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INTRODUCTION:
The growth of government financial institutions in India both in

‘terns of number of branches and quantum of credit has been impressive,
especially in the post=bank nationalization period. waever, the mushroom
gro wﬂ\l/ of non=-banking financial oompanies-/ - which include chit funds,
nighis, loan companies and other finance companies —= suggests that insti-
tutional credit sources are madequate to meet the variety of demands for
credit, Such growth of informal credit sources would not only make
monetary policy less effectlve,}j but also can frustrate it (Sundaram and
Pandit, 1976, 1984 and 1985)5/ Formulation of effective poliey on informal
credit sources would become extremely difficult in the absence of syste-
matic studies on the ﬁmct:.oning of these institutions, Although there

are studleai/ on chit funds and nidhis, there are, however, very feué/ on

the functioning of the Private Plnancing Fimms (FFs). Among them, the
studies by Banking Commission (1971) and M. Sreenives (1975) did:not have
primary »d.'a.ta to explain the ﬁmotioziing of FFs; hence, they could make only
preliminary observations., Nevertheless, the former provides us with a

case for and againat the regulation of FFs, In mn‘crasf, Precash (1984)
provides an interesting account of the functioning of FFs in Kerala with
adequate ‘pmmary data. However, he is silent on questions such as types of
borrowez:eI/ total amount of unaccounted money generated by FFs, regulation

of FFs, »safety of depositors' money and so on.

GROWIH QF PRIVATE FINANCING FIRMS3

E::'ivate financing fimsg/ are mostly partnership firms accepting
déposit; from the public and making advances at higher rates of interest.
The origin of FFs is generally traced to ﬁa.da.na.pa.lli town in Andhra
Pradeshj Though FFs are of recent origin (FFs spreng up from 1964 onwards),
they ma.de a rapid progress (both in terms of the numbeér and magnitude of
Operatlvons) and became prominent in South India and Gujarat. In Kerala,
there aye 4079 financing firms (Locally referred to as "blade companies")
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registered under the Moneylender's Act.g/ Houvever, the Working group on
“"Private Financial Unincorporaizd bodies™ not=d that there are 11261 FFs
functioning in the State w.w. a fund of Rs. Z000 crores.lg/In Madanapalli
(Andhra Pradesh) there were 50 FFq’in 1970, In Anantapur district there
were 60 FFs (in 1971) of which, 42 were locatzd in Anantapur city itself.
The total deposits of all the FFs working in the district were estimated
to be Rs. 75 lakhs (Banking Commission, 1971; 105). These FFs are seem
to be coming up on a large scale all over Andihra Pradesh.ll/

It was estimated (in 1970) that the number of FFs was 7C in Bangalore
City and 137 in the then Mysore state (Banking Commission, 1971; 105).
By 1972, ‘the number of FFs had crossc? 100 in Bangalore City alone
(M. Sreenivas, 19753 94). ‘Hunuaxdé%a on the number of FFs in Karmatala
are not available, it is estimatedlg/that in Bellary town (Karnataka)
alone there are 275 FFs. Such a growth of Frs is alarming as it has
implications for monetary policy and generation of black money. The
efforts of the goverrment in the past to reduce the influenc: of these
FFs yielded only partial results.lj/

This paper, which is based cn a survey of ei@a#LQ/FFS in Bellary
town aims at (1) probing the factors responsible for the growth of FFs
(2) documenting and aralysing thc functioning of FFs and (3) critically
cxamining the tyne of borrowers, the use-=pattern of the borrowings and
also to estimate the black money gédnerated by the FFs. The survey was
carried out in the months of November and December of 1985 and the
data collected pertain to the ye:~ 1984-85., The gelection of the study
area wac motivated partly by the fast growth of the FFs in this town in
recent years and partly by our familiarity with the area., Purposive
sampling was adopted in the selection of FFs.

This .paper is divided into four sections. 1In the first section,
the factors contributed to the growth of FFs in Bellary town are explained.
While the functioning of FFs is explained in the second section, in the
third section the arguments for » < against the regulation of FFs are
put forward. In the final section, concluding remarks are provided.



SECTION 1
GROWTH OF FINANCIAL FIRMS IN BELLnRY TOWWN

Bellary, with population of 1:92 lakhs (in 1981), is one of the
several towns in south India which witnecced a rapid expansicn in ihe
number of FF¥s during the last decade. In order to inow the growth of
FFs in Bellary town over time, we collected data on the years of in-
ception from 51 randomly selected firms. Though a few fimrs sharted
as early as in 1971, the majority of theuw came up only after 1980
(Table 1).

Table 1
Yeat of Inception of the FFs in Bellaxry Town

Year No. of FFs Cpened Per cent
Before 1978 4 7.8
1979 5 9.6
1980 6 11.8
1981 9 176
1982 7 1347
1983 13 2745
1984 4 748 (
f—--a98= 3 640
Total L 51 100.0 |

Source: Surv %?ta. . P

Between 1980-83, 69 per cent of total fims were startedd In

1983 itself, 26 per cent of the firms were established. 'The

factors which contributed to such growth are the followiné;

(1) Decline of the traditional forms of moneylending., (2) Expansion
of business activities due to (a) transfommation of dry cultivation
into wet (b) growth of the town, and éetting up of new business esta-
“lishments. (3) Restrictions on credit for business purposes from
formal credit institutions. (4) Procedural formalities in obtaining
credit from the commercial banks, and (5) Accumulation of surplus

by certain strata of the society.
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As in any cotton %rading tc m, the inforual credit ..arket was
active even in the early decades of the present century. The Madras
Provinecial Banking Enquiry Committee (1930) siated that there were 7
Nldhis-j/ln Bellary town with a paid-up capital of Rs. 4.8 lakhs.
Comnission age.ats in the cotton - rade wcre the principal borrowers from
these Nldhls, They 1n turn, used to lewg;mogey to farnars in e ST
ounding villages, These were largely controlled by Marwaris. Besides,
moneylenders played a crucial role in the lending operations of the
town. Though the comnission agenis were pleyingsthe role of money-
lenders as far as agricultural credit was concerned, tﬁey themselves
were borrowing fromn the professional moneylenders, The Enquiry Committee __
noted that these moneylenders, who were mainly Komatis and Marwaris,
were not advancing loans to agriculturists in the surrouncing villages btut
to the commission agents, retail and wholesale traders,

The number of registered moneylenders bouh in the Bellary taluk as
also the district wvas significant in 1957. While the number of moncy-
lenders kept on increasing in the taluk, it sharply declined in the
district, especially after 1961 (Table 2),

Table 2. Growth of Registersd Moneylenders in
Bellary Taluk and District

Bellary Taluk Bellary District
Year —
No. of '% of | No. ‘of 1% of
Money.lenders | Variation Money-lenders | Variation
1957 236 — 1257 -
1961 394 67 1866 48
1966 564 43 827 =66
1971 654 16 ; 1180 43
|

Sourcet Mysore Diestrict Gazettemrs, Bellary District, 1972, r .251.
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However, the rate at wnichh the nurber of monevlenders grew, had

fallen in the district as well as taluk; cue to stringent money-
lending rules and enhanced licence fee, which came into forxce as a

result of enaciment of the Mys'\;7 Moneylenders Act, 1961 and the
Mysore Fawvn Brokers Act y 1961.'0 . This fall was sharper in the aistrict

than in the taluk. _E_Dl;e fact that nost of +he moneylenders in Bellarxy
talux centinued to stay in the business and ithat new people had
entered indicates that the credit needs wexe felt more in the Bellary
taluk as compared to the other parts of district -.

However, the dominance of the moneylenders (in the taluk as well
as the town) liad d=clined due to the following factors. (1) Traditio=
nally business pe_ople. were borrowing from moneylenders, However, there
was i sea-change (frok 1979 onwards) in the business a,ctivi't’ies
(see below). The businessmen who were earliex operating wi'l;h less
capiial, nceded larger sums as their busincss expanded. The individual
moneylendurs, with mezagre resources, could not rise up to t}ﬂe occasion.
(ii) Besides, financing business activities like cotton trade and
liquor was a risky¥ affair vhich the individual moneylenders__l were not
prepared 0 handle. Avound this time (i.e, ,1970), the phenomenon of
FFs was widely prevalent in Ban-alore and the idea spread 16 the Bellary
town as well. A few groups of monevlenders started FFs which became -
successful ventures. Soon, others followed and by mid—1970's Peoplc
vith business and :-r.oneylending background started esta.bl;[»shing- FFs on a
large scale.,

Expansion of Business Activitiess Till about 1950 Bellary was a
famine stricken district.ﬂ/ The growth of population ,c'onsequentbly was a.t.

an a.nnuai rate of 0.4 per cent between 1901 and 1941, The total cropped
area increased by 2 per cént between 1901 and 1941._‘. -In other words, the
agrarian economy was almost stagnant in the pre—indépendence period.
However, a new era in irrigated agriculture dawne_ci[ in 1963, when the
Thungabhadra Project was finally completed, Con.s!equently, there has been
a gignificant increase in the area irrigated ove‘i the past two decades,l-s-/
Compared to other taluks in the district, Bellaé[/ry benefited most- from this
pr_oject. For instance, 91 per cent of total afeé under High=level Canzl

is situated in this taluk. This resulted in changes in the cropping
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spread irrigotion facilitics favoured the a option of high yielding

rattern favouring hich value focd crops anu commercial crops.

varieties in this area from 1956 onwards. With the intrciuction of HYV's
the demand for rertilizers has increased si.;nificantly.gg/ As a result,
the yields and production of all major crops registered significant
imreases.g-quost of the production fpund its way to the regulated

rarkets in Bellary town. Table 3 reveals tiat there wac a substantial
increase in the Volume of arrivals and value of selected agricultural
products during the period 1967=68 to 1982-83,

Table 33 Market Arrivals of Selected Agricultural Commodities into
Regulated Market, Bellary (1967/8-1982/3).
(Volume in thousand quintals and Value in Rs. lckhs)

3=Year average Cotton Groundnut Paddy
ending with Volume ( Value | Volume | Valuc Yolume Value
1969-~70 48 102 53 67 63 55
1972=73 52 127 44 74 19 15
1975-176 49 172 37 94 32 41
1978-99 69 314 20 54 (L 86
198182 93 417 | 19 72 93 126
1982-83%@ 53 304 50 217 118 192 H

@ Single year figure.

Sources Annual Reports of the Agricultural Produce Market Comnittee,
Bellary, Varicus Issues.




Table 4 shows a correspond’ng increase in the numb>r of function-
aries operating in this marketpsﬁgnificanﬁly, this increase in the

market arrivals and market functionaries has been very rapid from
1975=76 onwards.,

Table 4: Numoer of Mzxrket Func.ionaries Onerzting in tuie Regulated
Market, Bellary (19£2/70-1982/83).

1 ! S
1 3=Year average Wholesale | Retail | Comnissicn |Liporters | Expoxters
ending with Traders | Traders aggents
|

1971=72 92 257 104 13 4

1973=T74@ 94 400 124 18 13

1979-80 132 298 145 36 34 !

1982-83 183 349 163 pLt 37

1983=-84* 138 119 163 62 43
L /
i

@ Two year average, * Single year figurc.

Note: The data for fhie years 1974=75 to 1975=77 are not available.
Source: Same as in Table 3,

With the increase in agricultural production and market arrivals therc

was a concomitant expansion in business activities, For instance, the
number of fertilizer shops in Bellary town had increased from 111 in
1982«83% to 140 in 1983=84, With the establishment of professional
colleges like government medical college in 1961, a hospital and other
offices, the number of salaried employees has increased. These factors
have hastened the process of urbanization. The populaticn of Bellary
town has increased at an annual rate of 4.6 per cent during the sixties
and the rate has gone up tc 6.1 per cent for the seventies. The corres—
ponding rates for the state are 3.2 and 5.1 per cent respectively. In
order to meet the growing needs of the increasing population scveral
shops and businegs establishments had to be opened. In other words,
business started expanding at a faster rate from mid-sixties onwards.

Consequently, there was also an éncrease in e dewmand for credit by
businessmen,



Had the institeticonz2l credit facilitiss eponded in tune with the
expanding business, the rFz coutd roh lieve come us in the town on such
large scale., 'There was, no doubt, 2an inecreasc in the number of branches of
commnerciail banks in Bellary “own as well as the total amount of advances

made in Bellary *’:t»ict as a whole. It i3 cleir ircm table 5 ghat the

Table 5% Ixpansion of Couwmercial Banks in Sellwiy Town

Period No of banks sct up j Per ccnt )
1 1
Before 1955 6 ' 18
1955=1965 3 : 9
1965=1975 9 26
1975~19€5 16 47
! Total 34 100

Sourcc: Office of the DMistrict Keed Bank, Bcllary.

¢xpansion of bank brencliec was quite impressive in Bellary town, especially
after 1965. In Bellary town while population pexr Lriach was 10432 in 1971,
it declined to 38053 Dy 19831, Though advances by commerci;I and other banks
increaced (from Es. 3.5 srores in 1966 to Re. 19.4 croresz??SQ and to
R3. 39.2 crores in 1984), the percentage of credit made available to retail
and wholesale traders and businsssmen fell fr n 17 in 1982 to 14 in 1983
and tu 11 in 1934. At the all.-I..2i=2 level also, the perccutage of credit
avitilable for retail <wrade and small businegsmen declined from 2.57 in 1980
to 1.75 in 1981 and to 1.68 in 1982. This was due¢ to the restrictions
inposed on credit disbrrsed for business purposcs in the early eighties,
Besides, procedgral formalities En the commercial banking systiem had
also favoursd the rise of FFs. The commercial banks give loans on the basis
nf turncver showm in the account books. S$ince the actual wurnover of the
businessuen will be far higher than what is shown in the account books,
the credit obfained rrow commercial banks will. be inadequate for them to
carry on business operations. Moresover, thicy find borrowing from commer-
cial banks a cumbersouie and time consuming process. The commercial banks
would ask for several documents - like socurityr licencé certificate,

account books, documenis fran various officials and so on - and it takes



enormous time for satisfying t!'zse conditions and obtain the loans.
For instance, on the arrival of goods from elsewhere, the businecssmen
need credit for relcasing the same on such occassions, they find it
difficult to ensure prompt disbursal of loans after més bing all the
oonditions. In cdntras;c, FI's “» not insist on such & confitions,
hence, the demand for credit from FFs increasea.

The migrent farmers from Coastal Andhra-z—-z-/ had-playe¢ zignificant
role in tlre rise cf FFs. Slnce these farmers were largel, tenanty it
was difficult to obtain institutional credit for agricultural pi:.rposes
without owned lands here. They had to largely depend on the private
sources of credit, Affber realising surplus in 'agriculture, they
started investing them in FFs, with an idea bf'exeréising control
over them.

Thus, as a roesult of decline in_ traditional forms of moneylending
and the rapid expamsion of business in Bellary town, the urban bourgeoissz
felt a dire need for credit, At the same +time, as a »s:1t of transi-
tion from dry agriculture to irrigated agricvlture, the newly emerging
bourgeoisie from the hinterland also needed credit. These iwo classes
found the solution in the then .acst spreading inncvetion of infomaal

credit maxket. viz., private financing firms.

SECYVION IT
FUNCTIONING X THE rINANCING FiliS
4s noted earlier, in Bellery town therc are 275 FFs There is
a significant variation in their scale of or- *ations.z While 70 per cent
of total firms have an annual turnover below Rs 5 lakhs, 15 per cent of
them have between Rs,.5. to .10 lakhs, ~Another .1(\_:ner cent of them have ,
. Rs. 10 to 20 lakhs.€nly 5% of them have an anmal turn-
an annual turnover of 1 .
over of more Re, 20 lakhs. Since there is significant )
variation in the sc_aie of operations of these firms, care was taken in
the selection of FPs and hence, we¢ believe that they are fairly represen—
tative. Eight FFs were selected for an intensive study and their

ahnual turnover ~wize distribution.is given in Table 6.
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Table 6z Annual Tarnover-wvis Distribution of Sample Firms

Annual Turnover No of FFs Per cent
(in Rs) ‘
Below 5 lakhs : 5 63
= 1o 10 lakiis : 2 ) 25
10 %o 20 lakhs 1 1 12
!
Total _ 8 _ 100

Source: Survey date,

Since the partnership firms with—cap;tal less than Rs. 1 lakh are
excluded from the purview of the Benking Laws (Miscellaneous Provisions)
Bill, 1963, the FFs were started with an initial capital of less than
Rs 1 1lakh cach. However, since carrying on business operations with
such a small amount wos difficuit, oach nember woao osled to depshsit
amounts renging from HKs. 5000 to Rs. 4,0000 in the firm., The occupation=wise
distribution of shere capiftal and dcposits is given in Table 7.

Table Ts Occupation=-wise Distribution of Share capiital and Deposits by
Partners (1984=85). (amount in thousand rupees)

) §
! Shaa Deposits by Total
Occupation Capital parmers Capital
Lnount! % | Amount % Amount | %
o I B -
Liquor shop 109.7 [ 14 | 140 jf15 219.7 | 15
Commission Agent 745 | 10 102 11 17645 10
Cloth busincss 19.6 16 | 144  } 15 263.,6 | 15
Stationary Mart 19,80 3% 30 3 49,8 3
Kirani Business 79.2 | 10 105 11 184,2 11
Fertilizers Trade _ 39.6| 5 55 6 94 .6 6
Foodgrain Trade (wholesalq) 49,5| 6 85" 9 134.5 8
Financier 496 17 57 6 106,6 6
Services 59.8| 8 51 5 110.8 7.
Cultivation 59.8| 8 84 9 14348 8
Salaried Enployee 59.5| 8 54 6 113.5 7
Others 39470 5 40 4 7947 4
?otal o 760.2] 100 | 947 100 | 1707.30 ! 160

Source: Survey data,
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It is evident from the Table that though per firm share capital
is less than Rs 1.1lakh, ‘the deposits of partners in eash firm crossed
Rs 1 lakh. However, these deposits are kept under different fictitious
nawes and interest amount on then is unaccoeuntéd.

The number of partners ina fimn will usually be 1Y, An =nalysis

of the OCCUPatlonégb of partners revealed that 73 per cent of total
partners are bus1nessmen._ S}nce these. firms mainly cater to the
financial needs of busineésmeﬁ, it is understandable that they came
forward to start the FFs themselves. As shown in Table 7, these
businessmen included quuorréhop ownexrs, cloth merchants;oommission
agents, wholésale merchants, kirani (provision) merchante and partners in
financing firme., Nearly 15 per cent of tdal partners came from the cate-
gories of salaried employee and services. Interestingly, 8 per cent of
total partners are cultivators who are mostly migrant farmers from
Goastal Andhra,

dnother interesting phenomenon is the concentration nf the
ownership of FFs in a fewlhands. It appears that a business house is a
partner in as many as 10 firms. 3Sven among +the pariners of the- sample
firms, nearly 39 per cent have chares in zere than onc_iirm.~‘Jnother
phenomenon is the nominal partnerchip. Usually a rson, with'a sizeable
anount of unaccounted mongy, siorts a fim with his close frkends,
.relatives and workers in his eutorpriscs oo ﬁominﬁl partners. By paying
the share capital on their behalf.he not orly convertis Glack money
into white, but also realisés significant chunk of profits., It has.§
negative side also, Since mobi_ization of deposits from the public
depends on the reputation of partners, movement of funds iunto such
firms will be largely restricted,
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Partners; beziles the shere in tstal profits, would get sitting
Tec ranging from Rs 40 4o 75 for the month:l; weetings. Though such
meetinge Would hardly.age rlace every monih, it has become customary to
deduct the expenditure on rmonthly meetings to show as low profit as
possible in the annual profit ard loss account. The managing partner takes
cctive part in the functioning of the fimn. 3Besides having a share in
the profits, he is eligible to take a monthly salary of Rs. 500 (in one
fira he gets 10 per cent of total profits as his salary). The rest of
the 32t is pocrly paid.gi/

The scurces of funds for these firms are share capital and deposits
7 paritners and the public. There are four type 2 of deposits from the
publio.‘ (1) Temporary deposits with a tiwe period of less than 3 months,
camm 17 per cent 1m%e of intoroet. (2) Fixed deposits with the time period
of more than 3 imonths; earn 18 p=r cant. (5) Cash certificatesy which
enable its liolder to claim double the deposit amount after 48 months and
triple the amount after 75 months. However, the firms are discouwraging
these cash certificuates, bocause they inynlive hmge payment at a time.
(4) Pigmy deposits (meaning collections made at the door of the deposi-
tors in small amounts) for whicl. the rates of inte:2st “iffer; a
borrower geis 6 per cent rate of interest, ncn-borrower gets 8 per cent
and a pertner obtains 3 jer cent. Besides, the fixrm has to give 3 per
cent discount on these deposits to the pigny collector.

In addition to paying attractive rates »f interest, the firms
provide good services to the depositors. They allow the cnustomers to

collect the in.erest periodicall,. In casc of the non=local customer,

the interest amount would be sent to him at firm's expense. The deposi-
tors also have the facility to withidraw the money at a short notiwme,
Besides, the depositors receive promissory noites and legally valid
documnents, Moreerr, the movement of deposits into FF depends on thae
reputation of its partners. People deposit money because of their
confidence and trust in the partners, whc are usually their close friends
and relatives. The partners would give them personal assurance that they
would pey the money fré}n their pocket, in the zvent of the collapse of
the firm, All these factors have helped attracting large amounts of

deposits from the public.
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In 1984-85, our sample firms
from the public. Since rigk is inv

FFs, the depositors prefer to keep

from Table 8.
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obtained Rs. 34.7 lakhs as deposits
olved in keeping deposits in the

them ac femporary, as is evident

Table 8: Types of Deposits from the Public (1984-85)

Type of the Amounts Per cent
Depos.it (Rs in lakhs)
Fixed deposits 7.92° 23
Temporary deposits 25434 73
Pigmy deposits 1449 4
Total 34475 100

Source: Suxrvey data,

The FFs in Bellary as a whole attracted Rs, 11.41 crores. An analysis of
cccupationz of the depositors in the sam;le firms revealed that private

moneylenders' share in the total deposits is 34 per cent (table 9).

Table 9: Occupation-wise Distribution of Deposits from Public (1984-85)

Amount Per cent
Oecupation (in Rs. lakhs)

Privote moneylender 11.18 34
Salaried cmployee 4.51 13
Fousewife 2.98 9
Retired employee 2.53 8
Cultivator 3493 12
Kirani merehant 5.63 17
Cloth merchant 1422 4
Gontraoctor 0.86 2
L otiers 0.42 1
Total 33426 100

i

Sour .-~ Survey data,
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As we noted sbove, the moneylernding “mgircis vas brick $i1l 1970 and since
then the FFs have replaced moneylenders. Monevlenders prefer to keep
their money as temporary deposits. By leeping tomporary Adenosits,
moneylenders ..ot only get highe. rate of interest than viat ic paid in
the banks, but also have facility to withdraw at any time to rgive it to
their customers, if there are any, at still higher rates of intercst.gg/

Among others? agr;cul%urists, salaried emplbyees, housewives, retired
people and kirani (prbvision) merchants are the important depositors.
Kirani merchants keep their money in the off scason and withdraw the
amounts in the peak seasone.

It appears that the government's attenpts to regulate the umovement
of deposits into these firms are thwarted by the clover tactices ~donted
by the depositors as well as FFs. As per the Banking Laws (Ame“*;nnt}
Act, 1983, a firm which has 10 members can mobilise deposits from nev
more than 250 persons. However, these firms arc viclating this rule.

A firm, after-cfossing 250 depositors mark, start another FF with seame
partners and same menageient. Moracver, 7 -t total interest amount
payable to a customer cxceeds to Ra. 1030 per annuu, the tex on this
amount should be collected at the sourcé. Jn order to aveoid this payment,
people are advised by FFs to keep deposits icss than Rs. 600C. Some
people deposit the amcunts under different nomes. Thus, although these
two rules were aimed at the emgulation of derosits into Ffs, they were -
hardly effective.

Lendigg operations: There are two types of lo-ns - hundi discounting
and check discounting loans. Hundi discounting louns are further divided
into two types; sight loans and daily rcepayment loans. Sight loans are 1o
be paid back within prescribed time, which is usually 90 days. The borro-
wers of sight loans are forced to make daily deposit of Bs 10 to 20 whdéch
can be diverted for the repayment of loan, if the borrower fails to Yepay.
The FF will give 6 per cent rate of interest on pigmy deposits. The fim
will deduct the total interest amount at the time of issuing of lcan. Under
daily repayment, the total amount of loan, after the deduction of interest
amount, will be divided into 100 daily instalments. The rate of interest
will be charged only for 90 days; the remaining 10 days being the grace
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periode The FFs also discount the post dated cheques. The cotton

growers, whe come teo the commission arents for the sale of cotton, wkll

bo given post=dated clieques wkich are discounted by Frs. The commission
agent suggests the FFes in which he is a pertner of which firm discounts his
cheques. Cheques are usually -ost dated for 30 days or less. In this

type also the totzl interest amount will be deducted at the time of

issuing of loan.

4s per the Karnataka Moneylenders act, 1961, the FFs should not
cherge more than 21 per cent rate of inter' st per ammum. However, rate
of interest would vary between 24 to 36 % per annmum, depending on the
type of loan, the customers and tightness of market (since the intorest
anount is deducted at the time of issue of loan, the rate of interest
vorks out at 3%9.5 per cent per annum in some cascs) It is 27 per cent
per annum to the regular and credit=worthy customers and it is iﬁversely
related to the amount borrowed. 4As the funds would get accumulated in the
off scason, the moneging partner himself would ask his co=partmers and/or
regelar customers to take lcans and naturally the rate of interest will
be low at 24 per cent. Howerer, the rate of interest will-invariably
be 36 per cent on cheque discounting loans.

As far az the procedure of sanctioning of loan is concerned, a
customer, aleng vith a surety, . as to £ill in the application form for
loan and subrit the same. The responsibility of the two parties (i.ees
customer and surety) in the repayment of loan is joint and several,

The nanaging nartner would then send in the application form to the
working e-mmitteec = which consiits of 5 to 6 active partners, who

know the businessmen of the town - for its assc::2nt of the applicant
and the loan would be grented on its approval. In case of any ﬂ
stalcmate, the decision would be taken in an cmergency meeting

convened by the managing partner., Ioans will be mainly given to local
merchants and agriculturists living in the surrounding villages.

The renewal of loans is allowed only once; hence, it is learnt that,
defaulterB borrow “ - other firms for repayment of the outstanding loans,
as exchange of information is poor among the firms, due to competition.
However, tho facility to ronew the loan for more than once does exdst in

some firms,
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The size of the loans issued depends partly on the size of a fim.
For instance, in onc of the biggest sumple firms, the maximum and
minimum loans zrxe Hs., 2 lakhs to s. 50,000 respeetively. On the whele,
while the minimum varied between Rs. 500 and 50,000, the maximum loan
varied between Rs. 65,000 and Rs. 2 lakhs. Of the Fr's witich have an
anrmual turnover of less than 5 lokhs, only cvnce a FF has granted a loan
of Rs 1 lakh., Otherwise, their maximum loan would be around Rs. 50,000

In 1984=85, the somple firms lent an armount of Rs. 59.9 lakhs, ard
morce than 90 per cent of it to the businesecnen (Tablo 10).
While liquor businessmon berrowed as much as 29 per cent of tosal amount,
cotton ecmmission agents borrowed more than 23 per cont."1 Cthers
include businessuen in fertilizers, foodgroing, stetionery mart,
provisionssclnth and petty=business. Cultivaters berrowed 4 per cent
of total funds. It is learnt that these FFe alzo finance the producticr
of films and purchase of vchicles. It is estimated that the total
amount lent by all the firms in Bellaxy was is, 20.3 crorca in 1984-85.

Significantly, therc is strong relationship between the occupation
of partners and borrowers in the first threc fims (Table 10)
This association is significant in the fourth firme.  Although such
strong relationship is not appezrent in case of cther firus, the
similaerity of occupatione i8 decernible.  my:s could be because of twd
reasons; firstly, partners may themseclves be borrowing for othcer® business
activities, although it is violation of rules and sccondly, the
partners may be helping the busiiessmen in their own field to
get the loans from their FF. However, the lotter proposition is
uhlikely, because after all they arc competitors in the same field for
credit and market. Hence, the former proposition may be more
plausible than the latter one,
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Table. 10. Cccupation—-wise Distribution of Total Capital (Share Capital
& Daoposits) by Partners and Amount Borrowed (1984-85)

1 2 3 4 5 6 7 8 Total
Occupation - S i -—
A B A B A B A B A B A B A B A B A B
Group 1.
Liquor Business 571 52 52 T3 - = = - = - 12 34 - 16 = 3 15 29
Commissjon agent 14 6 13 2 20 4 - 24 20 67 11 16 = 26 13 50 10 23
Stationnry Mart - - - - - - - = 12 1 = 17 16 4 - = 3 4
Tovtilizers 9 - 9 2 - - - 4 - 14 - = g226 11 6 11
Others 11 18 1% 8 = 19 = 5 = 9 = = 1017 - 4 10
Greup's Total 91 76 87 85 20 23 033 32 91 23 67 3889 24 90 38 T7
- o e ’—)-‘ ———————————————————————————— ST TTETTEEETOT
Cloth Business - - 9 7 36 6 520 15 1 23 10 = = = = 16 5
Services - 5 - 3 44 39 - 23 = - 100 = = = 16 = 6 4
Xirani lcechant - 8 - = - % = 5 5 5 35 13 21 - 13 10 11 6
Foodzneig Dealer - - - - - - - - - - - = 2311 20 =~ 8 3
Cultivator - 1 - - - - ST 40 23 2 T 9 10 e= = o= 8 4
Selarisd Huployee 9 10 4 5 = = 11 - -12 1 - - 18 - - '61 1.
JFinancier . - - = — ~ - e e D e e T e D e e L L T T L D e STl a2 ——_— -
__ Growp's Total _ _ _ _ _9 _24. _ 1515 60 77 100 €7 6 9 _77_33_ €711 1% 10 €z 23 _ _
Total 160 100 100 100 100 100 100 100100 100 100 100 100 100 100 100 190 100

Notess 1, 2, 3, ee-s .e.0 indicate the samplc iFs.
A = Percentage of totrl capital (share capitel and deposits) by noriners,

B = Percentage ol tn’i" riiant turrowed.
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We have attempted to distinguish the tusiness categories, which mainly
lend or bofrow the wrney. Somc business categories - like liguor,
commission agents,; stationery wart, fertilizer and petty vusiness =
mainly borrov rather than lend iwoncy. There business ¢ .tegories have
invested 38 per cent of total amount, while thcy borrowed as much o=
77 per cent of total money (table 10). On the other hand, other
business categnries - like cloth bugsiness, Xirani business, food
grains dealer, f{inanciers, secrvices, cultivatore gsid salcried employcos -
have contributed as much as 62 percent of total amount end borrowed .alv
23 per cent of total amount.

Thus, these firms essentially function like banks carrying out
borrowing and lending. However, these FFs. like any other bank,
are expected to maintain a certain portion of their asscis in liquid
form. Although the firms keep some cash reserve, they are not
maintaining any standard liquidity ratio and it varies ociween 0.5 to
5 per cent. And also they do not maintain any fixei ratic between
owned funds and the deposits from public. It var es fror 1:0.5 in
small firms to 1:16 in large firus.

The firms arc generating signifizant cricunt of unaccounted money
(hereafter UM). We have estimated the amount of UM generated by the
fims in Bellary town as a whole from the amount of W generated by'
the sample firms. As stated carlicr, alth ugh tho.rate of interest
ciarged by fimms is shown as 21 ner cent in the account books, they
actually charge rate of interest ranging from 24 to 39.5 per cent.

The amount of interest paid above 21 per cent is WM. Taking the

factors which determine the mte of interest (i.c., the amount of

loan, fype of borrower and tightness of the market) into consideration

we have worked out the average recal intexaq£ rates for firms of

different sizos. B8ince we know the net profit shewn by the'sample firms
in their account books, the difference between this amount and the net
profit calculated with feal rates of ip@erest gives us. the UM.il/
Benides, as noted earlior, the partngfs would deposit some amount (to be
used ae initial capital) in difTerent fictitious names. The interest
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on this ancunt would go to the partners anéd hanne, this amount is alseo
UM.ig/ Thé total amount of UM , anerated by all tr.. FF's in Bollary is
Rs, 88.97 lekhs in 1964-85., The percentege of WM to the total amount
lent is 4.4, while the percen age of UM to total depouits is 7.8

SECTIOK III
CRITICAL R¥WWT™ _F THE FINAFCING FIIiMS

The FFs have cmerged ae an important parzllel banking system in
many parts of the Bouth India and in Gujerat. These FFs, which are
gupposed to function with less than Re 1 lah, have advantages likoe

lecal knowledge and low cost of operation which can bo utilized

to the country's advantage. It was explained in the Loksabha that
these firms arc excluded from tho purview nf Banking Laws
(miscellaneous Provisions) Bill, 1963, because their scale of
operations is small, thay are at the beginning stage and thoy can
aeet the credit noeds of amall bocrrowers. Thus, the FFs have a
certain rolec to play in the economy. Notwithstanding theso meTits,
rcgulations have *to be imposed on FFs duc to the folllowing reesons.

Although the FFs claim that they function with capital less
thar Re 1 lakh, the total carital will invariably be moroe than
Rs. 1 lakh. As ncted abov. since carrying business with an initial
copital Rs 1 lakh is difficuit, every pcrtnor is asked to mako
deposits ranging from Rs. -°M t. 4C,000. T ono ﬁcgepts that thoso
deposits cnn be ircoted as capital, the capital of'eaéh firm very
wcll exceeds Rs 1 lakh and hence, they are nc longer small firms,

Repayirert of lcans is so far good, @@ to a steady cxpansion of
the cotton business in Bellary. Eowever, if a business crisis leads to
delay in the ropayment of loans, -he firms may find it difficult to
repay the deposits. Secondly, there is problem of over trading
Since the exchange of informaticn among the fims is poor, a
custoner cen borrow from various firms and this, if continued, may
lead to collapsc of the firme., Thus, the depositor's moncy is
at siaka,
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Though the FFs claim to have registered under the Karnataka
Moneylenders Act, it is learnt that many of them arc not registered.
Even 1f they are registered, the authorities, at the most, can fix
ceiling on interest rates and they can not still safegrard the
depositor's money. Since FFs are not banking companies, the deposits
kept with them can not be insw - by the Deposit Insurance Company.

As stated carlier, the FFs db not maintain any standrad liquidity
ratin or ony rperticular ratic between their owned funds and deposits.
Fresisely because of this reason the FFs arc able to offer higher
interest rates on deposits. The difference between the rate of interest
offerod by FFs and that of by commercial banks is 7 per cent. Given
the inflationary tendencies in the economy, this difference is big
cnough to attract the salaried and retired people to deposit their
moncy with the firms even at a risk. In Bellary the mobilisation

of cdeposits largely depends on the credit-—worthiness of the partners.
Hoﬁcver, this can not be considered as a csafeguard for depositors'
noncy because “firsyly cach of the partner has a business of his own
and it is unlikely that he would hove surplus cash, Secondly, it is
very difficult to asscess thc assets of partners" (Banking Commission
1103 1971). Morcover, the phenomenon of intra=group financing would
scriously affcct the interests of the depositors,

Rext important question is ensuring that advances made by these
firme arc not put to undesirable uscs. 4As noted carl ¢y, the bulk of
the firms' advances is used for ubproductive purposes like liquor
busiress. Fertilizer deals-s borrow for hoarding tl:ic pesticides,
Wholesale foodgrain dealera Sorrow for purposes of smugpling paddy
from Andhra Pradesh into Karnataka and hoard the stocks. Not a single
industrialist availed of thesc funds. EKElsewhere also, tihe bulk of the
amount was used for hoarding and speculative purposes and such misusc
of preci-.us savings of the community would affect the objectives of
solactive credit controls (Banking Commission, 1113 1971). Since the
loans are utilized for unproductive and undesirable purposes, the borro-

wers arce able to pay such an exhorbitant interest rate, The holding
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of stocks financed by FFs will tend to push up prices in so fer ax
local, short term monopolies are in existrence which enable the traders
to jointly withhold stock from consumers. In any case, unless the
buginessmen arc confident of making profits on the funds borrowed at
azhorbitant interest rates they will not go for *-~ loans, Thus,

in effect these interest rates arec borme by consumers.

Although FFs carn Juge profits (by charging exhorbitant 1ntorest),
there is no wey by which govermment can tax them, As stated earlier,
these FFs arc genorating significant amount of unaccounted mongy.

Thus, the FFa are doing considerable demagc te the economy.

With regard to regulation of I'Fs, the Benking Commission (1971)
made the following recommendations, which may be classified into
mildii/and drastic catogories. Mild recommendations allow the FFs
to continue their operations with certain regulations and active Buperr'
vision by the RBI. However, since this involves the supervision
of large musber of small ¥Fs and hence, operationally next to
impocséible, the Commission recommended that fFs should not be allowed
to do banking business., Since these are registeored wnder Moneylenders'
ict, they should stick to only moneyle:..ng business. Only public
limited companies should be zllowed to do banking business. Thoso
two sets of recommendations vizy mild and drastic, are mutually
exclusive. However, the Commission was sceptical when it noted that
"legislation .. may be helpful dbut would not meet the roequiremonts
of the situation partly becausc it is not always casy to administer
the laws. This is particularly true when the mumber of units which
lieve to be regulated or controlled is large. 4lso, loopholes can
alvays be found" (115). EHence, it finally concluded that commercial
banks should refaskion thcir policies and prer “ures to satisfy the
demands of borrowers and depoaitors.

Thus, it is difficult to arrive at easy solutions. This is especi-
ally true when the lohbdby of private financiers is powerful. A4 well
intended law like restricting the number of dopositors is challenged by
several unincorporated bodies in the High Courte of Delhd, Madras,
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Hyderabad anz Bangalore. Though these writ petitions were dismissed by the
Iivision Bench of Delhi High Court in December 1985, the petitioners
appcaled to the Supreme Court and the matter is still .  iing.34/

The Trivandrum-based Chamber of Financicrs, an organization of moncy-
lenders, filed a writ petition in Kerala High Court challenging the

rcocent amendment to Kerala Moncylendor's Bill. However, in view of
protecting large sums of deposits in these unregulated firms, it is
essential to bring them under some form of control. Since there will

be problem in the regulation of vast number of Frs by RBI, it would be
better to allow only public limited companiecs to do banking businecas.

The FFs which register under Moneylenders Act, should be allowed to do only
monecylonding business and nothing elsc. Besides commercizal banks should
refashion their policies to compete with FFs for depositors and borrowers,
because, as noted by Banking Commission, se long as the nwaber of unsatis-
ficd borrowers is large, FFs might continue to occupy a place in the

deposit and lending business,

CONCLUSIONS:

For significant growth of FFs in Belloxry town since 1278, factors
such as transformation of dry agriculture and realizetion of surplus
by certain gricultural communitics from the hinterland, decline of the
traditional forms of moncylending, cx ansinn of business activities,
urbanization, recgtriction imposed on credit disburscd for business and
problems within commercial banking system arce responsitble.

Though these fims arc suppesed to start with luss than Rs 1 lakh
as initial capital, it is invariably morc than Rs 1 lakh. Mainly liquor
shop owners, cloth merchants and commission agents atart the FI's. The
interesting phcnomena are concentration of firms in a few business houscs
and noninal partnership, through which tax dodgers convert black monecy
into white. The sources of funds for thesc firms are shore eapital and
deposits by * vrtncre and general public, In 1984-85, the firms in
Bellary town obtained depoeits worth Rs. 11.41 crores. The FFs are able to
obtain deposits because of attractive interest rates, personal assurance

given by partners and other facilities like periodic collection of interest
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amount, withdr-awcl of loan at short notice, etc. Mostly moncylenders,
salaried omployces, housewives cnd gunercol merchants ﬁeep their money
in these fims. DMoneylenders and gencral merchants keep their money
& tcmporary deposits, so that'they can withdraw the monecy whenever
1hey nced it.

The Tz pive two types of loans; hundi discounting loang and
cheque discounting loans. The rates of interest en these loans vary
from 24 %t 39.5 per cent depending on the type of borrowers, size of the
loan and tightness of the market, The loans which are given for short
period i,e., below 90 days, can be rcnewed only once, The businessmon
consist the bulk of the borrowers. Eveon awcng them, it was liguor
businessmen, cntton commission agents, staticnery shop owners,
vinlesale fevtilizers and foocdgrain dealers who borrowed the bulk of
the amount. fnother intercesting pheonomenon in these fivms is intra-
group financing. Wnile the above categories mainly borrow rather than
lend noney, other categories like cloth merchants, financiers and
saleried cmployces, agriculturists meinly lend rather then borrow.

Though the repoyment of loans is so far goodp a business crisis
may lcad to liquidatinn of several fi:me and consequently, there may
be danger to th' safety of depositors' moncy in these unregulated rrs,
This question becrmes all the more important, wheon these FFs are not
naintaining any standard liquidity ratio or any ratio between owned
funds and dcposits and they use funds for intra~group financing.
Another important question is t.:eir possible uso of 2 .or unde=
girable purposes. Such misusc of precious savings of the community
would reduce the effectiveness of govermment policies. 3By exhibiting
doctored accounts and resorting to several manipulations, the Frs
are generating significant emount of unaccounted money and there is
no way through which one can tax thems Thus, it is necessary to

regulate these firms,

(Thanks arc due to C.R. Reddy, Sumit Guha, G.N. Rao, P.G.K.Panickar
Sakti Padhi,B,.Ndgaraj, T. Roy, D. Warayana, B.k. Prokash, K. .Nair,
P.5. George, Raman Mahadefan and Micheal Tharakan for their comments on on

earlier draft. Responsibility of errors is, of course minc.)
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Tho growth of deposits of non-barddng Zinince compenies was quite
impressive. For instance, between 19.2 and 1968, their deposits
increased from Rs. 135.5 crores to Rs. 477.8 crorss i.e., an
increas: of 253 per cent., Between 1973 cnd 1982, “hese deposits
increascd from Rs. T47.8 crores to 5491.0 crores i.c., an increcsc
of 634 per cent! For details sce RBI bullctins of April, 1971

and November, 1983.

& ron=banling financial intermediary is defined asz "a company,
corporation or firm, and financial institution.... cny ncn=banking
institution (1) which carries on ag its business or part of its
business the financing, whether by vay of making loans or advances
or otherwise, of trade, industry, comucrce or griculiure or

(ii) which carries on as its business or part of its business the
acquishtion of shares, stocks, bonds, dcbentures, or debcnture
stock or scct :ities issued by a govermment or local authority or
other marketable seccurities of a like rature or {iii) which

carries on as its principal business hire=purchase tronseciico: i
or the financing of such transactions” (Banking Commissior, 137157, -

The study group on non=banking financial intexrmedicries felt that

the scale of activities of these institutions in the late 196C!'s

were not large enough to make the monetarv pelicy incffective. Ihie shi]
group cited that at the erd of March 1)63, the perceatage o:
deposits of nor=banking conpanies to the 7o .csits of commercial
banks was less than}.(Bankin@ Commiszion 1971; 17=18) However,
at the end of March 1982, this firure had increascd to 12.5
thereby threatening the country's monetary policy.

{(RBI Bulletin; Nowumber, 1983 )

Sundaram and Pandit argued that the irformal credit markets affect
the monetary policy. However, this view was questinned by
Acharya and Mathur (1983; 1984), who crpgued that the informal
crodit markets do not affect monetary velicy, @nless one makes
extreme assumptions regarding the rel:tionship between organized
and wnorganiscd money marlets. The debale is still inconclusive.

These studies include Nayar C.P.S. (1973) and * ‘.Zhan (1980).
For an oxcellent review of informal credit markets in Ipdia, saec
Timberg T and Aiyer C.V.(1980).

These studies include Banking Commission (1971), M.A. Srcenivas (1975)
and Prakash B.A. (1984).
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7. Though Prokash (1934) gives broad division of occupations of
borrowees like businessmen, agricwlturists; salarield employees etc.,
he did >t provide us with the further break-up of businessmen.

This is a crucial indicator through wiiich cne can gauge the
direction »f moncy flow,

8. The F¥s .are generally referred to as "Finance Corporations”.
In fact, they should not be called so, for they are unincorpor=
atcd vodies,.

9. Sce a news item of Finance Minister's statement in Kerala
Lssoucl, © The Hindu, June 12, 1987,

10, Seec o news item in T.¢ Hinduw, July 19, 1937.

11. Sec a news item in Businegss Standard, Thursday, Decanber, 5, 1985.

12, This estinate was provided by the President of the Association
of the Finance Corporations. Our discussions with other people
concerned with F¥s also corroborated this figure.

.13. For example, the goverment sought to regulate the inflow of
deposits into partnership firms, by cenacting Banking Amendment Act,
1983, which estticts the number of depnsitors at 250 each for a
10-member partnership firm. However, it was reported that in
Hylerabad these firms continued te violate the rules (Businoss
Standard, ovr.cite,.. "I resorted to raids on FFs, which vionlated
the ruler in verious paris of Kerale (news it-m on “Blade Companics
on Razor's edge", Indian Express, February 13, 1985). However,
these raids verc abruptly stopped allczedly due to the nexus
between the private financiers and politicians. The present Left
govermment, after passing the Moneylonders' Bill in May, 1987, conducted
a scries of raids and sexzed allegedly incriminating decuments

(ece a news item in The Hindu, June 1&, 1987).

14. Since our interest is to look at the amount of unaccounted moneay
generated by FFs, types of borrowers and use=pattern of borrowed
funds, we had to sccretly cexamine confidencial records such as
balence sheets, names and occupations of the borrowers and so on.
Hence, we could collect data from only eight FFs. Nevertheless,
the functioning of FFs was documcnted after the detailed discussions
with various ¥Fs, President of the Association of the Finance Cor-
porations and other people concerned with FFs. We believe that the
data furnished by these sources are fairly »eliable,
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Under this fom of financ al institulion "the nembers joined and
contributed a ncntnly instalment of s 1 fe- -ally 84 months and
at the end of eighty ficth wonc. recoo ved back about Rs. 100. Loans
wvere given to members on the strength of these subscriptions paid
and balances not so lent were availa.le for leoans on other securi-
ties to the member and sometimes alsc to outsiders" For a histori-
cal ac.ount on Nidhis an. Banking syeten in Madr: : Presidency, sece
The Madras Provincial Banking Fnquiry Committee,Vol. 1, 1930,

pp. 196, In order to know the presen’ state of affairs of liidhi see
Banking Commission (1971).

Undcr these acts, all the moncylenderzs were asked t« obtain
licences {rom Registrar of co—operative socicties. Thesc acts
specified the interest rates, cnhanced licence fee, and asked the
morgy=lenders to mairtain rogular accounts iy recpect of each loan
advancoed by them, issue receipts for cvery payment made by a debtor
anu furnish to a debtor, on demand, a statenent of zccounts or debt,
showing the principal and the interest outstanding

(K. ibhisankar, 1972; 250).

Excepting the second and fifth decadec of 19th century, cvery other
decade hrd cxpericnced widesprecad droughts or famines. 4s for tho
20th century, there was a famine in the district in 1931=32, In 1
years of the fourlh ond fifth decadey owing to adverse conditions,
there were postponaacnt of collections and remissions of land revenuc
in some or other parts of the distr ct (Francis, 1904; Abhisankar K.

1c72),

While in 1960=61 thc total irrigated arca by different sources was
1.1 lakh acres, it had ir-rcased to 1.8 acres by 1970=71. It ¢ =ther
increcased to 2.9 l=zkh acres by 1383~84., To put it differently, while
the percentage of the arca irrizated to total cultivated arca was

10 in 1970-~71, it increcasecd to 23 by 1983-84.

While thec percentage of area under paddy and groundnut in Bellary
taluk had increased from 2.4 and 6,0 in 1968=69 to 8,8 and © © in
1983-84 #espectively, the percentapge of arca under jowar ceclined
from 33.7 to 18.7 dwuring the same period. However, the arca under
cotton remained more or less constant at 37 per cent.

In Bellary taluk, between 1977-78 to 1983-84, the consumption of
fertilizers had increcased from 6 thousznd tones to 10 thousand tones,
an increasc of 59 per cent. During the seme period the consumption
of fertilizers in Bellary district as a wkwole increased from 27
thousand tones to 52 thousand tones, an increase of . _ " -cnt.



21, Per acre yield rates of rice, Jjowar and cotton in Bellary districs
had increased from 12 gquintalz, 3 cuintals, and 1 cuintal in 1953
to 30 quintals, 15 quintals end 4 quintals in 1947 resnectively.
Corresponding to increac 2 in yield rates the priluction of important
crops also had gone up. The preduction of paddy, Jown:, S ars o
and cotton in Bellary taluk had gone up from 13.3 thoucani tones,
22.9 thousand tones, 5.8 thousand tones and 0.5 toncs in 1923=0)
to 20.1 thousand tones, 51.8 thousand tones, 28.> thousand and 5.6
thousand tones in 1978=79 recspectively.

22, These farmers started migrating to 3ellary, Raichur, Anantapur and
Kurnool districts when the Thungabhadra Project was commissdéonced,
The pattern of settlement varied from time to time; but most of the
late migrants were tenants. These farmers were instrumental in
bringing the changes in cultivation practices, use of inputs
and sO one

23, This classification has been arrived at after the <discussion wit.
the President of the Association of Finance Corporntions and olicrs
concerned with the FFs,

24, It has to be clarified herc that thouzh a few nousewives arc
partners, operationally arc not prominent. Since their
husbands arc cmployed o;zpartners in scne other f/=ns, they will
be registered as partnecs. In such cos:s, the occupations of
husbands arc taken into account.

25. The staff (excluding the managing joiner) conaists of a
clerk=cum=-accountant, a pi;my c¢2ll-ctor and an officc bny. The
accountant, who gects a salary of lic. 300, checks application forms Tor
loans deposits and vouchers and prcpares nonthly and annual
accounta, Pigmy collector, wiho gctc a wonthly salary of Rs. 150,
collcets the daily payrmeonts and pigny (daily) deposits. The office
boy, who gets Rs. 100 per rmonth, will be at the t ' =nd c2ll of
every one in the office, "5 not uncommon to {ind one person
doing the functione of both pigmy collector and office boy for a
salary of Rs. 200 per month.

26. Besides these four types, the Z¥Fs in Bangelore started a few more
innovative and imaginative schemes (like prize and gift scheums,
insurance cover, interest free accommodation, adgitionzl interest
for women and children etc.) to attract deposits (Banking
Commission, 19713 106-7).
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Since we s5dd not cclicet accvrnatiorse of the people, who kept
their money as saving deposits, ordy occupations of people who
kept money as tamporory and fixed dejonite are givene.

Similar pucnomenon is cvident in Bangaliore elso (Bauiking
Commission, 19713 105).

The total arownt given to commission orents is slightly mislcading.
is Tor as discounting the post-aated cheaques 1s concerned, although
the FT' enters the nanme of comissicn agent as borrower, in effect
some cultivator or some businessmon w0aln have taken it.

This sort of intra~group financing is also prevalent anong the
FFs in Hydcrabad (Business Standard, op.cit.)

T™e procedure is as follows.

Declared rote of interest = 21 per cent.
ivorzpge resl rale of interest = 30 per cont
30/21% Declared net profit

The sum of the avove gives us the anount of unaccounted noney
zenerated by each firm, by showing a lesser rate of intcrest.

The amcunt of deposits put bu partrners is Rs.1.75 lakhs, In
cecords they show thzc 18 per cent of interest is given to various
depositors; but in practi-~c this amount #oes to partners themselves
and herce it is uraccountced money gererated by concealing the
deposits of the partners.

The Banking Ceommissinn wanted the RBI te oxtend its authority over
211 the IT3 with the following resulation. (i) No finance corpo-
ration ncy be allowed t  rork without o licence from the RBI ,
(ii) A ratic may be T ribed betwezn the owned funds of an insti-
tution and its deposit siabilities. (iii) Liquidity ratio may be
suggest 2d for them which ay be lower than that in the case of
comuercial banks. (iv) Periodical . sccctions of the corporationg
be undertaken on a sample basis bty the regulating authority.
(v A cciling on interest rates on deposit mey be prescribed which
nay be higher than that prescribed for the commercial banks.
(vig In addition to the above, FFs may be classified as "approvcd“
and “'non-approved". Approved FFs arc tiiose which adhere to the
ruidelines of RBI and will have the following fecilities:
refinencing from the commercial banks and RBI, extension of deposit
insurance and using these FFs as agencies of commercial benks for
their advances to small traders and businessmen
(Banking Commission, 112 to 1155 1971)

For detaile scc Report on Currency and‘ginancc. pp.212,Vol.1, 1985-86.

Sce a news item in Indian ExpPess, June 24, 1987,
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