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The Consortium of Banks and Insurance Companies 
Resources and Personnel 

( Contributed ) 

I N pursuance of the recommenda
t ion of the Shroff Committee 

that the leading banks should form 
a consortium or a syndicate w i t h the 
co-operation of the insurance com
panies for underwri t ing or invest
ing in new issues of shares and de
bentures of industrial companies, 
the Reserve Bank appointed a com
mittee for this purpose in the month 
of July. The committee consists 
of the Managing Director of the 
Central Bank of India , the General 
Manager of the Bank of India , the 
General Manager of the Oriental 
Government Security Life Assur
ance Company, the General Mana
ger of the New India Assurance 
Company and Shri Pranlal Dev-
karan Nanjee, Chairman, Indian 
Banks Association, and has the 
Managing Director of the Imperial 
Bank of India as its Chairman. 

It is, by and large, now agreed 
that banks should take more inte
rest in extending long-term credit 
to industry either by way of invest
ment in shares or by loans and ad
vances. The country has embarked 
on a planned programme of indus
t r ia l and agricultural expansion. 
T h o u g h the Planning Commission 
d id not think that finance was a 
major l imi t ing factor to the private 
sector of industry, the Shroff Com
mittee could not share iits op t im
ism in view of the prevailing trends 
in savings and supply of l iqu id re
sources. The Committee conse
quently made a number of recom
mendations bearing on the supply 
of finances in the private sector, one 
of which is sought to be implement
ed by the appointment of the above 
committee. 

KONSORTIUM IN GERMANY 

There is another reason for the 
widely held view that banks should 
take greater interest in industry, viz, 
the experience of a number of 
European countries and the import
ant role played by banks in their 
industrialisation. In fact, on the 
continent, development in banking 
and industry went together, par t i 
cularly in Germany, Belgium and 
France. In Germany, w i t h a view 
to spreading risks in investments and 
industrial securities, a number of 
banks would jo in together and 
f o r m what was called a " Konsor

t i u m ". ' The Konsor t ium worked 
under the leadership of a large bank 
and had a small committee of 
management. Each member sub
scribed to a specified proport ion of 
the new issues, while the committee 
undertook to sell the remaining 
shares to the public. At; the end of 
these transactions, the Konsort ium 
was disbanded. 

The importance of the Konsor
t i um lay in this that it gave guid
ance to the investing public by put
t ing its stamp of approval on the 
particular issue of industrial secur
ities. It also helped to spread out 
risks', as pointed out above, for the 
investing banks. D i d the Shroff 
Committee think that it would be 
worthwhile repeating this experi
ment in the present day Ind ian con
ditions? The pooling of resources 
in the Konsort ium, it should be 
noted, was only for the purpose of 
sponsoring new issues, whether for 
starting new industries or expanding 
old ones, rather than for investment 
in existing securities. 

Edge is lent to the necessity of 
banks part icipating to a greater ex
tent in the development of industry 
by the fact that finance outside the 
banking sector is not only "meagre, 
but available only at a very high 
cost. The Shroff Committee has 
pointed out the inadequacy of other 
financing agencies, viz, managing 
agents, insurance companies, indus
t r i a l finance corporations, Central 
and State Governments, industrial 
co-operatives and i n d i g e n o u s 
bankers. Private moneylenders and 
indigenous bankers who also finance 
industry, both its working and fixed 
capital, charge usurious r a t e s . 
Moneylenders' Acts p r e s c r i b i n g 
max imum limits to the interest rates 
charged by moneylenders, are often 
circumvented. 

DEFICIT FINANCING AND BANKS 

In the budget of 1954-55, a  
deficit of Rs 250 crores has been 
left uncovered, in order to step up 
the investment in the public sector. 
A part of the deficit incurred w i l l 
go to augment the resources of the 
banks and a proper use for the in 
creased resources would be to chan
nel them into investment in the 
private sector. This would , inc i 

dentally, Help restore a proper bal
ance between private and public-
sec tors. 

While the case for a greater 
participation of banks in the financ
ing of industry is thus established 
and along wi th i t . the raison d'etre 
of the consortium, we shall now 
proceed to see how this task can be 
achieved. in the first place their 
resources must be increased, if banks 
are to assist industry. Among the 
resources of banks are (1) capital 
and reserves, (2) deposits, and (3) 
borrowings from the central bank 
and other agencies. As regards i n 
crease in capital, this is clearly con
ditioned by the willingness of banks 
to expand and their ability to raise 
the necessary capital from the 
market. The problem bristles w i t h 
so many difficulties, particularly after 
the issue of the various banking 
awards d in ing the last four years, 
that its solution can be ruled out 
for the present. Nor is the capital 
market sufficiently active so as to 
provide for all the demands that 
are being made upon it by the Gov
ernment and industry. Reserves 
arc a matter of slow growth. It is, 
therefore, no use looking to the 
owned resources of banks for i n 
creasing their total resources in the 
short-run. 

BANK DEPOSITS 

Deposits are the main source 
through which the desired objective 
may be achieved. In this connec
tion, it may be observed that there 
has been downward trend in the. 
deposits of scheduled banks since 
1947, though lately there has been 
some improvement. 'Thus, while 
the average of total deposit l iabi l i 
ties of scheduled banks amounted to 
Rs 1,043 crores in 1947, it went 
down to Rs 853 crores in 1953. 
Since the beginning of this year there 
has been a rising trend in deposits. 
From Rs 845 crores on January P, 
1954, there has been more or less 
a steady rise to Rs 906 crores on 
August 20, 1954, ie, a rise of Rs 63 
crores. The improvement in depo
sits was in a large measine caused 
by favourable balance of payments, 
growth in production, both indus
trial and agricultural , as also by the 
stepping up of Government expendi
ture on investment in the public 
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sector. Nearly one-third of the i n 
crease took place in time deposits 
which now account for 39 per cent 
of the total deposit liabilities. This 
means that banks are in a better 
position to enter into long-term 
commitments than they were some 
years back. The growth in depo
sits, if maintained and there is 
reason to believe that it w i l l he in 
view of the encouraging signs of 
increasing production, favourable 
balance of payments and planned 

deficit in the Central budget—can 
he utilised in the direction visualised 
by the Shroff Committee. 

Under the b i l l market scheme, the 
Reserve Bank has been making ad
vances to scheduled hanks since 
January 1952 on the security of 
their demand pro-notes supported 
by usance bills of three months' 
duration of their clients. The over
all amount of these advances went 
up to Rs 73 crores last year and 
in the first quarter of this year, it 

stood at Rs 43 crores. It is also sug
gested by the Shroff Committee that 
similar facilities may be given for 
long-term purposes but no action 
has yet been taken on this recom
mendation. I f , however, the Re
serve Bank were to grant, accom
modation for long-term purposes to 
commercial banks, about 20 to 30 
crores could he made available for 
extending long-term loans. This 
amount can be made available to 
the proposed consortium in i t ia l ly 

Increasing Output and Profits 

the Modern Way 

Industrial surveys carried out in various parts of the world show 

that the rate of ABSENTEEISM largely depends on the general 

health of the workers. In the vast majority of cases, absenteeism 

is found to be involuntary, the result of sickness. In India, 

MALARIA is the greatest single cause of illness ; most absenteeism 

due to sickness can be attributed to MALARIA. 

Today, the world over, wherever M A L A R I A is a menace, 

many employers have put TALUDR1NE' to work in their factories 

to protect their workers from deadly, crippling MALARIA. 

T A L U D R I N E ' is paying them handsome dividends in the shape 

of sharply reduced absenteeism, increased efficiency, more output, 

and larger profits. 

Avail yourself of the easy, inexpensive method of fighting 

absenteeism. Put 'PALUDRINE' on your payroll. We shall be 

happy to co-operate with you in implementing a scheme for 

T A L U D R I N E ' protection in your factory. 

Special rates for bulk purchases are available. Please write 

today to the nearest office of:— 

IMPERIAL CHEMICAL INDUSTRIES (INDIA) LIMITED 
Calcutta Bombay Madras Kanpur New Delhi 

Ahmedabad Amritsar Bangalore Cochin 
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and it should be fu l ly guaranteed 
by the members of the consortium 
so as to safeguard the Reserve Bank 
against a possible loss. It w i l l not 
be wise in the ini t ial stages to tie 
up the funds of the Reserve Bank 
to a greater extent than that pro
posed here, as the Reserve Bank is 
already committed under the latest 
amendment to the Reserve Bank of 
I n d i a Act to extend medium and 
long-term credit to agriculture up 
to Rs 5 crores and to the Industr ial 
Finance Corporation of Ind ia up 
to Rs 3 crores. The Reserve Bank 
is also authorised to invest in I n 
dustrial Finance Corporations, the 
to ta l amount of this part icipation 
amounts to Rs 3 crores (Rs 2 crores 
in the Industr ial Finance Corpora
t ion of Ind ia and Rs 1 crore in State 
Industrial Finance Corporations). 

ADJUSTMENTS IN ASSETS 

We shall now see how far the 
banks can, w i th their existing re
sources, make adjustments in their 
assets structure so as to make more 
finance available for the industrial 
sector. The principal assets of banks 
comprise cash, advances and invest
ments. The cash reserves of banks 
vary seasonally, being depleted in 
the busy season, the range of varia
t ion noticed in the last two years 
being 8- 11 per cent. T h e average 
cash ratio of the banks has shown 
a continuous downtrend since 1949 
when it was 11 per cent to 1953 
when it came down to 9 per cent. 
W i t h the ready access to the Re
serve Bank in times of seasonal 
pressure under the b i l l market 
scheme and further liberalisation of 
remittance facilities as proposed by 
the Shroff Committee, we may look 
forward to some more economy in 
the keeping of cash reserves by 
banks. A reduction of the cash 
rat io to 8 per cent w i l l not be 
disastrous and w i l l release an addi
t ional amount of Rs 7 or 8 crores 
for further utilisation. The cash 
rat io can be maintained steady at 
the level of 8 per cent as is the 
practice w i t h the British banks w i t h 
out any danger to the l iquidi ty of 
banking system. 

T h e most important assets of banks 
is, of course, their advances and 
bills. D u r i n g the past two years the 
rat io of advances and bills of sche
duled banks to their deposit l iabil i ty 
has varied seasonally between 54 
per cent and 64 per cent. Sche
duled! banks' advances and bills 
averaged Rs 533 crores in 1951, 
Rs 536 crores in 1952 and Rs 508 

crores in 1953, their ratio to deposit 
liabilities averaging 60, 62 and 60 
per cent respectively. The credit 
extended by banks represents mostly 
short-term credit, so essential for 
commerce and industry. To reduce 
their loans and advances in order 
to increase their participation in 
long-term finance to industry w i l l 
bring no net advantage and may 
cause dislocation to trade and in 
dustry, but some small adjustments 
can be made even here. 

DISTRIBUTION OF ASSETS 

From the Survey of Advances 
conducted -by the Reserve Bank as 
at March 1953, and published in the 
Reserve. Bank Bulletin, July 1954, 
it was observed that 36 per cent of 
the total advances were lent to i n 
dustry, 49 per cent to commerce, 2 
per cent to agriculture, 8 per cent 
to personal and professional, 3 per 
cent to " a l l others ". The bulk of 
the advances is necessarily com
mercial. Personal and professional 
advances at about 8 per cent of the 
total are not unduly large, part i 
cularly when we remember that a 
part of these represents advances lor 
business purposes, A close scrutiny, 
however, of these and " all others " 
may reveal loans for consumption 
or speculative purposes and some 
scope for their reduction can be 
contemplated releasing about Rs 4-5 
crores. It should be remembered, 
however, that most of the advances 
of banks are for short-term and an 
extension of long-term advances at 
the expense of short-term cannot be 
advocated if the l iquidi ty and sol
vency of the banking system are not 
to be jeopardised. Banks can make 
some readjustment by making 
larger advances against the security 
of shares of joint stock companies, 
which at present account for 8 per 
cent of their total advances. An 
adjustment in favour of advances 
against shares wi l l bring indirect 
benefit to industry as it w i l l widen 
the market for industrial shares. 

Investments of scheduled banks 
have been on the uptrend since 
1951, when they averaged Rs 328 
crores (or 40 per cent of their de
posits), the corresponding figures 
for 1952 and 1953 being Rs 347 
crores or 42 per cent and Rs 358 
crores or 43 per cent. 

PATTERN OF INVESTMENTS 

The Survey of Investments as at" 
the end of December 1953 conduct
ed by the Reserve Bank (Reserve 
Bank Bulletin, M a y 1954) showed 

that the total amount of investment 
of scheduled banks in shares and 
debentures of joint stock companies 
was Rs 11 crores or barely 3 per 
cent of their total investments. The 
bulk of the investments was in Gov
ernment securities which at Rs 338 
crores accounted for 86 per cent of 
the total. Investments in other 
trustee securities amounted to Rs 10 
crores or 3 per cent, and those in 
real estate, bullion a n d others 
amounted to Rs 7 crores or 2 per 
cent. W i t h i n the existing structure 
of investments, the only way in 
which the investments in shares and 
debentures, which are at present 
very low, can be increased w i l l be 
at the expense of investments in 
Government and other t r u s t e e 
securities. 

Any such shift w i l l affect adverse
ly Government credit and may lead 
to a fall in prices of Government 
securities. It cannot be countenanc
ed on other grounds. Besides, to 
the extent that banks subscribe to 
the National Plan Loans and Bonds, 
the proceeds of which arc earmarked 
for investment in the public sector, 
capital formation w i l l be furthered 
and the ends of planning served 
equally w e l l On the other hand, 
it wi l l be a great advantage if an 
accrual of further resources to banks 
through an increase in their depo
sits brought about by higher pro
duction, exports, deficit finance or 
the increase in banking habit, can 
be earmarked for investment in 
new shares and debentures, keeping 
the present level of holding of Gov
ernment securities untouched. 

GROWTH OF DEPOSITS 

I t w i l l thus be seen that barring 
an economy in cash reserves and 
some small adjustments in ad
vances, which m a y r e l e a s e 
some resources, there is not much 
scope for adjustment' w i th in the 
existing structure of assets of banks. 
Thus, by adjustments banks can only 
make available an amount of about 
Rs 12 crores. While this in itself 
w i l l be of some help in the present 
state of capital market, i t w i l l be 
pi t i ful ly meagre if the targets 
of the 'Planning. Commission are 
to be r e a c h e d , Consequently 
the major source for increase 
in the banks' investments w i l l 
have to come from a growth in de
posits. A n d growth in deposits is 
again conditional on general busi
ness prosperity, exports and invest
ment in the public sector. A sta
tistical forecast of the likely growth 
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in deposits, say, dur ing the next five 
years, is, however, out of the ques
tion. But this much may be 
hazarded, that wi th the present 
trends in production, (barring 
natural calamities) growth in depo
sits and budgeted deficits, deposits 
of banks may show a fairly notice
able rise in the coming years. A 
large part of this fresh accrual of 
resources could be easily set aside 
for channelling i n t o c a p i t a l 
formation. 

INSURANCE FUNDS 

We have seen above that to start 
w i t h , the consortium can count on 
about Rs 12 ccores from wi th in the 
banks and about Rs 20 crores from 
the Reserve Hank. The consortium 
can also draw upon the resources of 
insurance companies. At the end 
of 1952, the latest year for which 
figures arc available, out of the total 
assets of Ind ian insurance compa
nies of Rs 293 crores, investment in 
shares and debentures amounted to 
Rs 42 crores. Can the insurance 
companies go further? They have 
to invest the savings of individuals 
entrusted to their care and they 
must see that more important than 
the return on their investments is 
their safety. It is because of this 
that the Insurance Act lay down 
50 per cent as the m i n i m u m propor
tion of their funds that should be 
invested in Government and trustee 
.securities. As a matter of fact, in 
surance companies are maintaining 
a larger proport ion of their assets 
in such securities than is required 
under the Act . The amount of the 
excess was Rs 17 crores in 1952. 
Ind ian insurers also held Rs 6 crores 
of British, Colonial and Foreign 
Government securities, among their 
assets. Is it not possible to reduce 
this holding and make something 
available to the consortium? Surely, 
it should be the aim of Indian in 
surers to liquidate their foreign 
holdings (except to the extent that 
their foreign business requires such 
investment) , and invest the funds 
in Indian industrial securities. 
Apart from this, 'wi thin their pre
sent strurcture of assets, it would be 
difficult to suggest any modifications. 
The margin of Rs 17 crores by 
which the actual holdings of ap
proved securties exceed the legal 
m i n i m u m , is certainly not large. 
Nor can one advocate a reduction 
in the holding of Munic ipa l , Port 
Trust and Improvement Trust secu
rities (Rs 18 crores ). Mortgages on 
.Property (Rs 13 crores), Loans on 
Policies (Rs 20 crores) and Land 

and House Property (Rs 15crores), 
for obvious reasons. Therefore it 
does not seem as if insurance com
panies can contribute more than 
Rs 5 crores to the consortium to 
start w i th . In their case, as in the 
case of banks, it is the further i n 
creases in their resources that would 
form the major source of funds for 
a concerted drive for fresh invest
ment in industry. In 1952 the i n 
crease in life funds of life insurance 
companies in India amounted to 
R.s 24 crores. Even a tine-third 
proportion set aside out of increase 
in life funds annually can form a 
substantial accrual of resources to 
the consortium. 

There are other important aspects 
of the consortium's work which may 
now be mentioned. In the first 
place, the men who wi l l form the 
active committee of management 
and who wi l l give it direction, who 
wi l l be both competent and inspir
ing, have to be found. The over
al l direction would, of course, re
main the responsibility of the chief 
executives of banks and insurance 
companies, which form the member
ship of the consortium. But these 
busy executives may not find enough 
time to devote to the work of the 
consortium and must necessarily 
rely on staff specially appointed for 
the task. The latter should com
bine technical knowledge of various 
industries wi th an understanding of 
the general economic trends and 

prospects and should be won-inform 
ed not only in respect of Ind i an 
conditions but also of wor ld condi
tions. There w i l l be competing 
demands upon the consortium's 
l imited resources and it is of v i ta l 
importance that these should be 
properly weighed and decided upon. 
It may prove to be a more difficult 
task to find the r ight men for the 
job than to find the money for the 
consortium. Care should be taken 
to see that talent wherever avail-
ahle is pressed into service, wi thout 
regard to other considerations which 
have unfortunately come to mar 
public life in this country. Second
ly, it is of v i ta l importance that 
Government and industry should 
refrain from exercising any in f lu 
ence on the judgment of the com
mittee by applying any sort of i n 
direct pressure. The committee 
should steer clear of doubtful ven
tures and should not add to the list 
of " scandals" which have been 
brought to l ight in a number of 
Government sponsored corporations 
and industrial undertakings in the 
private sector. 

The move for the consortium is 
on the right lines and every effort 
should be made to make it mate
rialise. Such a consortium need 
not be like the German Konsortiums 
of the past, temporary venues of i n 
vestment, but a continuing body 
which w i l l assist capital formation 
in the best possible way. 
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