Underdevelopment and Growth:
Features, Causes and Concepts

Introduction

A detalled §tudy of Indian Economics has great importantance to the students
of ecomomic in India because of its objectives, viz., analysis of the facts and
causes of India’s poverty and providing a workable solution to remove the poverty
and misery of the million, and laying down the right policies for a rapid and
planned economic development. The objectives would require a careful study of
the many aspects of the Indian economy and the multifarious problems of
development with which we could be concerned in this book. |

The second half of 20th century was a period of mass awakening, politically
and economically, in all countries. There had been a growing interest in economic
development on the part of welfare states. Writers on economic development of
nations generally classify the countries of the world into two categories; namely,
(i) developed countries, and (ii) underdeveloped countries or backward economies.
For the latter, we use the term ‘developing economies’ to dispense with the
odium attached to the term ‘backward’ and underdeveloped’. Of late, a new term
“Third world’ is being used for under developed or developing countries. However,
we shall be using these terms, ‘underdevelopment’, less developed’, ‘backward’,

‘developing’, etc., interchangeably in our discussion.

Criteria of underdevelopment
Itis very difficult to give a precise definition of the term ‘under development’

as it connotes a variety of features and criteria.

The U.N experts have defined an under developed country as one “in which
per capita real income is low when compared with the per capitareal incomes of
the U.S.A., Canada, Australia and Western Europe”. This definition, though
indicates one of the important features of under development, viz., poverty, 1s
not wholly correct and adequate. The low per capita income is only one aspect of
the complex problem of underdevelopment and the comparison wgth t}le per
capita income of other countries is only a relative measurement and this criterion

is bound to be arbitrary.



et The Indian planning Commission.deﬁned underdevelopment as om
s characterized by the co-existence, in greater or less deg;:ee, of unutilizeq anq
under-utilized man power, on the one hand, and of unexploited natural resources
on the other. “This definition too mt be accepted as wholly correct, as the
emphasis is only on the existence of ndle.r.wom'ces causing under developmem,
and this is not the only feature. The definition does not mdlcatf: the causes of the
existence of idle resources. Further, even in ‘developed countries’ resources may
remain idle and under utilised in times of depression. On that score, we do not
classify such countries as ‘underdeveloped’. The existence of idle resources in
the economy is mainly due to two major causes in the backward economy.

() Inadequate capital resources or low capital formation; and
(i) Lack of skill and technology

Eugene Staley defines underdevelopment as follows: “A country characterized
by mass poverty which is chronic and not the result of some temporary misfortune,
and by obsolete methods of production and social organization, ‘which means
that the poverty is not entirely due to the poor natural resources and hence could
presumably be lessened by methods already proved in other countries.”

Explanation of the term ‘under development’ should be viewed in its three
dimensional aspects, namely, (i) incidence of poverty, ignorance and disease; (ii)
maldistribution of national income; and (iii) political and administrative
incompetence combined with social disorganization.

The so called criteria of under development enumerated below are either
incorrect or partly true. Let us discuss them:

1. Ratio of population to land in the country: This is supposed to be the
first criterion of underdevelopment, but really, we cannot correctly assess whether
a high or low ratio of population to land area is an indicator of underdevelopment.
There are many underdeveloped countries in Africa and Latin America, where the
ratio of population to land also exhibit signs of underdevelopment. So, this
criterion is vague, as countries with low as well as high ratio of population to land
show signs of backwardness.

2. Ratio of Industrial output to total output: According to this criterion,
countries with low ratio of industrial output to total output are considered under
developed. In other words, the degree of industrialisation is taken as the criterion.
It should be understood that the degree of industrialization is often a
consequence rather than a cause of economic prosperity in the country. Further,
in countries where agriculture is well developed, the disposable agricultural surplus
income will be generally used to subsidize uneconomic urban industries. As 3
result, the overall per capita income would tend to be lower. Thus, this criterion is
not a valid indicator of underdevelopment.



" 3. Low ratio of capital to per head of population: Ragnar Nurkse stated that
‘underdeveloped’ countries are those which “compared with the advanced

countries, are under-equipped with capital in relation to their population and
resources.” This concept that the dearth of capital as the criterion of

rdevelopment is not satisfactory. Abundance of capital does not mean

unde
mic development and prosperity. It is a process depending on various

econo
tors and it has much to do with human endowments, political conditions,

social attitudes and historical accidents, as Nurkse himself points out.

4. Low per capita income: The most commonly accepted. criterion of
underdevelopment is the low per capita income of underdeveloped countries as
compared with the advanced countries. Strictly speaking this is also not
satisfactory. The data on per capita income of the country are inaccurate, unreliable
and often misleading, due to many conceptual and computational difficulties.
Further, international comparisons of national income and per capita income are
meaningless. Finally, the concept of ‘Standard of living” varies from nation to
nation; from race to race and from region to region. However, the per capita
income is the most widely used indicator of underdevelopment.

this, we find that it is very difficult to define and explain the concept of

From
t*. In order to understand the purport to the term better, we

‘underdevelopmen
have to spell out the various characteristics of the underdeveloped economy.

Chnncterlsﬁw of underdevelopment
Harvey Leibenstein has classified the characteristics of underdevelopment

under four major heads, namely (1) Economic; (2) Demographic; (3) Cultural and
Political; and (4) Technological and Miscellaneous. The underdevelopment chart
 given in Figure 1.1 illustrates the various features of underdevelopment under

each head. L
. . Almost all features of underdevelopment, exhibited in the chart, are present
in India, which stands as a typical example of an underdeveloped country that is
on the way of development. Let us discuss in detail the features of
underdevelopment. |

1. Preponderance of Agriculture: An underdeveloped country is exclusively

a primary producing economy. It will mainly depend on the production of

agricultural material and minerals and the industries will be mainly agro-based.
national income of the

The share of the primary sector is larger in the
underdeveloped country. But the corollary may not be true. There are some
g::al.)lq examples which are exceptions. Advanced countries like Denmark,
°lgium, t!le Netherlands and New Zealand are mainly agricultural countries with
fairly primitive activity.
India is predominantly an agricultural coun
the PeoPle are engaged in agriculture or in alli
Population on agriculture is very high. Nearly 40 per cent

try where more than 70 per cent of

ed occupations. The pressure of
of the national income
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derived from agriculture u—— —
;:artedlong ago, hardly 10 per cent of the population mmﬁm%
most of the industries are only agro-based industries like Sugar, Cottop, g
tcxtiles, etC- Jmev

2. Population pressure and UngMPl?yrflgnr.- Another featy
underdeveloped countries is that they are lirty Over-populateq. m’: of
of the population in these countries 1S Increasing at a-faster rate than in
countries. The economic development in these countries in not capabe of k anceq
pace with the increase in population. “Cping

In India, the population is growing at an alarming rate with a birth-rate
about 40 per thousand. During the decade 1961-71, the increase was 246 5
cent, which was nothing but a population explosion. Alarming increage in
population, excessive pressure on land and poor industrial development have
created unemployment problems which could not be solved successfully
inspite of planning several decades. The number of job seekers in India s raising
day after day and the problem of unemployment is taking serious proportions
The problems of unemployment has resulted in underemployment or ‘disguiseq
unemployment’. People are prepared to work, but they are unable to find work
throughout the year due to lack of complementary factors. This is more so in
agriculture. Due to population pressure, more persons are working on land than
what is actually required and this is called disguised unemployment. The excess
population does not contribute to the productivity of land.
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3 Poor Income and poor Savings: Another lmportw

nt is the low per capita income of the people and the
;;!t)tcl’:;c:’e:: ls(;?f!i?legs in the economy. According to the world Develome?:S;qUem
1981, 52.5 per cent of the population of the world in 1979 had GNp perc eim“'
230 dollars, In contrast to this, 15.6 per cent of the world Population livinapi 2of
:ndustrialised countries had GNP per capita of 9,440 doallars. The oj] exg n 'the
countries of West Asia with only 0.6 per cent of the world population hal:lol‘tmg
per capita of 5,470 dollars. These figure show that underdevelopeq countr; GNp
poverty-ridden. R ‘ =S are
Judging from international angles, India is definitely and underd

country. It has been estimated that per capita income of Indig is only l/:;elo
of U.S.A., 1/25 of Canada, 1/14, of Japan and 1/12 Russia. Accord; o thay
International Financial Statistics, India is one of the poorest counml'r::g Wi
world, if not the poorest. A natural outcome of poor income js little Savus; OF the
savings in the economy. The savings of an economy play a vital role jn ecogn:))r 0
growth, as savings of an economy play a vital role in economic growth, as sa e
and investments are the two crucial determinants of economic grov&h. SaV}ngs
as percentage of national income in India was only 5.7 per cent in 1950-51 m
four decades of planning, it had reached around 20 per cent. But this is very' small
when compared to advanced countries of the world. |

4. Under-Utilization of Resources: The natural resources of the mdeveloped
economy are either unutilized or under-utilized. Generally, underdeveloped
countries may not be deficient in natural resources like land, water,.minerals, etc.
The main problem would be that these resources are poorly harnessed or
improperly used. Poor and improper utilization may be due to various reasons, |
like inaccessibility, lack of technical knowledge, shortage of capital and limited
markets. Many of the African countries have good potential for development,
but they remain backward due to under-utilization of resources.

India is a country of vast natural resources. Lofty mountains, perennial rivers,
dense forests, abundant plains and minerals of various types, etc., offer large
scope of utilization and development. But these have not been fully utilized. It
has still about 9 crore acres of cultivable wasteland. The water power potential of
the country has been harnessed only upto 10 per cent. The large forest wealth
remains untuilized and the natural mineral wealth of the country has not yet been

explored fully. . . .
5. Capital Deficiency: Capital occupies a strategic ro.le in prczldul::;;n f;nm
economic development of a nation. UnderdeveIOpf:d countries wou.;ll s N sl
capital deficiency. Not only the stock of capital will be small, but :; of capitsl
which it is being formed will be low. In the case of India, thttlzl prOi s in Indie
formation is far from satisfactory. Already we have seen that the Sfainvestment for
as percentage of national income, is very poor. So, for P“_fPofsgr‘;api o1 inflow. It
capital formation, India has to depend on foreign countries
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should be remembered that in foreign countries like U.S.A., Canada, and Western
Europe, more than 20 per cent of the national income will be channelized for
invgstl‘nent.

The basic defect of the backward economies would be lack of inducement to
invest and the low propensity and capacity to save. Adding to this, there will be
jack of dynamic entrepreneurship. According to Nurkse, in backward economies,
even if the level of income is increased with capital inflow from abroad, it does
mean that the rate ofsavingswouldincrease,becauseofthetendcncyofﬂuc
people 10 cm1:ll8t0 the higher levels of consumption prevailing in the advanced
countries. This tendency is called the ‘Demonstration Effect’.

6. Low Level of Technology: In backward economies, there will be a terrible
dearth of skilled personnel and as such the methods of production will be carried
on under primitive methods. Consequently, the productivity either in agriculture
orin industries will be very low. Lack of technical, know-how and poor scientific
advancement and obsolete technique, combined with poor entrepreneurship
would result in poor quality products. Though in India some advanced techniques
can be seen in some industries, whencomparedwiththcmodemstandardsof
uction, ours is decidedly inferior. Higher quality education and better
technical training are necessary to absorb the new technology. It is also a problem
of high expenses. |
7. Foreign trade Orientation: Most of the underdeveloped countries depend
@mﬂxeexportofafewu-adiﬁoml commodities, oomistingminlyofmwmateﬁals
and minerals. They will be importing consumer goods and machinery. The ratio
of export production to total output will be normally high. Though these countries
can be called ‘export economies’, the excessive dependence on export has very
harmful effect in an underdeveloped country. The production system of the
country will be geared only to the requirements of the export sector, and the other
sectors will be comparatively neglected. The economy, thereby will become
unstable due to frequently changes in foreign exchange earnings caused by
fluctuations in the international prices of the export materials. Any drastic change
in the foreign demand for the products of poor economies will result in dislocation
iri the economy. Any reduction in foreign demand would depress the home market
which would ultimately reduce the income and employment level.

8 Poor Economic Organization: Well developed economic institutions are
vital factors of economic development. In backward economies, the economic

institutions would be either ill-developed or completely absent. Closely knit
economic organizations and financial institutions would enable the country to
uld be

absorb the outlay for development very easily and institutional reforms co
?150 carried out with ease. But in underdeveloped economies, absence of these.
institutions would create problems of development and growth.

9. Lack of Suitable socio-Economic sef up- In underdeveloped countries,
the prevailing socio-economic set up. would be the greatest impediment to
development. Mass poverty and illiteracy combined with caste systems, religious



e adversely affect the course of economic m
beliefs, et:;vm’(:m in Englind is an excellent example to prove (h, imem. The
Industrial ic set up of British people who were able o bring atyy e,
of soc10- changes. Within the frame work of religion, the Britjg, peoplarkahle
economic about remarkable economic changes. The Christian religion ree Werg
:l;le ,,wmmng duty of man is the glorification of God by good w

. d bleto th :;;ks on e&rtiarded
g social set up was receptive an .amena_ e. 0' em tyrevol ., e
T ;lr:d the economic front through industrialization, In | m'(’"ﬂry

. L. ndia’ the Cast
proved detrimental to economic progress, as it impeded the MOVermep, 0@;

capital and labour and dampened the spirit of enterprise. The society wag Ore
less divided into not-competing groups. Hex}ce, occupat.ional mobility hqq litt(;r
meaning. Though the old caste system has disappeared, it has taken anew gh, e
of Casteism in the hands of selfish politicians who want to preserve and en]mrpe
the casteism by statutory methods. Further, it has emerged in t "

he form
regionalism, parochialism, etc., preventing mobility and display of eﬂtfﬁpreneuric;f
skill and development.

10. A Dualistic Economy: Another important feature of underdevelopmem s
‘Dualism’. What do we mean by ‘Dualism’? It is the presence of dualistic nayge
of economic activities and this is one of the important charac

teristic features of
any backward economy on the way of development. There will be market economy

on one side, where marketing system would have developed exceedingly wel],
catering to the needs of rich and wealthy class of people, supplying them many
amenities of modern life, like radio, T.V.,. Motor car, telephone, picture houses,

tall and multistoried buildings and beauty parlours. There will be excellent
transport facilities like tram cars, electric trains, diesel locomotives, speed boats

and aeroplanes, offering comfortable and also luxurious travel to the different

parts of the country and also overseas. In short, there will be market towns and

cities with factories, banks, business houses, swimming pools; colleges and five-
star hotels. On the other hand, there will be subsistence economy with agriculture
oriented activities in rural areas which will be very backward. The standard of
living of the people in the rural sector will be far below the standard of living of
the people ini the urban sector. The rural people will not have even proper roads

and they may have to depend on country-carts for their transport. Basic facilities
like drinking water, electricity, transport system and medical-care will be lacking

in village§. In many places, the rural sector will be a demonetized one and barter
System will be prevailing. The use of money and banking benefits would be far
from the reach of rural poor, who would fi

. orm the majority of the population. Thus
dualism connotes.the existence of opposite things in the economy, namely, well-

developed marketing

system and barter system; affluent economy and subsistence
economy; super-fast trains and country-carts, etc.
Indian economy

exhibits this dualistic features in full, as it is not fl}”Y
developed. We have fast-moving electric trains and also slow-moving
country-carts. We have ets and s

capital markets and stock exchanges with many
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communication facilities like STD, ISD and Fax system in cities; while we have no
proper roads in the rural areas and many villages are unconnected with the
railway system. The barter system is still prevailing in many villages. This type of
dualistic feature is not condusive to economic development.

This dualism is almost an ubiquitous feature of all the underdeveloped
economies in the process of development. The co-existence of a traditional
indigenous economy and a relatively modern money economy is due to the
partial exposure of the influence of modernization, while the dominant segment
belongs to the backward indigenous economy. The co-existence of such
contrasting economic and social organizations is indeed a puzzling aspect of the
growth process of the underdeveloped countries. Hence any planning or strategy
for development must take full cognisance of this dualistic character and analyse
the basic features, causes and consequences of dualism.

Prof. J.H. Boeke, a Dutch economist calls this ‘Social Dualism’ on the basis of
his studies of Indonesian development experience. According to him, dualism “is
the clashing of an imported social system with an indigenous social system of
another style. Most frequently, the imported social system is high capitalism. But
it may be socialism or communism just as well or a blending of them.” According
to Boeke’s concept, the advanced western social system is imported and planted
in the soil of indigenous precapitalist agricultural system. In this attempt, the
western of the east, which is precapitalist in nature and agrarian in character.
Boeke’s contention is that the dualism is the product of the clash between East
and West. He fully agrees with Rudyard Kipling “East is East and West is West

and never the twain shall meet.”

11. Mass poverty, Misery and Low-standard of Living: Most of the people in
underdeveloped countries are economically very backward, poor and leading a
miserable life without any norms of standard of living. The backwardness, poverty -
and poor standard would result in low labour productivity, factor immobility, lack
of entrepreneurship and poor specialization. Instead of conquering the physical
and social environments, people would surrender to them. The underdeveloped
countries of the world are considered as ‘slums’ of the world.

Applying the above tests of underdevelopment, India must be treated as a
Major underdeveloped country of the world. Indian economy exhibits all signs of
underdevelopment enumerated above. The poverty of Indians is not due to poor
fesources, but because the economy could not ‘grow’.



Stages of Economic Development

Many economists have contributed a lot towards the concept to development
and philosophy of growth. In their study of economic development and growth,
some economists have adopted the historical approach describing the various
stages through which the country has to pass before reaching the final goal of
full economic development.

Agg;p__sxmth the father of classical economics believed in the doctrine of
‘natural law’ in economic affairs and asserted that the individual is guided by
self-interest and also by an ‘invisible hand’. He said “It is not to the benevolence
of the baker but to his self-interest that we owe our bread”. If every one is left
free, the individuals will maximise aggregate wealth of the society by maximising
individual’s wealth. Thus, Adam smit advocated laissez-faire doctrine in economic
affairs to maximise national wealth. According to him, the sequence of f development
was from hunting stage to pastoral stage; and then to agricultural, and finally to
commercial and manufacturing stages.

Hildebrand has taken the stages of development on the basis of exchange
relationship in the economy. First was the barter economy; and then money
economy and finally credit economy. -

e — R




" m— ——re -’J’.”!

Bucher has considered development bnacd on the area of 1 T;\J &
was the self-sufficient domestic economy without any e maa4 = e b B
town economy and finally national economy, "

Some British economists have used the sequence of hoyge hold 1
and then to guild system and then to domestic system and finally fm“!ﬂem firy

p . Y Syste,,
Karl Marx who revolutionised economic thinking has developed g . 3
of growth through materialistic interpretation of hi story. A ding - Cfcey,

stages were feudalism, bourgeosis capitalism, socialism and finll, um hirn, % §
. I i,

But, the most widely accepted and also most popular sequence
development was given by Prof. Rostow, a specialist in economic :VZHPI A
‘ TPy,

and growth. Let us study the philosophy and stage of .
Rostow in detail. cconomic developmen

ROSTOW’S STAGE OF ECONOMIC GROWTH

-9 -
they . 0
ol 3

Society; (ii) The Pre-conditions for take-off: (iii ake-or e
; (iii) The T : i
Maturity; and (v) The age of High Mass consumption. He hasﬂ;meﬂ:

- concept of self-sustained Growth or self-generati :
goal. gencrating economy as the ultimaz.

(i) The Traditional Society functions with limited i
inaccessibility to modern techniques. The output per head nsrljxr:nd;cd,u m ;ﬁ
area under cultivation can be increased. The traditional societies have to diverta
very high proportion of their resources to agriculture and this excessive
dependence on agriculture creates a social structure which is usually backward
and unproductive. Political power is mainly confined to those who own the land.
The traditional society should not be construed as static society. It can increase
the level of output and also make adhoc innovation in agriculture and industry.
But there will be ceiling on the output due to other factors like population, localised
market, absence of medium of exchange, lack of development of other sectors,
etc. A cruel Malthusian equilibrium prevailing would set the people feel about the
impossibility of economic progress.

(ii) The Pre-condition for take-off is the second stage in which the outlook
of the people changes due to spread of education and technical knowledge.
People start feeling about the possibility of economic progr&ﬂ:mh:cgdgp Scle:z
is applied in production. Enterprising persons prepare to mobiise savings
undertake risks for the scope for internal and external trade widens, due to

breaking of the barriers with more investment in transport. Thus modernization

makes its appearance. But development moves at a very low speed.
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(i) The take-of): The take-off is a stage in which the obstacles and resistance
for growth are almost overcome and forces of economic progress start moving at
a reasonable speed. It is a period in which investment and per capita output rise
enough to change production techniques so that the upward trend in per capita
output is perpetuated. In other words, growth becomes a normal condition for
society. The__ q\pck emergence of political, social and institutional framework
exploits the impulses to growth in modern sectors and keep the effects of growth
o recurring and perpetual phenomenon. The analogy in this age is to that of an
geroplane which should overcome the friction by maintaining good speed and
take-off from the ground and fly only maintaining the critical speed.

For take-off, it is essential to mobilise internal capital. The savings side of
capital formation is very difficult inan underdeveloped economy as the propensity
to consume in such a economy is very high and the propensity to save is very
low. The major task lies in extracting more savings out of the national income for
investment purposes. What should be the percentage of national income to be
saved for investment? According to Rostow, the take-off stage is characterised
by a high rate of saving and investment; not less that 10 per cent of national
= come. According to UN experts, capital formation at the rate of 15 per cent of
the national income may be necessary even to maintain the existing gap in living
standards between the East and the West. According to the Indian Planning
Commission, it should be 20 per cent of the national income in view of rapidly
growing population. These figures indicate the importance of voluntary savings.
But in a country where the propensity to save is very low at the lower level, and
conspicuous consumption at a higher level, it may be necessary to resort to-
compulsion in mobilising savings. The state may even enter into the picture and
effect savings on behalfof the community through revenue surpluses; the deficits
in the revenue budgets. The profits of public enterprises should be ploughed
back into investment.

For take-off it is of utmost importance to mobilise domestic savings. Some
take-offs have occurred with foreign capital, whereas some without any capital
import, British and Japan are the examples of having effected take-off without
import of capital. |

Concepts akin to “take-off” have been put forward with a different terminology.
"[.'hey are “break through”, “getting started”, “critical minimum effort” and

great leap forward”. Of course the oldest term for these is “Industrial
Revolution” . Some economists like to use thesterms “the spurt » “the bigpush”,
etc., Rostow himself dates the various take-offs in history:




- , 1783 gy T
G""’:f" . 1830 g6
Frn ) 1843 g
US.A. et v

: . ~ 1860
—— . 1850 ~ 1873
Germany
Japan 1878 - 1900
Russia 1890 - 1914
Canada 1896 - 1914
Argentina 1935

Turkey 1937
China 1952
India 1952

Economists are doubtful about the take-off dates indicated by prof. R;ﬂ?w
The dates also vary from publication to publication. '

(iv) Drive to maturity: Drive to maturity is the resultant of take-off and in this
stage the new leading sectors gather momentum. This leads to an increase;
output surpassing the increase in population. The economy finds its position in
the international economy. Goods which were imported earlier are produced i
the country and “the make up of the economy changes increasingly as technique
improves”. Older industries level off and the new industries accelerate. In this

stage, the economy cgg&c%gginything it likes and this is the characteristic of
en

e e e

self generating economy. Self generating economy does not mean self-sufficient

economy. , |
(v) The age of high mass consumption: The age of high mass consumption

is the final stage in which the per capita real income is increasing. The masses get

the fruits of economy. The economy demonstrates its technological and
entrepreneurial superiority.

It is the age of automobiles, durable consumer goods and electronic gadgets.
Except the very low-income strata, almost all citizens would be having enough
unto spare and the society becomes “affluent”. Poverty and hunger are something
that could be read only in books. There would be continued stage of full
employment and everyone would have increased financial security. In som¢
countries which had reached this stage would also record higher birth rates. This

stage is the last stage denoting the attainment of ultimate goal.

Only U.S.A and UK and some of the western countries have reached this
stage of high mass consumption. United States was the first country to reach
this stage in m)llowed by Great Britain.




Lib:f:'n;"; ¢ the Banking Sector (1991-1996)

Bchhe Government of India accepted almost g

. ] the mai
imhan Committee on Banking sector ang . taret: major recommendat; ons of

Nﬂfa’; g reform measures have been briefed herfcun:i:ir-l mplementing them, The

iquidity Ratio (SLR ;
{. Statutory Liqui ( ) on incremental
apilities OTL) has been reduced from 38.5 per cent to 25 per cent SR
on

.o net domestic in 1993-94 and final

s dnE e ly 28.2 per cent by M

rogramme of reducing SLR to 25 per cent in 1996-97, as pmbzfﬁar:fc;? }'m
has been implemented. Currenly the SLR is 20.5 as on Janary, 2017 reform

5. Cash Reserve Ratio (CRR): CRR was brought down to 14 per cent in May
1993 from the statutory 15 per cent. However, between June and August 1994, it
wasincreased to again 15 per cent. In December 1995, this was reduced to 14 pet
cent. In October 1996, it was further to 10%. Several times CRR was changed. In
March, 2007, it stood at 6.5 per cent. By January, 2017, it is 4%.

3. The prime lending rate of SBI an most other banks on general advances has
been reduced to 16.5 per cent, i.e., reduction of 2.5 per cent points, on advance
above Rs. 2 lakhs. The interest, rates on deposits and on advances of all
co-operative banks (except Urban Co-operative Banks) have been deregulated
subject to a minimum lending rate of 13 per cent from 12 per cent. By January,
2017 PLR is ranging between 9.3 % and 9.7%. |

Interest rate on domestic term deposits has been decontrolled. The purpose
of deregulation of interest rate on the high slab of bank advances was 10
stimulate healthy competition among the banks and encourage their operational
efficiency.

. 4. Several prudential norms have been presc ibed by Reserve Bank of India,
as part of the reformative process. These were introduced in-order to ensure
effective supversion of banks. According to these prudential norms, the banks
are required to make 100 per cent provision for all loss assets oOr mn-mﬁm
assets (NPAs). As funding to the extent of Rs. 14,000 crores was req

t least
making this provision, it was phased over two years. had to make &

i -93 and the
30 per cent provision agfainst doubtful and bad debts during 1992

balance 70 per cent in 1993-94.

. . banks had
5. Capital adequacy norms were fixed by RBI in April 1992 and the

13 public
to comply with them over a three year period. By end of March, 1995,13p

) . . : s ratio of 8 per cent. The
sector banks had attaind capital to risk weighted asse - India and by some

full norms of 8 per cent has been attained by foreign

net demand and time

e



- - - I —

Indian banks. All banks were expected to attain the g Her ™
norm by the end of March 1996. cent o~k
Since banks have to make larger provisions for bag " o\
also for capital adequacy, the Union Government sought 1, doygy, oy
viability of he banking system by a capital contribution of Rsstrenglhende

budget for 1993-94 and another Rs. 5,600 crores in the bu(-15,700 %f
capitalisation of the less profitable nationalised banks. Th, reg?t.gf ] 2
required to draw up plans to become viable over period of tcmnem bankjs 0
The new capital framework has been introduced for thev;o or fe:. : Y
commercial bank based on Basle committee recommen dations ndn.an xh; %
presents two tiers of capital for banks: (i) Tier I called the Con ghn§ Comp
considered the most permanent and readily available support agai apita] v Lf
losses. This includes paid-up capital, statutory reserves ';ztl e,
cumulative perpetual preferenc shares, revaluation reserves, g e’nerally Paig.,,
and loss reserve etc. It also prescribed that Tier IT Capital shoylq , :trz:isigi
Moy

than 100 per cent of Tier I capital.

Further, the Government of India amended the Banking Cop,, .
(Acquisition and Transfer of Undertakings) Act to enable the “atlﬁnahsedp;;&
to have access to Capital market through Public Issues, subject to the Prox-g;;
that the holding of the Central Government will not be raise through publicss,
over Rs. 1,400 crores as equity and Rs. 1000 crores as bonds. The Orietal banx:
Commerce also raised Rs. 360 crores throuh Public Issue in 1994-95. Ot

nationalised banks also are doing like this.

6. Operational Freedom: Scheduled Commercial banks after complying wit
the capital adequacy norms and prudential accounting standards are given i
freedom to open new branches, upgrade extension counters, close non-viabk
branches (other than in rural areas) and also freedom in lending.

7. Special Tribunals for recocery of debts: The government of IndiaFf-‘
pased ‘Recovery of Debt due to Banks and Financial Institutions Act 1993 *
facilitate the recovery of debts speedily. Five special recovery Tribunals hﬁ;
been set up to facilitate quicker recoveries of loan arrears within six mot-
Appellate Tribunal has also been set up in Bombay.

8. Supervision of Commercial Banks: In order to tighte
commercial banks by the Reserve Bank of India, a separate BO# . .
Supervision has been set up with an Advisory Councial under the Chalffmbaﬂ}‘jﬂ*
of Governor. This has been done to strengthen the Surveillan©® ° ent®
system and financial institutions, Further, RBI has also establish®e " qr
1993 a new Department known as Department of Supervision $ in ep‘f:nFiﬂ"in #
for supervision of commercial banks and also to assist the Board ©
Supervision. 1
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