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IR is managed by the Railway Board which in turn is supervised
by the Ministry of Railways. The actual management of IRs operations
is vested in nine zonal offices. Each zone is further subdivided into 60
divisions, each being headed by a divisional railway manager.-

The Ministry of Railways has set up several public sector units to handle
different areas of activities. These include Rail India Technical and Economic
Services, which offers consultancy services in India and abroad; Ircon International
Ltd., which is engaged in construction activities in India and abroad; the Indian
Railways Finance Corporation, which helps monitor finance; the Container
Corporation of India, which handles domestic and international container cargo;
and RailTel Corporation of India which is spearheading IRs telecom sector..

IR has also developed two special purpose vehicles-Gujarat Pipavav Port Ltd.,
for improved rail connectivity to ports; and Rail Vikas Nigam Ltd., to implement
projects such as the Golden Quadrilateral and port connectivity.

All these details are, no doubt impressive, but do not compare well with those
of China for example, as Table 23.3 reveals. Over a period of 50 years, IR's progress
in various dimensions has been almost stagnant while in the same period China’s
railways witnessed meteoric rise.

With corporatisation of its organisation and structure, commercial autonomy,
involvement of private sector and foreign investment, Chinese Railways (CR) has
been steadily downsizing, hiving off non-core businesses, introducing fare and
freight tariffs consistent with market economy tenets, and constantly improving
freight and passenger services. Indian Railways, on the contrary, remains engrossed
mostly with trivial issues. ‘

(Source: *Tiedao Zhishi, **Ministry of Railways, India)

IR has been run on ideological grounds and not as a commercial
enterprise. It has been operating uneconomical routes, and cross-
subsidising losses in passenger traffic through revenues from cargo
movement. IR has excess staff and 50 per cent of revenue goes to
employee remuneration and benefits. Ever increasing freight tariffs
are forcing several customers to shift to roads. There has been
considerable loss of traffic in cement, petroleum and iron and steel.
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By and large, the railway journey is still a nightmarish experience as it was
100 years ago (See Box 23.3). Obviously, many passengers are shifting to road
transport. Journey by trains is not safe too as a major accident occurs every three
months (see also Box 23.4). By the turn of the millennium, a quarter of the tracks,
40,000 coaches and wagons, several hundred bridges and thousands of signals had
outlived their service life.

It is argued that it is difficult to make IR accident-free because of its sheer
size. One train is added nearly every day to its 63,000 km plus long network.
Though most are freight trains, the addition of four express trains every month
further burdens the staff who are already grappling with the task of transportmg
over 500 crore passengers every year.

IR has been initiating measures to improve its operations. Much attention is
being focussed on upgradation of technology. Some of the high points have been
the manufacture of the state-of-the-art electronic locomotives (through technology
transfer from ABB), diesel locomotives (technology transfer from GE) and light
weight coaches with anticlimbing features.

The Special Railway Safety Fund (SRSF) amounting to Rs.170
billion has been set up for the replacement of overdue renewal assets
by the end of 10th plan period.

One criticism against the IR relates to its excess staff strength. It has been
limiting the hiring of additional staff. Between 1991-2001, the staff strength was
cut by 2,62,000 reducing the number to 1.545 million. The target is to further
trim the staff strength to 1.18 million by 2010 (Read also Box 23.5).

Roads occupy pivotal role in the economic development of any country. Road is
the oldest and the most popular mode of transportation.

India has one of the largest road networks in the world (3.3 million
km), comprising national highways (6556.9 km), state highways
(131,899 km), district roads, rural roads, urban roads and special
roads designed for defence purposes and for port conn:ectivity. Together, |.
Indian roads carry 85 per cent of passenger and 70 per cent of frelghf
traffic.
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Organisational arrangements include the Ministry of Road Transport and
Highways and the National Highways Authority of India to monitor and supervise
national highways. State highways are managed by public works departments of
respective state governments. Some states have specific road and building
departments to develop and maintain state road networks.

The National Highways Authority of India has started the National Highways
Development Programme (NHDP) aiming to four — laning of 13,146 km of national
highways.

The NHDP involves three phases. The Golden Quadrilateral Project (in Phase
1) spans a length of 5,846 km of national highways and is designed to connect four

metro cities - Delhi, Mumbai, Chennai and Kolkotta. The project is scheduled to
be completed by December 2005. Phase 2 spans a length of 7,300 kms of national
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highways. This phase, also called North-South-East-West (N SEW),
seeks to cut across the country diagonally, linking the northern tip
at Srinagar to the southern tip at Kanyakumari and Porbandar in

the west to Silchar in the east. Phase 3 involves the development of
10,000 km of roads.

Road conditions in general are not good. Arterial roads suffer from
severe capacity constraints. Most national highways are two-lane or
single-lane. Only recently four-laning of national highways has started.
Connectivity is another issue as 40 per cent of inhabitants are not connected by
good roads. In addition, road safety is low. India has nine per cent of the world’s
road facilities while only 4.2 per cent of the world’s vehicles fly on the Indian roads
(Read also Box 23.6).

Shipping plays a crucial role in a nation’s economy. Nearly 90 per cent of
India’s trade is handled by ships. India has 62.5 ships with gross registered tonnage
of 69,44,206.

India has a rich maritime history, thanks to an extensive coastline
and strategic location. During the 1970s and early 1980s, the Indian
shipping industry flourished, achieving significant milestones. It had ‘
a well diversified fleet, soaring business and a well-developed shipping
building and repairing industries. But today, Indian shipping is a |
miniscule component of the world’s shipping industry.
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Shipping is a central subject. The National Shipping Board advises the
government on shipping matters. The industry is governed by three separate acts
- the Merchant Shipping Act, 1958; the Inland Vessels Act, 1917; and the Coastal
Vessels Act, 1838. '

The state-owned Shipping Corporation of India dominates the industry. There
is private sector participation also with Great Eastern Shipping, Essar Shipping,
Varun Shipping and Shabi Shipping playing their due shares. In ship building,
state owned Hindustan Shipyard based in Visakapatnam is the leader. India has
seven public sector shipyards and about 20 small-to-medium sized shipyards in
the private sector. '

The present fleet of shipping companies is quite diversified as it has modern
liner vessels, tankers, bulk carriers and semi-container ships as also ships catering
to refrigerated cargos. But there are problems. The shipping industry was hit by
severe recession, through since 2000 it has improved. Domination of foreign lines
is another problem. Port facilities have not kept pace with the advancements made
in shipping industry. ‘

" When we talk about shipping, ports cannot be left out. India has 160 odd ports
along its coastline. But only a few of these are cargo handling installations. These
include 12 major ports (controlled by the Union Government) and 40 minor ports
in the private sector. 12 major ports handle three-fourths of the cargo traffic and
the remaining carry one-fourth of the cargo.
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Each major port is managed by a port trust, with a chairman appointed by the
Central Government. The minor ports are under the administrative control of the
respective state governments. Gujarat leads in minor ports having 20 of them.

Indian ports are governed by the Indian Ports Act, 1908, and the Major Port
Trusts Act, 1963. All the major ports are under the regulatory authority of the
Tariff Authority for Major Ports (TAMP), which determines tariff. Maritime boards
oversee minor ports in Gujarat, Maharastra and Tamil Nadu.

Ports in general face several problems. Lack of modermsation, ineffective
managerial practices, excess staffing, cumbersome operational procedures and
absence of a multi-modal network are some of them.

The phenomenal growth of our merchant navy from a modest base of 0.2 m.GRT
in 1947 to 6.3 m.GRT has placed our country 17th among the maritime nations of the
world, realising the dream of Jawaharlal Nehru, who was “impatient to see Indian
ships carrying the flag of India across the distant seas to far away countries.” Today,
our shipping industry can boast of a modern versatile and technically superior fleet
with an average of 13 years as against the world average of 17 years and is well
equipped to compete in the international markets.

On the flip side, it needs to be stated that the nation is losing more
than $10 billion because of the lack of efficient shipping services. China,
which is keen on importing coal and chemicals from us and has recently
signed air and shipping agreements is facing a unique predicament: lack
of direct shipping links. This results in a loss of $1 billion. Other
serious problems related to the congestion and poor turnaround time for
ships. Around half the time at ports is used for unloading a ship (Read also Box 23.7).

Civil Aviation has three functional sub sectors: operational, infrastructural and
regulatory-cum-developmental. On the operational side, Indian Airlines Limited,
Vayudoot (which functions as a separate identifiable division of Indian Airlines Limited)
and private air lines (Scheduled and Non-Scheduled) provide domestic air services.
Air India Limited and Indian Airlines Limited are domestic airlines which provide
international air services. Pawan Hans Limited provides helicopter support services,
primarily to the petroleum sector. Infrastructural facilities are provided by the
International Airports Authority of India (IAAI) and the National Airports Authority
(NAA). These two authorities are being merged to form a single authority viz. Airports
Authority of India as a result of the enactment of the Airports Authority of India Act,
1994. The regulatory and developmental functions are looked after by the Ministry of
Civil Aviation and the offices of the Directorate General of Civil Aviation.

The Air Corporation Act, 1953, was repealed on March 1, 1994, ending the monopoly
of Indian Airlines, Air India and Vayudoot over scheduled air transport services. Six
private operators, who were hitherto operating as air taxis, have since been granted
scheduled airlines status.

The competitive environment on domestic services has been, in effect, existent
since April, 1993. By March 1994, 19 aircraft in the 120 plus category, belonging to
private air taxis, were in operation. The natural consequence of creating a competitive
environment in this sector was that, by March 1994, 25 per cent of the market was
being catered to by private air taxis. The number of passengers carried by air taxi
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operators has increased from 15,000 in 1990 to 4.1 lakh in 1992, 29.2
lakh in 1993 and is expected to cross 35 lakh during 1994. Thus, Indian
Airlines, on the one hand, had to share the market on its profitable
trunk routes. On the other hand, it faced the threat of loss of critically
d skilled personnel to private operators who offered much higher
emoluments This affected its ability to optimally deploy its existing aircraft capacity.

Indian Airlines has also geared itself since June, 1993 to the challenging task of
adapting itself to a competitive environment. Several measures have been taken,
mainly centred on making the organisation adopt a marketing approach to decision-
making and considerably improve the quality of its product. It has improved its
passenger facilities both on board and on the ground, on time performance, flight
safety measures and has also increased employee participation to provide better services.

The Indian Airlines suffered a loss of Rs.235 crore during 1993-94, up by Rs.66
crore over the previous year. However, Air India earned a profit of Rs.200 crore in
1993-94 down by 40 per cent compared to the profit of the corresponding previous
year.

There are problems at the aviation front. Poor service, mediocre designs, poor
maintenance, indifferent standards of operation and resource crunch are the major
problems beguiling our civil aviation network.
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As on today there are five categories of air ports - international, joint
venture, custom, domestic, and others. The total passenger traffic across
all these five categories rose by 27.2 per cent during April-June 2004 as
compared to April-June 2003. There was also an increase in the aircraft
and cargo movements during this period. Aircraft traffic increased by
17.8 per cent in the same period and that of cargo traffic rose by 18.5 per
cent.

Indian airports handled an all-time high of 59.3 million passengers
in 2005. The figure, released by the Airport Authority of India,
represents a 21.7% growth over the 48.7 million passengers handled in 2004. The
huge growth places Indian airports among the fastest-growing in the world next
only to China, where a few airports have reported higher growth.

The AAI manages 126 airports, which include 11 international and 89 domestic
ones. Mumbai’s Chhatrapati Shivaji Airport has historically been the top performer,
with an 18% growth in traffic handling 15.7 million passengers in the year ended
March 2005. Delhi airport grew faster at 23%, handling 12.8 million passengers.
Domestic passenger numbers grew at a faster clip at 24.2%, while international
passenger growth in 2005 was 16.7%.

Telecommunications

One infrastructural facility that has witnessed a revolutionary change is the telecom
sector. This sector is witnessing technological advancements, greater competition,
better service standards and lower prices. Consumers now have choices in any segment
of any circle.

Basic services In the ongoing developments worst hit segment is
the fixed line service. The subscriber base in this segment grew from
41.48 million on March 31, 2003 to 42.84 million on March 31, 2004, a
growth of just three per cent. Experts believe that with this trend the fixed line service
will be overtaken by mobile subscriber base in the immediate future.

The low growth in the fixed line segment is due to a combination of a low
subscription rate and many subscribers surrendering their fixed line phones.

The talking point in the basic service segment has been the phenomenal growth
achieved by CDMA-based WLL (M) operators. From a subscriber base of only 320,000
in March 2003, the industry added 7.25 million new subscribers by March 2004, thus
registering an incredible growth rate of 2266 per cent. Reliance Infocom emerged as
the largest WLL(M) operator with 6.47 million subscribers. The other key player is
the Tata Teleservices Limited which had a subscriber base of 1.62 million by March
2004.

Cellular services By September 2004, the total number of cellular subscribers
was 33.55 million. This sector has been attracting 1.4 million subscribers per month.
The main reasons for this rapid expansion are aggressive marketing, and the falling
prices of airtime and hand sets. The public perception of cellular phones has changed
from that of a luxury item to an utilitarian device needed by even those in lower
income groups.
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Internet services The Internet subscriber base has grown from 3.32 million in
2003 to 4.92 million in 2004. There are about 189 Internet service providers operating
across India. BSNL, VSNL and MTNL are the top players in Internet segment.

For a population of 1.08 billion, a subscriber base of 4.92 million is
not encouraging. The main reason for low penetration of Internet is the
| high cost. Lack of accessibility is another reason for low subscriber base.
However, realising the importance of information networking, the
government has decided to give a major thrust to Internet connectivity
and subscriber additions. It has announced a policy on accelerating Internet and
broadband penetration in October 2004.

Private sector operators like Sify, Bharti, Reliance and TTSL are vigorously
promoting Internet solutions like kiosks, cyber cafes, wireless broadband through
mobile, and the like (Also read Box 23.8 and Box 23.9).

India has the largest network of Post Qffices in the world. By the end of March
1994, the national postal network had over 1.5 lakh post offices. The long term objective
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was to locate a post office within 3 kms of every village. During 1993-
94, a total of 637 additional extra-departmental branch post offices and
116 departmental sub-post offices were sanctioned. The department has
also worked out plan to accelerate this effort by providing basic postal facilities on a
contractual basis by utilising the existing infrastructure of Panchayats in these areas.
The Panchayat Dak Sewa Scheme, formulated in this regard, has the twin advantage
of reducing dependence on budgetary resources for expanding postal facilities to the
needy areas and generating employment opportunities in such areas.

CONCLUSION '

Though the picture presented till now is impressive, there is no gainsaying
the fact that our country lags behind in overall infrastructure
development. Whether it is per capita energy consumption, number of
telephone installations or percentage of good roads, we rank the lowest
(See Table 23.4). Consequently, our country ranks very poorly in global
competitiveness. Obivously, this is not a good sign for a country which
wants to invite foreign investments in a big way.

Take a look at China, instead. In the past decade, China has built at least 12
major international airports, 29,000 kilometres of high quality four-lane highways
and numerous renovated city centres and bustling shopping districts. It is using
cutting technologies, including high-speed trains and newest telecommunication
technologies. Its Guangzhou airport can handle 27 million passengers and one
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Critical
Comparisons

*Equivalent to k oil
(Source : World Development Report, 1994)

India's Ranking
in Global
Competition

(Source : World Competitiveness Report, 2004)

million tonnes of cargo a year. In comparison, all of India receives barely three
million visitors a year.

In 2002, China made English a mandatory language starting from an early
age and it is the top destination for foreign investment for three years running. Its
Haier group (white goods), TCL Corp (electronics and telecommunications), Bird
International (mobile phones) and Lenovo group (computers) are expected to become
global brands within 20 years. The Chinese are also very significant in oil, gas and
energy, and heavy industries. No wonder, China is ahead of us in all respects.

QUESTIONS

1. Outline the present status of infrastructual facilities in our country.

2. Point out the constraints which inhibit the rapid growth of infrastructual facili-
ties.

3. Bringout the role of infrastructure in the economic growth of a country.

4. Bring out the strengths, weaknesses and remedies for different areas of infra-
structure.

5. Comment on the new budget proposals for infrastructure development.
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The financial sector is another segment of an economy, covering such areas as
development banks, stock exchanges and monetary policy. Development banking is
covered in this chapter. Stock exchanges and monetary policy will be discussed in the
next two chapters. ' ’

Financial institutions, also called development banks or development financing
institutions (DFIs), are owned and managed by the Central Government or the
concerned Staté Government. This is so because, with the adoption of
economic planning, building up an appropriate structure of financial
| institutions has become a necessity. '

Naturally, the government should make finance available to business, in an
organised way, as an integral part of its broad strategy of planned development. The
first step towards building up a structure of financial institutions was taken with the
establishment of the Industrial Finance Corporation of India in 1948. Since then
,there was no going back. At regular intervals, either a new institution was setup or
an existing unit in the private sector was taken over by the government. As of today,
we have 57 DFIs in our country, catering to the different needs of industry. The

break-up is as follows: (Also see Fig. 24.1)
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Among the all India institutions, IDBI, IFCI and ICICI provide financial
assistance to medium and large industries, whereas SIDBI caters to the
needs of small and tiny industries. These institutions also undertake
promotional and developmental activities. RCTC, TDICI and TFCI are
called the specialised financial institutions. RCTC and TDICI provide risk |
capital, venture capital and technology development finance. TFCI extends ;
finance to hotels and tourism related projects. LIC, GIC and UTI are called
the investment institutions. The first two deploy their funds in accordance with the
priorities set for them. UTI mobilises the savings of the society through the sale of units
and channelises them into corporate investments. The investment institutions are major
players in the secondary market; they also extend assistance to the corporate sector by
way of term loans/underwriting/direct subscription to equity and debentures. The SFCs
provide finance mainly to small and medium enterprises, whereas SIDCs cater to the
needs of medium and large industries in their respective states. Apart from providing
financial assistance, the SFCs and SIDCs also play promotional and developmental roles.
TCOs provide, under a single roof, a total package of consultancy services to small and
medium enterprises at reasonable rates. TCOs render consultancy services to individual
entrepreneurs, government departments and agencies, various state level developmental/
financial institutions, commercial banks and other institutions in their tasks relating to
industrial development and financing.

The financial institutions have been providing term finances to the industry in
the form of loans, underwriting/direct subscriptions to shares/debentures and
guarantees for almost four decades. Over the years, the institutions have developed
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and introduced a variety of products and services to meet the growing
needs of the corporate sector. Besides expanding the scope of their
financing activity, the institutions have diversified into newer fee-based
services offering an array of services such as merchant banking, debenture
trusteeship and forex services.

In tandem with the emerging needs of industry in the liberalised
environment, these institutions have reoriented their policies and
assistance structure with much sharper customer focus, by developing
and introducing a variety of products and services. In the post-reform
period, AFIs set up several subsidiaries/associate concerns for offering a
wide range of such newly developed products and services as also for
capital market infrastructure development covering such areas as
commercial banking, investment hanking, non-banking finance, investor
servicing, broking, venture capital financing, infrastructure financing,
custodial services, electronic trading in stock exchanges, capital market regulation,
registration and transfer services, credit rating and e-commerce.

OPERATIONS AND TRENDS
The aggregate sanctions and disbursements of all financial institutions are shown in
Table 24.1.

As seen from Table 24.1, the cumulative sanctions and disbursements during
1999-2000 stood at Rs.10,43,408 million and Rs.684,804 million respectively. Certain
trends can be observed from the assistance provided by the financial institutions.?

Assistance
Sanctioned and
Disbursements
by All Financial
Institutions

(Source: IDBI, Report on Development Banking in India, 1999-2000, p.6)

1. While the absolute amount of assistance provided has increased over the years,
there has been a continuous decline in the share of assistance in the total cost
of projects sanctioned. The decline has been mainly due to the increasing
contribution made by the promoters of projects. Another factor has been the
absence of large projects seeking assistance.
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2. The development banks which concentrated largely on long-term finances
have now widened their operations to medium term finance such as asset
financing, deferred payment system and the like.

3. Therepeal of the convertibility clause since 1992 has its impact on lending.
Financial institutions are now demanding equity participation from borrowers
at the time of loan negotiation. There is also some trade-off between equity
participation and the rate of interest. The equity offering encourages
institutions to consider charging lower rates of interest. The companies also
prefer to raise the debt component of the project through the capital market
either fully or to some extent.

4. The relative role of development banks is on the decline while that of the
investment institutions- LIC, UTI and GIC is on the rise. With access to
concessional funds being phased out, development banks have lost their
competitive advantage. At the same time, much of their funds are tied up in
long term loans, resulting in a shortage of lendable funds. They have to rely
increasingly on capital markets to raise funds which are more expensive.

CRITICAL ASSESSMENT

The role of development banks has been praiseworthy in the following areas:

Promotion of Small Scale Industries

Small-scale industries, as was stated in an earlier chapter, have a place
of importance in achieving the national objectives of increased industrial
production, generation of additional employment, more equitable
distribution of income and reducing regional disparities.

Among the development finance institutions, SFCs operating at the
state level promote and provide assistance to small industries. The
National Small Industries Corporation at the state level assists small units in the
procurement of raw materials and in marketing their products. They also operate
hire-purchase schemes for the purchase of machinery and equipment.

With increasing support of DFIs, the small-scale industries have played a vital
role in the economy. The contribution of small-scale industries to the net domestic
product of the manufacturing sector as a whole is about 50 per cent at present. Nearly
a fifth of the country’s total export earnings is earned by the SSI sector.

Promotion of Entrepreneurs

The development finance institutions have taken a number of measures
aimed at the identification and training of potential entrepreneurs. The
IDBI along with other financial institutions and commercial banks has
sponsored 17 technical consultancy organisations (TCOs) covering the
entire country. The basic objective of TCOs is to provide to entrepreneurs L2 i
a package of services such as preparation of feasibility studies and project reports,

providing technical and management services for sorting out operational problems

etc. Financial institutions have also been regularly sponsoring appropriate entrepreneur
development programmes. They also extend assistance to new technicians and
professional entrepreneurs who have the necessary ability to run and manage projects
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but lack the necessary financial resources. To supplement the efforts of such promoters
to raise adequate equity capital, institutions have introduced special Seed Capital
Schemes to provide assistance in the form of equity capital to new entrepreneurs.
The IDBI operates its Seed Capital Scheme directly as well as through SIDCs and
SFCs. Under the scheme, eligible new technical and professional entrepreneurs are
extended seed capital assistance, subject to a maximum of Rs.55 lakh per project on
very soft terms, to fill in the gap between the equity capital an entrepreneur can
actually bring in and what is normally expected from him. The IFCI also provides
seed capital in the form of interest-free loans to entrepreneurs. For this purpose, it
has sponsored an institution - the Risk Capital Foundation.

Development of Backward Areas

At the time of independence, the Indian economy had already acquired a modest
industrial base. Whatever industrial development that had taken place,
however, was in response to the emerging market conditions and as a
result of planned effort. After independence, balanced regional growth
became a major goal of the national economic policy. The financial
institutions have been encouraging the flow of assistance to industrially-
backward areas by offering concessional interest rates and liberal financing
norms, such as lower promoter’s contribution, higher debt-equity ratio and longer
moratorium and amortisation period.

As seen in the Table 24.2, camulatively upto March 31, 1994 sanctions to backward
areas aggregated to Rs.26,286.3 crore.

(Source: IDBI, Development Banking, 1993-94).

Development of backward regions is a highly complex process. Even with the best
of intentions and change in attitudes, financial incentives alone will not be adequate
to ensure the setting up of projects in backward areas at the desired pace. Considerable
preparatory and promotional work has to be done to instill an industrial culture. The
promotional efforts should include identification of project ideas, preparation of
feasibility studies and managerial and entrepreneurial talents, providing managerial
and technical assistance, continuous follow-up and monitoring projects.

Industrial Development

The DFIs have come to occupy a place of importance in the planning and promotion of
industries in the country. Responding to the emerging requirements of industrial
and economic growth, they have not only continuously increased the flow of assistance,
(Read Table 24.3 for lending to corporate sector by just one institution, viz., IDBI) but
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(Source: Report on Development Banking in Indie, 1995-96, IDBI)

also developed a coordinated approach towards industrial financing. Within a span of
25 years or so, a wide network of DFIs has been established with some of them
specialising in particular areas of development finance. At the same time, all DFIs
have introduced important organisational changes, including decentralisation and
delegation of powers to their branch offices. Lending procedures have undergone
changes in response to the emerging requirements and as a result, the process of
appraisal of project finance proposals as also sanctioning and the disbursal of assistance
has become considerably simpler and quicker. Simultaneously, consistent with their
role as catalysts in economic development, the financial institutions have been
continuously enlarging the scope of theiroperations from providing financial assistance
to the identification of industrial opportunities, identification and training of
entrepreneurs, provision of techno-economic consultancy facilities, industrial research
and other promotional activities.

Ogher Positive Features

* Long-term finance has been provided at fixed interest rates, thus doing away
with considerable uncertainty to cash flow that a variable interest rate
mechanism would have imparted;

* Asubstantial portion of equity of the new projects has been taken up by these
institutions;

* These institutions have by and large, kept their financial position on sound
lines; and .

* They have promoted specialised financial institutions during the past decade®.

The weaknesses of development banks are many. The prominent among them
are:

1. The profitability of the financial institutions has been low for
obvious reasons. In the first place, quality of their portfolio has
been poor. Until recently, there was a system of industrial
licensing and once a licence was granted to an industrial unit,
the term lending institutions did not bother to follow the required
standards of project evaluation for loan approval. Besides, sick units were
financed for employment considerations. Asset quality has, therefore, been

poor.
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Certain financial institutions have been specialising in unisectoral lending. This
sectoral concentration does not permit the diversification of portfolio and the total
risk, therefore, increases. This has also led to the poor quality of portfolio.

2. The financial institutions have been operating in a competition- free
environment. Development banks join hands with investment institutions
and operate on a consortium basis. They act like a cartel. This is an unhealthy

practice, particularly when these institutions jointly own a large part of
the corporate debt and equity. The borrowers, however, have found the
consortium approach advantageous as they were assured of the required
finance. But it is high time that a competitive environment is gradually
introduced for the efficient functioning of these institutions, for better
customer service at low cost and for safeguarding against scandals.

3. Government control and political influence are damaging the institutions toa
considerable extent. The situation is much worse at the state level, where
state financial institutions are treated like government departments by the
political bosses. These institutions should be made autonomous in the true
sense by appointing professional people, rather than politicians at the top
management levels. Loan sanction should be based on proper financial and
technical criteria of the project and not be guided by extraneous considerations*.

4. Majority of the financial institutions have shown interest in the direct market
purchase of shares than providing initial capital or underwriting issues.
A close look at the activities of some of those development banks would
reveal that they have mainly purchased shares of erstwhile FERA
companies than financing new projects. The motive has been to earn
more profits. Even where these institutions can underwrite the
economically viable and socially necessary but smaller projects, they
have preferred to invest their funds in subscribing to the new issues of
. | the existing companies.

This coupled with the latest trend of investing more in debenture
stocks for a secured interest earning as well as limited-time liability and convertible
bonds, diverts investible funds more to existing large companies than to the upcoming
small and young entrepreneurs.’

5. The gap between sanctions and disbursements has been widening as shown
in Table 24.4

Disbursement/
Sanction Ratio

(Source:Business World, 10-23, July 1996)
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This gap reflects laxity on the part of term-lending institutions in the area of
resource mobilisation.

6. Though tall claims are made about the role of development banks .
in removing regional imbalances, analysis of their lending reveals
a totally different picture. For instance, during 1994-95, the
four industrially advanced states like Gujarat, Maharastra,
Tamil Nadu and West Bengal were sanctioned projects worth
impressive sums of Rs.15,031 crore, Rs.10,492 crore, Rs.7,507 crore and 7,108
crore respectively, industrially backward states viz., Uttar Pradesh, Rajasthan,
Orissa and Madhya Pradesh could get sanctioned measly sums of Rs.2,303
crores, Rs.2,269 crores, Rs.2,197 crores and Rs.1,359 crores respectively.
Development banks, as with captains of industry, have gone in search of
green pastures to invest their funds.

7. Development banks could not tackle the problem of growing .
sickness. The approach, to remedy sick units, till now has been |
on predictable lines-deferment of interest, funding of interest,
rescheduling of loans, and provision of further finance- which
has not made any dent. What is needed is pro-active approach
to anticipate maladies early and to take steps in order to prevent

their occurrence.

8. State Financial Corporations have their own weaknesses. There were times,
not long ago, when commercial banks were envious of State Financial
Corporations (SFCs), the main direct term lending institutions for small scale
industries (SSIs) and other small businesses, on the ground that the SFCs
were empowered by statute to seize assets in case of overdues, while banks
and central financial institutions had to put up with inordinate judicial delays
to lay their hands on collateralised assets.

Now, the position is reversed. Banks and central FIs have been empowered
copiously by the new law on recovery of dues, while SFCs face an uncertain future. A
working group appointed by the Reserve Bank of India (RBI) on development financial
institutions (DFIs) has recommended the winding up of the SFCs, saying they have
“outlived their utility”. The group (headed by N.Sadasivan, Banking Ombudsman,
Maharashtra) pointed out that the non-performing assets (NPAs) of the 18 SFCs varied
from 38 per cent to 99 per cent, and that hardly four of them were viable. It blamed
the “single product” (term loan) character of SFCs, lack of professional expertise, lack
of clarity as to who was the statutory regulator of SFCs and emergence of universal
banking practices by commercial banks for the present plight of SFIs.

9. Development banks, over the years, have acquired majority
stakes in several firms in the private sector as box 24.1 indicates.
Their nominees are board members of these companies. But these
directors have not been playing proactive roles in running the
companies successfully. The directors are being accused of being
indifferent and apathetic. Things have now changed for better. ==&

The nominee directors are now taking active interest in the affairs of the
loanee companies.
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NARASIMHAM COMMITTEE ON DFIS

The Narasimham Committee which submitted its report in 1991 has both appreciation
and criticism on DFIs. Following are its views and recommendations:

Appreciation

The Committee feels that in the last 40 years or more, the DFIs have largely succeeded
in meeting their primary objective of providing funds for industrial investment. They
have also tried to channel increasing flow of assistance to industrially less developed
states and backward areas. The corporate sector has come to rely increasingly on the
DF1Is. Over the years, the DFIs have been increasing their share in the equity of the
private corporate sector, have representation in the boards of management of companies
(see box 24.1) and played a major role in corporate mergers and acquisitions.

From the very beginning, DFIs have enjoyed a privileged and concessional access
to resources through the SLR mechanism. Besides, they were able to raise funds from
the market at the relatively low and stable rate because of the guarantee offered by
the government. At the same time, the lending rates of the DFIs were also low and
stable, but the spread between the borrowing and lending rates was reasonable and
enabled the DFIs to earn a reasonable rate of return.
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In recent years, however, these conditions have been changing. There has been
increasing competition from other parts of the financial sector, there is pressure on
the availability of privileged and concessional funds through banks, SLR investments
and there is progressive deregulation of interest rates. All these points clearly indicate
the need for DFIs to become more competitive, more efficient and more profitable.

Weaknesses of DFls

According to the Committee, the DFIs have suffered some decline in profitability in
recent years, even though the all-India institutions, by and large, have managed to
retain their financial viability. This has been due to certain weaknesses in their loan
operations.

In the first place, the Indian licensing system has been deficient in the sense that
it has led to the promotion of several unviable projects by entrepreneurs without
proven competence. The DFIs have been induced to finance them, often through
considerable and unwanted relaxation in the appraisal standards.

Secondly, the government’s policy regarding the nursing of sick units has forced
DFIs to provide financial support to sick units against their better commercial
judgment.

Thirdly, state level institutions have been working as wings of State Governments
rather than as autonomous financial institutions.

Finally, there is a total absence of competition to DFIs’ operations in the field of
term finance.

DFTs have been operating almost like a cartel, since different institutions join
together and offer consortium finance. Borrowers have a limited choice in the matter
of selecting an institution for financing their projects. The advantage of the system of
consortium finance is that the borrowers need not approach several institutions for
arranging their finance, but the disadvantages as pointed out by the Committee are:

* ifthe consortium rejected an application of a borrower, he did not have any
other option and

* it militates against the participating institutions developing a sense of
accountability and responsibility for a large portion of their portfolio.

Recommendations

The recommendations of the Committee are based on its assumption that the DFIs
are relevant in the Indian context, even though their promotional and developmental
role can be expected to diminish as the Indian economy acquires greater sophistication
with greater industrial development. At the same time, with the progressive
deregulation of the industry and curtailment of the area of industrial licensing, the
responsibility of developing on DFIs would be much greater. The major
recommendations can be summarised as follows:

(i) The ownership pattern of DFIs should be broad-based, like that of ICICI.

(i) The government should work out an action plan to be implemented in the
next three years which would usher in a measure of autonomy of the DFIs in
matters of internal administration.
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(iii) The appointment of chief executives of DFIs (as in the case of banks) should
be men of proven professional competence and should be selected on the
recommendations of a panel of eminent persons.

(iv) The boards of DFIs should include representatives from the industrial sector.

(v) In the case of state-level financial institutions, the link with the State
Governments should be broken and these institutions should be helped to
work with improved efficiency, take up only that number of projects which
they can efficiently follow up and recover their dues and approach the capital
market for their funds.

(vi) The DFIs should raise their funds from the capital market at market-related
rates. They should also mobilise the savings of the household sector through
some schemes which do not conflict with the commercial banks.

(vii) As regards loan sanctions, each DFI should have the sole responsibility in loan
sanctions. It should be guided by professional appraisal of the technical and
economic aspects of the project evaluation of the promoters, competence and
integrity. The DFIs should supervise their own loan implementation.

(viii) The present system of consortium funding should be given up. The cross-
representation in each other’s boards is no more necessary with the giving up
of consortium funding.

(ix) The role and functions of IDBI should be changed. The IDBI should retain
only its apex refinancing role and its direct lending function should be
transferred to a separate institution which could be incorporated as a company.

(%) In the matter of corporate take-overs, DFIs should lend support to existing
managements with proven record beneficial to all concerned, except in these
cases where the new management can do better. In all cases, the DFIs should
exercise their individual professional judgements free of any pressures.

The Committee has proposed that DFIs should adopt internationally accepted
norms, restore capital adequacy, inject an element of competition in term lending
finance with a view to providing greater choice to the borrowers. The Committee has
also recommended that commercial banks should be encouraged to extend term finance
while the DFIs should start extending loans for short periods for working capital
requirements.

THE ROAD AHEAD

The days ahead offer the following new vistas for development banks:

1. Asbox 24.1shows, development banks are holding majority stake in the equity
of the borrowing companies. They are in a vantage position to bring about
better corporate governance which will be the need during the coming days.
Regretfully, role of the financial institutions till now has been passive as
revealed by the recent happenings in ITC.

2. Thereis a need for gradual privatisation of the development banks in a phased
manner. Ensuring true autonomy to these institutions will generate
competitive spirit and will subject them to market discipline. Besides,
privatisation will gve them the incentive to introduce financial innovation
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and improve their financial viability. The process of disinvestment can start
with ICICI, which is the most successful institution.

As mentioned earlier, the approach of development banks towards project
evaluation should be different in the post-liberalisation era. In the pre-reform
days, any licensed unit could get loans without detailed evaluation. Infact,
licence itself was enough to obtain loans. In the days ahead, any project must
be subject to close scrutiny to determine its economic viability before sanctioning
assistance.

Concessional funds have almost dried up and as a result, financial institutions
are forced to mobilise their own resources from money and capital markets
through innovative products. Securitisation of assets has a potential to resolve
the resource crisis through the faster turnover of assets. Asset securitisation,
which was widely used elsewhere, has not taken off in our country, largely
due to problems associated with stamp duty, income tax and accounting
treatment.

Technology development financing would be another new direction in which
institutional finance would flow in future. The objectives of this would be
towards induction, absorption and development of the latest technologies into
the country, in ‘sunrise’ industries like electronics, bio-technology,
pharmaceuticals, engineering, plastics etc. Venture Capital Financing (VCF)
introduced by the ICICI and other institutions would be a major instrument
in this respect. Unlike traditional financing, the VCF would largely relate to
high-technology projects in the small and medium scale selectors. VCF would
also contribute to new entrepreneurial development. One distinguishing
feature of VCF would, however, be the institutional right to share in the
prosperity of the venture as a reward for the risks undertaken by them. VCF
would, thus, be a blend of developmental and commercial approaches to project
financing.

Concomitant with the maturing of the Indian economy and the rapid industrial
development planned for the future, service sectors like transportation,
communications, medicare, recreation and tourism, consultancy and computer
software services, insurance and investment banking would assume greater
importance in future. Institutions which have already made a beginning in
this direction by financing hospitals, hotels, airlines and computer software
houses would need to gear themselves to assist this sector in a larger way in
future.

. Turnaround finance or asset restructuring finance would be another major
direction in which institutional finance would flow in future. Resulting from
the extensive liberalisation measures introduced by the present government,
the Indian corporate sector would have to move from the sheltered market of
the past, and face the harsh but healthy winds of competition in future. This
might necessitate companies to reorganise themselves to remain competitive
by several means like disinvestments and acquisitions. An institutional
portfolio is today burdened with non-performing loans, resulting predominantly
from projects assisted because of developmental consideration. Considering
the era of low spreads that is emerging for institutions, henceforth, a selective
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approach with a view to minimising non-performing loans would need to be
followed in future. This could be achieved partly by mutual take-over, induction
of new managements etc. Institutional support would need to be provided in
future to the corporate section in the afore-mentioned efforts.

8. The shiftin the flow of institutional finance covered till now relates mainly to
the large and medium scale industries. However, the small sector assumes
vital importance in the nation’s efforts to achieve industrial pre-eminence by
the turn of the century. Today’s small-scale entrepreneurs are tomorrow’s
medium and large-scale industrialists. Hence, the need to focus institutional
efforts in this direction. It isin recognition of this need that the government
has formed the Small Industries Development Fund (SIDF) with a corpus of
Rs.2,500 crore. This is expected to give a further boost to institutional
assistance to the small-scale sector which has shown rapid growth during the
last one decade. The small-scale sector has a tremendous potential, particularly
in fields like ancillary units for automobile and engineering industries, textiles,
garments, pharmaceuticals and pesticide formulations, food processing etc.
In some of these fields, the small-scale sector cannot only produce for the
domestic market, but with a conscious effort towards quality and cost, can
also contribute substantially to the country’s export drive. Besides, ensuring
a growing flow of financial and non-financial assistance to the small-scale
industry sector, the SIDF has the responsibility to provide a focal point for
effectively coordinating the activities of the various organisations engaged in
promoting the growth of this sector and also give a new thrust to their activities.

In line with the segmentation of the private sector investment in future into
mega projects, large-scale projects, medium-scale projects and small projects,
the future may witness a greater segmentation of the industrial sector, to
service the needs of each of these sectors with greater efficiency.

9. The financial institutions recently have been instructed to monitor the end-
use of funds raised by private sector units. This is an additional responsibility
which the institutions must shoulder with competence in order to ensure
that the funds raised by the companies are used for the purpose intended.

QUESTIONS

1. Review the performance of DFIs over a period of 10 years.

2. What are the new directions in which DFIs must proceed?

3. Bringout the recommendations of the Narasimham Committee.

4. Explain the challenges lying ahead of financial institutions.
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Stock exchanges have attracted unusual public attention in the recent past. It all started
with the unprecedented boom in share prices a couple of years back (BSE Sensitive Index
touched a record 4,467 points from a base of 100 in 1978-79) followed by a series of setbacks.
The downfall started with the unearthing of the securities scam. This is followed by free
pricing of share issues with the repealing of the Capital Issues Control Act; strict
enforcement of rules by SEBI and consequent skirmishes between SEBI and brokers;
income tax raids; poor results revealed by companies and the absence of direct budget
benefits to investors. The consequence of all these developments is that share prices got
crashed and stock markets have become cool to new issues by companies.

For whatever the reason, share markets are in the news everyday. Unusual
interest in the shares and stock exchanges has resulted in the addition of a few more
words to the English language. For example, ‘Big Bull’, ‘Scam’, ‘Bourse’ and the like
are readily used in conversation and writings on stock exchanges these days.

A time has, therefore, come to take a close look at the stock exchanges and the
legislation which governs their functioning.

NATURE OF STOCK EXCHANGE

A stock exchange is a market where securities, i.e., shares, debentures and government
securities are bought and sold. The Securities Contracts (Regulation) Act, 1956, defines
a stock exchange as

131 e% AL T :{ ®

A share market exists because certain owners of securities wish to sell them, others
wish to buy them and the titles to the securities are transferable. A securities exchange
does not itself engage in the purchase or sale of securities. Rather, its function is to
make such trading as smooth and efficient as possible.

FUNCTIONS

The share market performs certain essential economic functions. It :

%5

.
Because of its functions, the stock exchange is regarded as an essential concomitant
of the capitalist system of economy. It is indispensable for the proper functioning of




Stock Exchanges

an corporate enterprise. It brings together large amounts of capital necessary for the
economic progress of a country. It is the citadel of capital and the pivot of the money
market. It provides necessary mobility to the capital and directs the flow of capital
into profitable and successful enterprises. It is the barometer of general economic
progress in a country and exercises a powerful and significant influence as a depressant
or stimulant of business activity.!

BENEFITS

Speaking in the Lok Sabha in connection with his motion for reference of the Securities
Contracts (Regulation) Bill to a joint committee of the Parliament in 1955, the then
Finance Minister said; “The economic services, which a well-constituted and efficiently
run securities market can render to a country with a large private sector, operating
under the normal incentives and impulses of private enterprise, are considerable. In
the first place, it is the only organised securities market which can provide sufficient
marketability and price continuity for shares, so necessary for the needs of investors.
Secondly, it is only such a market that can provide a reasonable measure of fair
dealing in the buying and selling of securities. Thirdly, through the interplay of
demand for and supply of securities, a properly organised stock exchange assists in a
reasonably correct evaluation of securities in terms of their real worth. Lastly, through
such an evaluation of securities, the stock exchange helps in the orderly flow and
distribution of saving as between different types of competitive investments.” Though
the Finance Minister summed up the benefits of share markets succinctly, for the

sake of greater clarity, its advantages can be analysed as follows:

3 FREE 2

When an efficiently-run company issues shares or debentures the to public for

subscription, there is a tremendous response from investors. A sort of record was

established by Kinetic Honda when its issue was over subscribed by 150 times. Hero

Honda Motors was offered Rs.46.8 crore for an offer of just Rs.4.46 crore. The role of
share bazaars is no less in this unbelievable response.
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GROWTH

There has been a phenomenal increase in the number of stock exchanges, number of
investors, the number of listed companies and market value oflisted companies over
a period of time. Between 1980 and today, the number of exchanges has gone up from
nine to 23. The number of listed companies went up from 2265 from 1980 to 6480 in
1992, and the number of listed stocks increased from 3697 to 9642 (See Table 25.1 for
more details).

DEALINGS

Stock exchange dealings are subject to the rules and regulations of the market and
the provisions of the Securities Contracts (Regulation) Act, 1956. Dealings on the
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Growth Pattern
of Listed
Stock

(Source: Bombay Stock Exchange Official Directory, Vol.9)

floor of any market are permitted only in the listed securities through the members
and their authorised clerks during fixed working hours.

Membership is limited to Indian citizens. To become a member of a stock exchange,
one should be above 21 years of age. Only an individual (not a firm or a company) can
become a member. The application for membership should be sponsored at least by
two existing members.

Two types of dealings are carried on the stock exchange: ready delivery contracts
and forward delivery contracts; in two kinds of scrips, namely, ‘A’ group and ‘B’ group
securities. Ready delivery contracts, also known as cash contracts or cash trading,
are to be settled on the same day on which they are entered into, or within a period of
seven days. Cash trading is allowed in ‘B’ group scrips. Forward transactions are
settled on specified days which are fixed at fortnightly intervals. The buyer can carry
transactions to another, sometimes for years together. Forward dealings are allowed
in ‘A’ group scrips. ‘A’ group securities are also known as ‘specified’ securities and
are big daddies of the market, like ACC, TISCO, Reliance and Century. It may be
noted that forward dealings were banned by the government in 1969 and were
reintroduced later.

Speculation

Transactions on a stock exchange are carried on either for investment or for
speculation. Investment transactions are made with the intention of holding the
investments more or less permanently. Ready delivery contracts, referred to above,
are generally for investment purposes. Speculative transactions, on the other hand,
are made with the intention of making quick money by selling securities when their
prices shoot up. Forward transactions, described above, are generally carried on for
speculative gains. Speculative transactions are more in number, and they keep stock
exchanges active and busy.

Types of Speculators

Members of a stock market are of three types: bulls, bears and the stags. Abull, also
known as the tejiwala, is a speculator who buys shares in the expectation of selling
them later at higher prices. He makes money when the share prices are rising.
When the share prices are rising, it is called a bullish trend. How does a bull ride the
wave up? He buys low and waits. When the settlement day comes, he can take
delivery of the shares, which means that he will now hold shares valued at higher
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than the prices he paid. Ifhe does not have the money to take delivery or ifhe is very
daring-nowadays the two go together-he can carry forward the transaction, paying
another person contango charges (badla charges in the vernacular) to put the money
on his behalf. These days, with hundreds of badlas every day, the badla financiers are
making a packet. To cool the market down, the authorities impose margins, which
means that a percentage of the money has to be paid to the stock exchange authorities.?

A bear, also known as mandiwala, is one who sells securities in the expectation of
a fall in their prices in future. A bear rides the scrip on the way down by selling short,
that is, selling a scrip at, say, Rs.100 and hoping to buy it back when it touches, say,
Rs.80. His profit on a scrip which he may never have held in his hot little hands is the
difference between the two prices.?

A stag neither buys nor sells but applies for subscription to the new issues expecting
that he can sell them at a premium. The bulis, the bears and the stags are collectively
known as jobbers or brokers. Brokers or their clerks, as mentioned earlier, alone can
trade on a stock exchange.

ORGANISATION

There is no uniformity in the form or ownership of 23 stock exchanges that are
functioning in the country today. Mumbai, Indore and Ahmedabad exchanges are
organised as voluntary associations. Calcutta and Delhi Exchanges are limited
companies and those of Chennai and Hyderabad are guaranteed companies. 14
exchanges are organised as limited companies six as companies limited by guarantee
and three are voluntary non-profit agencies of the 23, only nine have permanent
recognisation others seek renewal of recognition every year. Table 25.2 reveals the
type of ownership of the first 15 stock exchanges.

Whatever the form of ownership, the stock exchange is managed by an executive
committee/council of management/governing body to which the government is
empowered to nominate not more than three members. The rules and by-laws of the
share market shall be in conformity with such conditions as may be prescribed by the
government from time to time.

THE SECURITIES CONTRACTS (REGULATION) ACT, 1956

The Securities Contracts (Regulation) Act, 1956, is a legislation which empowers the
government to regulate the functioning of stock exchanges in the country. The Act
applies to the whole of India and has the followmg obJectlves

Provisions of the Act
The provisions of the Act provide for: (See Fig.25.1)
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Provisions of
the Securities
Contracts
(Regulation)
Act

. v
Grant of Recognition: The Act provides that only recognised stock exchanges can
function in the country. As of today; all the 23 stock exchanges have been recognised
by the government. Any exchange which is desirous of getting recognition should
apply to the Central Government in a prescribed form, giving necessary details.
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Ifthe Central Government is satisfied that the information furnished is adequate,
and the stock exchange concerned is willing to comply with the necessary conditions
and it will be in the interest of trade and public to grant recognition to the stock
exchange, then the Central Government shall grant recognition to the applicant stock
exchange.

The grant of recognition of the stock exchange shall be published in the Gazette of
India and will come into effect from the date of publication in the Gazette.

Submission of Returns: Sec.6 of the Act lays down that every stock exchange
shall furnish to the Central Government such periodical returns as may be prescribed
relating to its affairs. The periodical returns shall be filed by the recognised stock
exchange before 31st January each year along with the detailed information as laid
down in the Securities Contracts (Regulation) Rules, 1957.

Section 6 further provides that every stock exchange and every member thereof
shall maintain and preserve for a period of five years such books of accounts and other
documents as may be required by the Central Government.

Power to Direct Rules to be Made or to Make Rules: Section 8 of the Act empowers
the Central Government to direct the stock exchange to frame rules or to amend rules
already made in respect of the following:

(a) Management of Stock Exchange: Constitution of management of stock
exchange and the manner in which the business of a recognised stock exchange
will be transacted.

(b) Duties and Powers of Office-Bearers: The powers and duties of the office-
bearers of the stock exchange; the admission of members into the stock
exchange and their suspension, expulsion and re-admission.

(c) The procedure for the registration of partnerships as members in cases where
the rules provide for such membership.

Power to Make or Amend Bye-Laws: Section 9 of the Act empowers the recognised
stock exchange to make by-laws for the regulation and control of contracts with the
previous approval of the Central Government.

Section 10 of the Act empowers the Central Government to amend the bye-laws as
framed under Section 9 or to make bye-laws. The Central Government will exercise
its power to make bye-laws for a stock exchange either on a request in writing from
the governing body of a recognised stock exchange or on its own accord if it is satisfied
that it is necessary or expedient to do so.

Power to Supersede Governing Body and Suspend Business: Sections 11 and 15
of the Act empower the Central Government to supersede the governing body of a
stock exchange and to suspend the business of a recognised stock exchange if the
Central Government is of the opinion that an emergency has arisen and for the purpose
of meeting the emergency, the Central Government should suspend the business for a
period not exceeding seven days.

Power to Make Listing of Securities Compulsory: Section 21 of the Act empowers
the Central Government to make listing of securities by public companies compulsory.

Listing has the following advantages and to realise these benefits, companies are
required to get their shares listed. The advantages are:
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(i) The regular and latest reports on listed companies help the investing public
in saving for investment in the securities of the company which are listed on
the stock exchange;

(ii) The companies are under an obligation in terms of the listing agreement to
inform its shareholders about the various corporate details and therefore, the
listed companies keep approaching unintentionally to the investors, from time
to time;

(iii) The transactions in listed securities are published widely in leading newspapers
and journals and therefore, corporate details like working results, dividend
announcements, expansion and diversification plans of the listed companies
are also published.

(iv) On account of the liquidity, marketability and free transferability, which are
conferred by the listing of the securities on a stock exchange, securities of the
listed company qualify for preferential treatment for investment by
institutional investors and foreign investors;

(v) An official quotation on the floor of the stock exchange is an important indicator
to the company as well as to the investors as prices are arrived at publicly on
the basis of demand and supply;

(vi) Listing of shares results in improved marketability as the confidence of the
investors is enhanced due to regulation of the stock exchanges, trading
procedures, greater liquidity, reduced risk etc. These, in turn, influence the
price of a share;

(vii) Listing also adds to the prestige and importance of the listed companies;

(viii) Listed companies also enjoy certain concessions under the direct tax laws
and official quotations are accepted by the tax authorities. Ifthe shares are
quoted on a stock exchange, the company will be treated as a company in
which the public are substantially interested. Hence, there is benefit of lower
tax rate and no compulsion to distribute profit.

(ix) Listing confers a collateral value for credit facilities for borrowing from banks;
and

(x) Listing requirements provide for compulsory and timely disclosure of corporate
information relating to dividend, bonus or rights issue, advance notice for
closing the register of members etc., facilities for transfer, registration of
rights and fair and equitable allotment.

Listing Requirements and Obligations

A company shall satisfy certain conditions for enlisting. Once listed, the company
shall follow specific obligations. The following are the requirements and obligations:

(i) The memorandum and articles of association of the company must contain
prescribed provisions;

(ii) The company must offer for public subscriptions through a prospectus at
least the prescribed minimum percentage of its issued capital;

(iii) The company should inform the exchange authorities about the dividend
distribution immediately after the board meeting;
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(iv) The company should give an undertaking that it will comply with the provisions
of the Companies Act and the Securities Contracts (Regulations) Act as well
as the rules made thereunder;

(v) The company should notify to the stock exchange, without delay, of the date of
meeting of its Board of Directors at which the recommendations or declaration
of a dividend issue of right or bonus shares or convertible debentures or the
passing over the dividend is due to be considered. Information must be given
to the stock exchange in respect of the decision taken by the Board of Directors
as referred to above;

(vi) Companies have to promptly forward to the stock exchange copies of the annual
reports, notices, resolutions and circulars sent to the shareholders in order
that those investors who are not shareholders of the company should also be
informed of the affairs of the company;

(vii) The company should publish, in a form approved by the stock exchange, such
periodical interim statements on its working and earning as it shall, from

_ time to time, agree upon with stock exchange; and
(viii) The company shall keep the stock exchange informed of events like strikes,
lockouts, closure on account of power cuts and so on, both at the time of
occurrence of the events and subsequently, after the cessation of events in
order to enable the shareholders and the public to appraise the position of the

company.
Power to Impose Penalties

Section 23 of the Act lays down penalties for offence committed by individuals. Section
24 of the Act provides for the same but for offence committed by companies. The
penalty may include imprisonment for a period of one year or fine or both.

Directorate of Stock Exchanges

The Directorate of Stock Exchanges is the implementing agency of the provision of the
Act. The Directorate was set up in 1959 and is headquartered at Mumbai with branch
offices in Delhi and Calcutta. The functions of the Directorate include the following:

POSITIVE FEATURES

Stock exchanges in our country have grown in all directions overtime. Whether it is
the volume of business transacted, mobilising resources for the corporate sector,
promoting the habit of saving among people, or professionalising the management of
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the share markets themselves, the growth has been phenomenal. Particularly the
eighties have been eventual in the history of the stock exchanges. A few important
developments observed in the recent past in functioning of the stock exchanges are
listed below:

1.

The stock exchanges in our country have grown so sharply in the eighties
that the decade itself has been christened as a decade of the capital market.
The extent of growth can easily be measured by the fact that as against an
annual average amount or just Rs.90 crore raised from the new issues market
in the seventies, Rs.6,000 is being raised during 1989-90. The daily turnover
in the Bombay Stock Exchange alone has shot up from about Rs.10 crore in
1979 to about Rs.300 crore in 1989-90. The turnover of National Stock
Exchange now stands at Rs.1500 crore per day.

The number of shareholders has risen sharply from about a million in the
beginning of the eighties to 12 million by the end of the decade. Shareholding
population-wise, our country is the third largest in the world, next only to the
US and Japan which have about 50 million and 25 million investors
respectively. Along with the increase in the number of investors, the number
of brokers has also gone up to about 3,000 active stock brokers as against
about 1,250 a decade ago.

Yet another positive development relates to the broad basing of investing public.
Contrary to popular belief that investors include only middle income groups
from urban areas, peasants, peons, drivers and rickshaw pullers constitute a
major chunk of investors. It is said that every eighth shareholder in our
country today is a farmer.*

The share boom has resulted in several spin-offs. In addition to active brokers
who number about 3000 as on date, there are about 30,000 sub-brokers and
consultants spread all over country. Dailies and periodicals are being published
exclusively to deal with financial and share movements.

The inauguration of Over The Counter Exchange of India (OTCEI) on August
14, 1990 signifies another landmark in the functioning of stock exchanges in
our country. The Exchange is a Rs.10 crore venture set up jointly by financial
institutions in order to provide easy and safe access to the capital market for
companies.

Mega issues have become quite common nowadays. Rarely does a company
come out with an issue of less than Rs.100 crore issue (see Table 25.3).

The final positive feature of our stock markets is the inflow of foreign portfolio
investments. From 1993 onwards, roughly Rs.40,000 crore worth of securities
have been picked up by foreign institutional investors. This accounts for
seven per cent of the total market capitalisation.

NEGATIVE FEATURES

While the points listed above are positive, there are some negative features of our
stock markets. Some of them are listed below:

1.

The first negative feature relates to poor liquidity. Barring a small proportion
of scrips which are actively traded in stock exchanges and are highly liquid,
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Mega Issues
between

November 1995

toJanuary
1996

most are traded infrequently and hence, lack liquidity. About 90 per cent of
the total transactions in the stock markets are confined to 200 to 250 actively
traded scrips (out of a total of 6480 listed companies).

Some more details are worth citing. There are nearly seven lakh companies in
India, of which some 6,000 or so are listed in various exchanges. Though nearly
9,000 scrips are listed in exchanges, more than half were not quoted or traded
during 2004. Another 25 per cent were quoted only a couple of times during 2004.
The share of just the top 10 companies commanded nearly 45 per cent of the trade
turnover during the year.®

2.

The second negative feature of our stock exchanges is the absence of adequate
instruments. Equities and equity-linked instruments such as convertible
debentures are the only ones presently traded. Preference shares have virtually
dried out of markets. Cumulative convertible preference shares, in respect of
which the government had issued guidelines in 1984, have proved to be
practically a non-starter.

Another disturbing feature is that our stock markets are virtually dominated
by a few players. The stock markets are considerably influenced by the actions
of a few financial institutions, particularly the Unit Trust of India and some
speculative operations. Share prices, therefore, do not reflect the true demand
and supply position of scrips.

Insider trading is yet another disturbing feature of our stock markets. Insider

- trading refers to the use of price sensitive corporate information by vested

interests to make private gains or to avoid losses. This obnoxious practice is
not peculiar to our county. It is there everywhere. But in other countries,
there are suitable legislations to curb the evil practice. We are yet to evolve
an appropriate legislation for the purpose though Sacvhar Committee (1978)
and Patel Committee (1984) recommended the same.
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The present provision contained in Section 307 of the Companies Act requiring
shareholding and debenture holdings of directors to be recorded and kept open for
inspection of any shareholder or debentureholder during the period of 14 days before
and three days after the annual general meeting of a company has proved to be totally
ineffective in controlling insider trading. Publication of half-yearly results by listed
companies as required by Clause 41 of the listing agreement in operation since 1987
has also not minimised such trading (see also Box.25.1).

5. Manipulation of share prices at the time of subsequent issues is a common
occurrence. The process starts well before a company seeks permission from
the concerned authorities for the issues of further capital. Not only an attempt
to get a higher premium on the basis of prices manipulated is being made but
attempts at manipulating prices continue thereafter to lure the investors to
subscribe for these subsequent issues. Later when the allotments are made,
it is quite a common spectacle to find these prices slide down to their natural
levels, often below the offer price. While attempts to stabilise prices at the
time of issues are understandable and also justifiable, the attempts to
manipulate prices are reprehensible, to say the least. Equally reprehensible
are the attempts by others, by the speculators or rival groups, to depress the
prices. Unfortunately, we do not have a deterrent provision against price-
manipulation in our stock markets.

6. Frequent entry into the market by some companies, particularly those involved
in expansion, diversification and modernisation is truly indicative of the
vibrancy of the Indian capital market. Unfortunately, the practice followed
by some of them of delaying not only allotments but subsequently not returning
shares lodged with them for sub-division, consolidation and transfer in time,
thereby creating an artificial scarcity in the market with a view to
manipulating the prices in the secondary market, has harmed the investors
greatly. It is, therefore, essential to ensure that there is a time gap of at least
one year between two consecutive issues or alternatively companies may be
permitted to enter the market again only six months after the listing of the
previous issues.

7. Permitting companies to offer convertible debentures with provision for
conversion at two or three points, the latter towards the end, is indeed a
welcome proposition as the market in these debentures continues to remain
active because of the close linkage between equity and debentures. What,
however, needs to be fixed right at the beginning are the terms of conversion,
at all the points, including the last one. Leaving these terms open is
tantamount to offering an open bait to the management to rig up the prices,
which they can do more easily if the quantum of shares emanating after the
initial issues is not significant to gain a higher premium.

8. Thereis the problem posed by the sub-brokers. There is a fairly good measure
of protection to the investors from the stock brokers. While this has no doubt
to be improved upon, the class of sub-brokers who have proliferated all over
the country, both in the areas where recognised stock exchanges are situated
and outside, pose a serious threat to investor protection. Itisestimated that
about 50 per cent of the complaints against the stockbrokers is because of the
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sub-brokers. On a rough reckoning, there are atleast 50,000 such sub-brokers
not subject to any regulations, constantly posing serious threat to investors.
Some of the sub-brokers in the jurisdictional areas of stock exchanges also
commit the illegality of issuing contracts, bills, memos, etc. in their own
names to lend authenticity to their operations and the gullible investors, who
are not normally aware that these can legally be issued only by a member of
a stock exchange in the jurisdictional areas covered by the stock exchange,
fall prey to such gimmicks.

In order to overcome this serious lacuna in regulation, a working group set up by
the Securities and Exchange Board of India (SEBI), has recommended a system of
authorisation of these sub-brokers based on the criteria of professional competence,
financial soundness and record of integrity and payment of suitable admission fee,
security deposit and annual subscription. The group has also recommended creation
of a customers’ protection fund by earmarking 25 per cent of the sub-broker’s annual
subscription towards this fund. The group has further recommended that while the
sub-broker would be primarily responsible to the client, the principal broker would
ultimately be responsible to the client in case of a sub-broker’s default. The group
was also of the opinion that over a period of time, sub-brokers must be authorised to
issue contracts in their own names to their clients.

9. Odd lots constitute a major bugbear for investors. Out of total market

10.

11

12

capitalisation of over Rs.60,000 crore, equities worth about Rs.15,000 crore
are in odd lots. Investors normally receive 15 to 20 per cent less than the
market price when they sell, and have to pay 15 to 20 per cent more than
the market price when they buy odd lots. Schemes evolved by some of the
agencies and companies to fetch a better price for the investors have not
proved to be much of a success. Even the recent scheme launched by the
Unit Trust of India for the barter of odd lots against units cannot be said to
be attractive as capital appreciation of units is generally negligible co npared
to equities which are bartered.

An anomaly peculiar to our share bazars is that the members of the
governing body of a stock exchange themselves are allowed to carry on
business on a share market. In other words, President, Secretary, Treasurer
or any officer bearer of a stock exchange can, like any other broker, buy and
sell securities. In the event of a dispute, the same people have to sit on the
judgement to resolve the dispute. This means that the offender himself
becomes the arbitrator.

There is inordinate delay in admitting the securities for trading in stock
exchanges. This delay is caused by the companies themselves. Collection of
applications from different centres of the country, processing of application,
issue of allotment letters/share certificates and the posting of these documents
to the applicants by the issue houses take a long time and stretch
beyond 70 days from the date of closure of the subscription list. Needless it
is to emphasize that this affects liquidity of investments.

Take-overs have become common in our country. While the take-over of one
company by another is not wrong, it would be desirable to ensure that
energies of the entrepreneurial class do not get dissipated by engaging
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themselves in take-overs and a fair deal is meted out to the non-management
shareholders. To achieve this objective, a new clause is incorporated in the
listing agreement of stock exchanges pursuant to a directive issued by the
government in April 1984. According to this clause, any acquisition company
on securing the effective control of the management of a company by
acquisition of the shares of the existing directors and others who effectively
control or manage the company, irrespective of the percentage of their holding,
should be preceded by the offer to the remaining members of the company to
acquire their shares at a price not lower than the price at which the shares
of the company are being acquired. This is, however subject to the public
shareholding not being reduced to less than 20 per cent of the voting capital
of the company.

There have been quite a few take-overs ever since this clause came into operation
particularly during the last one year. Unfortunately, this clause has not proved to
be effective in taking care of the interest of the non-management shareholders because
of four major reasons. Firstly, acquisitions of shares is limited to 24.9 per cent of
the voting capital of the company, thus conforming to the letter of the law while
totally violating its spirit and brazen facedly arguing about the correctness of such
a move. Secondly, the acquisition of shares would actually result in an effective
change in the control of the management of the company but would not ostensibly
look so, as for example, only four out of eight directors change and there is no foolproof
way of deciding that there is an effective change in the control of the management of
the company. Thirdly, while there would be no change in the pattern of shareholding
of the parent company, holding shares in the company is important as a result of
which, there would be change in the effective control of management of the company.
Finally, acquisition of shares ostensibly takes place at a price much below the ruling
market price but in actually at a much higher price, the difference being settled
privately.

13. Service provided by brokers leaves much to be desired. The number of brokers

(6500 from all stock exchanges) itself is inadequate. Consequently, a small

number of brokers handles a large volume of turn-over. Service is ocbviously
sacrificed.

14. The trading and settlement system continues to be archaic. The system is
not in accordance with the internationally accepted standards. Settlement
delays cause liquidity crunch.

15. There is no transparency in transactions. Lack of transparency will make
the investor feel suspicious. The actual rate and date of the execution of the
order are not made known to the client by the broker. It is often found that
the brokers give to the investor only a statement of the net amount to pay in
respect of purchases and the net to receive in respect of sales. Even the
actual brokerage charged is not revealed by the brokers.

16. Mega issues, though are welcome, cause their own problems. Poor disclosure
standards, misleading advertisements and price manipulations are some of
the problems which persist, strict guidelines from SEBI not withstanding.

17. Finally, there is the problem of excess speculation. Speculation is necessary
to keep the market vibrant. But excessive speculation will lead to broker-
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defaults which will kill the market. Most of our stock exchanges are
speculative driven.

REFORMS

Realising the need for better investor protection and to overcome the inadequacies
in the existing regulations, the Central Government and SEBI initiated several
measures which will go a long way in ensuring healthy capital markets in our
country. These measures are based on the recommendations made by several
committees. The new measures are:

Open Electronic limit order Book Market (ELOB)

Till 1994, the physical organisation of markets in our country used ‘open cry’, which
consisted of a pit in which traders shouted and hand-signalled in the process of
trading. ELOB dispenses with the ‘open cry’ system. The system was first used by
the National Stock Exchange (NSE), then followed by the Bombay Stock Exchange
(BSE). In barely two years after it first appeared in out country, the ELOB has
become the dominant technology underlying markets in the country. (Read also
box 25.2)

Nationwide Integrated Markets

Prior to 1994, India’s markets were dominated by the BSE. The financial industry
in other locations was unable to have equal access to markets and participate in
forming prices, as compared with market participants in Mumbai. Trading orders
from outside Mumbai would generally be transmitted to a Mumbai broker who would
carry them to the trading floor. The introduction of additional intermediaries would
increase the transaction costs faced by the ultimate investor.

Nationwide integrated markets would help any trader anywhere in India to
have equal access to the markets. This integration has been made possible through
satellite communications. NSE was the first to launch such facilities and all its
members have equal access to the market regardless of their location. As of October
31, 1996, NSE had 1,000 VSAT terminals located all over the country through which
trading takes place. The BSE and the Delhi Stock Exchange also are in the process
of establishing similar facilities.

Clearinghouse That Guarantees the Trade

There are always possibilities that parties to a contract default in their obligations and
such breaches have a cascading effect, resulting in a major financial crisis. It happened
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in April 1995 in the context of M.S.Shoes, where a default involving a total exposure of
Rs.18 crore led to a payments crisis on the BSE which halted the functioning the exchange
for three days. To prevent such happenings in future, the National Securities Cleaning
Corporation (NSCC) was set up on NSE, on 4 July, 1996. NSCC guarantees all trades
on NSE. Thus, if A and B make a trade, NSCC interposes itself between them. If A was
supposed to buy from B, then NSCC buys from B and NSCC sells to A. Ifeither Aor B
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defaults, then NSCC meets the obligations for the other leg of the trade. Thus, every
trade that takes place is freed from any risk of default and its cascading effect.

Demutualisation

Recently the Securities Contract (Regulations) Act was amended to make
demutualization of stock exchanges mandatory. The process of converting stock
exchanges into corporate entities, with a wider ownership and the resulting
oversight by regulatory bodies is called demutualization.

The amendment not only requires separation of ownership and trading rights,
it also requires that the majority ownership rests with the public and those without
any trading rights. Through these conditions, the Government has signaled a major
shift in its earlier stand that stock exchanges should be self-regulating agencies of
their members. It now desires that they should be externally regulated.

(Box 25.3 contains several other steps to make stock exchanges more effective).

QUESTIONS

Define a stock exchange. What are its functions?

What are the benefits of stock exchanges?

Describe the dealings in a stock exchange.

What is speculation? Do investors invest in shares for speculative gains always?
What are the recent trends of stock markets in our country?
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MONETARY POLICY

The monetary policy is assuming greater relevance nowadays because
the government has now shifted from physical controls like control over
output, capacity utilisation and licensing to non-physical controls like
monetary policy in order to regulate business activities. Two reasons
are quoted in'support of this shift. One is that the changes in the quantum
of saving and its characteristics are reasons enough for considering the
Indian economy to be ready for indirect management through financial controls. Itis
argued that the physical management of the economy through controls and licences,
which had been an unavoidable necessity during the earlier phase of the development
of the Indian economy is no longer necessary and, indeed, may turn out to be counter-
productive when the economy is poised for a higher level of performance and growth
as shown by the high rate of saving (from 10 per cent of DGP in 1950-51 to 26 per cent
in 1978-79 and 20.7 per cent during 1985-92).

The second reason which is claimed to favour the indirect management of the
economy through financial controls is the findings of the Planning Commission that
in recent years, especially during the Sixth Plan period of high growth rate, there has
been a perceptible fall in the incidence of poverty. (In 1983, the percentage of population
below the poverty line declined from 48.3 to 37.4 and further came down to 26 per cent
in 1999-2000). The Commission’s reasoning is that reduction in the incidence of
poverty is being brought about by the accelerated rate of growth of the economy and
what the economy needs in the decade ahead is growth which can be achieved through
appropriate macro-policies based primarily on fiscal, monetary and credit policies.

Nature of Monetary Policy

Besides, the policy also provides a platform for the apex bank to
announce norms for financial bodies governed by the RBI such as banks, financial
institutions, non-banking finance companies, residual non-banking companies, nidhis,
primary dealers in the money markets and authorised dealers in the foreign exchange
markets. It is also an opportunity for the RBI to spell out its overview on the economy,
and an occasion for it to indicate deposit and advance targets for banks in the half-
year.

Historically, the monetary policy has been announced twice a year-one for the
slack season (April-September) and one for the busy season (October-March), in
accordance with agricultural cycles. These cycles also coincide with the halves of the
financial year. However, with the share of credit to agriculture coming down, the
share of non-food credit in total credit has gone up. Since non-food or industrial credit
is not seasonal, the RBI has, in 1998-99, experimented with one policy announcement
in April, followed by a review in October. In 1999-2000, the RBI has decided that the
policy will be an annual affair.
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The RBI’s monetary policy has been characterised as one of controlled expansion,
i.e., adequate financing of economic growth and at the same time, ensuring reasonable
price stability.

Extent of Money

Before initiating measures for the expansion or contraction of money
supply, the RBI generally measures the extent of money and credit
available in the economy at a given time. The following indices are
generally used for the purpose.

M This represents money supply with the public. M, has two

1

components; (a) currency with the public and (b) deposits of the public
with the banks.

Currency with the public is the sum total of notes in circulation and
circulation of rupee coins and small coins minus the cash on hand with
banks.

Deposits of the public with banks is the sum total of demand deposits with banks
and ‘other’ deposits of the public with the RBI.

M, This represents the total of M, plus post office savings and bank deposits.
M, It is the sum total of M, and the time deposits with banks.
M, This represents M, plus total post office deposits.

M, is called ‘narrow money’ while M, is called ‘broad money’. M, represents the
aggregate monetary resources or the money stock of the entire banking sector.

What are the representative sources of M,? These are: (a) the net bank credit to
the government, (b) bank credit to the commercial sector; (c) net foreign exchange
assets of the banking sector and (d) the government’s currency liabilities to the public
(Also read box 26.1).

Expansion of Money

Money is pumped into the economy through the issue of currency by the RBI, budgetary
operations of the government and borrowings by the government from foreign countries.

Expansion of money has always been on the increase. Between 1970-71 and 1983-
84, as against 3.7 per cent average annual growth in output, money supply registered
an annual expansion of 17.2 per cent. This phenomenon is not unique to our country.
It is universal. Particularly, 1986 has been a year of money expansion as is evident
from Table 26.1.

Expansion in money supply is not wrong, nay it is desirable, in a developing
economy as money is needed to match the growth of real national income. Infact, the
growth in money supply must be higher than the growth in the real national income.
This stems from two reasons: (a) as incomes grow, the demand for money as one of the
components of savings tends to increase. (b) an increase in money supply is also
necessitated by the gradual reduction of the non-monetised sector of the economy. In
our country, the rate of increase in money supply has been far in excess of the rate of
growth in real national income. Hence the inflationary pressure is there on the
economy.
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Money
Expansion

(Source: Economic Times, January 26, 1987.)

Contraction of Money

Unlimited expansion of money and credit results in hyper-inflation, which hits all
sections of society, particularly the poor. The Reserve Bank has a responsibility to



450 Essentials of Business Environment

nsure that money supply is within manageable limits and inflation is
I not too harsh. For this purpose, the Reserve Bank has been using different
| control measures, popularly called ‘credit control measures’. These
control measures can be broadly classified into two categories, viz., (a)
general, (quantitative) controls and (b) selective (qualitative) controls.

General Credit Controls

The general controls affect the total quantity of credit and the economy generally.
General controls include: (a) Bank Rate; (b) Open Market Operations; (c) Cash Reserve
Requirements; (d) Statutory Liquidity Requirements and (e) Refinance Policy.

Bank Rate: Also called the discount rate, bank rate refers to the rate at which the
Central Bank rediscounts or lends money to commercial banks. During inflationary
periods, the bank rate is hiked so as to increase the rates of interest on borrowings.
This will have a dampening effect on the borrowers. The reverse course of action is
taken during the periods of falling prices.

The RBI has changed the bank rate several times - from 4.5 per cent

1in 1963, the rate was raised to 5 per cent in 1964, to 6 per cent in 1965,

to 7 per cent in 1973, to 9 per cent in 1974 and to 10 per cent in 1983. It

was further raised to 11 per cent in 1991 and subsequently increased to

12 per cent. Since March 1, 1999, the rate has been reduced to 8 per

| cent and since April 1, 2000, it has been further cut to 7 per cent. The
rate has been further cut to 6 per cent from April 2003.

(@) Open Market Operations: Open market operations refer to the purchase or
sale of securities, foreign exchange and gold by the government. Purchase of
securities and gold from public results in the expansion of money. Sale of
securities and gold results in the contraction of money supply. It was with
this objective that 13.5 tonnes of gold was auctioned during 1977-78. (see
Table 26.2 for more details).

R

Reserve Bank's
Open Market
Operations in

Central
Government
Securities

(b) Special Facilities to Some Groups: The Reserve Bank advises commercial
banks to advance liberally to special groups or priority sectors like small-scale
industries, cooperatives, small transport operators, self employed and the like.
This also results in the expansion of money supply.

(¢) Liberalisation of the Bill Market Scheme: Under this, commercial banks get
additional finance from the Reserve Bank. With additional funds at their
disposal, commercial banks will be able to advance credit further.



