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Introduction _
In the past, banks, In an urge to
maximise profit, used to lend all their
funds without keeping any reserves for
Liquiaity. Later on banks realised the
dangerofthis aggressive credit policy’
and started maintaining reserves based
ontheir own wisdom. Stall some banks
disregarded reserve requirements and
continued with aggressive credit
Practlces overlooking liquidity. This
endency ultimately necessitated the
need for imposing certain norms
regarding reserves on the banking
sector by the Central Bank. The
Instrument of statutory' cash reserve
requirementwas firstexperimented by
Lhe Federal Reserve System of America
In 1933, In Indm reserve requirements
were first tested as a tool tosafequard
the Interest of the depositors but
subsequently it was used as an
Instrument ofcreditcontrol.

The Reserve Bank of India Act,
1934 Introduced statutory provisions
reqarding r.serve requirements for the
first Lime According tosection 42(1) of
the VetScheduled Commercial Banks
are required to keep minimum three
per cent of their demand and time
liabilities 15ca hre -erve. The Actalso
empowers the RBI to vary Lhe ratio
betweenthree to 15/ rajntdepending
upon the arcumstances Ason date the
f'RRof commercial banks h 8.5 per
centand co-operative banks3 percent
‘Die cashreserve requirements ofnoil-
scheduled brinks are governed by
Section 18ofthe B_ankmg Regulation
Act, 1919 According to Section 24 of

Prof. Ph|||£ Sabu, Dr.
Veerakumaran &Mr. Subash are
faculty members, (‘allege of Co-
operdtion, flanking and

anagiement,_ . _Kerala
Agricultural University, Thrissur.

Human Crkiht, March, 2001

the BJR. Act, 1949, banks are required
to maintain not less than 25 per cent
oftheir demand and time liabilities as
liquid assets properly known as
Statutory Liquidity Ratio (SLR).

According to the Banking
Regulation Act, 1966 (as applicable to
Co-operative Socleties) a co-operative
Institution doing banking business
with a share capital and reserves of
Rs. one lakh and above ISE|IEIb|e tohe
treated as a 00-operative bank, The Act
which came into force on 1* March
1966 had empowered the RBI to have
the same control over the banking
business ofthe Co-operative hanks as
It has over the commercial banks
coming under the Bankln%Re%uIatlon
Act, According to the BR Act (as
applicable to Co-operative Societies) a

0-0perative bank isrequired to keep
25per centdemand and time liahilities
as statutory liquidity ratio over and
ahove the cash reserve ofthree per cent
since 1“March 1961,

Cash reserves constitute a zero
return investment for the banks.
Similarly the return on statutory
liquidity reserves Is below the mean
costof funds. Hence any reserves kept,
over and above the statutory
requirements will Impair the
profitability ofthe banks,

llorean attemPt has been made
toexamine the extontofexcess reserves

maintained by the Palaghat Co-
operative LTrban Bank Ltd. and to
estimate the opﬁortunlty cost ofexoess
funds keptbet e hank:

Excess Cash Reservesof Palaghat ~ Co-
operative UrbanBank (PCUB)

Ne excess cash reserve is estimated
at three levels, namely, three per cent,
four per cent and five per cent The
opportunity costofexoess cash reserves
Iscalculated at minimum interest rate.
The excess cash reserves of PCUB I
giveninTaplel

From the table it isdear that the
bank had kept excess cash reserves at
3percentlevel inall the years and at
5percentlevel inthe initial year. The
aggregate excesscash reserves kepthy
the hank at 3 per cent level was
Rs.87.51 lakhs. However it Is
heartening to note that the excess
reserves gradually declined over the
years indicating improved reserve
mana]gementef ltiency.

e excess cash reserves
naturally would have undermined the
profitabibty of the bank. Hence an
attempt was made to estimate the
oPportumty C0St 0fexcess reserves ke_Pt
atall the three levels, Ine opportunity
cost was calculated at three
alternative interest rates namely,
minimum lending rate, medn
lending rale, and maximum
lending rate. The opportunity cost

Table I. Excess Cash Reserves of PCUB (From 1991-95 to 1998-
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Table 2. Opportunity cost of excess cash reserves of PCUB
(Amount in Inkhs)
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Jh 5 Rate () Rate (%) Rale (%)

At Min At MeanAt Max At Min At Mean At Max At Min AtMeanAt Max

Int Int. Int Int Int  Int Int Int  Int
- - am W LU Ut LU WU Qi
mom T - Tto- 0 @6) (6) 1) (36) (%) (x) () (4x6) (4x7)
0015 B0 Bl 5 GG 170 33 373 33 2n 25 2% 073 081 089
0G0 1088 310 5 180 o 3B 1m IR ik
09 205 570 N A 150 %0 390 1. 106 108
0078 e G ms % IR T8
SCC 50 167G 96 23 20
[ 875 R% 5 38 502 17 4% 486 s» 073 08 089

of the excess reserves at the three
alternative lending rates is shown
mTable2 |
The table indicates that ifthe
bank had lent the excess reserves
at 3 per cent level at the maximum,
mean and minimum lending rates
It would have made an additional
aggregate income of Rs. 15.75 lakhs,
Rs. 15.02 lakhs and Rs. 13.19 lakhs
during the reference period. The
marginal difference In the
opportunity cost of excess funds was
due to the narrow difference in the
minimum, mean and maximum
lending rates. The aggregate

estimated revenue loss was Rs.5.12
akhs, Rs.4.86 lakhs and Rs.4.25
akhs at 4 per cent cash reserve for
maximum, mean and minimum
ending rates respectively.

Excess Statutory Liquidity Reserves
The PCUB 15 Iegall¥_bound to
maintain 25 per cent of its demand
and time liabilities as statutory
liquidity ratio (SLR). The bank used
to Invest the statutory I|8u|d|_ty
reserves In the Palakkad District
Co-operative Bank. Kerala State Co-
operative  Bank and In
unencumbered ellglbl_e securities.
For the purpose of this study any

Tabic 3. Excess Statutory Liquidity Reserves of PCUB

(Amount in Inkhs)

Investment made over and ahove the
statutory requirement of 25 per cent
IS treated as excess SLR. It was
observed that the excess cash
reserves was transferred to
statutory liquidity ratio. So for
computing the opportum&y cost of
excess SLR, the excess CRR was
deducted from the actual SLR kept
by the bank. The excess reserves
under SLR is indicated in Table 3.

From the table It can be seen
that the hank was keeping huge
excess statutory’ liquidity reserves.
The excess of SLR steadily Increased
from Rs.22.15 lakhs in 199 1-95 to
Rs.683.81 lakhs in 1998-99. The
aggregate excess stat utoFr{y | |1%U|d|t

.

Year DTL SLR Actually SLR 25% of DTL Excess of [eServes amounted (0 5-1.
kept computed SLR lakhs during the reference period.
(1) (2) 3) (0 (5) ©) = (15) Eventhoughthe hank fetched some
199107 891 71 268 93 2 1B 83 223 68 2 15 rﬁtur.” |(()1n thelént\{esn%em OfSLR.,f
1908 96 1177 16 110 80 300,08 294 30 102 02 the yIeld would nave Deen more |
1906-97 118164 571t 12 ffll 88 371 1t 18172 the excess reserves were converted
1997508 1849\ 131 54 124 07 102 25 22 1 Into high yielding loans. Hence the
1098-09 262 184 135 189 1199 77 055 00 OH 8L opportunity cost ofexcess SLR was
Lntnl 1951 75 estimated ‘at differential interest

Table L Oppor(unity cost of excess SLit kept by *CUB

(Amount in Inkhs}

rate and given in Table -1
Opportunity cost of excess SLR
Table Irest!alsthat the estimated

M i HIHIILIM  Uppni limit\
fur £ s MR M mternut rale onut of aggregate loss due to excess SLR
o (%) (xreis SLR-—kanj by the bank for the entire
() (1) () (n (B3-S 048 period of the studY was Rs.9.91
. . - o 1 - lakhs. TShLeROEpOtr ltj)nlth cohst okf
1904 ¢ ' EXCESS ept oy the nan
. 18 ( 1r, 79 121 121 S O
e B 190 51 i 1o steadily Iincreased_from Its.0.19
larde w0 ik 10 70 i71 50 lakhs m 199 1-95to Rs | OGInkhsm
Tntul P #| 199899 (C'onld. on p.33)
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Phone No.

Gajuwaka 517051
Akkayyapalem 0473380
Nakkavanipalem 553054
Gopalapainam 520890
Payakarao Peta 54313

Pwndueihi 824421
Seelhammapeta 575648

All Deposits are Insured and Guaranteed.

All Counters will be opened 15 Minutes before the commencement ofthe Business Hours.
Lockers are available in all Branches

Branches working on Sundays.

Best and Personalised Service Is our motto.

Double your Moneyjust in 63 months.

The Oldest and Standard Co-operative Urban Bank in the State

Re-Investment scheme Is Golden futureforyour Children.

Main Branch and Branches work in Two Sessions.
Avail Nomination Facility.

Common Man’ Bank.
Quick, Prompt and Cordial service.
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