capital and reserve of Rs. 5 lakhs and over,
nine, namely, the Central Bank of India, the Allahabad Bank, the
B'mk of India, the Punjab National Bank the Bank of Baroda
the Peoples Bank of Northern India, the Bank of Mysore, the
Indian Bank and the Punjab and Sind Bank had deposits of

Of these,
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Rs. 1 crore and over. The deposits of the first five exceeded Rs. 5
crores in each case.

41. All the Indian joint-stock hanks are registered under the
Indian Companies Act. A complete statement of all banking
institutions in the various provinces registered under the Indian
Companies Act is printed as Appendix II to this report. The
Act imposes no restrictions on the business which these banks
may do. The bigger banks perform the ordinary business of
banking and, among other services, receive deposits and make loans
and advances, including the discounting of bills. They also take
part in the movement of produce from the village to the exporting
rort and in the distribution of imports from the ports of entry to
the distributing centres. The business of these banks so far as the
agricalturists are concerned is usually confined to the larger land-
holders, the planting community and others who possess tangible
und marketable security. The smaller banks are generally loan
offices which advance money to the professional and agricultural
classes. One or two Indian joint-stock banks undertake business
in foreign exchange, but their turnover in this is so small that they
are not ordinarily classed as exchange banks.

The following statement gives certain statistics relating to
joint-stock banks with capital and reserves of Rs. 1 lakh and
over for a number of years. No statistics are available regarding
joint-stock hanks with capital and reserves of less than Rs. 1 lakh.

Capital and Reserves, Deposits and Cash Balances of Indian Joint-
Stock Banks.

Crass A, Crass B.
Banks with Cipital and Reserves Ban&sl;; Mll l(;?(;;ital ?“d }}e};e;ves
f Rs. & lakhs and over. : ! and ovi r bl
o: . less than Rs, 5 lakhs.
Year. o T ] [ -
l . ] 3 I I .
'g a % :é [ %
F g . g g g | F
i -2 2 3 A ~ | 2 3
T i 8|z | v | dE| | 2
° & 2 3 & o
g | 8% | & 3 2 e l A L
Rs. Rs. Rs. Rs. Rs. Rs.
(Lakhs).l(Lakla).|(Lakhs). {Lakhs). (Lakhs). (Lakhs),
1922 . 27 10,64 61,64 12,04 41 1,11 3,38 56
1923 . 26 0,73 44,43 7,37 43 1,11 3,26 61
1924 . 29 10,71 52,60 11,30 41 1,08 2,69 35
1926 . 28 10,60 | 54,49 10,10 46 1,18 3,42 68
1926 . 28 10,84 | 59,68 9,12 47 1,26 3,47 82
1927 . 29 11,08 | 60,84 7,70 48 1,22 3,46 52
1928 . 28 11,10 62,85 8,19 46 1,20 3,50 52
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ExcHANGE BANKS.

42. There are in all 18 exchange banks doing foreign exchange
business in India. All of them are non.Indian, and two are con-
cerned mainly with tourist traffic. The principal business of the
other banks ig the financing of India’s foreign trade. They receive
deposits both on cur®ent and savings bank account, receive fixed
deposits, purchase bills in foreign currencies, make loans against
shipping and other documents, and finance imports of bullion.
They also play some part in the financing of the inland trade,
mainly on account of goods or produce in transit prior to export
or immediately subsequent to import. But having regard to the
fact that all the information that is available to the Com-
mittee is the consolidated statement for all the foreign banks given
on page 336, it is not possible for us to state what portion of the
funds of these banks is employed in the foreign trade of India
and what portion in inland business. The table on page 336
shows that out of the total resources of Rs. 88 crores Rs. 10
crores were invested in bills of exchange in transit to London
and elsewhere overseas. The terms for the deposits of these banks:
are, as a rule, higher than those of the Imperial Bank of India
hut lower than those of the Indian.joint-stock banks. While the
Imperial Bank of India does not allow interest on current accounts,
the exchange banks generally allow 2 per cent. on daily balances
exceeding a minimum limit up to Rs. 1 lakh. The exchange banks
do not publish any statements relating to their Indian business.
separately. The table below gives such figures as are available.

Capital and Reserves, Indian Deposits and Cash Balances of the
Ezchange Banks in India.

Number Capital, Deposits Cash balances
Year. of Reserve n in
banks. and Rest. India. India.
(£1,000) (£1,000) (£1,000)

1922 . . . 18 112,221 55,038 12,132
1923 . . . 18 140,103 51,332 10,859
1924 . . . 18 130,464 52,976 12,275
1925 . . . 18 | 138,311 52,909 7,062
1926 . . . 18 148,003 53,658 8,046
1927 . . . 18 180,919 51,647 6,008
1928 . B . 18 187,923 53,354 6,042
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CO-OPERATIVE BANKS.

43. Co-operative banks are established under the Co-operative
Societies Acts. They consist of the provincial bank at the apex,
the central banks which are affiliated to the provincial bank, and
the primary societies which are mostly affiliated to the central
banks. At the end of 1929 there were 18 cawoperative banks with
capital and reserves of Rs. 5 1lakhs and over, and 140 with
capital and reserves of between Rs. 1 lakh and Rs. 5 lakhs. Under
the Acts and the rules of the Co-operative Department, the co-
operative banks and societies are debarred, except with the general
or special sanction of the Registrar, from lending to anyone who is
not a member of the institution. Most of the primary societies are
agricultural and their main function is to supply credit to the
agriculturist and educate him in the principles and practice ¢f co-
operation and thrift. The provincal banks assist the central banks
by advancing funds for use as part of their working capital and
also by the grant of ordinary and special cash credits to enable the
central banks to work on a low level of till moneyv. Tle pro-
vincial banks obtain their finange mainly from deposits {rem the
public; but central banks and primary societies also contribute to
the resources of the provincial banks in the shape of share ¢ipital
and depositg of their surplus fands.  The provincial banks have
also arrangements for cash credits and overdrafts with the Imperial
Bank of India.

44. The principal function of the central banks is to supply
the working capital needed by their affiliated primary societies.
They obtain their finance partly frgm the apex provincial bank and
partly from deposits by the public. The majority of shares in
central banks are held by affiliated societies. The more successful
central banks have built ap substantial reserves. 'The yprimary
societies maintain a register of assets and liabilities of cach in-
dividua! member and a copy of this is kept by the central Lank.

45. There are also non-agricultural societies both with limited
and unlimited liability which cater to the neceds of 1 great variety
of persong including officers of Government, employees of indus-
trial companies, contractors, small traders, fishermen, weavers,
artisans and depressed classes. Prominent among these societies,
from the point of view of banking, are co-operative urban banks.
These are generally institutions with limited liability, drawing their
Tunds largely from deposits and financing the small trader and the
siall industrialist.

The following table gives certain statistics relating to the
number, capital and reserves, and deposits and loans of co-operative
banks for a number of years :—
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Capital and Reserves, and Deposits and Loans received, of
_— Co-operative Banks.

(In lakhs of rupees.)

Class A. Class B.
B Banks with Capital and Re- ' Banks with Capital and Re-
serves of Rs. 5 lakhy | . serves of Rs. 1 lakh and
and over. over, but less than Rs. 5 lakhs.
Year. 1 o
| I .
Capital | Deposite Capital | Deposits
Number, and aud loans | Number. | and and, loans
reserves. | received. i | Teserves. received.
' |
S I ‘
1922-23 . . 5 44 3,41 1 63 E 1,31 5,02
1923-24 . 3 62 4,14 | 72 1,73 5,87
1924-25 . . 8 69 4,51 93 i 1,70 8,04
1925-26 . . 10 91 5,39 104 | 2,03 9,30
1926-27 . . 12 1,12 7,01 119 | 2,25 11,98
1927-28 , -, 16 1,50 8,03 125 | 2,47 13,16
1928-29 . i8 1,63 9,401 140 ﬁ 2,77 14,87
i

46. The Government help the co-operative organization in
various ways :

(1) They give occasional assistance by means of money grants
or loans to particular banks or socicties.

~ (2) They give subsidies to co-operative federations :which are
organizations formed by the societies themselves for the purposes
of auditing primary socicties, supervising primary sociciics 1 hack-
ward areas, and training probationers.

(3) They provide a staff of officials to direct the audit of co-
operative societies and tc supervise and stimulate their activities.

The avowed policy of Government towards the movement is to
encourage non-official administration, co far as this is consistent
with their ultimate responsibility to secure the advance of the
moyement on sound lines, though there is still, particularly in
some provinces, a large measure of official control.

(4) They have guaranteed interest on long-term debentures in
certain cases.

(5) They have granted the following general concessions :—

(i) Exemption from. varigus taxes, e.g., income-tax, stamp
duty and registration fees.
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(i) Transfer of funds at par (through the agercy of Gov-
ernment) from one society or bank to another for
co-operative purposes.

(iii) Freedom of the shares or interest of members in co-
operative societies from liability to attachment by the
decree of a civil court.

(iv) Prior claim over other creditors in enforcing recovery of
their dues in certain cases. In Bombay the prior
claim has been replaced by a ‘‘first charge’.

INDIGENOUS DBANKING SYSTEM.

47. Shroffs and money-lenders form an important credit agency
in the Indian banking system. In many parts of India they are
still the only source of credit. The difference between shroffs
and money-lenders is that while the latter work generally with
their own capital, the former use also borrowed money eiiher in
the form of deposits from the public or by drawing and discounting
hundis. At times the village money-lender borrows from the urban
money-lender or a city shroff. The various classes of money-
lenders and shroffs and their methods of business are described
in later chapters.

48. A certain number of indigenous shroffs and bankers work
largely on modern lines and transact all kinds of husiness which
the ordinary joint-stock banks transact, including the issue of pass-
books and cheque books. They do not, however, publish balance-
sheets and their management is entirely in the hands of a ringle
proprietor or a firm of proprietors. A reference may be made in
this connection to the Bank of Chettinad, Limited, recently regis-
tered in the Madras Presidency under the Indian Corapanies Act
for carrying on the business of banking and all other Ilines of
business which Nattukkottai Chettiyars have been accustomed to
do, with a subscribed capital of Rs. 2 crores and a paid-up capitak
of Rs. 1 crore and with the head office 1n Chettinad.

L.AND MORTGAGE DBANKS.

49. Land mortgage banks have been started under the wgis of
the co-operative movement in the Punjab, Madras, Bombay, Bengal
and Assam, but they are not sufficiently large in number or in size
to meet fully the requirements of the Indian agriculturists for long-
term credit for the redemption of mortgages of land, for the clear-
ance of debt and for land improvements. The number of existing:
institutions and their membership and capital are given below.
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Land Mortgage Banks (on the 30th June 1930).*

In thousands.
Number %
— ol pooie: E Conital Depo- Viore:
.8 and sits, Loans. ing
g Reserve. Capital,
Rs. Rs. Rs. Ras.
Ajmer-Merwara . . . 13 757 8 . 60 68
Assam . . . . 651 1,503 88 3,00 74 4,62
Bengal . . . . 4| 2,099 78 2 3,30 4,10
Bihar and Orissa . .| No land mortgage banks.
Bombay . . ., . 3 749 1t 24 76| 1,60
Burma . . .. 2 281 ’ 4 l 47 . 51
Central Provinces . «| No land mortgage banks.
Delhi . . . . .| No land mortgage banks.
“Madras IR 28 | 3,004 ’ 2,28 | 2,43 | 17,97 12,68
North-West Frontier Pro-| No land mortgage banks.
vince.
Punjab » . . . 12 5,625 1,75 | 14,19 6,84 | 22,78
United Provinces . . 1 34 1 8 9
Total . 68 l 14,142 | 6,33 1 20,35 | 20,28 | 46,96

LoaN OFFICES IN BENGAL.(1)

50. Of a different class from the land mortgage banks referred
to above, which have as their object the amelioration of the cou-
ditions of the agriculturist, are the loan oftices in Bengal started
originally along the lines of land mortgage banking. On the 3lst
of March 1929 there were 782 loan offices at work, out of which
only 26 were in Calcutta and the rest in the mofussil. Their paid-
up capital is generally small and only 13 have a paid-up capital of
Rs. 1 lakh or more. They attract funds by deposits and the total
working funds with loan offices on the 31st March 1929 are estimat-
ed at about Rs. 9 crores. The majority of loan offices carry on land
mortgage banking in a greater or less degree and also grant loans
against ornaments. Some loans are on personal security. A

* The dates vary with reference to the Co-operative year in each province;
-the latest figures available are given,
() Bengal, paras. 420—463.

(o]
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few carry on trading with banking, but this practice is being
gradually abandoned. Many loan offices in Calcutta advance
1notey against Calcutta house properties, while some, both in
Calcutta as well as in the mofussil, undertake commercial banking
operations. Some loan offices grant loar:s against crops in godowns
or In transit. A few finance industries by advances against block.

Some of these loan offices are called “‘banks’’ in the annual
reports of the Registrar of Joint Stock Companies while the ress

are styled as loan offices. We are told that this classificatior. is
Lared on the memoranda of association.

Nidhis AND CHIT FUNDS 1IN MADRAS. (1),

51. The midhis were originally started as mutual loan eocie-
ties, but in the course of years they have developed into semi-
banking institutions. They receive deposits either in the form of’
deposits proper, or of withdrawable share capital paid in monthly
instalments, and they make loans for all purposes. All of them
are registered under the Indian Companies Act, five as banks and
the rest as nidhis. On the 31st March 1929, there were 228 nidhis
in the Presidency of which 123 were in one district alone. The
total paid-up capital of these 228 institutions is about Rs. 2} crores
and their deposits and reserve funds amount to about Rs. 1% crores.
The loans are generally made to members, but surplus funds are
made available to non-members also.

32, The ““chit fund’ is a loose organization of a small number
of people and is a very useful institution for facilitating savings.
These savings are pooled together and made available tc members
in various ways which depend upon the particular svstem followed.
The chit funds are found chiefly in the south and south-west of
the Madras Presidency, and to a lesser extent in other parts. They
are also very numerous in the Travancore State.

GOVERNMENT.
33. The operations of the Government as a credit agency fall
under several heads :—

(i) They grant takavi loans to agriculturists for agricultural
operations, land improvement, and other prescribed
objects.

(if) They grant loans under the State Aid to Industries Acts
in the provinces of Bihar and Orissa and Madras, and
under the Tndustrial T.oans Act in the Punjab, for
the purpose of promoting nascent and cottage

industries.

(iii) They purchase debentures issued by lund mortgage
banks.

(iv) They grant loans to co-operative societies for various
purposes.

(1} Madras, paras. 43°—496.
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(v) 'They grant loans to municipalities and district boards.
They advance small sums of money to their own
officers against the security of their provident funds
and for the purchase of means of conveyance. Loans
are also granted to land-holders under exceptional
circumstances.

The financial assistance rendered by Government under sll the
above heads s, however, of no great magnitude.

54. In addition to floating annual loans mainly for their capital
expenditure, the Government are continually in the market for
short-term funds through the medium of treasury bills. They
also provide facilities for savings by the small investor through
postal savings banks and postal cash certificates. The following
statements give some statistics relating to the borrowing opera-
tions of Government during the five years ending with 1929-30 :

. New Loan Issues.
(Tn lakhs of rupees.)

—_— | Cash. [Conversions.| Total, Description.
|
|
‘,

1925-26 . .! No cash 30,61 37,61 | 6th issue of 5 per cent.
| subserip- income-tax free loan
| tions in- 1945-85 and 5 per
| vited. cent. taxable ten-year

\’ bonds 1935,

1926-27 . . 16,77 12,73 20,50 | 4 per cent. taxable

! loan 1960-70 at issue

| price Rs. 88 per cent,

|

1

8,21 11,23 19,54 | 4 per cent,  taxable
i 1934-37 lcan at issue
price Rs, 94-8 per
cent,

1925.99 .. 23,92 11,12 35,04 | 4% per  cent. taxable
1955-60 loan at issue
price Rs. 94 per
cont. and 44 per
ceut. taxable (1934)
bonds at Rsa. 97-8 per
cont.

1929-30 . . . 13,60 23,65 37,25 | 6 per cont. taxable
1939-44 loan at issue
pricc Rs. 96-8 per
cent. and 2nd issue
of b per cent,
taxable 1933 bonds
at issue price Rs. 98
per cent.

During 1930-31 the loan issued was in the form of 6 par cont. taxable 1033-
36 bonc's at par and amounted to Rs. 29,71 lakhs, made up of cash subscriptions
Rs. 21,39 lakbs and conversions Rs. 8,32 lakhs.
a9
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Statement of Treasury Bills issued and paid off.

(In lakhs of rupees.)
Issued Paid off, Net issued.
1925-26 . .o .e
1926-27 . .e . .e
1927-28 . 30,37 22,78 7,69
1928.29 22,38 25,97 —3,59
1929-30 64,74 32,70 32,04

The amount of treasury bills outstanding on 3lst March, 1930,
stood at Rs. 36,04 lakhs.*

Issues and discharges of the Postal Cash Certificates.
(In lakhs of rupees.)

Outstandings
— Issues. Discharges. Net. at the end
of the year.
1925-26 . 9,66 1,70 7,85 20,97
1026-27 . 7,63 1,82 5,71 26,68
1027-28 . . 6,09 2,07 4,02 30,70
1928-29 . . 4,91 3,31 1,60 32,30
1929-30 . . 7,16 4,46 2,70 35,00
Postal Savings Banks.
(In lakhs of rupees.)
: Outstandings
: With- Net g
Receipts. DA at the end
drawals, De posits. of the year.
1925-26 . . 19,79 18,20 1,69 27,23
1926-27 . . 21,17 18,89 2,28 29,51
1927-28 . . 24,00 20,84 3,16 32,67
1028-20 . . 26,22 24,40 1,82 34,49
192930 . . 27,28 24,64 2,64 317,13

* On the 31st March 1031, the amount of treasury

Rs. 55,38 lakhs,

bills outstanding stood at
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INSURANCE COMPANIES.

55. The total number of companies transacting life, fire,
marine and other classes of insurance business in India, according
to the Insurance Blue Book of 1929, is 245, of which 97 are
Indian and 148 non-Indian (including 72 British).

Insurance companies, both Indian and non-Indian, occupy a
very important place in the Indian financial system, as they hold
for long periods a considerable portion of the savings of the people.
The net premium income from business done in India under all
classes of insurance, received by both Indian and non-Indian
companies, stood at the close of the year 1928 at about Rs. 10
crores, of which over Rs. 5 crores went to non-Indian companies.
The total assets in India of non-Indian companies on the same
date were Rs. 30 crores, while those of Indian companies were
about Rs. 23 crores.

Besides lending a certain amount to their policy-holders,
these companies invest a substantial portion of their resources in
Government securities and treasury bills; thereby relieving the
stringency in the money market {o a large extent. Some of the
Indian companies also (1) invest their fands in mortgage of landed
properties, and in purchasing debentures of co-operative banks,
and shares and debentures of industrial banks, or otherwise
financing the latter; and (2) make deposits with, or grant loans
to, mofussil banks and loan offices which in their {urn often utilize
these resources in financing indigenous industries. A few Life
Offices also invest a portion of their funds in land development
somewhat on the lines of Building Socicties in England.



CHAPTER IV,
'RURAL FINANCE.

INTRODUCTORY.

56. The problem of rural finance and certain allied questions
have been thoroughly investigated by the Provincial Banking Iin-
quiry Committees. It is not necessary to recapitulate all the facts
and figures that find a place in the provincial reports. Only the
salient points which will have a bearing on our final recommenda-
tions are here discussed. The recommendations of the Provincial
Committees have been brought together in Appendix ILI and an

indication is given therein as to how each recommendation has
been dealt with by us.

THE ECONOMIC POSITION OF THE AGRICULTURIST,

57. Before we proceed to discuss the problem of rural
finance proper, 'we desire to give a very brief account of the
economic position of the agriculturist) as it has an obvious bearing
on the problem. (There are no reliable economic data giving any-
thing like a precise estimate of the cost of production, the value
of produce raised and the income of the agriculturists from subsi-
diary occupations from which their family budgets can be cons-
tructed so as to enable us to furnish accurate statistical information
regarding their actual economic condition.) Nevertheless the reports
of the Royal Commission on Agriculture and other Commissions
and Committees* which have reported from time to time on the
general condition of the people, and the reports of the Provincial
Banking Enquiry Committees and tlie evidence and other materials
collected by the Provincial Committees, contain a mass of useful
information bearing on the general economic position of the Indian
agriculturist) Tt is unnecessary for us here to reprcduce the whole
of that information or to enter into a detailed examination of the
various aspezts of this important question. Our main purpose will
be served by sketching in broad outlines some of the salient features
emerging from the information referred to above. The outstand-
ing feature of Indian rural economy which is bonnd to arrest the
attention of any one who enters on an investigation of the question
is the appalling poverty of the rural population. The Simon Com-
mission make the following observations at page 334, Vol. I of
their Report on the general condition of the people :—

“The low standard of living to which the mass of India’s
population attain is one of the first things that strike

* Indian Famine Commissions, 1880, 1598 and 1901, Indian Irrigation Com-
mission, 1903, Indian Taxation Enquiry Committee, 19256, Economic Enquiry
Committee, Madras, 1931, and Depression Enquiry Committee, Madras, 1931.

( 38 )
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a Western visitor. Wants are few  diet is simple,
climate is vsually kind, and a deep-rooted tradition
tends to make the countrymen content with things
as they are.  But the depth of the poverty, the per-
vading presence of which canuot escape notice, is not
so easily realised. There have been no official esti-
mates of income per head since 1901-2, when T.ord
Curzon stated in his budget speech that the average
income per inhabitant of British India had been
estimated at Rs. 30, i.e., £2 a year. Since the War,
certain Indian and Furopean professors of economics
attached to Indian Universities have, by different
statistical methods, attempted to measure the total
income of the country in particular years. % * *.
Such estimates are necessarily based on inadequate
data, for the unsatisfactory nature of the statistical
material available has been the subject of comment
by almost every committee or commission that has
enquired into the economic affairs of India. * * *
Kven if the most optimistic of the above estimates is
adopted, the result is that the average income of India
per head in 1922 was equivalent, at the prevailing
rate of exchange, to less than £8, while the corres-
ponding figure for (ireat Britain was £95. The con-
trast remains startling, even after allowing for the
difference hetween the range of needs to be satis-
fied.”
This estimate does not give a picture of rural India separately. 'The
income of the agrienltural population per head when separately
asscssed will be much smaller.  From the reports of the Proviuneial
Committees and other published statistical informatior, the
total gross value of the annual agricultural prodnce would work
to about Ns. 1,200 crores on the basis of the 192% price levels.
On this basis and taking into consideration the probable income
from certain subsidiary occupations estimated ut 20 per cent. of
the agricultural income, and ignoring the rise in population in the
last decade and the fall in prices since 1928, the average income
of an agriculturist in British India does not work out at a higher
ficure than about Rs. 42 or a little over £3 a year. Thus the
general poverty of the agricultural classes is a ma‘ter which is
beyond dispute.

58. The proportion of the population of India living on agri-
culture is very large and it has been steadily on the Increase.
This proportion was 61 per cent. in the year 1891, It rose fo 66
per cent. in 1901 and to 73 per cent. in 1921. The census fizures
for 1931 are not available to us; but it may fairly b2 presumed tl)at.
the proportion has risen still higher in 1931. The average extent
of land that the Indian agriculturist cultivates is cou:paratively
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very small and the individual fields which make up his “‘holding’*
are generally scatiered. The total net area sown with crop in
1927-28 was about 220 million acres, which gives roughly a little
over an acre per head of the agricultural population or abott 6 acres
to an agricultural family of five persons. Many avthoritics, among
whom Mr. Darling may be mentioned, consider that this extent
of an average holding is inadequate to maintain an agricultural
family in ordinary comfort in the conditions which exist in India
at the present day. Various estimates have been atterapted as to
what an econcmic holding in India should be and the minimum
extent of land which is required for the subsistence of an average
agricultural family. But having regard to the widely difiering
conditions of the soils and other factors in the several parts of the
country, we do 1ot consider that any useful purpose will be served
by an examination of these estimates. Practically all Provincial
Banking Faquiry Committees agree that the bulk of the agricul-
tural holdings in India are too small and agricultural incomes are
very low,

59. Moreover, nature exercises a powerful influence on the
fortunes of the agriculturist, and the Indian cultivator is in a large
measure exposed to the vicissitudes of seasons. The land in areas
which are not protected by irrigation works cannot be cultivated, 1f
the monsoon is not favourable. Of the total cultivated area in the
country about 16 per cent. only has irrigation facilities from rivers,
tanks or wells, while the remaining 84 per cent. depends merely
on rainfall. These unfavourable conditions might have been miti-
gated to some extent by a well-conceived policy of irrigation by the
State, particularly in regard to minor works, to which reference has
been made in paragraph 279 of the report of the Royal Commission
on Agriculture in India. There is water in many localities which
are now not productive owing to the want of irrigation facilities,
and the problem of making water available to cultivators is one on
the solution of which by the State, the prosperity of the agricul-
turist as such undoubledly depends largely. The frequency of
failure of crops owing to drought and flood and pests, and the low
vitality and high mortality of the live-stock render the economic
position of the cultivator worse still.

60. The produce from land per head of the population and per
acre is low compared with that of many other countries. There
has been no substantial increase in recent years in the total area of
the cultivated land, the average annual net area sown with crops
in the five years ending with 1927-28 being 225 million acres
against 217 million acres in the preceding quinquennium. The con-
sequence is that the average cultivator still continues to live on an
insufficiency of food which reacts on his physical capacity for work
and largely accounts for the high percentage of mortality in the
country. D+. Harold M. Mann, for sometime Director of Agricul-
ture in Bombay, drew very pointed attention to this aspect of Indian
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rural economy. These conditions cannot be wholly ascribed to an
undue increase in population and consequent pressure on land. Let
us compare the growth of population in India with that in England.
Taking the three decades for which census figures are available for
both countries, we find that in England and Wales the increase of
population between 1891 to 1901 was 1217 per cent., between 1901
to 1911, 1091 per cent- and between 1911 to 1921, 48 per cent.
while the increase of population in British India during the same
decades was respectively 2'4 per cent., 55 per cent. and 1'3 per
cent.* Nor can the low productivity be justly ascribed to the in-
efficiency or ignorance of the Indian cultivator. The standard of
inherited skill in husbandry of the Indian cultivator is high, but
the farmers of other countries are undoubtedly in a position of
greater advantage inasmuch as they are aided by the discoveries of
scientific research made available to them by an enlightened State
policy in regard to agriculture.

In this connection we should like to invite attention to the com-
paratively low expenditure on agriculture in India by the Central
and Provincial Governments. The fellowing table which is given
on page 176 in ‘‘The Punjab Peasant’, by Mr. Darling will be

found interesting. A W‘FC‘\;J-‘)-M de Gl

Per 1,000 | Per 1,000

Country. of acres
population. | cultivated.

Re Ras.
United States (1919-20) . . . . . 1,020 210
United Kingdom (1921) . . . . . . 960 1,380
Germany (1910) . . . . . . . . ’ 945 706
Ttaly (1925-26) . . . . . . . . 255 184
British India (1924-25) . . . . . . 34 30

GL. Another potent factor which contributes to the extreme
economic weakness of the Indian agriculturist is the inadequacy of
subsidiary occupations which supplement his slender income from
agriculture.  As early as 1880, the Indian Famine Comnission
pointed out that ‘‘A main cause of the disastrous consequences of
Indian famines and one of the greatest difficulties in the way of
providing reliefs in an effectual shape is to be found in the fact
that the great mass of the population directly depends on agricul-
ture and that there is no other industry from which any consider-
able part of the community derives its support. The failure of the

—- .-';a"Am:Qtudy in Indian Economics’’ by Pramathanath Banerjee, M.A.»
19 28, page 37,
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usual rains thus deprives the labouring classes as a whole not only
of the ordinary snpplies of food obtainable at prices within their
reach, but also of the sole employment by which they can earn the
means of procuring it. The complete remedy for this condition of
‘things will be found only in the development of industries other
‘than agriculture, and independent of tluctuations of seasons. With
a population so dense as that of India, these considerations are of
the greatest weight and they are rendered still more serious by the
vact that the numbers who have no other employment than agricul-
ture are in large parts of the country greatly in excess of what 18
really required for the cultivation of the land. So far as this is the
‘case, the result must be that the part of the population which is
-excess of the requirements of agriculture eats up the profit that
‘would otherwise spring from the industry of the community. Tt 1s
not surprising in a country thus situated that matevial progress is

LE}

slow’’.

62. A recent investigation into the economic condition of the ayri-
culturist in certain districts of the province of Madras was made by
a Committee appointed by the Madras Government with the con-
currence of the provincial legislature and their report was pub-
lished this year. That committee summarized certain factors
affecting the economic position of the cultivator in the arca of their
investigation. Some of the conclusions of that Committee will
probably be found to apply to other parts of India alvo, and there-
fore we reproduce the relevant portions below. {(Pages 93 and 99
of the report).

(1) While population has increased, extension of cultivation
has not kept pace with it.

(2) There is no improvement in the condition of un-employ-
ment of agricultural labour.

(3) Fragmentation of holdings has increased and the average
arca of holdings has gone down

(4) The indebtedness of the agricultural population is heavy,
hampers cultivation and reduces incomes.

(5) Land is changing hands rapidly owing to many causes
and ryots are unable to repay their debts except by the
sale of their lands.

(6) The margins available for maintenance of the cultiva-
tor’s family, after paying the assessments, are either
inadequate or nil.

{7) In most rural parts the value of the agricultural produce
is insufficient, after meeting the demands of the Gov-
ernment revenue, for the maintenance of the agricul-
turists; so that, while a few rich people get richer,
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and a small number remain on the margin of subsis-
tence, the majority are running into debt and losing
their hold en land which is frequently changing
hands.

(8) The system of land revcnue is based too much on aver-
ages (average rainfalls, average supply of water,
average outturns, average prices, cte.). The inelasti-
city of the system leads to low production and indeb-
tedners. It is  antiquated, and is not in  keeping
with the trend of jand revenue policy in civilised
ccuntrier,  Land revenue in India is much heavier in
its mecidence than other taxes.

We should like to add the following cother factors which affect
the economic position of the cultivator in India :—

{a) the comparatively small spread of literacy :

(b) the existence of social habits which do not conduce to
progress ;

() limnited opportunities for fuller life and for initiative and
entecprise ; and

(d) absence of definite cfforts made by the Government or
the people on a large scale to raise the status of the
agricultunist and to effect an all-round improvenient
and uplift.

Among the recommendations of the committee referred to In
the preceding paragraph is to be found the following : —

“To relieve unemployment, cottage industries and indus-
tries connected with agriculture (conversion of raw
materials into finished products) should be started
under government auspices, or priviate enterprises en-
couraged with liberal State aid”

The agriculturist has sufficient spare time on his ‘h:n'lds to devote
himself to subsidiary occupations to supplement his income from
agriculture if such occupations can be pursued profitably. But he
has been exposed to the full blast of competition of forces from the
rest of the world and many of the industries on which he relied in
the past in a system of self-sufficing economy have snﬂ‘erefl largely
from, or been wiped out by, the competition of machine-msde
articles.

63. Tt is necessary to add that the eifects of the world competi-
tion are felt not only in the cottage industries but also in agriculture
itself. The recent fall in the world prices of cotton rice, wheat.
jute and groundnut, only to mention a few of the principal commo-
dities, has made the cultivator conscious of forces operating from
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afar and affecting him powerfully. Here again there is no effective
action by the Stute for avoiding or mitigating the adverse influences
which affect the farmer.

64. In all parts of India the cultivator is steeped in indebtedness.
We have dealt at length on the extent and effects of rural debt on
the economic condition of the cultivator elsewhere in the report, as
the question is intimately connected with our Enquiry. His credit
needs are satisfied, if at all, inadequately and at ruinous prices.
The nature of the interest in the land he cultivates varies from
cwnership to mere tenancy at will, and the efficiency of agriculture
over large parts of the country is in consequence adversely affected
by his possessing a restricted and precarious right in the land he
cultivates, thus giving him no incentive to Improve the land.
Under the circumstances mentioned ahove agricultural land in
parts of India can scarcely be said to form valuable security for
raising capital and credit that the agriculturist certainly needs.

05. Further, the Indian agriculturist is now being drawn slowly
but steadily in the sphere of influence of markets, both national
and international. But here again he has neither organization
nor the credit facilities to help him as in countries like the United
States of America, Canada, Denmark, Germany and other Furo-
pean countries. The disorganized condition of the cultivators
which in certain cases is accentuated by the existence of the power-
ful organizations of the buyers, and the lack of proper credit facili-
ties enabling them to hold on to their crops in time of plenty, often
prevent thier, in India from obtaining a fair price for their produce.

66. Tn addition to these numerous difficulties from which the.
agriculturist suffers, he has another serious handicap, namely ilh-
teracy. The percentage of literacy in India is still very low, and
technical education in agriculture can hardly be expected to make
any progress without the back-ground of general education.

THE PROBLEM OF RURAL FINANCE.

67. Agriculture is an industry and, lilze other industries, requires
both short-term and long-term finance, but therc are certain
fundamental differences Dbetween agricultural and industrial
finance :(—*

(1) In agriculture, the units of production are essentially a one-
man concern—and the credit available for the concern is limited
to the credit of one man or one family. The method of raising
capital by the device of joint-stock enterprise, namely, by subscrip-
tion, is not open to this industry. The limited extent to which

*Vide Roport of the Committes on Agricultural Credit in England 1023, and
Report on Agricultural Credit in England, 1927, ¢ The Condition of Agriculture
in the United States and Measures for its improvements’, being a report by the
Bu:i)nessmen’s Commission on Agriculture, and ¢ Agricultural Economics’ by
G. O‘Brien.
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a recourse to this method is recommended by some Provincial Com-
mittees in connection with the land mortgage banks is referred to
later. The peculiar feature which renders farming more helpless
than other branches of industries is its persistent small scale orga-
nization. While other industries tend to become concentrated in
units of ever-expanding size, agriculture remains scattered, indi-
vidualistic, small scale and chaotic. These peculiarities reflect
themselves in the supply of capital to the agriculturist. Generally
speaking, as & producer, the farmer thus remains dependent on
his own resources. The savings of the general community are
relatively inaccessible to him.  Further, while the industrialist
can capitalize the future, or raise money on ‘‘estimated’’ earning
power, the agriculturist cannot there being no commercial measure
of these things in agriculture acceptable to the ordinary investor.
While, therefore, the manufacturer raises his capital by subscrip-
tion, the farmer must raise much of his capital by credit.

(2) As pointed out by the Committee on Agricultural Credit in
England (1923), “in the very nature of things the agriculturist is
often isolated and remote from the normal opportunities for ob-
taining credit. = Compared with those of the manufacturer and
the trader, his operations are complex, long in their cycle and
subject to exceptional risks from weather and disease beyond the
ordinary ups and downs of prices and wages which he suffers in
common with industrialists. For the greater part of the year, and
especially when he is most in need of credit, his capital is sunk in
forms of wealth, difficult for any one but an expert to value and
not readily chargeable as security for an advance, while his personal
training and method of life are not such as to fit him to surmount
these natural disadvantages and to establish that position in the
credit market to which hig financial stability and high standard
of probity generally entitle him."’

(3) Another feature of agricultural production in general, and
also of particular agricultural crops, is inelasticity of supply and
the comparative difficuity of adjusting the supply to fluctuations in
demand. Devices which are open to the industrialist are not avail-
able, in the same degree, to the agriculturist in controlling produc-
tion. On the decline of demand, an industrialist can slow down or
cease production altogether but not the farmer. Output cannot be
stopped on a farm as it can be in a factory; if the land is not
cultivated by man, it will produce its own crops of weeds. More-
over the abandonment of the farm implies the abandonment of the
home and will be undertaken far less readily than the abandon-
ment of a workshop. The need for finance thus remains constant,
though production may be unprofitable. This feature of inelasticity
in production leads to a lowering in the standard of living and
ultimately, to the morass of indebtedness. = Indebtedness is not
per se an evil, but the trouble arises when the debt is incurred by
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a farmer who does not know the two cardinal points of farming,
viz., what farming costs, and what it brings him. This position
becomes worse, specially in a country like India, with an illiterate
peasantry.

(4) The phenomenon of over-production which may occur both
in industry and agriculture creates some special difficulties for the
latter. As a rule, industries are more centralised and can avail
themselves of adequate credit facilities from existing machinery
enabling them to withhold from the market a part of their supply
and exercise a certain degree of control over the price by agree-
ment on some scheme of restriction of production. The agricul-
turists, on the other hand, are totally disorganized, being scattered
over a wide area, and having generally speaking, no such credit
institution as can undertake the enormous task of providing them
with the necessary credit for regulating the supply of their pro-
duce. Their necessity for such help is thus much greater than that
of industries and the circumstances call for some special arrange-
ment through State assistance to extend cheap facilities for credit
to the cultivators in order that they may hold on to their crop for
better prices. This is particularly needed in a country like India
where the absence of necessary credit facilities and the illiteracy
of the cultivators have made 1t impossible for them to safeguard
their own economic interests, while their poverty, ignorance and
debt obligations compel them to sell their crops for whatever price
these may fetch immediately the harvesting is over.

(5) The principal sccurity for long-term credit, which the
farmer can usually offer, is the land itself. In all countries agri-
cultural land and other forms of real property are a most unsuit-
able form of security in commercial banking, for land is uot a
readily realizable asset and its price is liable to peculiar influences,
and necessitates a special machinerv for ascertainment. Moreover,
investments in them are so much frozen credit, so far as com-
meicial banking is concerned. Again, there may be difficulties
in connection with titles and restrictions, customary or statutory,
on the right of transfer. In India, the existing restrictions on
the right of transfer operate to reduce the agriculturist’s credit and
to increase the interest charges by increasing the risks of lending
money to him. In fact, the word agriculturist as used in India
comprehends a variety of persons from the cultivating proprietor
(the landlord who has an absolute free-hold interest in the hold-
ing, subject only to meeting the demands of the State on the
land) to a landless agricultural labourer. Tndeed agricultural
interests in the land may, and not infrequently do, comprise
numerous intermediate interests in between the State and the
actual cultivator as a result of the systems of tenures, under-
tenures and sub-tenancies, which are recognised by custom or law
or both. 1t is perfectly obvious that all these agriculturists cannot
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get the same kind of financial accommodation and that in the case
of some, it may not be possible to get any accommodaticn at all.

(6) The accomplishment of the task of successfully constructing
and maintaining the machinery of rural finance, that is to say,.
establishing a satisfactory link between agricultural industry and
the money market, between the *farmer seeking credit and the
capitalist seeking investment, has been found to be by no means
easy in any part of the world. 1t is much less easy in India Where:
farming is essentially in the hands of small farmers and is so differ-
ent from other forms of productive industries that the ordinary
‘credit machinery which serves the needs of industrialists and the
traders is prima facie unsuitable to agriculture. Effectively to-
finance the cultivators of a single district or even of a taluka, the
resources of a commercial bank have to be distributed amongst
thousands of small borrowers. Comparatively more liquid and more-
easily realisable assets of the cultivator to back up a banking credit
are his crops or live stock or dairy produce. Tven these are pre-
carious forms of security owing to the physical risks to which produc-
tion is subject, such as floods, failure of monsoon, pestilence among
-live-stock and so forth. The most honest and thrifty farmer cannot
under such contingencies always pay back punctually his debt;
and if agricultural credit should have beneficial effects, the creditor
should postpone his demand until the effects of a devastating visita-
tion are over or a more favourable season comes round. Again,
if the credit, advanced to a farmer, of a substantial sum cannot
wholly be recovered from a year’s harvest without starving his
other economic needs, his limited repaving capacity necessitates
the recovery of the same in small driblets over a number of years,.
out of the margin of the profits of his farming. The rapid circula-
tion of money being essential to the success of a commercial bank
snd the bulk of its working capital being derived from short-term
deposits or call money, a commercial bank cannot, generally
speaking, obviouslv afford to postponc its recoveries or tie up its
resources to accommodate the farmers’ needs. The commercial
banks therefore do not, to any appreciable extent, directly connect
the agriculturists with the moneyv market, although they can render
valuable financial assistance to the agriculturists in indirect ways,
as will be shown later.

63. ‘these important differences between agriculture and other
industries give rise to special problems of rural finance requiring
special treatment all the world over. As stated in the Report on
Agricultural Credit in England (1927), ‘‘Credit and the machinery
of horrowing and lending now form an integral part of the indus-
trial system of all civilised countries, but in almost every agricul-
tural country, credit for agriculture has come to be treated as a
special question requiring, in many cases, special organization and,
generally, special legislation’. Tiven in America, where farms are-
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large and agriculture much more organized, the need for epecial
treatment of agriculture in the matter of capital and credit has
been fully recognized as borne out by the following short extract
from the Report of the Businessmen’s Commission on Agriculture :
‘‘Assuming that the essential facts have been ascertained and are
understood, it is commonly accepted that the farmer’s problem
may be approached and solved like any other business, industrial
or economic question. This, it is submitted, involves a fallacy and
if acted upon must invite confusion worse confounded. Elements
of business are, however, present, it is true, and business methods
must be observed; but the pursuit of agriculture presents other
features so peculiar, indeed so unique, that the failure to take
account of them must lead to gravest miscalculation’’.

69. In some wesntern countries, especially England, a very large
volume of rural credit is provided by the commercial banks. This
is due mainly to the penetration into the country-side of the branch
banking system. The Committee on Agricultural Credit in
England (1923) ascertained from each of the five leading banks in
England and Wales the precise extent of their loans to agricul-
turists and found that a sum of £46} millions was the amount of
Joans outstanding against farmers, of which £26 millions represented
loans for the purchase of agricultural land and £20 millions normal
loans for current trading. The uneconomic nature of the majority
of the holdings, the slenderness of the security that the agriculturist
can offer and certain other causes perhaps account for the joint-stock
banks in India not having provided any substantial amount of rural
credit. It is chiefly on this account that the sowcar or the money-
lender has been, and is still, the main source from which the culti-
vator derives his financial accommodation, however, uneconomic
the conditions on which it is obtained may be. In order, therefore,
to leave the farmer some part of the profits of his farming eflort,
it is necessary to devise a satisfactory system of rural finance.

70. There is also another broad aspect of the problem of rural
finance. It arises out of the interest of the nation as a whole to
maintain agriculture in an cfficient condition and the obligation
of the State in that matter. The DBusinessmen’s Commission on
Agriculture in America emphasises this aspect of Rural Finance
in their report where they say ‘‘Agriculture is not merely a way
of making money by raising crops; it is not merely an industry or
a business; it is essentially a public function or service performed
by private individuals for the care and use of the land in the
national interest; and farmers in the course of their pursuit of
a living and a private profit are the custodians of the basis of the
national life. Agriculture is therefore affected with a clear and
unquestionable public interest, and its status is a matter of national
concern calling for deliberate and far sighted national policies, not
only to conserve the natural and human resources involved in it,
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but to provide for the national security, promote a well-rounded
prosperity, and secure social and political stability.”’

THE FUNCTION OF CREDIT AND THE PART IT PLAYS IN AGRICULTURE.

71. The Royal Commission on Agriculture and many of the
Provincial Banking Enquiry Committees have pointed out that it
would be a mistake to suppose that in an easily obtainable credit
alone lies the panacea for all the ills from which the Indian agri-
culturist suffers to-day. This is also the conclusion at which the
Committees on Agricultural Credit and the Agricultural Tribunal
of Investigation in Iingland have arrived. The former at page 8
of their Report (1923) observe as follows :—

““Credit alone cannot convert an unprofitable industry into a
profitable one. Credit may enable an individual to make a certain
operation pay which might not otherwise pay or might not other-
wise be undertaken at all amd the price which the producer has
to pay may just turn the seale towards profit or loss in his own
case. Viewed in this way credit may be an important factor in
the cost of production in individual cases but it is mainly in other
directions that a solution must be sought of the difficult problem of
how agriculture generally can he made to pay and these lie bevond
our province.”’

72. The Agricultural Tribunal of Investigation whose terms of
reference were wider have very lucidly analysed the factors that
go to make agriculture a paying industry and they have said that
the study of foreign systems of agriculture show that a large
number of forces contribute to the well-being of the agricultural
industry in any country. 'The Tribunal singled out some of those
factors which in their opinion were sufficiently important to deserve
special mention. With some modifications these factors are equally
applicable to Indian conditions and we may briefly enumerate them
as follows :—

(Y Bemoving the existing impediments to efficient production.— -
We have already referred to the necessity of improving irrigation
facilities, particularly in regard to minor works, in order to increase
both the area under crop and the yield. Other impediments are
fragmentation and sub-division of holdings and the prevailing system
of land tenure, which stands in the way of the growth in India of
a class of peasant proprietors. The example of Denmark shows
what the ‘creation of pcasant proprietors in land can do. Many
competent observers regard the system of ownership in agricul-
tural land as one of the influential causes in Denmark’s pros-
perity. There the farm tenancy decreased from 425 per cent.
in 1800 to 10 per cent. in 1905 and 92 per cent. of the farmers in
Denmark now' own their farms. We have a'ready referred in
paragraph 64 to the detrimental effect which the presem systein

»
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of land tenure in many parts of India has on the capability of the
agriculturist to raise capital and credit to the extent required. The
Central Provinces Committee are of opinion that any form of rest-
riction on the right to transfer land must have injurious reactions
on the efficiency of the cultivator. It has also been suggested that
the most urgent requirement before the country today is the
passing of legislation to bring .consolidation of holdings into being
at the earliest possible moment, and that without consolidation
progressive farming is impossible.

In this connection one of our colleagues, Mr. Devadhar, has
obtained some interesting statistics about the working of the Act
which was passed in 1928 for the consolidation of holdings in the
Chhatisgarh Division of the Central Provinces (vide para. 1615
et seq of the report of the Central Provinces Provincial Banking
Enquiry Corimittee). According to his figures, durving the short
period of a little over three years, during which the A<t has been
in operation, 502 villages have come forward to secure the beneiit
of the Act; 174 villuges out of 502 have so far heen dealt with;
in all 156,500 acres of land parcelled out into thousands of small
holdings have been consolidated ; the expenditure to Government
has been comparatively small and in view of the attractiveness of
the scheme to the agriculturist, Government have now decided to
recover from him one-half of the cost of consolidation.

Mr. Devadhar also suggests that in the task of rural up-lift
work which is appealing to the imagination of the educated people
interested in the betterment of the agriculturist, the work of con-
solidation of uneconomic holdings or the prevention of further
fragmentation of land must be vigorouslv undertaken.

(i) The fiscal organization of the country and in particular the
assistance to agriculture by tariffs and subsidies.—India has Lkept its
door open for the import of agricultural produce from other
countries and this policy, to quote a vecent instance, has inflicted
creat hardship on the wheat producers of the country. The Royal
Commission on Agriculture which considered the question of lariffs
in connection with their enquiry recommended certain concessions
in regard to the import duty on agricultural implements and
articles used in the manufacture of such implements in India.
Similarly, the grant of subsidies by the State for a limited peripd
has been considered in certain other countries to be quite legiti-
mate for fostering the production of certain crops and for various

other purposes.
(i) Lowering the burdens of taxation.

(iv) The economic organization of the industry and in particular
the development among farmers of methods of purchase and sale
and co-cperative insurance.—Some of th: Provincial Committees
have emphasized the need for insurance against 4 the unforeseen
risks to which agriculture is exposed and have regommended that
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the prospects of schemes of insurance of cattle and crops by Gov-
ernment or by co-operative organizations should be considered.
We shall show in 2 later chapter how the existing system
of purchase and sale of agricultural produce leaves a great
deal to be desired. We would only mention here that we agree
with the foreign banking experts that little will be gained by
bringing millions ol acres under eultivation, or increasing the agri-
cultural production of the country, unless the necessary steps are
taken to ensure that the commodities produced will secure a ready
sale at a profitable rate.

(v) Instituting schemes for the improvement of land, live-stock
and crops, elimination and control of pests of plants and animals,
provision of power and olher assistance to industries subsidiary to
agricullure and developing afforestation.—It is not mnecessary to
quote here all the recommendations of the Royal Commission in
regard to the several items included in this factor. To quots only
a few instances, the cultivation of improved varicties of seed does
not confer sufficient advantage on the producer until arrangements
are made for ensuring the purity of the article sold in.the narket.
It has been urged that legislation should be undertaken to avoid
adulteration of commodities in the market and that the Govern-
ment should see that such legislation is enforced. Again, the im-
port of hydro-genated oil into this country and its sale as ghee is
reported to be responsible for the very slender chance of the revival
-of the dairy industry in India. Further it has been suggested that
the difficulties of climatic conditions in India arc not insurmountable
and that if arrangements for cheap power be made, a very large
area under cultivation can be protected against the vagaries of nature
and the existing risks of agricultural industry minimised to a great
extent. The imprevement of the fertility of the soil, whizh has
been reduced by continuous cropping without manure, is another
urgent requisite of agricultural prosperity.

(vi) Orqganizing the transport system of the counlry wich due
regard to the interests of agriculture.—That the railway freight on
the requirements of the agriculturists such as fuel and fertilisers,
and on agricultural produce itself, iz very high is a standing com-
plaint against the present working of the transport sys.tem of the
country. This policy is said to place a very great handicap ov the
agricultural produce of this country in competition with imported
articles from other countries. TFor instance, it is understood that’
at the time of our report the freight per maund of wheat from
Australia to Calcutta is six annas while the railway freight from
Lyallpur to Calcutta is Rs. 1-3-3. Similurly, it has been pointed
out that chemical manures in India are not produced as by-pro-
ducts of other industries and that on account of prohibitive prices
they cannot be profitably used for ordinary crops_in In@ia. Olher
manures, like bone-meal, leaf-mould and potassium nitrate, can-
not be used, as the transportation charges arc very heavy. We

D2
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understand that bone-meal and potassium nitrate which are
manures locally produced have to pay higher ({reight rates
than imported artificial manures. Moreover, a large quantity
of farm-yard manure las to be burnt as there is no other
fuel available and the cheap fuel from the forests cannot
be brought to the cultivator’s door on account of prohibi-
tive freight rates. Unless these handicaps are removed, the
cultivator has no chance of improving his productive capacity. We
may in this connection refer to our discussions with the foreign
banking cxperts where it was admitted that in Germany the rail-
way freight rates are adjusted for the special benefit of agriculture.

(vil) Iistablishing a system of sound gencral cducation and
special provision for agricultural cducation and research and for em-
bodying the results of such research within the practice of 1he agri-
culturist.—We understand that Denmark in less than half a century
has raised herself to the height of prosperity by the education of
her children and the improvement of her land.  The spread of
education among the rural population in India is of the foremost im-
portance to agricultural development.  We emphacize the necessity
of embodying the results of agricultural research within the prac-
tice of the agriculturist.  As it is, even the Royal Commission on
Agriculture reported that although manurial experiments have been
carried out on every agricultural station in  India, satiz’actory
advice to the cultivator in regard to the use of manures had nov
reached the stage of practical politics.

(viii) The developing of State or voluntary organization to pro-
vide the necessary central and local machwery for carrying out mea-
sures of agricultural policy and for influencing that policy.

73. To sum up the position, we think that besides the provision
of credit, the active pursuit of a progressive and constructive agricul-
tural policy is necessary for the purpose of fostering profitable agri-
culture under modern conditions. In order to provide Government
with the information it requires to pursue such a policy it is neces-
sary to have a provincial organization on a permanent basis. The
Provincial Committees during the course of their enquiry were
confronted with the absence of any reliable or complete economic
data and some of them had to enlist the assistance of a few univer-
sity graduates in connection with their intensive surveys in indivi-
dual villages. More than one Provincial Committece have recom-
mended the establishment of a provincial organization on the lines
of the Punjab Board of Fconomic Fnquiry. We understand that
this Board was formed in 1919 and has carried out a large num-
ber of village surveys and collected information in varied subjects
snch as the size and distribution of agricultural holdings, the rages
of food consumed, mortgages of agricultural land, farm accounts
and family budgets, and has provided a mass of useful data on the
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«conomic position of the agriculturist. = 'We support the recom-
«aendations of the Provincial Committees that a Provincial Board
of Economic Enquiry should be started in each province to collect,
correlate and analyse al} the economic factors influencing the agri-
culturist and to present the results of the enquiry in a convenient
form. As pointed out by the United Provinces Committee, the
work of this Board must be of a practical rather than of a thLeore-
tical nature and the Board itself.should act as a hand-maid to the
Government Departments whose duty it is to promote the wclfare
and prosperity of the agricultural population. We do not think it
18 necessary for us to indicate how the Board should be constituted.
This we would leave to the Provincial Governments to decide.
We understand that in the Punjab it is a non-official body con-
sisting of both officials and non-officials interested in ecovomic
f,tudw and practically depending on a Government grant for funds.

74. Nicholson in his report on agricultural banks in India draws
pointed attention to the necessity to couple credit with the pro-
motion, almost enforceinent, of thrift, providence and heedfulness
in borrowing. The Irish co-operators also lay considerable em-
phasis on the fact that the producer cannot be dissociated from the
man and that in order tc bring about a change in his standard of
living and in his outlook on lltc the agriculturist should be tackled
as a whole. "Their well-known formula of rural econcmy is *‘Better
TFarming, Better Business and Better Tiiving’’. The United Pro-
vinces Committee have also struck the same note in their Report
where they suggest that rural reconstruction and better living
societies should go hand in hand with Co-operative Credit Sometles
The Royal Commissiot: on Agriculture in dealing with the
history of the Agricultural Bank “of B gypt draw some lessons for
the guidance of those who wish to reform the system of rural
finance in India. They say : ““The history of this institution pro-
vides a wholesome corrective to the views of those who hold that
the problems of rural debt are to be solved at a stroke by the provi-
sion of cheap and abundant credit”

75. The difficulties in dealing with the problem of the Indian
agucu]tuust seem to be fmthcl complicated by the circumstance
that in India agriculture is, with most cultivators with unecono-
mic holdings, more a mode of living than a business. The
Royal Commlqcuon on Agriculture summed up the position
in these words: ‘‘To a very great extent the cultivator in
India labours not for profit nor for a net return but for subsistence.
The crowding of the people on the land, the lack of alternative
means of securing a living, the difficulty of finding any avenue of
escape and the early age at which a man is burdened with depend-
ents combine to force the cultivator to grow food wherever he can
and on whatever terms he can’’. Even elsewhere the farmer’s chief
aim is to provide the necessaries of life for his own housebold. He
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i3 both the proprietor and the wage-earner and this position of
1aixed interest offers ‘‘a stubborn challenge to the economist’s en-
quiries as well as to the programmes of administrators and legisla-
tors.”” Whatever may be the actual figure, it is generally conceded
that the income of the agriculturist per head is the lowest in India.
a8 compared with most other countries. The Bombay Provincial
Committee’s observations may be taken as typical of the analysis
of the position by other committees also. They say :—‘'No im-
provement in the existing credit system and banking facilities is
likely to be effective unless it is accompanied by measures for
raising the standard of living and econormic condition of the mass
of the population and for building up its productive strength. It
is beyond our terms of reference to make specific suggestions in
the matter, but we consider it essential to point out that progress
of banking will depend on the spread of education and the promo-
tion of agricultural improvement and the encouragement of in-
dustrial eflort. Ticonomic progress and development of banking
being inter-dependent, banking cannot riake any advance in a
community sunk in poverty, ignorance and helplessness. Credit
would mercly supply grease to the econcmic machine and it is
essential that all possible measures should be taken to ensure the
efficient working of the entire mechanism”’.

7G. Weo are, Lhowever, aware that the poor econonic condition
of the peasantry in India in general and the lack of proper credit
facilities available to them involve them in a vicious circle. 'The
position of many of the cultivators makes it difficult for them to
furnish any security readily acceptable from the point of view of
sound, aafe and easily realisable investinent. On tiie other hand the
lack of cheap [acilities for credit is responsible for the circumstances
which compel these cultivators to resort to such money-lending
agencies as impose on them quite rainous terms regarding the condi-
tions and rates of the loans and weaken their cconomic position
still further through enhancement of their pre-existing debt. We
do recognise that, althoagh the economic position of these cultiva-
tors is due to various factors which do not strictly come under our
purview, unless some effective measures are taken to furnish them:
with proper credit facilities, their economic position will grow
worse day by day. We have, therefore, proposed in subsequent
chapters better provision for rural ctedit through: suitable organiza-
tion of agencies like co-operative societies, land mortgage banks
aud money-lenders and have also suggested the creation of new
facilities such as the establishment of licensed warehouses.
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RURAL FINANCE—/(continued).

RURAL INDEBTEDNESS..

77. The question of rural indebtedness is one of the most im-
portant questions with which we have to deal. The prosperity of
the country and the successful development of trade, industry and
commerce entirely depend upon the improvement in the general
economic condition and in the increase in the buying power of
its population engaged in, and dependent on, agriculture. To
achieve this it is necessary that the problem of indebtedness, its
causes and its liquidation should be effectively solved. The Pro-
vincial Banking Enquiry Commitiees have attempted an estimate
of rural indebtedness in their respective provinces. For the reasons
mentioned in the provincial reporis, estimates of rural indebtedness
cannot be accurate. A total of about Rs. 900 crores made up of
the figures for different provinces given in the provincial reports
may, however, be taken as a very rough estimate of the total rural
indebtedness of India. The figures for different provinces are :(—

Province. Total rural indebtednzss.
Rs.

Assam . . . 22 crores.
Bengal . . . 100 crores.
Bihar and Orissa . 155 crores.
Bombay . . . 81 crores.
Burma . . . 50—60 erores.
Central Areas . . 18 crores.
Central Provinces . 36 crores.
Coorg . . . 35—55 lakhe,

Madras . . . 150 crores,
Punjab . . . 135 crores.
United Provinces . 124 crores.

78. On the question whether the volume of agricultural indeb-
tedness is increasing or decreasing, there is a general consensus
of opinion that the volume has been increasing in the course of the
last century. Sir Edward Maclagan writing in 1911 observed as
follows :— ‘It has long been recognised that indebtedness is no
new thing in India. The writings of Munro, Elphinstone and
others make it clear that there was much debt even at the beginning
of our rule. But it is also acknowledged that the indebtedness has
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risen considerably during our rule and more especially during the
last half century. The reports received from time to time and the
evidence of annual sale and mortgage data show clearly there has
been a very considerable increase of debt during the last balf a
century.” The Royal Commission on Agriculture in India summed
up the position in these words : ‘It is more than probable that the
total rural indebtedness has increased in the provinces; whether
the proportion it bears to the growing assets of the people has re-
mained at the same level or whether it is a heavier burden or
lighter hurden on the more prosperous cultivator than of old are
questions to which the evidence we have received docs not provide
an answer'’.  The Punjab Committee have, for example, estimated
that the total agricultural debt in the province has increased from
Rs. 90 crores in 1921 to Rs. 135 crores in 1929.  The burden of
indebtedness has really become rauch more crushing than can be
judged from a comparison of the growth of its volume in rupees,
when we take into account the fact that the fall in the price of the
crops since 1921 has been roughly 50 per cent. To understand
the full effect of this burden, we may state, for instance, that the
increase of rural debt in the Punjab from Rs. 90 crores in 1921 to
Rs. 135 crores in 1929 really represents a debt of Rs. 270 crores
in 1930.

Some of the Provincial Committees attempt to distribute the
debt per capita and per acre of cultivated land, but the figures
arrived at are not such as-are calculated to convey an accurate idea
of the cconomic position of the agticulturist. Regarding the distri-
bution of debt on the acreage of culturable agricultural land, the
Bombay Committee which attempts to arrive at a figure points out
that it is of little practical value, and what applies to Bombay
applies equally to all other provinces. After pointing out that the
debt works out to 15 times the total land assessment, and at Rs. 25
and Rs. 20 per net cropped acre and cultivated acre respectively,
the Committee proceeds to say that the figures vary in regard to
the several parts of the Bombay Presidency like Southern Gujerat,
Khandesh, Sind and Konkan, and that higher indebtedness per acre
does not necessarily mean a correspondingly heavier burden. In
their own words ““An acre of good land may require larger capital
and yield good income whereas an ucre of inferior land may require
less capital and yield less. I'rom the point of view of assets also,
an acre of land denotes different values at different places’”. In
view of the difficulties pointed out above in regard to the incidence
of debt per capita or per acre, we have not further examined the
question.

79. As regards the number of agriculturists who are free from
debt, different Committees have adopted different methods of ascer-
taining the percentage of those who are free from debt to the total
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rural population. The figures so worked out for four provinces are
given below :—

Province. Percentage
free from debt.
Assam . . . . . . varying from 9 per cent to 38
per cent in different districts.
(1)
Bihar and Orissa . . .o varying from 19 per cent to
21 per cent. (2)
Central Provinces . . . . varying from 14 per cent to

72 per cent in the case of
landlords and from 13 per
cent to 70 por cent in the
case of cultivators. (3)

United Provinces . . . . varying from 33 per cent to
61 per cent. (4)

This being the first effort by a Conunittec to arrive at even approxi-
mate figures of freedom from indcbtedness in rural areas, and in
view of the differing methods eruployed in each of the four pro-
vinces figures for which are available as above, we feel that it
would be crroneous to attach any importance to the value of these
figures as being of general application even in the whole of the
respective provinces. But it is to be hoped that the provinces may
be able, in their subsequent cfforts, to make more definite enquiries
following the spade work done by their Banking Enquiry Com-
mittees last year.

80. As early as 1875 the Commission appointed to enquire into
the causes of the agrarian riots in the Deccan went into the causes
of agricultural indebtedness. The findings of that Commission were
later tested by Nicholson, by investigation into the causes of poverty
in the province of Madras, who summarised them as Tollows :—

“First, poverty with unproductive soil, precarious climate, and

irregularity of income,

Second, ignorance and improvidence,

Third, extravagance,

TFourth, ancestral debt,

Fifth, expansion of credit,

Sixth, increase of population without corresponding increase
of return, .

Seventh, facilities for borrowing owing to influence of
money-lenders,

Eighth, the limitation laws, as leading to renewals on
usurious terms including compound interest, and

Ninth, revenue system of a fixed demand.”

1) Assam, para. 33.
52) Bihar and Orissa, paras, 83 and 91.
(3) Central Provinces, paras. 703 and 7186,
(4) United Provinces, para, 183,
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81. The Provincial Committees have made detailed investigations
into the causes of rural indebtedness and their conclusions tally
in the main with those mentioned by the Deccan Commission and
by Nicholson. According to the Provincial Committees there are
many reasons why the agriculturist in India is obliged to
borrow. The most important and common reason is past
indebtedness, which occasions, fresh borrowing due mainly to
the high rates of interest charged. These high rates of
mterest are partly the cause and partly the effect of indeb-
tedness. The other main reasons are the small size of his
holding and the way it is split up, making it almost impos-
gible for him to live within his small income without getting into.
debt unless he is exceptionally frugal and industrious, or has some
extraneous source of income; his constantly recurring losses of
cattle from drought and disease, and the insecurity of crops which
aggravates the cumulative effects of the other factors. To the
agriculturist’s extravagant expenditure upon marriage and other
domestic ceremonies is attributed some part of the indebtedness,
though many of the Provincial Committees think that the picture
of extravagance is overdrawn. Both the Central Provinces and
the Burma Committees have, however, pointed out that in times
of prosperity owing to the absence of proper investment facilities,
cultivators do spend larger sums apon social ceremonies than would
be spent in lean years.  Improvidence and purchase of land at heavy
prices and taking up leases of land at high rentals during periods
of boom have also been mentioned among the causes. In many
cases the purchase of land at heavy competitive prices or obtaining
lands on lease at high rents is said to be due to want of other
occupations besides agriculture.  The amount borrowed for im-
provements is generally small, but in lower Burma a large part
of the indebtedness of the agriculturists is said to be due to the
clearing and improvements carrvied out bv the aid of horrowed

capital.  Borrowing for speculative trading is said to be one of
the most [requent causes of indebtedness in Burma.  Another

ause of indebtedness in Burma is reported to be the necessity
for one member of the family of a deceased person under the
Budhist Tnheritance Tiaw, sometimes to purchase the holding
of the deceased person if it is not large enough to be shared
among all the members of the family. Tt is believed that
a considerable amount®is borrowed in Bihar and Orissa for
trade purposes, c.q., for collecting village produce and selling it
at large centres. The Punjab Committee point out that while
the reasons given above explain the existence of debt, the money-
iender and his vicious system of business explain the continuance
of such indebtedness and that the great expansion of credit that
has taken place due to high prices and the inflated value of land
account for the volume of indebtedness. The Committee have also
referred to the increase in population without any corresponding
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increase in production. While in all countries of the world during
the last fifty years the percentage of population living on land has
decreased, in India the percentage has considerably increased.
According to the census figures, the percentage of the population
following the occupation of pasture and agriculture has steadily
risen from 61 per cent in 1891 to 66 per cent in 1901, 71 per cent
in 1911 and 72 per cent in 1921. The Assam Committee have
added another very potent cause which appears to have contributed
largely to the increase of indebtedness namely, the decline of the
cottage industries and the loss of income to the ryot by a subsidiary
occupation in the off-season.

82. To this state of indebtedness are attributed many of the
evils to which the peasant is now subject. It is said that the in-
debtedness leads ultimately to the transfer of land from the agri-
cultural class to the non-agricultural money-lender, leading to the
creation of a landless proletariat with a reduced cconomic status.
The result 1s said to be loss of agricultural efficiency, as the money-
lender sublets at a rate which leaves the cultivator with a re-
duced incentive to raisc a good crop. It is reported that this is
confirmed by widespread crop-cutting experiments in Bihar and
Orvissa and Bombay. It is also added that as a result of thi<
inefficiency the ryot is unable to get enough money to put in
cultivation to yield first class crops and that he thus moves in a
vicious circle. The United Provinces Committee, however, do not
think that transfer of land from agriculturists to non-agriculturists
is always necessarily for the worse, and they do not recommenti!
the extension of the Bundelkhand Act to other parts of the province,
but they recognize the need for a further and fuller inquiry into
the matter. In some provinces, such as Madras and the Punjab,
moncy-lending business is also done by the ryot money-lenders and
any resulting change in the ownership of land has no detrimental
effect on agricultural efficiency.  The evil is said to be very pro-
valent in Bengal where it is believed the lenders arve non-agricul-
turists in the majority of cases. No rceent figures regarding the
rains and losses of the agriculturist class by sale of land are avail-
able and it is not safe to draw any conclusion as to the present pos-
tion in this matter. The Central Provinces Committec have, how-
ever, stated that the village surveys made by them showed that the
number of persons who had lost their land through indebtedness
was extremely small and that the money-lender at present at any
rate, has no desire to take land in satisfaction of debts.

83. The Provincial Committees have also gone nto the allega-
tion that is generally made that the cultivator is obliged by reason
of his indebtedness to sell his produce to his creditor at an unfavour-
able season and at a price detrimental to himself. When money-
lenders are also rhopkeepers and commission agents, they oftem
make it a condition that the agriculturists’ produce must be sold
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through them. This very seriously affects the liberty of action in
marketing the produce and is undesirable when the parties to
the bargain are not matched. The evil effects of this system are
felt more in Madras, Bengal and Assam than in other provinces.
A word may be said in explanation of the attitude of the money-
lender who, as stated by the Bengal Provincial Committee, is not
always wholly to blame. Iiven when the money-lender is not a
trader, and does not want to buy the preduce, he knows that if
the debtor does not pay after selling his produce, it will not be
possible for the latter to pay till after the next harvest. He has,
therefore, to put pressure on the debtor immediately after the
havvest, and the effect of this pressure is so great that the borrower
15 compelled to dispose of his harvest as quickly as he can. As
cvery grower is equally pressed for cash and has to sell at the same
time, the price obtained by the cultivator is naturally depressed in
consequence.

84. Tt is not necessary to repeat here some of the instances of
economic servitude that arise from the money-lender’s grip over
the cultivator as these are mentioned in the report of the Agricul-
tural Commission (paragraph 363), but such instances are now
reported to be rare. It is reported that the charges that the money-
lenders wsed to impose are gradually disappearing and that zervices
rendered to creditors are generally paid for to a substantial extent.

85. To the chronic state of indebtedness on the part of the Tndian
cultivator may alco be attributed the existing unsatisfactory system
of agricultural finance, under which no clear distinction 1s drawn
between loans required for short and long periods. When large
sums of money are borrowed, say, for capital improvements or for
1epaying old debt, which could not in ordinary circumstances be
repaid within a short period of time, the period of repayment fixed
in the bond of agreement does not ordinarily exceed a short period ;
for instance, it is three years in the Central Provinces. The re-
sult is that the income of the cultivator has to be utilised towards
the payment of the loan to a greater cxtent than is possible or
desirable and he is left without sufficient margin even for his sub-
eistence. This involves running the farms on less productive
methods than would otherwise have been possible, and its reactions
.on national welfare are detrimental. The Central Provinces Com-
mittee feel very strongly that the creation of facilities for liquida-
tion of debts, when they assume serious proportions, by dispensing
long-term loans through an appropriate agency at low rates of
interest wonuld not only act as a safety-valve against the individual
agricultunst becoming hopelessly indebted and unable to follow
productive methods of cultivation, but would also of itself react
upon the money market so as to reduce the general rates of interest
charged on the short-term loans themselves.
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DeBr CONCILIATION AND LIQUIDATION.

86. Among the causes responsible for the low standard of living
of the agriculturists and the continucd impoverishment of this
class, even in areas which are blessed with good seasons and
normal crops, indebtedness must Le given a high place. Rural
credit, broadly speaking, falls into*two categories, the current
debt incurred annually with the intention of repayment after the
harvest, and the standing or prior debt.  As a matter of fact
owing to the high, and not infrequently usurious, rate of interest
which has generally to be paid on the current debt, and various
other causes, the whole of it cannot cften be repaid after the
harvest, and the conscquence is that the portion outstanding adds
to the standing debt. The strengthening and expanding of the
co-operative credit’ organizations, and (ontro]lmg usury in the
manner we have indicated in later chapters, are in our opinion the
most potent remedics for arresting the future growth of unproduc-
tive debt. But the liquidation uf the stxndlnff indebtedness pre-
sents an altogether different problem. it has to be remembered
that in the majority of cases. this clvonic debt is inherited. We
find children born in debt and making every feasible effort to pay
the debt of the fathers and forcfathers.  This social tradition and
the custom of succeeding genevations acknowledging and payving
the debts of forefathers have been exalted into a legal doctrine of
the “‘pious obligation™, to pay an ancestor's debts, enforceable in
courts of Taw. Tiven when no assets pass and debts are not legally
inherited, the debt is generally treated hy the son or the heir as a
debt of honour by force of tradition.

§7. The only facility which is new available to the agricul-
turist for redeeming his standing debt, apart from borrowing from
one money-lender to repay another, is supplied by the co-operative
credit organizations, mostly land mortgage banks. The limited
extent to which these organizations assist in the redemption of
prior debt is discussed later on in chapters IX and X. Neverthe-
less, valuable work in redeeming the standing debt of the agricul-
turist can be done by co-operative land mortgage banks in localities
where they exist, and the further establishment of these banks
should be encouraged where there is a reasonable prospect of their
working successfully having regard to all the local conditions. In
order, however, to satisfy the credit requirements of the large class
of agriculturists who are outside the co-operative movement and to
provuk for substantial loans to big landlords, provincial land

mortgage corporations on a joint stock basis or on the model of
the Finglish T.and Mortgage Corporation will be necessary. We
shall deal with the subject of land mortgage banks fully in
Chapter X.
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88. Land mortgage banks can, however, be utilized for the
purpose of redemption of standing debt only by those who can
produce adequate security based on land and who have got an
adequate amount of surplus income (i.c, after paying for their
cultivation expenses and other current needs) which can be used
for the payment towards the redemption of the debt of annual
instalments spread over a long period of years, and who will not
have to scek further assistance from a money-lender for meeting
their current needs and for the payment of such instalments. A
large number of agriculturists, however, cannot produce adequate
security based on land or where they can do so, do not possess the
surplus income; and it is therefore impossible for them to have
recourse to land mortgage banks. It follows that under existing
conditions a large number of agriculturists have no facilities for
getting rid of their standing debt; and this circumstance is re-
sulting in a progressive and serious deterioration in their economic
condition. We consider that it is incumbent on Government to
devise measures to meet the situation. The Royal Commission
on Agriculture uttered a serious note of warning when they said :
“It must be clearly recognized that the worst policy towards debt
is to ignore it and do nothing”

89. One method by which the problem can be tackled is by
bringing about conciliation between debtors and creditors with the
object of securing a composition of the standing debt. Several of
the Provincial Commitiees deal with this method of solution of
the problem :

(i) The Central Provinces Comunittece have given some facts
and figures relating to the debt conciliation proc -eedings which were
undertaken by the local Government in various parts of.the pro-
vince during the period of economic depression resulting from the
famine years of 1807—1900. The Provincial Committec have col-
lerted certain figures with regard to the yproceedings carried out in
Damoh (two-thirds of the District), Balaghat, Bhandara, Heshanga-
bad, Betul and Jubbulpore areas. ' [‘])e total debt whose composition
was attempted amounted to Rs. 2,06,29,512 at the inception of
the proceedings, and the amount ren ntud was Rs. 1,21,70,904. The
Committee point out that there may have been some debt condilia-
tien in other districts of the provinca as well, but that the figures in
respect of them are not now forthcoming. The details of the
ficures mentioned above are given at page 149 of the Committeeys
report. What is of greater interest ia the method of conciliation
work and the following extract elucidates it :—

““The agency used consisted of local panchayats under the
direction of a Government officer. Debtors and
creditors were collected in every village and afier the
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objects of the proceedings were explained to them,
they were called upon to sign an agreement to abide
by the decision of the conciliators.  The creditors
were also required to sign a certificate that the state-
ment of their claims was complete, and that any item
omitted from it should be considered void. The pay-
ing capacity of the debtor was then ascertained and
the liabilities distributed. In the case of tenants,
instalments were spread over a period of 5 to 10 years
and in the case of malguzars 15 years. The instal-
ments in each case were fixed on the basis of rert or
revenue paid. Six per cen’ interest was allowed in
the case of overdue instalments of cash loans and 12}
per cent on grain loans. TIn any year in which Gov-
ernment revenue was remitted or suspended by rea-
son of failure of crops, default in payment of instal-
ments did not incur interest. No special agency was
created for discharging the debts as compounded, and
no cash payments were made to the creditors. The
proceedings amounted largely to writing-off a good
deal of irrecoverable debt.”’

One of the officers who conducted these operations reported that
the creditors soon repented of ithe wave of generous enthusiasm
and relapsed into their usual methiods of collection of debts. The
Jommittee further point out that the results were in any case only
made possible by the exercise of considerable executive pressure
and that similar methods would be unsiitable under present condi-
tions.

(i)) The Punjab Committee do not refer to this subject m the
body of their report, but describe some of the operations of com-
position of old debt carricd on in their province in part ITT of note
C appended to the Report (vide pages 173-174). Tt appears from
that note that conciliation was attempted in Lyallpur, Tahore,
Rohtak, Gujranwala, Ferozepore and Sialkot areas and that in
some areas the results were satisfactory, while in others they wers
not. Tt was generally found in some of the areas that the :noney-
lender agreed to composition only in had cases. The following
account of the method adopted by the Debt Composition Committee
in Sialkot area where results were most satisfactory will serve to
clucidate the process :—

“The Committee approach the money-lender and ask him
to settle the accounts of certain members of the (co-
operative) society. The money-lender will then tell
them the amount including interest up-to-date. A
round sum is offered to him and after some haggling,
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agreement is reached and composition is effected as
follows :—

(1) cattle are given to sahukars for amounts which are
sometimes higher than raarket prices;

(2) grain, bhusa, etc., are handed over to the sahukars ;
(3) partial payments are made in cash; and

(4) in some cases concessions are also obtained regarding
the amount of interest, etc.
1 putne cases instalments are fixed after making a substantial re-
payment and at timnes interest ceases to run from the time of pay-
ment of a lump sum”’

(ii1) The Bihar and Orissa Committee describe an experiment
at debt clearance in the Ranchi District where during 1906—12 the
local Government made a determined attempt to redeem debt.
The details of the scheme and its progress are given in a very
interesting memorandum by Mr. Houlton, Scttlement  Officer,
which is printed in the evidence velume of the Commitfee’s report.
The scheme was tried on a moderately large scale and the Gov-
ernment advanced about Rs. 1) lakhs to the (kbtm s to enable them
to satisly their creditors. In 1912, however, it was decided not to
proceed further with the scheme. It was generally accepted to be
a failure, principally owing to the fact that many of the cultivators
could not maintain lef'ulanty of repayment and ultimatelv con-
tracted fresh debts from the village money-lenders in order to pay
off Government instalments.

00. The general experience recorded in all these provinces has
been that any scheme of debt conciliation could not succeed until
adequafe organization for carrying out debt clearance has been built
up, and unless some agency like the Government or the co-operative
credit societies or land mortgage banks where they exist, is forth-
coming to make cash advances {o the debtors in order to enable
them to pay the compounded debt, at least in part, to the creditor.
The Central Provinces Committee are satisfied that many creditors
would readily agree to accept in full satisfaction of their dues con-
siderably less sums if paid down in cash. They also express the
hope that District Development Boards and those assisting in the
campaign of rural reconstruction would be able to help in evolving
a scheme of debt redemption. 'The Punjab Committee report that
their evidence leads them to believe that in many areas the money-
lender is finding recovery increasingly difficult and is more disposed
than ever before to compound his claims. It is thought, they say,
that he would agree to substantial reducticns if he were given an
assurance that the amount finally settled would be repaid by a
fixed date without further effort on his part; and it is suggested
that the best way of giving him this assurance would be to allow
him to transfer his debt, or such part of it as could not be paid at
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once, to the co-operative society as a deposit which would be re-
payable pari passu with the instalments fixed for the debtor, sub-
ject to a maximum period of, say, ten years.

OUur RECOMMENDATIONS.

91. We consider it to be a matter of supreme importance from
the point of view of the economic prosperity of the country, as well
as for the purpose of stemming the growth of discontent among a
large section of the population, that a serious effort should be
made to find a remedy for the chronic indebtedness of the agricul-
turist, so far as it relates to his unproductive debt. We recognize
that the problem does not admit of an easy solution; and that
even the provision of cheap and abundant credit will not solve it
at a stroke and will not be of tangible benefit if the borrower does
not understand the economic value of the credit and does not
exercise prudence and judgment in its use. In our opinion the
most effective remedy will be found in the pursuit by the local
Governments of a vigorous policy of debt conciliation on a voluntary

basis, and we commend for their consideration a scheme on the
following lines :—

(1) Special officers should be appointed in each province
whose function would be by propaganda to persuade
the lender and the horrower to agree to a redemp-
tion of standing debt on the basis of a cash payment
or equated payments spread over a number of years.
Tt should be one of the functions of these officers to
advise the agriculturist debtors of the existing facili-
ties for lightening the burden of indebtedness, such
as those provided for in the Usurious Loans Act and
the Civil Procedure Code for repayment of loans by
instalments. If it is considered desirable that Con-
ciliation Boards would facilitate the operations of
these officers, local Governments should arrange for
their appointment.

{2) The existing co-operative credit societies shonld be
utilized as the agency for the payment to the lender
of the amounts payable under the terms of the settle-
ment, and it will be a part of the arrangement that
the borrower should become a member of the co-
operative society, so that the society may provide
finance for his current needs in future.

{3) Where the lender is willing to take in annual instal-
ments such part of the debt as will have to be repaid
to him under the terms of the settlement less any
amount which the borrower can repay forthwith,
the outstanding part of the settled ‘debt will be
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treated as a deposit by the lender with the co-opera-
tive society, the understanding being that the society
will refund it to him through the annual instalments-
settled.

(4) Where the lender-wants a cash payment in regard to
the part of the debt which will have to be repaid to
him under the terms of the settlement, Government
should advance to the co-operative society the neces-
sary funds which will be repaid by the society in
annual instalments. Government should for this pur-
pose have a regular programme of advances to co-
operative societies in selected areas for purposes of
debt redemption.

(5) In fixing the annual instalments to be paid by the
borrower, due regard will have to be made for his
paying capacity after wmaking full allowance for his
current expenses both for cultivation and mainte-
nance.

(6) It is possible that the borrower may default in paying
regularly his annual instalments. In that case, the
society will be subjected to a loss, and it is desirable-
that Government should come to the assistance of
the society in all cases where the loss is not due to
any negligence or mismanagement on the part of the
latter.

(7) If necessary, the whole arrangement should have the
backing of a legislative enactment.

As in effect, the repayment of the settled amount of the:
debt will be made from long-term deposits either from
the lender or the (Government, there cannot be any
objection in principle to an ordinary co-operative:
society undertaking the work.

92. There will, however, be cases :n which the lender will not
agree to a voluntary settlement of the debt. In such cases it will
be necessary to take action to secure a compulsory settlement by
means of legislative enactment.

93. The Royal Commission on Agriculture approached the ques-.
tion of redemption of ancestral debt from the standpoint of debtors
who are prepared to give up all their assets in discharge of the in-
herited debt. The force of tradition and the legal fiction of moral
and pious obligations to discharge ancestral debt, even where the
assets are insufficient to cover the debt,. have proved serious
obstacles to the clearance of a large volurae of inherited debt. The
debtors are at present unable to avail themselves of the complex
machinery of the present insolvency law which was primarily
designed for mercantile cases. The Royal Commission, therefore,
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recommended that the case for a siple Rural Insolvency Act
should be considered in every province. They stated the justifica-
tion for their recommendation in these words: ‘‘Just as creditors
have the right to insist that all the debtor’s assets should be im-
pounded and applied towards the payment of the debts, so also
the debtor who has given up all his assets should have the clear
right to be allowed to earn his living if he can and to be free to
make a new start in life.”” The Civil Justice Committee in dealing
with the suitability of the existing Provincial Insoivency Law for
rural debtors have more or less given expression to the view that
the existing law does not suit agriculturist debtors. We are in
agreement with the recommendations of the Royal Commission
on Agriculture and the Civil Justice Commmittee that the case for a
simple Rural Insolvency Act should be considered in every pro-
vince. The adjudication of the «Juims under the Act should be
made as speedy and inexpensive as possible and the debtor should
be given facilities to obtain his discharge as quickly as possible.
There should be a special provision in the Rural Insolvency Act
for enforcing a scheme of composition before an order of adjudica-
tion is made. Provision should also he made for exemption from
sale of properties indispensably necessary for the family of the
insolvent as provided in section 60 of the Civil Procedure Code.

94. We are also of the opinion that, in view of the importance
of the subject, the Governments concerned should explore the
possibility and desirability of undertaking other legislation to
secure the settlement of debts on a compulsory basis.

®2



CHAPTER (VI.

RURAL FINANCE (Contd.).
NonrmAL CREDIT NEEDS OF AGRICULTURE.

95. The normal credit needs of the cultivator may be classified,
laking the time factor for analysis, into two broad classes, viz. :—

(i) Short-term credit and intermediate credit to meet cur-

rent outgoings and to facilitate production. The
current outgoings and expenses of production include
the buying of cattle and agricultural implements (or
hiring them); purchase of manure and seeds: expen-
ses of transplantation in the case of wet cultivation
and weeding and hoeing of dry crops and of reaping,
gathering and threshing ; maintenance of the farmer,
his family and live-stock and payment of revenue
and rent; and outlay on various items of improve-
ments effected in the ordinary course of husbandry
such as levelling, deep ploughing, irrigation, clear-
ance, drainage, fencing, and installation of pumping
plant.

(ii) Long-term credit for obtaining fixed capital to be in-

vested permanently or for long periods. The fixed
capital 1s required for the purchase of land, acquisi-
tion of costly equipments, consolidation and improve-
ment of holdings and repayment of past debt.

96. The cultivator also requires credit, which may be either
short-term, intermediate or long-term,

(1) for marketing and movement of produce, and
(2) for small rural and cottage industries.

We think it will be convenient to treat these latter require-
ments separately, not because they are less important than those
mentioned in paragraph 95 but because they lend themselves to
separate treatment.

SHORT-TERM CREDIT.

97. The Madras Committee * have analysed the four requisites
of the short-term credit required by cultivators as follows :—

(i) As the loans are required for the expenses of cultivation

including rent and domestic expenditure, they should
be available in comparatively small sums spread over
a period of eight or nine months and should be repay-
able only after the crops are’ sold.

* Madras, paras. 120—132.
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(i) The loans must be available at short notice so as to enable
the cultivator to take advantage of the rains and do
the ploughing and transplantation as soon as they are
possible. ;

(i) The finance must be adequate. As pointed out by the
Madras Committee, it is useless to lend money to plant
# crop and to refuse a loan for further expenses con-
nected with cultivation as the first loan is only jeopar-
dised by such refusal. *

(iv) The loans must carry a reasonable rate of interest, as
otherwise agriculture may not be profitable even when
other circumstances are favourable.

98. As already stated, short-term loans are purely seasonal in
character and normally they should be repaid in full some time
after the harvest. If there 18 a partial or total failure of the crops,
an extension of the period is, however, required.

INTERMEDIATE CREDIT.

99. The cultivator also requires intermediate credit for the pur-
chase of cattle and farming implements. These loans are required
normally for a period of from one to three years.

LoNG-TERM CREDIT.

100. The first essential feature of long-term rural credit is
that the sum advanced to the cultivator should be sufficient
effectively to start him on his business. In India be requires
long-term funds mainly to redeem his prior debts and to
improve his lands and methods of cultivation so as to
obtain increased returns {rom agriculture. In the second
place, the long-term loan thus advanced should be repay-
able from the margin of profit of the borrower’s holding without
putting him to the necessity of starving his current financial needs
(domestic and occupational), or of borrowing from another source,
or of selling his holding to discharge the loan. In other words, the
purpose of the loan and the repaying capacity of the borrower
determine the period of the loan. In certain other countries the
loans are spread over a long term of years and are recovered in
easy instalments which usually amount to a small percentage of
the principal amount of the loan. For instance, the maximum
period allowed for repaying such loans is 80 years in Finland, 33
years in Chile, 36} years in New Zealand, 42 years in Australia,
50 years in Italy and Japan, 54} years in Austria, 57 years in