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CHAPTER = III
DEPOSIT MOB. ZION POLX

Banning System is one of the many institutions that
impinge cn eny economy, affect its performance foxr the
better or the worsae, i:n what measures a given banking
system contributes to econoumic devalopment depends upcn
the governing po].icy.1 With the beginning of planning eres,
the banks have been cailaed upon to act es an instrument of

growth and development.

In the annals of Indian banking, nationaligation

of the Imperial Berk of India, social control over banks

and natioralisation of 20 major commerclal bankes are three
very importent events, The basic rational that led ¢o the
adoption of these measures waz t( make hanks instrumental
in the transletion of the envisaged naticnal development

objectives into realities,

Since social control failed to achieve the desired
results, structurel zhangs in the commercial banks was
brought asbout by nationaliszation of bank.

The basic objective of maticonallsation of 14 major
commexrcial banke in Indla was to accelerate economic
development and thugs make & significant impact on the
problems of poverty and unemployment &nd to bring about
progressive reduction of disparities between the rich
and poor sections of our people and between the relatively

advanced and backward areas of our oountxy.z
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The activity of deposit mobilisation by banks came
into shape and rather attained credibiiity only after the
14 major commercial banks were nationalised. Significantly,
there used to be hardly any urgency ordy in the pre-
nationalisation era for deposit mobilisation, as thae banks
were like joint stock companies, mainly stewarded by big
business housas who used to muster up resources required
by tham through their banks by routine operations only. The
banks had no national goals to be fulfilled no soclal
obligations to perform. The public in general were not awarse
of the facilities the banks could be made to provide and the

government had no will to do that.'

In the pre-plan era deposit mobilisation was not a
problem, Deposits accruing ¢o the banks in the normal
course were more than sufficient to meet the limited
demand for credit made on them., Ability of a bank officer
was judged on the advances he could make. The situation
now is different. The biggest challenge facing the banking
systan to-day ’%n the context of economic pianning iz the

mobiligation of adequate resources.‘

The banks are now responsible for fostering all
round economic growth of the country. They are required
to play the role of a catelytic agent and for that purpose
they are supposed to provide a substantially large amount
of credit facilities to the hither to neglected sectors
and the unbanked centres. Under the 'Service Area Approach',
each bankhranch have been given the responsibility of
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surveying the socloe-economic potentialities of the area ax:
preparing annual action plansz and bankable schemes for
development. Commercial banks can successfully shoulder
their new responsibility along side their traditions.
responsibility only when their rescurces position is strong

Sacondly, need fo- increased mobilisation of
deposits by banks assumes further importance in view of
the long-term objective of the Reserve Bank's Monetary
Policy to induce banks to rely more on thelr own deposit
resources, to satlisfy increasing credit needs of the
community rather than take recourse to the Reserve Bank,
What is8 more, the monetary authority expects banks, which
occupy a pivotel position in the economy to combat
inflationary pressures by mobilising more and more savings

of the people. 5

Banks have nothing to do with the activity of
saving, as it can not dictate the people to save, nor it
can directly incresse their income #£0 that they may be
able to set spart something out of their incressed income,
But they & help in stimulating savings by battery of

incentives:

1) Interest on Deposits.

2) Cheap Remittances of Funds.
3) Safe Custody of Ve'uables.
4) Financial Consultation.

Banks by 1lnsgpiring confidence in the people make them
willing to keep their surplus with them who were otherwise
charry of doimi a0, Banks break up the dualistic character.
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monetised sector. The disintegration of daivnetfséa sector

which accounts for a aignificant segment of total eccnomy
where the high interest rates prevail is not & difficult task.
It is perhaps a revolutionary endeavour, so far as it
impingee upon the centuries o0ld habits and taboos of the

people. 6

The rapid increase in the number of branches, between
1969 and 1985, played & vital role in the acceleration of
t}m growth rate of deposits., However, with the emphasis
on congolidation in the recent past, banksg will have ¢to
increasingly depend on other factors for growth in deposite

in future.

The importance of deposgit mobillisation at the presant
Juncture fﬁ examined bealow:

Firstly, Govermment presents substantial amount of
bank rescurces, through the toels of CRk and &R, These
ratios are directly linked with the quantum of total
deposita (CRR {8 11 percemt and SLR i1z 38 percent). Hence,
growing cuantum of doposits will mean increzsing availability
of funds to the State for development purposes.

Secondly, concentrated efforts for mobilisation of
deposits is needed in view of the tough competition
sxearxsg encountered by banks from other financial organisation
like the Publie sector units vig. UTI, Public Provident Fund,
LIC, National Development Eonds, National Savings Certificates,
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Post Office Bank Deposits, and the private sector's company
deposits, shares, equity, debentures snd chit ﬁunda.,? The
financial assets other than bank deposits have gax grown at
compound growth rate cf 16.5 percent between 1969-.70 to
198§-87. This 15 a clear indication of an increasing
preference of savers in favour of financisl assets vis-a-vis

real assets, This shift in preferences needs to the capture
for accelearating che growth of bank deposits.

Thirdly. with 45 percent of credit diverted to the
low yield, priorit.tfd gector advances to keep their heads
above water the banks need more and more funds by way of
deposits. &0 that thay can invest matching funds in the
non-priority sector and are able to earn profits, Survival
and development of banks, are as such mainly influenced by
thelr ability to attract deposits from differsnt segments
of the cormunity rather than by the voluma o0f their capital
resources., Banka purchase depositas, produce and seall loans.
In other words, deposits are tha main inputg for loan

outputs,

Interest Rate Policy

In the free world countries, rate of interest is an
important determinent of bank deposita., However, in India,
we have a rigidly administered interest rate structure,
linked to the maturity pattern of term deposits. However,
RBI does review, its interest rate policy, from time to time.

The avolution of the interest rate policy is discussed

heroundor:
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Imediately after bank pationalisation, the study
group of the Bational Credit Council on dsposit mobilisation
axarined the Iinterest rate structure and arguéd that the
lavel of deposits rates cen not be far out of alignment
with the rates of competing investment ocutlets such as
non-banking derosits, ehit funds, or other financlal agencias.e
The Comwittee al &0 recommended a &ual rate structure £or
Gepogits - a higher rete in rural areas anéd a lover rate in

urban areas,

The banking commission in 1972, in its report
mentioned the resuit of a survey conducted by the National
Councill of Applied Economic Resceurch, on its behslf., The
Commi ssion notes®.....84 percent of those who offered
comments felt that the interest rates ghould be raiased.”
“The pame survey®, writes the Commission, "elso showed that
59 percent of the bhank depositors whe hed depoeits with
companies ag well as were attracted by the hiqh rate of

interest offered by companies.g

Chakravorty Committee on the Monetary Syestem %
India in 1985 discussed the igsue of interest on bank
deposits in detalled. The Committee favoured fixing of
only one interest rate, that is on deposits with s maturity
of § years or mcre. This interest rate was to be fixed on
the maximme i -erest rate paysbls on bank depoazits. It
wae to be atleast 2 percent higher than the expected
long=term irflation rate. This will provide for a positive
real rate of return of 2 percent. The banks would be free
to fix the interest rates or depozits of other maturity

pattexmns. Thus providing scope for inter bank comparison,
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Considering the public's preference for term deposits with
a maturity of 5 years or more, they recommendad that all
banks may be required to accept such deposits. As regards
other maturities, the banks should bex free to choose their
maturity pattern of deposits, #0 long as a bank adheres to
a uniform pattern of deposit maturities at all its branches
at any “iven time, We, however, recognise that a bank
should, similarly, be required to maintain s uniform
interest rate structure at all its branches at any given
time,

They alao recommended that the interest on savings
deposits with scheduled commercial banks may continue at
the present level of S percent per annum, With the growth
in the number of bank branches, the banking habit is
. spreading to hitherto unbanked areas and the interest om
savings deposits represents an incentive to be’ offered
to promote the banking habit, although these deposits are
widely used for transactiong purposes.

On the above basis, banks will have thq opportunity
to adjust the cost and ..aturity structure of t%;eir deposits
to suit their lending operations and thereby improve their
profitability.

Further, the Committee considered scme asgpects of
the dep sit rates related to the objective of social
Justice which the mnetary system needs to pursue,
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At present, interest rates on bank deposits are
uriformly applicable to all depositors and no distinction
{5 made between those who gain substantially by fiscal
incentives and those whose low incomes prevent them from
deriving any such benefit. The fiscal incentives made
available to depositora appear to have been justified
considering the phenomenal increase in the wvolun. of fixed
deposita over the years. These incentives need %o be
continued. There is8, however, a strong justification, in
our view, for providing the small saver a better deal than
what he has got over the years for reasone we have mentiocned
earlier, We leave it to the imawginetion and innovative

spirit of banks tc devige suitable depoaits schemes to

achiagve this objective.

To sum up, the level and structure of interest
rates that we have recommended here explicitly tskes into
account the nead to make a careful assessment of infiastionary
expectations in the economy while determining the nominsgl
level of certain crucial interest rates. These interest
rates ere 4o be determined by the Reserve Bank in consultation
with Government as may be necessary. HWithin the broad f£ramnee
work of adninistexed interest rates which we have recommanded,
bank will have considerable flexibility to compete anong
themselves and with the non~bank financial sector by varying
their deposit rates and lending rates.

The revision of interest rates suggested by us
together with the implementation of cur other recommendations
in regard to the restructuring of the monetary system, is
designed to have the effect of dsmpening inflationary
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axpectations in the sconooy 2nd will bhonce permit & dwsiwesd
adjustment of sl)l the adninigtered nominal in:=rest rLatea ixn

succeeding period as inflation rates both actual and axpects”

come down, 0

Structure of Intsrest Rate

V.V. Bhatt has examined the i{issue of the structure or
interest rates in 1987, 11 He observed ti.at, bank deposits
being a traditional financial asset. is primoxily deoendent
on the income level and it= growth in s country, The
existence of a positive real interest atructure has been a
significant explanatory factor for rising savinga rate in
xractically all the countries experiencing riging rates of
savings., Interest rate as such way ot may not have much
impect on totel savings but they have substantial upact on
the pattern of savings. The interest rate giructure, then,
ghould be such as to induce savers to keep their savingg in
the form of bank deposita,rather than in the fopirm of
investment in unproductive asseta. -Savers are likely to
prefer 2 financial instrument that is simplae; convenient
and easily entangible d.4. involves minimal ¢ranssctien
Sosts, and can be e2zily and without loss converted into
money. Interest beering depoaits of various maturities
do provide such financlal assats. The monetary vield on “
various types of deposgite should be comp-rable to the yield
exclusive of risk primium on private lending.

In 1984, G.8., Lall, provided important comments on “th-

structure of interest rates.
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The more important functions which the rate of
interest is expected to perform in a developing economy are -

1. An appropriate structure of interest rates acts as
a determinin¢ factor in the develophent of savings
habits in a community. It is remunerative rates of
interest that encourage savings and help in the
mobilisation of resources of capital formation.

2. The structure of interest rates must be such s0 as to
prompt tho szvings into organised financial institution:
for channelisation into productive purposes.

3. In a poverty stricken under-devaioped economy like
India the rate of the time preference is sufficiently
high. Therefore, the structure of interest.rates —
should take congizance of this factor,

The gtructure of rate of interest th-refore, is an
important tool in the monetary and financial management of
the eccnomy. It is a major variant through which the centrai
manrkary banking suthorities attempt to achicve thairx
monetary objectives, the commercial banks manage their assete
portfol o on the basis of intelést yields obtainsble on
various kinds of assetas; and in a market economy 1t is
used amongst other measurees as an allocational tool for

sectoral resource deployment.

The structure of rates of interest as 1t operates in
the organised money maﬂ‘at in India; is not the outcone of
free interplay of forces determining the demand for and supply
of losnable funds, both short term and long term, rather the
structure has been subjected to regulatory conticl of the RE,
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Further, G.S. Lall cbserved that the fallure on the

part of the authorities to concieve and devziop an

appropriate structure of interest rates had led teo certain

gserious distorations in our financial structure,

1.

2,

3.

4.

It has led to a considerable diversion of

community's savings into unproductive non-

institutional channels with a consequentiel

deprivation of growth investments in the matter

of rgaources.

Certain savings instruments like Lsz policies

and units of(TI have not been as popular as they

should have been, They are being taken up niore

because of Income-Tax concessions Tather than the

prospective rate of return on these investments.

In this country, Govermment sgecurities have a

‘captive' market and this had laed to two significant

developments 3

@ - The yleld from government bonds has always
been kept so low that they have seldm becoms
attreactifte o private investors and,

b « This has not allowed development of & healthy
bond market in this country.

It would have enabled the Government to mop up

substantial resources out of the real savings of

the economy. To that extent rellance on the

finance of public sector cutlays through commercial

banks' and Reserve Bank's credit could have been

reduced and the effects of inflationary finance

mitigated,
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5. In the context of the need for dispemsstion of
social justice, adoption of an sppropriate interest
rate policy is in ordinately overdie. Investment
in unproductive channels have brought febulous
gsins to certain sections of the scciety, whereas
the contributory to the provident funds, small
savings schemes, life insurance premiumsa, bank
deposits etc, have suffered a sericus inflationary
ercsion in their savings.

The structure of interest rates in this country,
therefore, has seld®m been assigned in legitimate role of
a positive inatrument of & growth policy. It is high

time that this structure of interest rates i:s rétionalised
along the lines suggested.

There i8 indeed a atrong case for raising the
interegst rates on bank deposits all aloung the line. %The
rate of interest must represent an elaeanent of hedgs

againgt inflation,

While Aé*éhera i3 a strong case for raising the
short-term interest rate, there is equally a strong
case for establishing a proper relationship between
short-term and long-term rates.

To sum up, the interest rate policy should be used
to subserve twin objectives of promoting financial
discipline on the one hand and stectping vp the rates of

savings and capital formation on the other, 12
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Role 0f Interasst Ratg

In the task of mobilising deposits, the questions
frequently raised is with regard to the xole of interest
rate. The importance of understanding the impact of
interest rate iz a policy variable that is subject to

manipulation by tha'%:'metary authorities. The role of

interest rate in the economy, however, is more complex.
The rates which banks and other financial institutions
are allowed to pay on ddposits from public will have a
bearing on the rate at whic¢h they lend to their borrowers.
Therefore, policy makers while deciding on the rates ¢to be

offered on deposits have to take intoc account the rates

at which the banks have to lend. A higher interest rate
offered on deposits, will in turn imply a higher interest
rate on the loans. However, policy mekers cannot
completealy ignore the depositors® preference pattern. A
variety of econometric studiee done in the rast have shown
that deposits do respond to changes in interest ratea.
However, the most important influence on deposit holding
ie of ilecue: -

It would be incorrect to treat the interest rate
offered on deposits by the banks &8s a kind of price that
equates supply with demand of funds. The Central Banking
Authoxrity in wmost of the countties determines the interest
rate offered on various types ¢f deposits, Thus the level

and the structure of the interest ratee ore very uuch the
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consequence of the decisions of the policy makers, 13

Praditionally, benks have been accepting three types _(_af
deposits from the pulglie, namely current, savings and fixed
depogits éor specific periods. HNo interest is paid on cﬁrrent
account, as the same time there are no restrictions on
withdravals from current accounts. The interest rate on
savings deposits is t;ha seme as that offered by the post office
savings bank, with the difference, however, that while the .
interest on the post office savings bank s free £from income-
tax, that on savings bank accounts with the commercisl banks
18 ircluded in the free limit of Rs.7,000/~ for income from

specified categories of financlal assets. These savings

denosits accounts in the commercial baﬁks ‘offar liberal
withdrawal facllities and the cormercial banks sdopt standing
instructions in reqard to payment of bills and other
remittances in respect of them. This means that the savings
account holdars get particularly all the advantzges of

licquidity of a current account =and also a small iﬂm3014

1. "he Tates are tied to the bank rate, only in a loose
way. For exanple, in Mareh 1878, there was a dowvnward
readjustmant of all the interest rates even though the bank
rate remained at the old level. The Indian monaetary authorities
have operated more or 1ess 8 low interest rate policy for a
fairly long period, While intérsst. rates have risen over a
period of time, there have been no sharp increases, until very
recently. For esample, the interest rate on deposits upto
one year stood at 2.45 percent in 1953 and 4 percent in 1963.
Further, the range of interest rates amcng deposit of varying
maturity was vary narrow, Im 1960, the interest rate offered



on savings deposits on which interest could also be drawn was
2.5 percent and the interest rate offered on term deposits of
7 years was 4.5 percent, A sharp rise in interest rate occured
in July 1974 when the rates of ii.terest on longer temm
deposits were substantially increased. In 2pril 1974, the
interest rate offered on 5 year deposits wes 8 percent an;'.!
it was raised to 10 percent in July 1974. The difference
between interest rates offered on savings deposits and on
longer~term deposits was almo widened to § percent. Thus,
while some attenpt has been made to raise thoe general level
of interest rates offered on deposits after 1971, it is not
in any way comparable to the kind of high interest policy
followed by Taiwan and Scurth Korea, %There was no attempt
to keep the real rates of interest at the nouinsl rate of
interest, less the £ rate of change in the price ievel, &s
positive. In many years, the real rate of interest was
negative., The changes made in 1978 have tried to lower the
interest rate structure from the level towhich it was ralsed
in July 1974.1%

Agarwal @iscussed the limitations ot the interest rate
policy. 16 "In fact the interest rate technique for deposit
mobiligation cannot be }xtilised liberally. It is feared that
it meay, in the long run, defeat the vary purpose for which
it was devised. A high depomsit rate will mean a high lending
rate , it will in turn raise the cost of capital. Investment
assuming its interest elasticity will be discouraged. Lo.§
income will be generated as a remult and 8o less bank dsposits
as a consequence., Hovever, there can be another angle of

" argument., High rate of interest - more deposits - more credit
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generation possible even at lower lending rate - more

investment as a resmult - more income and more depoaits.

With respect to the influence of interest ratg
on savings, the views of Shri Chandravarker are quite
relevant, "In respect of financial savings, the
economic evidence while by no means conclusive, ndicates
that factors such as the legel and the rate of growth of
disposable income, wealth, price expectations and
zflnetitutiond facilities for savings are more influencial
in explaining observed variations in the wolume of
savings than changes in the rate of interest. All this
relfects the complexity of the moti;res and incentives

underl;ing savings deéiai&n: of persons and households.™*

Historical Review of the Interest Rate Policz

V.T. Dahajia wividly traces the changes in ;he
interest rates on deposits &uring the decade 1955-65,
The uptrend in prices started towards the end of 195%
and the rather sharp rise in industrial and agricultural
production led to an unprecendently large oredis
expansion. Benk deposits 4id not rise adequately and
therefore, the rates of interest on deposits were ralsed

Anand C, Chandravarker "Interest rate policies

in Developing Countries®

Training & Devel -ment
March 1, 19700 rP 20,
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az on adhoc measure, Interest rate on 3 month deposits, which
wes 2 percent at the beginning of the 1955-56 busy LOBEON,
rose to 3.3/8 percent at the end of the season. The rates
rose further towards the end of the 1956-357 busy season,
partly because of the rise in the bank rate in May 1957,

At ahc;ut this time banks began accepting monsy at short
notice of 3 days and inter-bank ¢ill money rates also rose
sharply. Altogether & situation was thus created in which
depositors could earn high rates of interest while retaining
liquidity. 7To meet this situation some of the major commercisl
banks arrived at an agreement on maximum rates of interetit\
on depoaits towards the end of 1958, The agreement not

only revised-dovwnwards the ratee of interest but also
prohibited payment of interest on call deposits from the
publie. ‘

Interest rates on deposits were controlled by the
banks themselves during October 1958, and with it started
2 healthy tradition. Banks stoppad outbidding sach other
in the deposits markets. Thereafter the bankg were
directed by ¢he RBI as ¢o the maximum and ¢the minimum
rates the banks ghould pay for deposits of different
maturities and with that started the era of admninigtexed

interent rates,

Between October 1958 and November 1960 “he revisions
of inter-bank agreements made further downward adjustments
of interest rates on bank deposits. Notwithstanding thias,
deposits increased rapdly, particularly in 1959. The reason
for this trend is not far to seek. -Industrial produection



and investment recelved & seteback in 1957 on account of the
forelign sxchange crisis and ﬁz&a position continued upts the
end of 1958. During these years of restricted industrial
prod&uction business fimms end alse individuals invested in
bank their excess cagh which could pot be used directly in
businese. When the industrial situation began t© pesk up in
1960, there was a reverse trend in bank ceposits, Towards
the end of that year there was a sharp decline in the accretion
of ncw deposlits. In contrast, boom conditions prevalled in
the stock merkets ané even men of small means began to invest
in ghares. The £fall in the rate ¢of deposit eccretion was felt
- to be sharp perhaps becauss of the rather high rate of growth
-af deposits in ths previous yesr and the shift in that year
of a larger proportion of liquid funds into stock markets.

In sgptamber, 1960, the RBI directed the scheduled commercial
banks to €ix the minimwn lending rateg. Thig, together with
the normal tendency in influencing conditions to raige
iending rates widened the gap between the Geposit and
lending rates inducing industrial and commercial concerns

%0 accept daposits from the public at rates higher than

thosa offered by banks. "Ehera wag, thus, a further

diversion of potential bank dsposits. The upward revisions
of the intefest rates s&fter 1960 were essentially
designed to cope with this situation. In September, 1964 the
RBI intervemned directly to raise the rat-s on longer term
deposits and to lower the rates on shorter term deposits.
With a view toc widening the spread between very short-

tarm and long term depasita, the banks imposed ceiling of
2.5 percent and 1.25 percent on interest rates payable on
deposits for 462 90 and 15 tv 45 dayc ~espectively. 25
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The maxiala rate payable on deposits for periods upto 14
days was pegged st the ratc payable on & current accounts.
Banks were alsd advised 0 pay & minimum cf 4 percent per
annum on deposits of 91 days with adequate spread for deposite
of J:ongat periods, with a view to encouraging further deposits
mobilisation. In FPebruazxy 1965, there was a further upward
reviesion of these rates by the RBl., To adjust deposit rates
spuitably to the other charges, max.ium interest payable on
Geposites for 15 to 45 days and 46 to 90 days were raised by
v guarter percent and helf percent respectively, and minimum
rates were prescribed for deposits for 91 days, 6 months and
-~ 1 year and for savings bank deposits at 5, 5.1/2; 6 and 4
——-parceat regpectively.,

Interest rates on deposits declinaed in 1959 and
remained almost unchanged in 1962, 1563 and 1984. The
growth of deposits in all these four yeara, however, was
pot cnly gquite large but larger tuan in the year 1953
and 1961, when interest rates rose. T0 treat these & years
as cxcaptioﬁal when the influence of interest rates
on depoaits was pot evident end €0 regard the r. ther
1ar§a growth of deposits in 1965 as mainly due ¢to the
influence of interest rates would not be coxrect. It cannot
be denied that intezrest rates & influence dencsit asccretion
but the importance of other factors should not be under-
estimated. Deposit accretion dep«nds to some extent upon
opportunities or the want of them for profitable use of
liquid funds in business. As has been indicated earlier,
funds flow into bank; when business is slack and industrial
and agricultural p:oduc;.ion is on ehq downswing. This is
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particularly 80 in resgpect of fixed deposits. In the past
year and a half, the ndtable rise in fixed deposit and alwso
the slow rige in current aceounts - which are uged to &
lesger degree when business transaction contract - cou’d be

traced to the recession in the Indian economy,. 17

V.T. Dashajia attribted the spur im deposits in 1965,
mainly to the favourable movement in the rate of interest,
*During 1965, the aggregate deposits of commercial banks
increased by the sizeable amount of Rs, 398 crores, as compared
with Rg,. 316 crores in 1964 and Rs.246 in 1963, In the first
half of the current year (1965) also, deposits increased
further by Rs.251 crores. ’ ‘I;hia-welc-'ome trend has givaﬁ

" rise to speculative thought and mndsks understandably so
in the absence of proper investigation - on the relative
importance of the contributing factors. Some 9f these
factors are plainly viasible. Anong the visible factors one
iz inclined to accept and readily so, the contribution of
higher interest rates, as the response pattern of interest
rates is easier to interpret and understand than the rather

. abstruge effects of other fsetors. Hevertheless, the

possible impact on depogit accraetion of factors like the
growth of nationsal | income, the increase in money supply as
also spread of banking habit and branch expansion programme
can not be ignored.*

In 1968-69, some banks expressed their unhappiness
over the deposit rates agreement, There was a sort of
confusion in the dcpoaig market. The RBI appointed a Comnittee
of bankers to examine the issus on the basis of the
recommendation of this committee, the RBI issued a directive
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on September 1, 1969, stipulating deposit rates payable by
commercial banks and thus all the controversy and confusion

come to an end,

From September 1, 1969, interest rates for various
categories of deposits have been prescribed by the RBI though
the policy regarding t s structure of rates remain the same.
The main features of the present structure of deposit rates
are as follows
A) interest rate on deposits of less than 90 days tenor

is quite low.

B) the rate for 1 year deposits equals the bank rate.
- Q) The rate of interest for deposits for 2 to 3 years
was 6.1/2 percent, for 3 to 5 years 7 percent and

above 5 years 7.1/4 percent,

Smaller banks are allowed to pay slightly highexr rates

of interest on various categories of fixed depoa:l*i:s.18

A study of the directives make it clear that there wes
no material difference betwesan deposits rates structure
prevailing under the deposit rates agr ceanent snd the provisio%b
of this diroctives rates of interest remained unchanged,

But after the directive, interest rates on deposits
have besn reviged upward several times. The upward revisions
in interest rate has t en place mainly for mobilising
greater savings. In fact the RBI was revising upward its
bank f.'ate and commercial banks lending rate in order to
geug&\n inflation. ‘fhcraﬁorc. the deposit rates of commercial
banks too ware pushed upwards., 3Some sort of aligmment between

commercial banks' lending rates and deposit rates is essential.
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Keeping one constant may csase adverse effect on commercial
banks' profitability er effic!.ency.”

On Pebruary 18, 1970 the Chalrman/Chief Executives
of the Banks and the Governor of the R.B.l. reviewed
credit and deposit trends during the first three months
of 1969-70 bus: season. As credit expansion continued
to grow in the 1969-70 busy season the Governor asked
the Bankers to exerc¢ise the utmost cauhgn in extending
credit and exercise greater vigllance in the matter of
end-usge of credit, The Governor alsc urged the banks to
rely more on the resources, which they could mobilise by
way of deposits than on regburce to the R.B.I,.

R.B.I. al=zo took certain additional mezgures ¢€o
curb credit expansion and to encourage deposit mebiligation
by banksg,.

On January 21, 1970, R.B.1. removed the ceiling rate
of interest on advances, which wes fixed at 2.1/2 percent
on March 2, 1968 and which was applicable tc the 1arge‘u’:7
Indian Scheduled Conmercial Ban<s end Woreign Banks =~
operating in India. %The removal of the ceiling rate of
9.1/2 percent on advances and the upward revision of the
rates of interest on certain categories of postal deposits,
the R.B.X. raised on barch 28, 1970 by 1/4 to 1/2 percent
the rate payable by banks on deposits for periods of two years
and above. While retaining the ratea of interest on savings
deposits and the rates on fixed deposits for period of less
"than two years at the previous levels. The new rates came

into effect from April 1, 1970.20
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The rates of interest on various types of deposits
{except curre:t deposits, which are interest free) were
revised in 1571 and agein in April 1973 with effect April 1,
1974, the rates of interest on depos’t with banks wers
revi sed upwards by 0,25 percent to 1.0 percent for various
categories of deposits. The most important revision was
the incicase by full (one) percent in the case of savings
deposits which was intended to prumote savings in this fom,
The interast payable by the R.B.I. on additional deposits

maintained by Commercial Bankz under Section-42(i) of the
21

'

R.B.I. Act was ravised from 4.75 percent to 5.25 percent,
Simultaneousgly, in order to assist Aeposit mobilisation and
encourage savings interest Tates on various categories
of commercial banks depcsits were increased, 7The maximum
ke paycthle on depoR s of oVey 5 Yeau¥S wus quisek grom
A € percent t© 10 percent per annwm, while the rate on savings
Qaposits remained unaltered at 5 percent, upward adjustments
in the rates on fixed deposits were made with relatively

large increases in respect of longer term deposits.

Connected with the need to check the growth in money
 and oredit, the RBI ennc:nced on July 22, 2974 {i"gemeral
hike in the structure -of interest rates, covering both
lending and deposit rates.

The revision of depoalt rates had the principal
objective o0f encouraging savings. Hence, while the rate
on savings depoaits (which was raised by one percentage
point in April 1934) was retained at 5 percent. The rates
oxi various categories of fixed deposits were increased.
The increased was 0.5 parcent in respect of short-term

I3

¥

deposits but ai mruch as 2 percentage pu..nts for deposits
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of above 5 years and 1.25 percent for depogits in the

categories ¢c£f 3 to 8 yea!:ta.22

The rationale of these directives on interest rates
is that the pericds for temm deposlts are categotised. Ho
interest is payable on curremt account and deposits
upto 14 dsys, the rate of interest to be paid on savings
bank sccounts is also stipulated. Banks are permitted to
pay interest on deposits accepted by them or renewed by them
in accordance with such terms and conditions as may be laid
down from time to time.

R.B.I. directed that all .scheduled commercial banks
shall with affect £from July 23, 1974 pey interest on
deposits maintained in savings accounts at the following
rates
1) Banks having aggregate demand and time liabilities

of less than Ra.10 crores at the rate of 5.5 percent

per annum,
2) Banks having aggregate demand and time iiabilities
of Rs,10 crores and over at the rate ogs percent

pPer annum,

Thereafter, a need was felt for rgqtionalising the cogt
structure of banks by changing the interest rates on cCertain
types of deposits and advances.

First of all the deposit rates were revised to encourage
mobilisation of savings of a term character. The spread
between the short-term and long-term deposit rates was widened,
and changed was effected in the types of savings accounts,
with effect from June 1, 1977. The rates for fixed deposits

w
=
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in the range of 91 days to five years were lowered while

the rate on fixed deposits of over five years was kept
unchanged. A significant change was the two way ¢lassification
of savings deposits to dlstincuish between transaction money
kept as saving deposits and depesits which partake of genuine
savings., With effect from July 1, 1977 the rate on savings
dupogits with cheque facilities was lowered tc three percent
wl.le that on savings deposits without cheque facilities
continued at 5 percent. &lmiltaneously the rate of interest
paid to banks by the REI on deposits impounded throuéh the
enhancament in the statutory cash ratios (average as well as
_incremental) was raised from 5.1/2 percent to 6 percent with
effect from June 1, 1977. Banks were asked to pass on tha. .
additional impounded deposits to their borrowers particularly

thoge in the priority sectors.za

Agein, the interest rate on bank deposits were ravised
on Septamber 13, 1979 when the rates on savings deposlte and
on fixed deposits with a maturity of 9 months to 1 year was
raised by half a percentage point and that on fixed deposits
cf 3 year and over by i percentage poimth-

aimultemus}y , With the presentation of the Central
Budget for the fiscal year 1951-82, several changeg were made
in the deposit and lending rate structure. These changes
were considered necessary, firstly, because of the persistance
of inflationary pressures. Secondly, the various adjustments
in lending rates applicable to different categories of
borrowers mads from time to time combined with the incidence
of the interest tax, had resulted in a plethora of rates
and certain enomalies which called for rationalisation,
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The changes made with effect from Mareh 2, 1981,
retained the maximum rate at 10 percent. The rates on fixed
depogits of 1 year and above were resgtructured to make the
returns on this categorier more comparable with those offered
on company deposits of like maturities. The category of
deposits with maturity of 1 year and above and upto and
inclusive of 3 years (on which interest was paid et 7 percent)
was abolished and in its stead two new categories vig, 1 year
and above but less than two years was given 7.5 percent and
2 years and sbove but lesa than 3 years was given 8.5
percent, While deposits of 3 years and above were allowed
the maximum of 10 percent. Thae.category of 5 years and
above was droppeds this was done with a view to Alscourxacing
banks from taking on fixed interest commitments for
excessively long maturities as this ereates problem in making
shorter term alteration in deposit interest rates.

The new deposit rateg were not allowed ¢o be
retrogpaective in effect. However, in the cagse of reinvestment
of o0ld deposits, the penalty payable on praenature withdrawal
of dsposits w~s not spplicable proviiist the deposits were
invested for a longer period than the balance period of the
0ld deposits. As on esrliar occaessions smaller schaduled
commercial banks and regional rural banks were given ths
discretion to offer /4 - 1/2 percent higher on deposits
of maturities upto 3 ysars but no such discretion was allowed
on the maximum of 10 percent payable on deposits of 3 years
and above.z‘
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The rates of interasgt payable by scheduled commercial
bankeg on term deposits of less than 3 years have besn stepped
up by RBI with effect from March 1, 1982. The actual rise is
1.1/2 percent for deposits of 6 montha to less than 9 months
and 9 months to less than 1 year., 1 percent for deposits of
46 to 90 days and 91 duys to less th~n 6 months and 1/2 percent
for deposits of 15 to 45 days, 1 year to less than 3 years
thgrate of interest payable on deposits of 3 yezrs and above,
however, ramains unchanged at 10 percent as also i:hat on
savings deposits at S percent. By rising the shorter term
. depogit rates, the RBI has scught to align these rates with

. : -elongeding
the rates on depogcits of longer maturities thereby mef‘g—t}rari"ng

the maxnii maturlty pettern. It will be recalled that when
the deposit ratszs of banks were increased in September 1979
and March 1981, the rates for maturities of below 1 year had
been left untouched. The revised interest rates however,
apply oaly to fresh daposites and on renewals ¢ £ maturity

deposits.

With a view to enabling banks to attract renittances
£rom abroad a special mc&tives hag bean provided for none
resident deposits, with effect from March i1, The term
degposits of 1 year and zbove under tha Foreign Qurrency
Non~Resident Accounts Scheme (F C N R) and the Non-Resident
External Rupee Accounty Scheme (N R E ) carry interest at
rates and percent above the rates permissyble on domestic
deposits of comparable maturities. 8ince the additional
~ 2 percent is payable over and above the revised rates, the
actual increase in the interest rate (as compared to the
earlier rates prior to March 1, 1982) works cut to 2.1/1
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percent for deposits of 1 year ¢ laess than 3 years whereas
the increase in respect of deposits of 3 years and sbove is

2 percent. As i;: the case of &omestic Geposits the revised
rates would be applicable to fresh dsposits and on renewais
of maturing deposits, %The RBI has however, made it clear

that prenature renewals of existing deposits under both the
non=resident deposits schane: should not be allowed except

on the t‘;rma and conditions s*ipulated in the D B 0 D circular
of Jenuary 14, 1975 im respect of docmestie deposits.

The Smaller scheduled commercial banks that is those
‘having aggrey=2te demand and time liabilities of lesz than
Rg8,25 crores may at thelr discretion continue ¢o allow an ,
—aéditionnl dnterest of % percent on a1l term depogits of less
thean three years and savings dsposits.

The revisions in interest rates are expected to assist
deposgit mobilisation and help the banks in mobllizing more
savings both from within the country and akwcoad. Thay would
also enable the banks to bring about a better balance in the

maturity pattern of their short-term liabilities and ssseta.as

With effect from May 27, 1985, the RBI restored the
interest rates for deposits of schednle cormercial banks upto
80 days to the levels prevailing prior to April 8, 1985 and
has f£ixed the rate for maturitiesg of 91 days to less than 6
months at 6.5 percent and the rate for 6 nmonths tc less than -

1 year at 8 percent,

Out lining the development which led RBI to reviaw the
situation and announce the aforesaid changes. Shri R.KM.
Malhotra, Governor in a communication to the scheduled
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comuercial bsnks said that the banks were given the discretion
to fix interest rates on depcsits of maturities of less then
one year within a ceiling of 8 percent with effect from April
8, 1985, It was than expected that with reasonable rstes of
interest on such maturities the banks would be ab;e to
mobilise hitherto untepped resources and thereby widen thelr
deposit base as also s.hieve a better dlatribution of temm
deposits instead of the present highly skewed distribution
with concentration ground the longer maturities at relatively

higher costa,

Individual banks ware expected to so £ix the rates as
to safeguard thelr 'd.xrrent and savings acéounts an’d
 simulteneously bring about better portfolio management.
However, the approach of banks did not eome upto those
expectations. The major initislly fixed uniform rates for
five maturities below 1 year at a level of cne percenteage
point sbove the rates prevailing prior to April 8, 1985.
Subsequently, when a few banks startogt offering & rate of
8 percent even for a maturity of 15 days, all banks simply
followed suit and without regazrd to the sonsideration of [
profitablility set a single rate of 8 percent for maturities
starting from 15 deys and upt one year,

Some of the banks begen to manage their 15 days deposits
almost like curremt accounts. Moreover, resort to maturities
above 15 days but below one year was greatly diminished. %The
consequence was a shift of deposgits from current account and
to a lesser axtent from savings accounts to 15 days deposits,
Therefore, in respect of maturities of 15 days to 43 days and
46 days to 950 days the interest rates have been restored to



3 and 4 percent respectively.
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Eoilt Schemes

Immediately after bank nationalisation in 1969 some

studios pointed out the importance ¢f non-interest
characteristics of deposit schemes in mobiliging bank deposits,

Workshop held at NIBM in 1969 for ‘Deposgit Mobiligation'

indicates the successful techniques as given here under s

The various s)Yichsmes dovised by commercial banks for the

purpose of Deposit Mobilisation can be loocked at broadly from
the following points of viesw.

1.

2.

Schemes which help the commercial banks to go out into
the interior parts of the area served by their offices
and ¢o reach out new segments of customers hitherto
inaccessible to them, In this can be mentioned -

a) Mobile Van Scheme

b), Mobile Bank Scheme

c) Itinerant aAgent Schene
4 &aall Deposit Schene
@) One-man Office
Schames which are meant tc reduce the cash drain from
the commercial banksg. Presently, in the absetice of
certain facilities customers are obliged %o draw cut
from the Tanks their requiranents of cash for a longer
pariod of time than would be necessary if certain
devices ¢could be found for replacing cash by other
acceptable instruments which could be passed on from

- hand to hand in lie of cash. In this comes -

ot
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4.
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a) Travellers' Chegques

b) The Cpedit Card System

¢) Guaranteed Cheques,
Schemes which are meant to generate deposits automatically
by linking up with certain sources of generation of
incomes. In this fallg the In-Plant System of some of
the ..anks.
Scha..e8 which are specially designed to suit the
conveniaence of the customers which include, apart from
convenient logation, fixing of convenient hours of
buginess, as for example, morning and evening branches
or branch(:. at the shopping centres in the evening
hours when people generslly take to shopping or
branches spacially manned by female staff. Night
depository service could also be included in thig head.

Schemes under which special inducements ere offered %o

prospective customers to open accounts with banks so that the

relationship thus built up could grow and result in sizeable

deposits for the banks in future. Under this would come
echanes such (&) Sévings Promotion Compaigr (b) lavings
weekse”

V.Ts mjiag V.Vo Bhﬁttc %pal Karkal and other

anphasis on incorporation of the following elements on deposit

schemes which were expected to increase bank deposits.

Investments in bank deposits have some advantages

which investments in other forms - physical or financial -
do not have. These are frequent reneability, overdraft in

Eaae of nead, an sbsence of anycost of investment, absence
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of the Xisk of capital depreciation stc, 7The rate on bank
deposits should be lowsr than vield on other form of investment

~ for these reasons.

The cost and riak of investing funds in aszssts other
than bank deposits, as alaso, the minimum size of investment
required, make bank deposits the natural and perhaps the only
form of investment open ¢o majority of individnals.

Deapite these considerations, banks in India have relied
only upon interest rate to attract deposgits. The net effect
of dspoait accretion of the rise in rates since mid-fifties
18 a matter of guess. Interest bearing depcsits have risen
and to that extent the high retes had perceptisble effect.
But the cost 0f deposits has alsd gone up.

Interest rate can not be made the main plank of deposit
mobilisation sfforta except at the risk of harming the orderly

growth 0f banking in our country.

For the reasonsg mentioned above, the main amuphasls
should be in attracting cash intended for currant transactions
into bank Geposits. Here the quality and the variety of
services rendered by the banks in the matter of meking
paymontg and transferring funds is the decisive factor. In
terms of quality of service nothing is more important than
reducing the tims taken to put through a transaction.

In recent years, banks have been offering in a gpiris
of competition, a large nunber of free servicas, like frea
issue of travellers cheques, ccurtesy cards, free traasfers

of money and collection of cheques. These sarvices have
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their uses in making bank deposits attractive as nesns of
paymentg., There is not doubt that this will incresse the
adventeges of bank depopits over gurrency and thug lend

& greater pro_poxtion of monzy Sipply being -held in the forz
of demand depogits. But the real question is whether fram
long-term point of view, it is in the interest of banking

to render these services free of cost.zs

Commenging on the importance of innovative deposit
schames, V.V. Bhatt stated that ‘it is the purpose to suggest
certain deposit schemes which can serve the purpose of raising
the saving rate in general and the rate of deposit expansion
in particuler.

The objective of new deposit schemes should be %o
induece a higher rate of saving generally and gaving in the
form of bank depogits in particulax. This impliss that the
schemes ghould be attuned to the basic motives %o save. Thig
by itself is not enough. The savers should feel that the
instrument of depositcs is a simple, convenient and intelligible
instrument for saving. They should hese enpugh confidence in
the banks sc as to induce them €0 trust the bankers, And the
bankers' attitude asnd appzroach must be such as to inspire
trust and eonfidenco and thelxr services must be such as to

offer maximun convenience to the savers,

Apart from the link of deposits with ssving motives,
some deposit schemes should also be linked with certain
sexvices. If the banks can offer these services, the savers
would be inclined to keesp a pert of their saving in the form
of depoaits.” .
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Barlier importance of deposit mobilisation and use of
currency substitutes, if economic development larger dsposgits
and lesser use of currengy are necessary to finance increased
economic activity. Dep'oait mobilisaticn requires high skills -
skills of marshalling resources to provide strength and
liquidity to the banks. There are various schemes or
techniques developed by the banks not only to attract fresh
deposits both in urban and rural areas, but also to reduce
the cash drain from the bankg, Whether the banks operate in
suburb or in commercial or industrial ¢entres or in urban
residential or rural areas, no two branches are like in their
nature of business; in their composition of customer and in
local conditione. In other words, the very outligok cmit-method—
'of business differ from place to place and from bank to bank,
This means that methods and techniques to be anployed to
attract deposits and to lend would have to be éifferent to

suit the areas, types of clientale and other facbox's.w

The various strategies devised by commercial banks for
deposit @ohiuaation revolve round the fundamental principles
. of mobllity, Siexdbility, convenlince %o Sustomers, automatic
facility, reduction of cash drain and special inducenants

to depoaitora. 3

The only systematic study of deposit schemes was by
C. Rangrajan, has devided the deposits schemes in the
following categories.

As part of the effort ¢o mobilize deposits on & larger
scale, banks in India have been introducing & variety of new



deposita schemes to suit the needs of dlfferent types of
customars. Indian banks attract three type of depcsite

current, savings and fixed. It is in relation to fixed deposits
that a number of variations hes been intxoduced to satisfy

the requirements of different classes of savers,

In the standard, fixed deposit schames & customer
mekes a deposit for a fixed period, tho period ranging from
15 days to 5 years and beyond. In such a scheme, interest
is paid periodically and the interest rate varies with the
term for which the amcunt is deposited. The essantial
characteristic of a fixed deposits. scheme is a conmitiment
on the part of the depositors to keep the money.xigh tha
bank for period fixed in advance. From the point of view,
portfolio of management such fixed depositas are a great help
to banks even though the interest cost cun be come sizeable
starting from the essential characteristie that the amount
i3 et aside for a fixed period, banks have intrvduced 2
-variety of modifications to cater to the neede of diiferent
classes of customers while l:{;-:l’:;a echenes introduced by individual
bankg may vary in detail the different schemes introduced
by the banks fall undex the following four categories t

1) Reinvestment Schemas

2) Recurring Daposit Schemes
3) Peénsion Plan

4) Small Deposit Scheme

In the case of all the schemep, descxibed an element of
liquidity is imparted into thex by proviaipg for loan
facilities against securities of deposit receipts or in some
cases allowing even withdrewal s before maturity. WwWhen such
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withdrawals are allowed the rates cf interest are drastically

reduced to act ags a deterrant, 32

The sluggish growth of bank deposits in the recent past
has been a cause of concérn. especially beca;use of the
paramount importance of bank deposits a8 a monetary wariable
0f the economy, Both Ravi Kumar Bhola and S.G. Shah have
attributed this sluggish trend to the following facts.

Deposit growth is a continuous process, much wore so
in a developing econony, where resource mcbilisation acts
as & prime mover of the vehicle of development. The
-valuerability of a complex economy like that of India to -
the interaction of warious heterogenous <ewenowic— and- sccial
factors ig more often than not a chain of emerging agherration
which becomes difficult to explain,

The pattern of deposit growth in the banking system
for quite sometime in the recent past is one szuch instance.
It is in this context that an urgent solution ought to be

found to the knotty pfoblam of sluggish deposit growth,
b= -
There are sevdral factors those had contributed to the

sluagish growth of éGeposits. Some major factors are as

follows ¢

1) Interest Rate Structure

The interest rate structure governg the deposits with
banks, the maximum rate of interest on time deposits with
commercial banks is only 11 percent per annum for fixed
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deposits with maturity periocd of 5 years ox over, while
similar deposits with the corporate sector fetch upto 15
percent per annum -~ a margin of 4 percent on deposits with
the ¢oxrporate sector is a definite attraction for small
investors. This has resulted in the outflow of householad
savings from the banking system to the corporats sector,

The experience of some other developing countries
also confirms that a substantial increase in the interest
xates on savings and fixed deposits can bring about
substantial increase in the bank deposits. The mﬂa‘tion
conditions in these countries reduced the level of real

interest rates. Hence, a very high rate of interest was

needed to attract deposits. Experiments in Korea, Tailwan,
Malaysia and Singapore have also confimed the effectiveness
of ensguring a positive resl returns to savers for the
mobilisation of depogits. In India, the impact of
inflationing conditions has not fully diseppeared. Therefore,
the rate of interest charged by commercial banks ahould be

raised.
-

2) Inedequate Mobilisation of Rural Savings

The growing prosperity of rural area still remains
inadequately exploited by commercial banks for purpose of
deposit mobilisation., The saving income ratio of rural
households ig still low. Rural household income is still
invested in an unproductive manner., 7This shows that there
is adgquate scopex for mobilising savings in rural areas.

It is essential that banka should post only such tesam
of well trained staff in their rural branches as have an



aptitude for serving in rural areas,

3) Poer Customer SBervice

Commercial banks can not long survive in a competitive
enviromnent, if they fail to provide the kinds of services
that fulfil the needs and satisfy the wants of their
customers. Therefore, whether commercial banks are going
to succeed or fail in their trade area is determined to a
large extent by how well the needs of their customers have
been understood and satisfied.

The attitude of bank's staff towards the customers
is very important. The building of an effective customers
oriented service involves muéh more than mere good
intensgions, it requires human apprvaech, imaginative

leaderghip and innovative outlook.

4) Absence of New Schemes

The deposit schemes of various banks are so stereo
typed that there is very little room for innovativeness.
The straiy; jocket growth of depoeit schenes has slowly
rawved the attractiveness of bank deposits, to the interast

conscious gavers,

It ie high time therefore that commercial banks
attempted to introduce innovative deposit schemes to maeen
awvay the depositors from the non-banking financial
intermediaries who are able to introduce more deposit
schemes., At this juncture, new schemes of deposits,
incentives for depositors and attraction should be considered

for attracting customers.
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4 The incraased aconomic activity is genmerally higher
demand for bank credit in the various zectors of the
economy end malnly in the priority sectors. Undexr the
circumstences, commercial banks will have to depend largely
on their efforts regarding mobilisation of deposits.  The
banking facilitlies should eover as large &s number df
depositors as possikie. Hence, as plarmed effort for
mobilising deposits from & large nmumber ¢of depositors in
India is very much needed for the growth of banks's funds,
which will increase their capacity to lend more amcunt of
the different sectors of our economy for promoting economic

development., 33

Banke believe in two very simple explanations of

the decline in growth rzte of their deposits.

- One is that high and increasing cost of living
has affected the capacity of the people to gave. Another
is that non-banking corporate sector offers gtiff
competition to banks by offering higher interest rates.
These factors are not adequate to explain the decline in
the crowth rate of deposlts.

The feaf that ¢ompany dgposit are depriving banks
of their rightful depositsz assume ¢that deposits are
interest sengitive, while savings or fixed deposits may
to some extent be in competition with cowmpany depouitt;
current deposits of Ma are ¢omplementary to company
deposits. Individual banks or individual savings and
fixed deposits accounting lose deposits to companies in
responge to their higher rates, although to some extent,
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' better facllities and tax benefits and liquidity for
transaction needs of customers may hold bank money from
going into company depoaits.

The position would have been dlfferent or difficult
if bankd did not have money lending opportunities. But
in times of credit squeegze and ghortage, banks can lend
to sny one and they maintain both their advances portfolio
at a high level upto the permissible limits and maintain
also their deposits growth rate.

There is a different relationship between deposits
and rates of interest and bank credit. All these years,
company Geposlits rates have been substantially higher
than bank deposits rates. Yet the annual rate of growth
of bank deposits has alwaye been higher than the growth
rate of company deposits at 10 parcent per annum, excapd
in 1974, when company deposits rose by 35 percent. The
explanation for the extra ordinary growth in that year
did not lie in the interest rates structure of that
year but in the credig asqueeze enforced during that year,
It i3 3 ssvere credit aqueaze that drives the bhorrower
depositors away into company deposits and not the attraction
of higher 4interest rates on company d&eposita. This
year again, 4if company deposits have become more
attractive, it is wgf high lending rates and severe
credit squeeze and not because of lower deposit rates.

Pinally, there is a new dimension to the problem of
deposit mobilisation. Rate of deposit growth depends more
on the income level than on deposit rates. A more cognent
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explanation of this year's Geposit perfomance is low rate
of growth in GNP rather than lower deposit rates.

) Within theae overall parametears, each individual

bank is cspture of lmproving its own deposit performance.
Bven & where €the overall deposit growth of the banking system
would be less than or around 20 percent per asnnum, ©&oua
banks can individually show a growth of 35 to 40 percer:
and even faster. They ars able to & thisg with a four
elements of new strategy. These elemnents are 3
1) a problem solving approach towards customers
2)  development of financial management experftise

of a much higher calibre than is quitable in the

market

3) emphasis on mobilising a captive market of stuff
Gepositg and

4) greater emphasis on reinvestment plans, recurring

deposits, cash certificates and other forms of
depopits, whers interest iz not paid but but -
nccuumulat.ed.“

On the other hsnd, the example of one 0f the nationalised
bank is, which has successfully introduced on innovative
deposit scheme is cited by V.V. Bhatt. The bank has
exanptory achlievement in termsg of deposmit ‘mobilisation.

The Pigny Deposit Scheme introduced on October, 1928 was
one scheme which distinguishes syndicate bank from all other
banks, even though thelimitationg of this scheme are many. This
scheme was conceived as a supplementary gource of resource

mobilisation speclially from the small savers besides the other
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regular saving schemes. As it has remained so during the last
five decades of its operation.

The savings of the lower income gromps are not generally
tapped by any banking company* becaﬁu ;f the mge
organisational task and the modicum of business prospects. As
the gavings would be in dribblets, the cost of ¢ ‘lection
has to be kept down to render the saving scheme financially
viable. It is therefore, necessary to adopt a new strategy
to mibserve these twin objectives,

Under the Pigmy Deposit Scheme, the bank arranges to
collect small sums of money on a daily basis from the
dooxr stepe-eof-dhe prospeetive customers, The minimum smount
of savings collected from the depositors undexr thig deposit
scheme i3 Rs8.0.25 per dey. The accredited agent of the Bank
vwould make his daily rounds to collect the depcgit from the
customers, He would alao issue a receipt to the depogitor
indicating the balance as on that day: The period of maturity
for the deposit is 7 years. The attractiveness of the scheme
is pot the rate of interest, but the convenience ¢f operations.
The lower interest rate offered is justified on the ground
thet for the dribblets of savings, there is no other avenues
of investment available and the opportunity oost is zero,

Loans ars also arranged on the cutstending kalance of

the Pigmy Deposit at the time of need,

* The non-banking financial intermediarics
which are not subjected to any monédtary contxol,
attract the savings of these groups by cffering
fabulous gift schemes, see, "Report of the stu
Group on Non=Banking Companies”, RBI, Bombay 1978.
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Yo meke the schene more attractive after a few other
banke started similar scheme. The bank has introdaced a new .
varisnt called Adarsh Deposit Scheme in 1971.

This had been employed to tap the savings of a
particular group of customers. This scheme could be adopted
ag a means for inculcating banking habits amoj{ﬁe thosge classe:
of the goclety which normally remain beyond the ambit of

modern banking. 35

Conclusion

A review of the schemes dring the stvdy pariod
reveals that banks compete awong themselves for deposit
wmobilisation by coffering special services or imparting

specisl characteristics in various depcsit schemes.

Given the administered interest rates which ere uniform

for all the banks, thig is the only possibility where

in lies tne scope for inter-bank competition. Yet,

very few banks have introduced irnovative schemes with
speciel characteristics tempted to attrilute this
complesency of the banks tc the easy flow of bank deposits,
which is a monetary characteristics of most of the developing
countries. However, as soon as, the imkk initial phase of
depoesit mobilisation -~ continuous rise in deposits - is
over the banks will have to increasingly depend upon
improvisation of the bank deposits as a financiasl assets
for increasing their deposits. The growing competition from
NBFIs and Government Securities will make it all the more
necessity for the banks to be innovative in formulation of

daposit schemes.
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