
United Bank of India Limited 
Dr Dutt's views on Development Bank 

ink Between Bank Rate and Deposits Rates Advocated 
Budget Proposals Welcomed 

THE following are excerpts from 
, the speech delivered by Dr S B 

Dut t , Chairman United Bank of India 
L t d , at the Annual General Meeting 
of the Shareholders of the Bank held 
on 29-3-65 at Calcutta. 
Gentlemen, 

It gives me great pleasure to wel
come you ai l to this 15th Annual 
General Meeting of the Bank. The 
Directors' Report, Balance Sheet and 
Profit & Loss Account have been wi th 
you for quite some time and I am sure 
you have studied them wi th interest 

Since we last met the country has 
suffered a great loss in the death of 
Prime Minister Jawaharlal Nehru. Not 
only India but the world at large has 
deeply been feeling the void caused by 
his demise. The best and most lasting 
memorial that his grateful countrymen 
can erect to perpetuate his memory 
w i l l be by ceaseless and rational en
deavours to achieve the goal he had 
set for an integrated and economically 
prosperous India at peace, and on terms 
of friendly co-operation wi th the 
nations of the world . 

Bank's Progress 
It is satisfactory to note that the in 

terim target for deposits for the year 
1964 set by the Chairman in his state
ment to you last year at Rs 85 crores 
has been exceeded by over Rs 3 crores. 
We arc confident that wi th the conti
nued support from all quarters that 
we have been receiving, the target of 
Rs 100 crores of deposits set for the 
two-year period ending 1965 w i l l also 
be fulfilled well before the year is out. 

Operating Costs 
Despite the growth of working fund 

exceeding Rs 97 crores achieved in 
1964, the year has been one of strain, 
due to a sharp rise in operating costs. 
The establishment cost of the Bank 
has gone up by Rs 45 lakhs to Rs 2.36 
crores, representing a rise of 23.5 per 
cent over the year. At the same time 
interest paid on deposits by the Bank 
during recent years has been rising 
steadily, There have been further up
ward revisions during the later part of 
last year and early this year. 

New Head Office Building 
I am happy to report that satisfac

tory progress has been made wi th the 
preliminary arrangements in connection 
w i t h the construction of a multi-storey-
ed building on Old Court House Street 
at the site acquired last year. Demoli
t ion of the existing structure on the 
site was started during the year and 
the work is progressing satisfactorily. 
It is proposed to lay the foundation 
stone wi th in the next few months and 
to start construction during the year. 

Staff Training 
In order to cope w i t h the expanding 

business w i t h the complexities that are 
developing every day, it becomes in 
cumbent on the Bank to provide sui
table training to its managerial and 
clerical staff at all levels. Wi th this 
end in view, a Staff Training Centre 
has been established by the Bank at 
Calcutta last year. The Centre is mak
ing satisfactory progress. 

Economic Situation 
The economic situation prevailing 

in the country has for the past few 
years been characterised by the twin 
factors of sluggishness and rising price-
level. The rate of growth of industrial 
production has slowed down and the 
situation as regards agricultural pro
duction is, if anything, less happy. The. 
capital market is practically stagnant. 
Both the existing and the new enter
prises are funding it difficult to raise 
resources from the capital market. The 
underwriters are heavily committed to 
the extent of straining their resources. 

Whatever may be limitations of the 
stock exchanges and their importance 
in indicating the economy's mood in. 
general, I believe that they have a very 
important place in the country's eco
nomy, more so when the rate of capital 
formation plays such a crucial role in 
achieving economic development. I 
would therefore urge on all concerned 
to take measures to reacrivise the 
stock exchanges in the country. 

Development Banks 
I would like to make a few obser

vations on the functioning of develop
ment banking in general in the country. 
As is well known, before taking a deci

sion to assist an industrial project, 
development banks evaluate its potenti
alities from all possible aspects. It so 
happens that in a number of cases un
foreseen difficulties of various kinds 
crop up in the implementation of such 
a project. It must be accepted that 
these unreckoned-with difficulties arise 
due to factors beyond the control of 
entrepreneurs, technicians or finan
ciers. When such a situation develops, 
there is a feeling that the develop
ment banks get hesitant, particularly 
so when further financial help is requir
ed to overcome the unanticipated diffi
culties. 

Such obstacles are perhaps inherent 
in the process of industrialisation which 
we have undertaken. It would therefore 
be unfortunate if development banks 
took a gloomy view of the entire pro, 
ject when faced w i th such unforeseen 
difficulties and hesitated to extend fur
ther assistance vital ly required to 
overcome them successfully. While the 
attitude of development banks is under
standable to a certain extent, it would 
appear to strike at the very root of the 
objectives of a development bank 
which should be to nurse a project 
and bring it to f rui t ion at the earliest. 
It is hoped that such hesitation on the 
part of development banks w i l l gra
dually wear out. One would further 
wish that this process were expedited. 
For unt i l then — and in the context 
of the present dormant state of the 
capital market — new entrepreneurs 
w i th l imited resources w i l l be deterred 
from coming up w i t h new venture:, and 
the field w i l l continue to remain wi th 
the established houses alone. 

Term Loans 
A word here about the role of com

mercial banks in providing term finance 
may not be out. of place. We have al
ways believed that the role of the com
mercial banks in extending long-term 
finance should be l imited. For, besides 
the question of the short-term nature 
of their liabilities, the demand on the 
resources of commercial banks for 
meeting working capital requirements 
of industry and trade has been increas
ing at a faster rate than that of the 
growth of their resources. 
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Another significant development in 
industrial financing must be borne in 
mind. As I have already stated earlier, 
it has lately been noticed that for 
various reasons the gestation period of 
an industrial enterprise tends to be lon
ger than that envisaged at the com
mencement on strict technological con
siderations. The original financial esti
mate thus gets upset and the enterprise 
is faced w i t h the problem of finance 
to tide over the period, un t i l eventu
ally it is able to obtain adequate funds 
either from a development bank or 
through the capita! market or both. It 
is at this stage that the role of com
mercial banks in providing temporary 
financial assistance becomes more 
important than that of providing term 
finance generally. It is, therefore, 
essential for the health of industrial 
financing that the role of commercial 
banks in normally extending term 
loans to industries be restricted. 

Agricultural Finance—Role of Banks 
Naturally, in view of the crisis on 

on the food front, thoughts have turned 
to the role of commercial banks in 
financing the agricultural sector. In 
this field besides financing the move
ments of agricultural commodities, 
banks also render assistance to planta
t ion industries l ike tea, coffee, sugar
cane, etc, but their assistance to the 
producers of foodgrains has remained 
l imited. There are valid reasons for 
this. Primarily, agricultural activity 
has s t i l l not been able to shed its 
characteristics as a subsistence and un
organised activity, and coupled as it 
is w i t h a high degree of dependence 
on weather, it remains a great finan
cial risk. In addition, a:; a policy mea
sure the co-operative credit structure 
is being evolved precisely for meeting 
the financial needs of this sector. In 
fact, financing of agricultural activity 
is believed, as it were, to be an exclu
sive field for the co-operative credit 
system. 

It is not, therefore, that banks are 
unwil l ing to play their role, but the 
conditions to enable them to do so are 
non-existent. If like plantations, the 
entire agricultural sector could be 
placed on an organised and market-
oriented basis, the preconditions for 
commercial banks, assistance would be 
created. 

Monetary Policy 

Among the more recent events, the 
one which interests and affects u, 
greatly was the package announce
ment in February this year of a rise 
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in the Bank Rate to 6%, increase in 
the l iquidi ty ratio for the purpose of 
Reserve Bank's lending to commercial 
banks, a higher ceiling rate for loans 
and advances and prescription of in 
terest rates for various categories of 
deposits. N o t only has the availability 
of the resources from the Reserve Bank 
been restricted, but Its cost has also 
been increased considerably. 

The price situation which has been 
aggravated by a sharp rise in foodgrains 
prices is a resultant of a number of 
variables, important among which is 
the position of supply, it is admitted 
on al l hands that inadequacy of supply, 
coupled wi th absence of rational pricing 
policy and proper distribution arrange
ment, caused the acute price situation 
in the natural course of events. Unlike 
other advanced countries, in the pat
tern of consumption discretionary 
spending is practically absent in the 
budget of the average person. Food 
s t i l l dominates the consumption pat
tern and therefore hardly allows for 
any adjustment. What appears, there
fore, as an inflationary situation as 
reflected in the rising price level is 
not l ikely to have been generated by 
m o n e t a r y developments. Under 
these circumstances, whether the 
monetary measures adopted are l ikely 
to help to any significant extent in 
controlling the price situation remains 
an open question. 

Implications of High Rates of Interest 
In the present situation a higher 

structure of interest rates w i l l add 
to costs all round and w i l l result in 
higher prices to that extent. It also 
affects the capital market adversely 
inasmuch as the expectations regarding 
return on capital also has gone up, to 
fulfil which the profitability of capital 
has to rise, perhaps more than pro
portionately. If in such a situation 
fresh capital has to be raised, the 
enterprise w i l l have to ensure a higher 
dividend than that possible at present, 
— which seems uncertain — and the 
public response may not be any better 
than that currently experienced. 

It may seem conceivable that eco
nomy in the use of capital resources 
could be induced by higher structure 
of interest rates. It may also he 
possible that such a structure of inter
est rates could lead to a more rational 
pattern of investment. However, in 
the context of a comprehensive system 
of control on the use of capital re
sources and a directed pattern of i n 
vestment in accordance w i th the pre

determined social and economic goals, 
the instrument of Interest rates loses 
much of its allocative efficacy. It is 
therefore to be hoped that the Bank 
Rate may soon be revised downward 
from its present high level. 

Deposit Rates 
While these measures were adopted 

in the monetary spheres, an unusual 
step was taken in that minimum rates 
were specified in the matter of interest 
which the banks should offer for de
posits of various periods, beginning 
w i t h deposits for 31 days and over. 
Interest rate on Savings Bank Deposits 
was fixed at 4 per cent. It was only 
last September that the Reserve Bank 
had prescribed maximum rates of 
interest for various types of deposits 
not exceeding 90 days. The present 
measure is unprecedented inasmuch as 
(a) the rates prescribed cover both 
notice-money and term deposits, 2nd 
(b) the term deposit rates prescribed 
are the minima. 

Such a step w i l l adversely affect 
bank-profitability. The need for 
strengthening the banking system by 
a greater plough-back of profit is 
today very important, particularly in 
view of the functional and geographi
cal expansion of banking services. As 
a result of rising establishment costs, 
much of which are linked with the 
price level, the profitability of banks 
has already been adversely affected 
The lower the profitability the lesser 
is the abili ty to plough back earnings. 
This development also l imits the abi
l i ty of banks to raise fresh capital 
funds. 

The differential between the average 
rates of interest on advances and de
posits is a very important factor to 
be borne in mind. This differential, 
low as it already was, has further been 
reduced by the impact of the present 
directive. It must be remembered 
that the structure of deposits has 
undergone a change during the past 
few years and that savings and time 
deposits are disproportionately high. 
Any upward revision of the rate of 
interest on such deposits is bound to 
have a much greater impact on the 
differential I have referred to than 
what would appear on the face of i t . 

Today, as the situation exists, the 
rate on one-year deposit is equivalent 
to the Bank Rate. It is rather a high 
level. I believe that there is a l i m i t 
beyond which any increase in deposit 
rates w i l l fa i l correspondingly to mobi
lise fresh deposits; on the other hand, 
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i t w i l l cause a net adverse effect on 
banking operations. In other words, 
there is a range w i th in which interest-
rates could be moved with some ad
vantage. But when it exceeds the 
upper l i m i t the advantage, if any, is 
negligible, while its impact on the 
costs of banking services becomes dis
proportionately high. 

It is therefore that one feels the 
need for an early establishment of 
some orderly relationship between the 
Bank Rate and rates on bank deposits, 
so that it would not upset expecta
tions and create uncertainty when 
lowering of the Bank rate causes a 
lowering of deposit rates. In the 
UK maximum deposit rate is 2 per 
cent below the Bank Rate. In India 
the rate on one-year deposits at least 
should bear a similar relationship and 
be kept at 1 per cent below the Bank 
Rate. Rates on deposits of other 
maturities could then be adjusted 
correspondingly. 

Fiscal Policy 
It gives me pleasure to say that the 

budget for 1965-66 presented to the 
Parliament is the first, in recent years, 
to have shown a small surplus. More 
than the amount of surplus, the signi

ficance lies in the fact that deficit 
financing, for the time being at least, 
has been avoided. At the same time 
disguised deficit financing, undertaken 
via subscription to Government loans 
by the Reserve Bank, w i l l be restrict
ed, if not eliminated altogether. 

It is also significant that the contri
bution which indirect taxes have been 
making to the high level of costs and 
prices prevailing in the economy is 
recognised, and by reducing or repeal
ing excise duties on a number of 
articles, it is sought to exert a down
ward pressure on prices. Similarly, 
the adverse impact of the very high 
level of personal taxes is also taken 
note of and steps have been taken to 
reduce the burden at all income levels. 
In the field of corporate taxes, recog
ni t ion has been accorded to the role 
of tax reductions in increasing indus
t r ia l investment, production and ex
ports. 

It may be that the budget as a 
whole has not come up to the expecta
tions held by certain quarters. The 
principle of selectivity that has been 
adopted for providing incentives may 
appear to be unsatisfactory. How
ever, one feels that perhaps it was 

not possible to do more than what 
has been done, particularly when 
action is required on several fronts 
simultaneously. On the part of busi
ness and industry, apart from the 
monetary value of the concessions and 
reductions, the budget should serve as 
a symbol of the Government's policies 
which w i l l be geared towards achiev
ing higher development all round. I 
earnestly hope that this recognition 
w i l l be allowed to take its logical 
course in the form of further relaxa
tions and modifications as and when 
time and circumstances permit. 

Before I conclude my remarks this 
morning I would like to express my 
thanks to my colleagues on the Board 
for their co-operation; to the mem
bers of our Advisory Committees for 
their support; to the Managing Direc
tor, senior officers and all other staff 
members for their services which have 
resulted in a year of satisfactory pro
gress. I also thank you all for com
ing to the meeting and giving me a 
patient hearing. 

(NOTE : This does not purport to be 
a record of the proceedings of the 
Annual General Meeting). 

Asian Cables Corporation Limited 

Address of the Chairman Shri Girdharlal B Kotak 

THE following is the Address of 
Shri Girdharlal B Kotak, Chair

man, Asian Cables Corporation Limited, 
at the Fif th Annual General Meeting 
of the Shareholders of the Company 
held in Bombay on March 30, 1965 : 
Friends: 

Immediately after the conclusion of 
the last Annual General Meeting at 
which we met in A p r i l 1964. the 
country suddenly experienced a shock 
in the sudden and sad demise of our 
beloved late Prime Minister, Shri 
Jawaharlal Nehru. Our countrymen 
were never accustomed to the thought 
of being without Shri Nehru at the 
helm of our country's affairs. We felt 
so secure and safe wi th him, in our 
midst, that then when the Chinese 
horde suddenly rolled down the Hima
layas, in surprising bli tz-krieg advance 
on Assam, we never felt panicky. 

The Country has shown remarkable 
sense of discipline and responsibility, 
immediately after Shri Nehru's sud
den demise, in ral lying round and 

electing Shri Lal Bahadur Shastri as 
our next Chief to guide the destinies 
of the Country, in such tumultous and 
troublesome times, as we have at pre
sent. 

Although the Annual Report and the 
Statements of Accounts of the Com
pany for the year ended 30th Septem
ber 1964, try to show the final results 
of the working of the Company during 
the year under report, I maybe per-
mit ted to observe that they do not 
tel l a complete story about the trials 
and tribulations an industry has to 
undergo during its working, especially 
at a time when the country's whole 
economy is working under every severe 
strain. Contrary to the expectations of 
the last year, the depression in the 
markets, which had shown itself con
sequent upon the large scale aggres
sion on our frontiers, did not lift up 
completely. The sudden steep rise in 
the prices of raw materials and food 

stuffs due to inflationary pressures re

sulted in large scale unrest in the 
labour situation. 

There was difficulty also on account 
of a further change-over from copper 
to aluminium in some more varieties 
of cables under the directive of the 
Central Government. Any such radical 
change adversely affects the efficiency 
and production. Now the third change
over, and let us hope the last of the 
changes from copper to aluminium in 
the small sizes of Rubber or PVC I n 
sulated became effective on 1st Janu
ary, 1965. W i t h every change from 
copper to aluminium it is observed 
that while the reputed manufacturers 
abide by the change faithfully, st i l l 
large stocks of cables . w i th copper 
conductor are available in the marker 
for a long time. Wi th the normal cus
tomer's preference for cables wi th 
copper conductor, the production and 
sales of cables w i th aluminium conduc
tor are slow. 

Added to this is the tightness of 
the money market and the capacity of 
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