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This paper deals with the non-bank urban informal credit market in India and, in specific, with how
it contributes to finance in the Indian economy.
The Indian informal financial market, once far larger than the formal one, has both declined and
changed its form in response to the expanding roles of the banks in recent years. But it remains an important force in the economy.
Two Banking Commissions in 1929-30 and 1911 surveyed important
sectors of this market, but
changed circumstances since 1969 (when the
banks were nationalised) and some limits on the 1972 Banking Commission Reports' coverage have rendered a limited resurvey necessary for a full consideration of
this informal market.
I
Introduction
C R E D I T MARKETS develop almost in
every case where extensive long-range
trade or manufacture involving stocks
and consumer credit exists. Those w i t h
surplus funds lend them to those who
need funds to carry on their business,
first for working capital and then for
fixed capital assets as well. Soon intermediaries grow up which develop financial instruments w h i c h serve to reconcile the different terms (length of
credit, type of security and so forth)
desired by lenders and borrowers. After
a period, governments attempt to regulate some of these intermediaries and
instruments
in order to protect all
market participants, and often to direct
funds preferentially in one direction or
the other. 1 Other intermediaries and
instruments remain outside of the regulatory net in the 'Informal market"
Since the substance of both regulated
and
unregulated
markets
is
the
same mobile lendable funds, the markets interact and funds find their way
back and forth between the t w o markets and
go wherever the return is
higher. To achieve their purposes of
capital channeling, governments often
t r y to repress the informal market, to
increase the amount
of regulated or
channelled funds; but whether they w i l l
be successful or not depends on the external forces which drive the evolution
of both markets. In particular, the i n creases in transaction costs occasioned
by artificially channelling funds into
the formal market may cause a net
decrease in available funds, and retard
economic activity, or repress : on may
fuel "parallel'' informal markets. "Stifling regulation by the Exchange A u thorities can be one reason for the
establishment of a parallel market.
Other reasons are limitations on the
Minimum transction or of amounts of
each kind of security (instrument) and
excessive
commissions
(transactions
costs) charged by brokers on the origi-

nal market." 3 The two markets — regulated and informal — may become
disaggregated and all sorts of irrationalities occur in capital allocation because of the
segmentation of what
might naturally be a more integrated
market.
On the other hand, the repression of
informal markets could create space
for the growth of a more integrated,
rational set of financial institutions.
India has followed roughly the general pattern outlined here; old credit
markets serving trade and traditional
industry
remain unregulated and coexist w i t h regulated credit markets
serving more modern industry and the
state sector, Government policy aimed
partially at channelling funds i n t o the
regulated financial sector — and partially at protecting savers and borrowers
— has led to measures of control which
have disaggregated this informal market from the regulated one. The questions that arise concern the countervailing
gains and losses from such
controls and the possibilities for future
evolution of the two markets. This
study is concerned w i t h
those questions.
DEFINITIONS

For the purpose of this study i n formal financial markets are any markets for cash finance (rather than credit
in the form of goods) which do not
involve directly the regular commercial
banks, registered savings institutions,
or equity and debentures traded in
registered securities markets. The essential characteristic of these markets
is that they are far more loosely monitored and regulated than 'formal' financial markets.
The earliest treatment of these financial markets by Bottomley and U T u n
Wai in the I M F Staff Papers and elsewhere referred to them as 'unorganised
markets', because in several cases they
seemed highly segmented as compared
to the 'organised' financial market do-

minated by the banks. 3 But at least in
the Indian case (and the Korean one
as well) several of these markets seem
large and institutionalised enough to
make the term 'unorganised' inappropriate. 4 Incidentally, to the extent the
markets studied are less segmented the
very high interest
rates reported in
studies like U T u n Wai's and Bot-tomley's
seem less characteristic as
well. Older Indian literature refers to
the 'indigenous' market (elsewhere people talk
about the bazaar financial
market) to differentiate it from the more
westernised forms of the regular commercial banks.
But the invidious
distinction seems hardly appropriate
today when all institutions considered
are thoroughly Indian.
The present study is not concerned
w i t h informal rural credit, except in
so far as some of it finances trade and
industry. Current estimates suggest
that the rural informal sector in India
accounts for almost Rs 3,000 crores of
loans, lent at rates of 12-25 per cent
per annum. 5 N o r is it concerned w i t h
the large market for 'black' money financed out of sums not reported to i n come tax. This study is also not concerned w i t h the
considerable market
for consumption
credit, especially to
support the poorest members of society.
This market is probably small in volume, but often characterised by high
risks and interest rates.
The rural and consumption credit
markets are not always easy to separate
from the urban commercial and industrial finance market covered in this
survey. Both rural and urban industry
sometimes finance themselves out of
these rural and consumption markets.
Surveys particularly note this in the
case of smaller artisans.6 The Chettiars
and Rastogi bankers and finance companies surveyed do considerable household finance — in the latter case especially of consumer durables.
The urban informal financial markets
serve b o t h the 'organised' and 'infor279
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VOLUME A N D RATES OF CREDIT IN I C M S

mal, unorganised' sectors of productive
enterprises in trade, services, and i n dustry. The informal enterprises among
these productive enterprises are those
whose economic activities are not
closely monitored and regulated by the
government. Specifically, informal enterprises' are those family and proprietary enterprises which do not come under the purview of the company and
often the tax and labour laws. In general, less than half of small-scale industrial enterprises in India are probably
registered as small-scale industries
w i t h the government, less than 20 per
cent have bank credit, and even fewer
pay income tax, Thus more than halt
of all productive enterprises, even in
the industrial sector, are 'informal'.
But, as we shall see, most informal
financial sector, credit goes to formal
sector productive enterprises,
INFORMAL MARKETS AROUND T H E W O R L D

( A i l rates are approximate—interest rates and numbers of firms are less so that
the estimates of credit extended) \
Notes: (1) Multanis receive Rs 3 to 6 crore in bank refinance and have Rs 7.50
crores in deposits.
(2) Gujarati bankers may have as high as Rs 800 crore deposits, pay 7.5
per cent on current account (6 per cent in Bombay) and upto 12 per
cent on longer term money. Gujarati annual hundi turnover in Bombay
pure bankers, Rs 1,000 crore; and banker commission agents, Rs 600
crore.
(3) Chettiars who do secured lending are 25,000 pawnbrokers, 25 per cent
of whose lending is for commercial purposes and who dispense a total
credit of Rs 1,250 crores; and 2,500 bankers who extended Rs 380 crore
of credit and hold perhaps Rs 250 crore deposits. The bankers, inter
alia, refinance pawnbroker lending. Normal lending rates are 18-30
per cent per annum; deposits for over one year get 15 per cent per annum
and less than a year get 12 per cent.
(4) Rastogi Bankers have roughly Rs35 crore in deposits on which they pay
12-15 per cent in Lucknow and 14-20 per cent in Benares. They lend on
a secured basis at 18-24 per cent, and on an unsecured basis at higher
rates. Effective rate on hire purchase finance is 36 per cent per annum
280

Informal and non-bank commercial
credit markets exist in most market
economies. These are markets not subjected to the close customary and legal
regulation characteristic of commercial
banking and its variants. In 1977, the
volume of such finance in the US' alone
was $ 70 b i l l i o n . The volume of such
lending has doubled since 1970.7
These non-bank lenders provide working capital, generally at somewhat
higher interest rates
than the banks
for those enterprises whose demands,
procedures, and risks are deemed
inappropriate
by
the
commercial
banks. The
differential w i t h
the
banks rates varies, though
both
in the American and Indian case
it ranges between 2 and 8 per cent.
These lenders serve a clientele which
includes a disproportionate number of
small-scale enterprises (SSE), whose
size and instability make them unattractive to the commercial banks, normally
the primary source of working capital.
To the extent that the promotion of SSE
is an important policy objective, the
proper functioning or replacement of
these markets is a critical concern of
public policy; and to the extent that
the activities the informal non-bank
markets finance are necessary to the
balanced growth of the economy, the
finance markets are also necessary.
Further, in industrial economics the
intermediaries in this non-bank market
have often pioneered forms of credit
later adopted by the regular hanking
system. They form the cutting edge of
banking innovation. These non-bank
intermediaries have demonstrated the
possibility of accommodating new categories of clients and business, The
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financial institutions have then cither
copied them or shared their returns by
refinancing them. In LDGs where Western style banks often adjust poorly to
indigenous market conditions these
informal financial markets are likely to
serve a larger and more crucial sector
of the economy than in the industrialised, countries and to present a model
of how the banks could adjust to serving the market's expressed needs.
The present study -estimates that the
percentage of such non-bank finance in
the Indian urban financial markets is
at least 30 per cent of the total (not
including 20 per cent accounted for by
publicly held deposits w i t h l i m i t e d
companies and call money, but not i l legal monetary flows), Commercial
Bank credit accounts for the bulk of
the remaining borrowing by firms. By
contrast, in the West Africa studies the
proportion of informal finance is under
3 per cent.
Of course, the economies considered
are quite different and at
entirely
different levels of financial development, but the figures are broadly i n dicative.
The countries surveyed indicate that
there is a considerable span in the size
and degree of integration of informal,
unregulated credit markets in the countries concerned. As we w i l l indicate
toward the end of this survey, there
seems to be a regular pattern in which
the degree of integration normally increases w i t h the industrial and commercial development of the countries
concerned.
The existence of this informal 'indigenous' credit market has, of course,
been no secret to the students of the
Indian economy. References to it are
made in the Vedas and the Buddhist
Jatakas (7th to 2nd centuries BC) report bankers remitting cash and creating credit instruments, receiving deposits, and organised in guilds. Later
sources refer to 15-80 per cent rates of
interest varying w i t h security and social standing., In the Mughal period
(1525-1719) bankers managed the financial affairs of state and financed long
range trade. 8
II
Informal Credit Markets
Informal credit markets exist in a
wide variety of forms in the Indian
economy, largely complementary to but
occasionally competitive w i t h the 'organised' banking system. These credit
markets provide credit to markets or
firms which the 'organised' banking system cannot accommodate either because

of explicit policy limitations or because
the bank's requirements for borrowers
are too onerous.
The data for this report came from a
series of selected interviews w i t h lenders, borrowers, intermediaries, and
associations which represented them.
Almost one thousand people were interviewed (not always singly) by the
three
investigators who submitted
individual reports on their work; this
monograph presents their results in
integrated form.
The interviews were not rigidly
structured though we d i d try to get
data about costs, rates, and volumes of
lending as well as a general sense of
operating procedures from the intermediaries. From the borrowers, we
tried to gain a sense of their criteria
for choosing the informal sector, and
the place its finance played in their
operations.
Initially we had planned to concentrate on the traditional bankers alone
(those who took deposits and made
loans) — but it rapidly became apparent
that it was necessary to study brokers,
and new institutions like 'finance companies' which not only performed
parallel functions in many markets, but
actually formed part of the same informal market network.
The interviews were spread out in
a variety of areas including Bombay,
South Gujarat, Delhi, Amritsar, Kanpur,
Calcutta, Benares, and Lucknow, and
the major centres of South India, They
do not represent any work in Central
India, with an old banking network,
nor in Eastern India outs de Calcutta.
Even in Calcutta, the coverage is far
lighter than we would have preferred;
hut time was simply not available to
establish the connections that would
have been necessary for a more
thorough study there.
T Y P E S OF AGENCY

The traditional informal credit market intermediaries were organised along
lines of ethnic community. Their
history can be and is recorded on communal lines.' The Shikarpuris, the
Gujaratis, the Chettiars, the Rastogis,
and so forth all had separate networks,
w i t h separate if similar procedures
(Table 1). Some business was done
across community lines, especially in
port cities, and cli-entele was often gathered from different ethnic communities than that to which the intermediaries belonged. The Chettiars, for
example, served almost all -economically
active groups in South India; the Rastogis served the craftsmen and traders
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of all communities in the Oudh area of
Uttar Pradesh. In the modem period,
there has occurred a considerable
blurring of lines both as to modes of
doing business and to business partners, and a merging of the older modes
w i t h several non-traditional forms —
intercorporate call money, hire purchase arrangements, finance "companies", etc. The informal intermediaries
may not be classified on functional line.
For the purpose of this study we shall
be moving back and forth between the
categories — communal and functional
— but w i l l try to organise the account
on a functional basis.
There are four broad types of facilities available in informal credit markets defined in functional terms — indigenous style bankers, commercial financiers, finance brokers and commercial
paper discounters. None of these are
pure types. Agencies of all sorts, for
example, discount commercial paper,
and perform as brokers for their clients.
Indigenous Style Bankers: As the 1972
Banking Commission defined them,
'Indigenous Style Bankers' had both to
take deposits and make loans. This had
to constitute a major part of their
business. Though their number has declined somewhat there are still thousands of family firms who continue
business as traditional .style bankers.
Continuously reorganised, many of these
firms have continuous existences going
back several hundred years. The Gujarati Shroffs do almost everything a commercial bank does — accepting deposits, making loans, and providing means
of remittance and collection.
The
Gujarati firms themselves number well
over 4,000. There is a continuum among
these Gujarati bankers between those in
Gujarat itself, who are often specialised
in banking and 90 per cent of whose
funds may be based on deposits, and
the more numerous Marwari and Gujarati firms in Bombay and Calcutta
which combine their banking w i t h trade
in cloth, grains, and other commodities
and whose credit transactions are to a
greater or lesser extent ancillary to
that trade.
The indigenous style bankers, typically, perform a larger set of services
for their clients than simply accepting
their funds on deposit and reloaning
them. They provide means of remittance (especially 'darshani hundis' —
sight bills), discount commercial paper
and checks, give commercial guidance,
and often offer transient accommodation
to their out of town clients and associates. Their offices are open both later
and earlier than the commercial banks
281
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and they are far more flexible in serving their customers. They provide the
only banking services in many areas of
India and service firms w i t h business
interests there.
This largely explains
the preference of some Bihar and Assam
cloth traders in Calcutta for dealing
through Marwari indigenous banker
since there are no commercial banks in
the villages w i t h which they trade. In
other areas, especially Gujarat, indigenous bankers provide accommodation
to "non-priority sector" trades not well
financed by the banks — grains, cloth,
" b i r i " tobacco etc. Deposits represent
30-90 per cent of the funds the fcujarati
Shroffs use, and lower percentages for
others.
Traditionally Gujarati Shroffs did not
solicit new clients and restricted themselves to serving a local clientele whom
they knew intimately. There are now a
few Gujarati indigenous bankers who
have taken a more aggressive pose and
advertise for clients. One such banker
has 93 branches, and Rs 20 crores
as deposits.
Though the number of Gujarati
Shroffs is relatively high and the range
of their services particularly extensive,
we found a wide variety of indigenous
style bankers among other communities
as well. Much of the Chettiar pawnbroking in South India is conducted,
for example, on the basis of deposits.
By this 'deposit taking and lending'
definition, the indigenous bankers ought
to include as well a group of finance
'companies' (though they are rarely
joint stock companies) who take and
solicit deposits and lend them in turn
to a commercial clientele. One of the
authors surveyed two highly successful
ami reputable firms of this sort. The
firm run by Srinivasa Naidu in Coimbatore w i t h Rs 1.80 crores in deposits
kept Rs 60 lakhs in fixed deposit at 9
per cent and lent the rest out at 18
per cent against pawned sureties. The
depositors are paid 9 per cent annum.
The Gujarat Savings U n i t runs a series
of very successful savings and prise
schemes for small savers. Over a m i l l i o n people are involved in these
schemes, and 10,000 agents solicit, at
least part-time, for them. The Unit has
been especially successful in Andhra.
50 per cent of the money is invested
at the 9 per cent fixed deposit rate and
the rest is loaned to industry at rates
ranging from 18 to 24 per cent per
annum.
Many of these 'companies' are run by
people from a traditional banking background. There were 50-150 of them in
the various Southern centres surveyed
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— though most of our operational data
is based on a survey of 20 such firms in
Trichy. One estimate has it that there
are 2,200 such companies w i t h perhaps
Rs 450' crores of working funds in the
whole country. The 20 firms surveyed
in Trichy who were members of the
local finance company association had
Rs 44 crores in working funds. In
Trichy and Karur, 30 per cent of finance
company advances went to retail trade
and 10 per cent to wholesalers, 8 per
cent to small scale industry and 12 per
cent to agriculture. In the larger Cities,
hire purchase finance of used vehicles
seemed most important. In agricultural
centres the credit went to finance trade
in cash crops. In the case of Sugeshan
in Madras about half the funds are i n vested in three month promissory notes
and the rest in secured export finance.
The largest of these finance companies
have several crores of rupees, all of it
based on deposits; own capitalisation
is usually low. Peerless claims more,
than Rs 100 crores in assets, Sugeshan
Rs 100 million.
The few limited company finance
companies are mostly involved in the
hire purchase finance of vehicles less
than three years o l d and enjoy considerable bank refinance. They had
assets of Rs 26 crores. 10 The non-limited 'companies', in the larger centres
specialise in the hire purchase finance
of older vehicles, and to some extent
of consumer durables. The Hire Purchase Association of India reports that
425 of its 500 members are not limited companies.
The finance 'companies' perform many
bank functions — they discount and
collect a variety of remittances and
commercial paper, maintain deposit accounts, and sometimes provide chequelike remittances. The non-limited company segment of these finance 'companies' is almost totally unregulated and
some apprehensions are entertained
about their soundness. The 1972 Banking Commission recommended that the
government devise a scheme for their
regulation. Since the R B I concluded
that regulation was impossible, government has introduced a B i l l in Parliament
which would have the effect of banning
these companies, as well as restricting
a good deal of the rest of the indigenous banking community. No action
has been taken as yet on this Bill,

element and they are very popular.
Again government has proceeded to
ban 'prize chits'. It is estimated that
there is an annual turnover of about
200-250 crores in Chit Funds. 11 Chit
Funds are often run by traders who
find that the funds help meet their
working capital needs or by finance
'companies' but the bulk of chit finance
is for non-business purposes. A variety
of mutal loan funds (Nidhi) and commercial property mortage firms fill other
credit needs, again primarily in South
India. As much as a quarter of Chit
Fund, N i d h i , and pawnbroking funds
go for commercial purposes.
Commercial financiers: These
are
lenders who, in contrast w i t h indigenous
bankers, mostly employ their own funds
and do not take significant amounts of
deposits. In some cases, however, they
may serve as intermediaries by discounting (i e, refinancing) their lendings
w i t h commercial banks or others. In
this way they are similar to the Commercial Finance
Companies in the
US or other industrialised Companies.
The large group of Shikarpuri (sometimes called Multani) financiers in
Bombay and South India are the most
widely known of these financiers.
Originally indigenous bankers of the
classic sort, they largely renounced deposits some time ago to rely on bank
rediscount of their obligations. In recent years, this refinance has been reduced as a matter of bank policy, and
they now largely rely on their own
funds. The amount of bank funds made
available to them is less than one tenth
what it was in 1960.12 There are roughly
600 firms which belong to the various
local Shikarpuri Banker's Association
w i t h Rs 600 crores of capital according
to one estimate. Other estimates would
put the amount of capital at l i t t l e more
than half that figure. The average firm
would have had a capital of roughly
Rs one crore, though t w o or three
firms may often be owned by the same
family. In addition to the Shikarpuri
firms who are members of the local
associations there are probably an equal
number who are not In the case of
Madras, only those firms w i t h refinance
facilities at three banks are eligible for
membership and membership at 127 is
almost one half the number of nonmember bankers. Incidentally the 127
members is up from 77 in 1970.

A variant on these finance 'companies'
is the commercially promoted Chit Fund
(Kuri), a rotating credit arrangement
characteristic of South India. Though
not very profitable for those who i n vest in them, most include some lottery

The Shikarpuris traditionally took
what wore known as 'multani hundis',
90-day term notes in amounts between
Rs 3,000 and Rs 5,000 (earlier much
lower) and discounted these notes.
W i t h the decline of discount facilities,
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they have moved towards demand promissory notes (endorsed for a term)
and instalment finance. Typically, a
broker w i l l arrange to break up a large
loan into smaller notes which he w i l l
sell to a whole group of bankers; risks
are thus spread throughout the Shikarpuri community.
Financiers of the Shikarpuri sort
exist almost everywhere; that is there
are in every major market people who
make their living by lending their money to businessmen as do the Shikarpuris. One Rastogi 'Private Banker' in
Kanpur indicated that he traded almost
entirely on Rs 20 lakhs of his own
capital A group of 100 Marwari bankers in Madras were found doing precisely this 'multani' business, NonShikarpuri commercial financiers, dealing through brokers, were found in all
centres studied. They proved the shiest
of the informal credit agencies, and in
several cases I had to rely on secondhand reports on their activity. In
general, the most difficult data to get
for this study was that on the identity
of lenders.
Finance Brokers : The typical commercial financier, unlike the typical
indigenous banker, deals through brokers. But brokers go, as well to other,
non-full time (i e, non-commercial
lender) sources. In the Shikarpuri market, in particular, as the amount of
bank funds in the hands of bankers has
contracted and the brokers have emerged as an independent force, searching funds from any w i l l i n g source. One
broker gathered funds from
350
different .sources in amounts from
Rs 10,000 to Rs 1,00,000, and re-lent
them to 37 larger-sized public companies. There are full and part-time
finance brokers in almost every commodity market, ranging from those who
work the inter-corporate call money
market (minimum of Rs 5 lakhs, at
8.5-10 per cent w i t h 1/2 per cent brokerage) in Bombay for crores of rupees
at a time, to the kind I interviewed in
Kanpur and Amritsar who may carry
back and forth as little as between
Rs 5,000 and Rs 25,000 at a time between traders in the cloth market, or
between the grain and. jute markets in
Calcutta. 13 For certain purposes, it is
necessary, however, to differentiate between the company broker who brokers
deposits and call money in the corporate sector (in high volume and at low
cost) and the smaller brokers who serve
partnership and proprietary firms, The
former are often stockbrokers and combine stock brokerage w i t h the brokerage
of other financial accommodations.

The brokers used by Shikarpuri financiers (accounting for almost all transactions in Bombay and 75 per cent in
Madras, but very little in the smaller
centres) often receive as high as 2 per
cent commission. There are 85 association-member brokers in Madras and
three times as many in Bombay, and
many unregistered ones. Some of these
brokers — members and non-member
— deal w i t h both Shikarpuri and nonShikarpuri funds sources.
Gujarati indigenous bankers also use
brokers, especially in the larger cities,
but the brokers' role is less critical than
among Shikarpuris and they do not
syndicate loans among bankers. Rastogi
bankers in Uttar Pradesh are beginning
to use more brokers as they attempt to
diversify their portfolio into new fields.
The smaller sort of brokers, providing
intermarket or intramarket credit to proprietary firms, represent a considerable
range. At the top there are those like
the Amritsar broker who handled more
than one to two crore rupees a year
for 150 large clients in minimum
amounts of Rs 50,000. By contrast a
more typical broker has 15-25 clients
and deals in a minimum unsecured
transaction of Rs 5,000 or so in a small
cloth or grain market.
Commercial Paper Discounters. There
is also a considerable business in the
discount of commercial paper, checques,
post-dated cheques, truck receipts, etc.
By and large, this financing is done as
in the West; outstanding bills and accounts receivable are brought without
recourse.
An
important
part of
the business is the discount of bank
cheques, current and post-dated. Postdated cheque finance was reported in
large volume in Bangalore and Varanasi
for hand and powerloom finance and
in Madras for financing tanneries. Shikarpuri lending, particularly on an i n stalment basis, is now often done
through the instrument of a post-dated
cheque. In Calcutta, discounting is
concentrated among Marwaris and
capital of Rs ten crores to Rs fifteen
crores is reported to be involved. Numerous firms do this kind of discount
in the major centres including indigenous bankers and commercial financiers,
trucking companies, commercial couriers
(angaria) and others. In one variant,
the cotton textile mills find firms to
which they can sell their accounts receivable; textile purchasers find firms
who will appear as the wholesaler of
record in order to finance their transactions. The discounters typically charge
what amounts to 18-24 per cent i n terest on an annual basis.
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ORGANISATION AND REGULATION

One characteristic of some of these
informal credit markets worthy of note
is their organisation for self-regulation.
About half the Shikarpuri financiers belong to local associations which serve
both as social centres and enable their
members to be eligible for bank refinance. These usually do not have explicit disciplinary functions, though
they may exercise informal control.
The percentage of Gujarati bankers and
market finance brokers of other communities who belong to such associations is often lower, but these associations serve key disciplinary functions
such as certifying the dishonour of a
hundi, and setting maximum interest
rates, especially for transactions among
members. These regulatory kinds of
functions are especially pronounced in
the organisations that run traditional
markets like the wholesale cloth
markets. The Hindustan Chamber of
Commerce in Bombay, the Merchants
Chamber of Commerce in Calcutta the
Delhi Mercantile Chamber, and the
Kanpur Cloth Committee all serve these
functions. In these respects, these associations inherit the traditions of the
commercial panchayats who have run
such markets in India from time immemorial, and of the Nagar Seth (the
hereditary head of the merchant community).
Newer markets — those in shares
arid futures for example — which are
populated by those from traditional
trading backgrounds often preserve the
old governing forms as well. On the
other hand markets where a great deal
of change of personnel has occurred,
such as the wholesale markets of Delhi,
are often characterised by looser control. The Bombay Shroff's Association,
the organisation of the city's Gujarati
bankers, has tried to create a national
federation of these local bankers associations — the A l l Indian Shroffs Association — to represent the indigenous
banking community in political matters
and has achieved a modicum of success, at least w i t h i n the Gujarati community.
Ill
V o l u m e and Terms of Credit and
Deposits
Hough estimates of the volume and
rates charged for credit in various ICMs
are found in Tables L a n d 2. In general, brokers and indigenous bankers
provide money at an annual equivalent
of 18-24 per cent to larger established
traders — w i t h 18 per cent the norm
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— and to smaller artisans and traders
in a range sometimes as high as 24-36
per cent. Cheques and bills are discounted at 18-24 per cent. Call money loans
in urban areas are sometimes provided
at rates as low as 12 per cent. Black
money also is normally available at
slightly cheaper rates — 12-15 per cent
in Bombay and 24 per cent in Madras.
In general, South India has higher in
formal rates and a wider variety of recently started informal institutions
(nidhis, finance companies, and chit
funds), possibly reflecting
a greater
capital stringency there, Shikarpuri banker's rates also seem high, though more
so in Bombay and Madras where they
are readjusting to a decline in bank
refinance.
For purpose of
comparison normal
bank lending rates are between 13 and
16 per cent per annum, and most I C M
clients might well have to pay the
higher rates if they could get accommodation. The modal informal rate is
thus only two to eight per cent higher
than the bank rate, and probably even
less if we look at the actual transactions costs to the borrower involved.
The All-India Debt and Investment
Survey, 1971-72 says that 75 per cent
of households (accounting for 85 per
cent of lending) in rural areas borrowed
at rates under 25 per cent. Of course,
trio relevant bank rate here is 11 per
cent.14
Many of
these interest
rates are
fixed in competitive markets. In some
cases, there is some price leadership or
institutional fixation — as by the cloth
market committees — and in others the
degree of association between lenders
must lead to some co-ordination. The
rates clearly move in some sympathy
w i t h bank lending rates as charted in
some recent yet unpublished work by
V V Bhatt and T R Venkatachalam. 15
The differences in interest rates from
city to city are substantial and reflect
the largely local and even sub-local
nature of the markets surveyed. Even
the Gujarati bankers who move freely
back and forth between Bombay and
Gujarat report
money a
percentage
point or so cheaper in Bombay. Some
of
this difference may reflect the
greater availability of bank credit in
Bombay, or the greater liquidity of
Bombay as a financial centre, it clearly
does not reflect arbitrage costs which
are less than 0.2 per cent or 0.3 per
cent if one assumes a need to cover
double the remittance costs. The differences between Madras and Bombay
Shikarpuris are equally hard to explain
because the firms are related, though

money is not so mobile. Perhaps the
risk level is perceived higher in Madras;
perhaps the lower Bombay figure is a
reflection of the inelasticity of demand
in the Madras market w i t h i n the ranges
the Shikarpuris charge.
As to the persisting difference between the inter-market and Gujarati
rates and those charged by Shikarpuris
and finance companies, we must assume that the Shikarpuris and finance
companies deal w i t h people who do not
have access to sufficient lower priced
finance from either informal sources or
the banks; and that seems largely the
case.
Normally interest is paid when the
'note' is paid off, or on current account for credits from Gujarati bankers.
It is collected when the account is
brought into balance. Shikarpuris and
some other lenders take their interest
in advance, and that has been taken
account of in reporting their rates on a
basis comparable to the others. Penal
interest is not common except among
hire purchase companies; overdues are
rare and usually rolled or negotiated.
In some situations,
interest is paid
every quarter or month, independently
of principal repayment — this was reported in the Kanpur cloth market. In
other circumstances, particularly in
South India, instalment pay offs,
usually concealing higher interest rates,
are becoming common. (In these cases,
actual rates are sometimes in the 36-40
per cent range — an increase of 20-50
per cent.) In the case of advances to
small traders and artisans, again high
annual rates are sometimes hidden by
quick repayment.16
In each case there may be some i n cidental
fees — brokerage, charity
charges, 'shigriti' (speed money), and
stamp taxes — but I have tried to consolidate these in the reported rates.
These exist in different forms for bank
lending and sometimes raise the .cost
of lending as much as 6 per cent.
Normal brokerage is less than 1/2
per cent annually of the loan principal,
but Shikarpuri brokers charge 2 per
cent. In no case, that we know of, does
the broker guarantee the loan, but his
business is obviously based on his track
record in finding good borrowers who
repay on schedule.
Short of a total survey it is hard to
determine what percentage of total
capital employed in trade and industry
is accounted for by informal lending
— and what relation informal capital
employed has to that provided by the
commercial banks who are the prime
other urban credit source. Urban co-
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operatives are relatively small and
weak; development finance is available
elsewhere but usually not for working
capital purposes (from State Finance
Corporations, Industrial Development
Corporations, and Small Scale Industry
Corporations).
There are several definitional problems connected w i t h the 'concept' of
informal money. On the one hand, reported figures include a considerable
amount of money from friends and relatives that might well be counted in
equity. On the other hand, it includes
a certain amount of money which might
well be considered simple trade credit
and outside our terms of reference. By
and large the figures contain, today,
very little agricultural credit (less than
5 per cent). The figures also could i n clude — but this is more easily separable — deposits and call money lent to
joint stock companies, which really belong to the organised sector of the
economy.
Just as relatively accurate figures are
available showing that 70 per cent of
all debt in the rural sector was owed
to 'non-institutional creditors' from the
RBl's Rural Credit Survey in 1971,
similar data should become available in
the next two years from the RBI's
Urban Household Sector Survey (which
includes non-limited company enterprises) and the Economic Census. W i t h
the rapid increase in commercial bank
credit to agriculture since bank nationalisation, this figure should have declined
yet further. Nonetheless one has reasons
to be apprehensive about the accuracy
of the returns that w i l l be made on
financial matters to these two surveys.
Still some estimates can be attempted
and are in Tables 1 and 2. The total
amount of informal credit is at least
half that of bank credit — not counting trade credit, 'Finance Companies',
or black money. Counting these and
uncovered markets, it is certainly
higher.
Tables 1 and 2 also deal w i t h the
volume of deposits and the rates paid
on them. Our overall estimate says that
the Gujarati bankers have Rs 800 crores
of deposits. In the small town centre
of Anand, the typical firm had 200-300
depositors in amounts ranging from
Rs 1,000 to Rs 1,00,000. Demand deposits got 7-1/4 per cent as contrasted
to 6 per cent in Bombay, three-month
deposits got 9 per cent and one-year
deposits got 12 per cent. More than
half the total was in these one-year
deposits. The one larger f i r m had well
over 1,000 depositors. Though depositors are primarily businessmen who
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often borrow as well, they also include
agriculturalists and professionals. The
Bombay Shroffs had roughly the same
number of depositors each, but the
deposit amounts were much larger and
bulk of the depositors were in current
account, but were still traders.
Though the proportions are lower,
Rastogis and Chettiars covered in C V
Aiyar's survey work (op cit, Note 4) reported considerable
deposits; Shikarpuds had very little in the way of deposits and most of that from close associates.
Finance companies
were
entirely dependent on deposits, mostly
for three-year terms, at 15 per cent per
annum. One has the impression that
finance company depositors include a
large number of salaried middle-class
members. The sources of non-owned
funds in other sectors of the informal
credit market is less clear. Shikarpuris
operated on their own funds, plus a
modicum of bank credit, Shikarpuri
brokers used these funds, but like other
brokers went out in the market and
sought deposits from
traders professionals, and others w i t h excess funds.
The intra-market brokers said most of
their funds came from cash surplus
firms in the market itself — such was
clearly the case in Amritsar and Kanpur — though others, even rich farmers, were occasionally mentioned.
Typically, the capital deposit ratio is
1:6, fairly close to that reported by a
number of Gujarati firms though the
average among Gujaratis would appear
higher (and lower among Chettiars and
Rastogis).
TRANSACTION COSTS

Table 3 presents transactions costs
as percentage of working funds. Transactions costs
in those markets not
covered in Table 2 where brokers predominate as intermediaries may be as
little as 0.5 per cent on an annual basis
though they do go as high as 1.2 per
cent of turnover. Shikarpuri brokers
charge 2 per cent on each transaction,
usually a three-month loan. Indigenous
bankers and commercial financiers t y p i cally have higher costs. One large
Gujarati f i r m had costs equal to 2 per
cent of its total w o r t h or 2.2 per cent
of its deposits. The Bombay Gujarati
pure bankers had yet higher costs. The
actual costs of the Shikarpuris are yet
higher. They work out to Rs 30,000 to
Rs 45,000 a f i r m . However, the expenses may be spread over several allied
firms.
The Gujarati firms are often larger
than the Shikarpuris and do a considerable business in collecting remittances

around town and often house their
visiting clients. The average Bombay
firm has 12-15 employees. One large
firm in a small town employed
one
manager, nine

Annual Number
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