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The Story of Banking in Figures 
THE broad facts about the un 

usual credit inflat ion we had 
in 1951 are wel l -known by now. 
In the busy season of 1950-51 loans 
and advances increased enormously 
and stood at Rs 586 crores on 
M a y 1951, an increase of Rs 180 
crores from the advances on Nov
ember 243 1950. The fol lowing 
slack season d id lead to a contrac
t ion of loans and advances to 
Rs 500 crores oh October 26 but 
this was Rs 90 crores higher than 
the level reached in the previous 
slack season. They began to rise 
in the busy season beginning in 
November and reached Rs 555 
crores in December. T h e rat io of 
deposits liabilities to loans and ad
vances was 64 p.c., only one per cent 
lower than the peak figure reached 
in May . H o w did this credit i n 
flation affect the structure of assets 
and liabilities of banks ? What 
was the share of the different types 
of banks in this expansion? H o w 
the banks managed their affairs 
in the year 1951, that story is 
t o l d in figures in the Statistical 
Tables relating to Banks in India 
for the year 1951. 

Confining our attention to sche
duled banks, we find that deposit 
liabilities went down to Rs 919.3 
crores from Rs 930.1 crores as 
against a rise in deposits of Rs 5 
crores in 1950, This is, however, 
in conformity w i t h the t rend since 
1947. The decline was due to the 
fal l in current and other deposits 
dur ing 1951 which was large enough 
to offset the small increase in fixed 
deposits. Whi le a plausible expla
nation for the decline in current 
deposits can be found in the excess of 
foreign payments dur ing the latter 
part of 1951, as evidenced by the 
continued sales of sterling by the Re-
serve Bank what is more in t r iguing is 
the increase in fixed deposits. This 
might part ly reflect the long-term 
increase in savings and part ly the 
f low of savings into the banking 
system. But higher bank rate does 
not seem to have any relation to the 
increase in fixed deposits as they 
were rising even before November 

1951. 
T a k i n g separately the Imper i a l 

Bank, other Ind ian scheduled banks 
and the banks registered abroad, we 
find that current deposits of a l l types 
of banks went down while the sav
ings deposits of all of them went 
up. The increase in savings deposits 
does not really matter as they arc 
treated as part of demand liabilities. 
On the other hand, we find that the 
fixed deposits of the Imper ia l Bank 

went down dur ing the year whi le 
those of the others two increased 
appreciably. A n d , what is more, 
fixed deposits of the Exchange Banks 
have been continuously rising since 
1946 while both the Imperia l Bank 
and other Ind ian scheduled banks 
have been steadily losing fixed de
posits during a l l these vears. Since 
the terms offered to depositors by 
most banks in the places where 
the Exchange Banks operate are 
likely to be the same, this prefer
ence for the Exchange Banks by 
owners of fixed deposits is difficult 
to explain except in terms of 
factors like safety and confidence 
unless the enormous increase in the 
letter of credit business has had an 
effect on these. For parties can 
now hold as fixed deposits the 
margin required for the letters of 
credit. 

Coming to the assets side, we find 
no great change in the cash posi
t ion. The cash position seems to 
have been easy dur ing the better part 
of the year, and banks actually main
tained a slightly higher cash ratio of 
15.25 in 1951 as against 14.89 in 
1950. It appears that high cash 
ratios of the war and post-war years 
are a th ing of the past and that 
banks have returned to the pre-war 
normal. But while the Imper ia l 
Bank and the Exchange banks could 
work w i t h much lower cash ratios, 
the other Ind ian scheduled banks 
needed more cash, relatively to 
the scale of their operations. More
over, both the Imper ia l Bank and 
the Exchange banks held at hand 
only a small proport ion of their 
total cash while that was not the 
case w i t h the other Ind ian sche
duled banks. 

The phenomenal credit expansion, 
referred to above could take place 
only if the cash w i t h the banking 
system was continuously augmented. 
The banks could easily obtain the 
required cash by l iquidat ing their 
holdings of Government securities 
in a market supported by the Re
serve Bank. This policy of mone
tising public; debt was freely adopt
ed by banks and the consequence 
was a substantial decline in their 
portfolio of investments. Govern
ment securities held by all scheduled 
banks fell f rom Rs 364.5 crores in 
1950 to Rs 299.2 crores in 1951 and 
the tendency to sell more was put 
an end to only when the Reserve 
Bank announced in November 1951 
that i t would wi thdraw its support 
to the gilt-edged market. Of this 
l iquidat ion of nearly Rs 65 crores. 

the Imper ia l Banl was responsible 
for nearly Rs 38 crores, other Ind ian 
scheduled banks for Rs 24 crores 
and the- Exchange banks for only 
Rs 4 crores, The ratio of invest
ments to deposits dropped from 52.5 
to 36.9 p.c. in the case of the I m 
perial Bank while in the case of 
other Ind ian scheduled banks and 
Exchange banks, it declined f rom 
45-9 to 44. 1 , p.c. , and from 
28.2 to 27.1 p.c. respectively. 
Simultaneously w i th the fall in 
investments, batiks took steps to 
rearrange their investment por t 
folio. This did not involve any 
change in the predominating posi
tion of government securities which 
continued to constitute over 80 per 
cent of total investment, nor any i n 
crease in the holding of industrial 
stock and debentures from 2.3 per 
cent. But it meant only a change 
in the. holdings of securities of dif
ferent maturities. W i t h the fall in 
security values due to a rise in the 
bank rate, banks seem to have gone 
in for bonds of shorten" maturi ty. 
On December 31 , 1951 the percen
tage of securities maturing wi th in 
10 years to total government secu
rities rose to 73 f rom 50 in June 30, 
1951, clearly indicating an unwi l l 
ingness on the part of the banks to 
risk any fluctuations in value. 

As a compensating factor the 
volume of advances, loans and bills 
discounted and purchased increased 
by Rs 114 crores dur ing 1951. T h e 
figure for the increase is not the 
same as the one mentioned before 
because it is based on the balance 
sheets of banks. The extent of the 
increase can be seen from the ratio 
of total lending to deposits. It i n 
creased f rom 54.3 in 1950 to 67.3 
p.c. in 1951. Groupwise, we f ind 
the ratio going up from 44 to 61.7 
p.c. in the case of the Imperial 
Bank, from 51.2 to 60.5 p.c. in 
the case of other Indian scheduled 
banks and from 77.2 to 102.1 p.c. 
in the case of the Exchange 
Banks. The last mentioned rat io 
indicates that the Exchange Banks 
were using funds from abroad for 
making loans in India. Comparing 
the increase in lending, we find 
that the Exchange banks accounted 
for Rs 39 crores, the Imper ia l Bank 
for Rs 40 crores and the others for 
Rs 25 crores. This means that the 
Exchange banks have done better 
than the others even though they 
have a much smaller organisation. 
The main reason for this seems to 
be the fact that most of our foreign 
trade passes through their hands as 
also that the trade boom was largely 
responsible for the credit expansion 
last year. 
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