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Evacuees from Mahaweli work sites in 

Senaka A. Samarasinghe 

Building of the major dams and other 
fattruction works m the MahawaU Deve­
lopment Project has necessitated the large 
scale evacuation of populations pom such 
sites to new areas of settlement. It is 
essential to know exactly who the evacuees 
and their families are and how they could 
be assisted to adjust in their new settlements 
and it is with this object in view that Se­
naka Samarasinghe, a Deputy Resident 
Project Manager, undertook this study 
of the Madagama Block, in Zone 3 System 
C. He draws attention to the need to 
expeditiously develop services to provide 
these settlers employment in the terriary 
sector: and also for a wise investment 
of the considerable amount of money 
expected to flow Into this area. 

The Study Area - Topography and Soils 
This study covers the area Madagama 

Block, in Zone 3 System C, of the Maha­
weli Settlements where evacuees from 
the Mehaweli work sites, including the 
Victoria reservoir area, were being settled. 
The study area is loceted on the Western 
boundary of the Amparai district. (See 
map 1). The Ulhitiya Oya forms the sou­
thern and western boundaries of this eree, 
while on the north the Kuda Oya serves 
as the boundary. On the east is Main 
Canal No. 1, where Rathkinda reservoir 
and the Ulhitiya reservoir together con­
stitute the boundary (See map 2). 

In this area the ground slopes down­
wards from eest to west. From the east 
the tributary and streams - Kuda Oya, 
Oiyavidda Oya and Rathkinda Oya -
flow westwards to join the Ulhitiya Oya. 
Remnants of erosion are encountered 
on the northern and eastern boarders, 
while the rest of the area is undulating 
land. 

The soils consist essentially of the 
upland well drained Red Brown Earth 
(RBE's) and the poorly drained Low Hu-
mic Clays (LHC's) in the valley bottoms. 
Between these two types ere intermediate 
imperfectly dreined soils. (1) 

Climate 

The erea constitutes a part of the Dry 
Zone of Sri Lanke. Rainfall is variable 
averaging 2,000 - 2,100 mm. of which 

new settlements - A study of the Madagama 

auout 75 percent fells in the Maha seeson 
(Sept. - Jen.) The climate is characterised 
by steady temperatures end sunshine 
hours (except in Nov. — Jan.) with low 
humidity and high wind speeds In the 
dry season. (21 

Background 

' Only the command area of the region, 
covered by dense monsoon forest, was 
cleared at the beginning of 1982 with the 
eid of machinery. The ipland area was 
not cleared till the settlers were brought 
in. Once they came they were paid to 
clear the ground falling within their own 
allotments by means of human labour. 

Object of Study 

V On tha development of the new 
area as a result of the following factors 
relating to the chief of the settlers 
household — his native area, race, 
age, civil status and occupation. 

2. On the development of this erea 
resulting from the following factors 
releting to the other members of 
his femily - family size, male/female 
ratio, age structure, education and 
occupation. 

3. Of the above variables on each of the 
nine villagers in which the settlers 

h heve been placed. 

This study was also intended to de­
termine the general progress in the settle­
ment policy with the shifting of evacuees 
from the Mahaweli work sites, including 
the Victoria reservoir area, into new settle­
ments such es in Zone 3 of System C. 

Data Collection 

Data was collected, by means of a 
questionnaire, from those who had been 
evacuated, since June 1982, from the 
Victoria Reservoir erea, other Mahaweli 
work sites and the Maduru Oya National 
Park. Arrangements were made to have 
the questionnaire filled in respect of every 
settler of System ' C The filling up of 
the questionnaire was carried out during 
October — November 1982 by the new 

Block, in Zone 3 System C 

Unit Managers appointed to Zone 4 of 
the System ' C 

While the number of chief house hol­
ders amounted to 1,704, those included 
in the sample consisted of 226 of them; 
e sample of 13 percent of the total number. 
(Seeteble 1). 

Basic Data Relating to the Chief House-
Holder 

(a) District of Origin 

The settlers had come from the Kandy, 
Badulla and Amparai districts. Of them 
86.2 percent hell from the Kandy district 
and are those who have been displaced 
from the Victoria reservoir area. Another 
12.8 percent gave Badulla district as their 
place of origin end they formed the group 
evacuated from the Maduru Oya National 
Park. The balance 1 percent of the settlers 
were from the area coming under the 
Retklnde Reservoir. Except In two of 
the main villages, all settlers had originated 
from the seme district. 

The population density of the Kandy 
district in 1981 was estimated to be 622 (3) 
persons per sq. kilometre and this ranks 
it as the district with the highest density 
in the central mountain region. On the 
other hand the density of population 
in the Batticaloa and Amparai districts 
in 1981, were 134 and 86 persons res­
pectively. A feature therefore apparent 
here Is thet owing to the Victoria Reservoir 
project an emigration of population has 
taken place from the Kandy district, with 
the highest population density In the 
central hills, to one with e very low density. 

Of tha land area In Sri Lanka 70 
percent constitutes the Dry Zone whereas 
only 25 percent of the population resides 
there. (4) Mass scale emigration of popu­
lation could be expected from a scheme 
like the Mahaweli end It would appear 

(1) System C, Final Designs and detailed 
Cost Estimates, Development Plan, 
December 1980. Page 7 

(2) Ibid. 

(3) Department of Census and Statistics, 
Colombo: Statistical Pocket Book 
1983. Page 18. 
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that thli It already taking place automa­
tically owing to Ha various work sites 
causing a shift of population from surplus 

Table 3 Civil Status of Settlers 

areas to deficit areas. 
No. Name of Village Married Bachelors Widowers 

(b) Race 1. Pahala Ratklnda 26 
Of the settlers coming from the Vic­ 2. Wewegama 23 02 

toria reservoir area, except for one settled 3. Medagama 23 02 
In Medagama and another In Ihalagama, 4. Pahalagama 23 ' 02 
all the others are Sinhalese. 6. Kudagama 23 01 01 

6. Ihalagama 20 01 04 
(c) Age 7. Paranagama 20 01 04 (c) Age 

8. Kelegama 23 02 
The study revealed that 82.7 percent 

of the house-holders are below 60 years 
9. Henanlgala South 23 02 The study revealed that 82.7 percent 

of the house-holders are below 60 years 
of age while 11 percent are between 61-70 Total 203 07 15 
and 6.2 percent are over 71. For an agrarian Percentage 90.2 3 2 6 3 

below 60 years of age. Hera the majority 
(82.7%) are below that age level, and es 
such good results can be expected. With 
the reaching of 60 years of age the capacity 
to engage in manual labour diminishes. 
However, the percentage'of such house­
holders is only 27.3. 

An Interesting feature that emerges 
from Table 2 it that of the householders 
at Pahala Ratkinds, 60 percent are less 
than 30 years of age. Those settled here 
are evacuees from the Maduru Oya National 

Table 1 Basic Data of the Villages 

No. Name of Village Total No. of No. of house. Total popu­ Total popu­
house-holds holds In lation In lation in 
upto 31.12.82 the sample village temple 

1. Pahala Ratklnda 304 25 1,520 125 
2 Wewagama 199 26 996 126 
3. Medagama 195 26 975 126 
4. Pahalagama 185 25 926 126 
5. Kudagama 181 26 905 125 
6. Ihalagama 168 25 840 125 
7. Paranagama 164 25 820 126 
8. Kelegama 154 25 770 125 
9. Hemanlgala South 143 26 715 125 

Total 1,704 225 8/466 1,126 

Table 2 Age Structure of Settlers 

No. Name of Village 20-30 31-40 41-50 61-60 61-70 70+ 

1. Pahala Ratklnda 16 06 02 01 01 
2. Wewagama 06 09 03 05 02 
3. Medagama 02 07 09 06 01 
4. Pahalagama 04 06 06 03 06 02 
5. Kudagama 03 09 04 04 02 01 
6. Ihalagama 02 09 05 03 04 03 
7. Paranagama 03 05 07 06 02 02 
8. Kelegama 06 04 06 06 04 
9. Henanlgala South 04 04 06 07 02 02 

Totali' 39 56 62 38 25 14 

Percentage 17.3 243 232 173 11.1 6 2 

Park area and a majority of them happen 
to be young people. Apart from thit village 
all the others are settled with house holders 
In age ranges of similar proportions. A 
special feature is that 48 percent of them 
are within the age group of 31-40 and 
41-60. 

(d) Civil Status 
:As many as 90.2 percent of the se­

ttlers were married men. Bachelors and 
widowers amounted to 3.2 percent and 
6,6 percent respectively, as seen from 
Table 3. 

According to the Sri Lanka Mahaweli 
Authority Selection Criteria (5) one of 
the basic qualifications to be a settler 
is that he should be married. Even though 
Land Kachcherl's may not have been held 
and the basic qualifications verified, it' 
would appear that the settlers coming 
from the Victoria Reservoir area and the 
other Mahaweli work sites qualify for 
selection as Mahaweli farmers and conform 
to the criteria laid down. 

(e) Educational Standards 
As teen In T8ble 4, 66.2 percent 

of the settlers are those who have had a 
primary education, while 32.9 percent 
have only received their education up 
to Grade 2. There are none who have 
gone beyond Grade 10, to Grades 11 
and 12. Of the evacuees from the Vic­
toria reservoir area, those with higher 
educational standards appear to have 
preferred to emigrate to areas other 
than the System ' C 
(4) Fonseka, Prof, H. N. C, Land Settle-

menu in the Dry Zone of Sri Lanka; 
A geographer's View -17th June 1980 
-Page 2. 

(5) MASL Implementation Plan - System 
'C, Zone 3-6 Dec. 1981 - Annex.7 
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Settlers at Pahalagama, Wewagama 
end Kelegame have had more of secondary 
education then those in the other villeges, 
while lhalagama ranks lower in this regard. 
At Henanigela 84 percent have had their 
primary education; and this village happens 
to be the one where the largest number 
have had a minimum education. 

(f) Occupation 

Of the villeges ' disponed of their 
lends in the Victoria reservoir area, 3,000 
families have agreed to come to System 
'C, and the house holders who have opted 
to this are invariably farmers. This is 
envinced by the fact that as much as 87.6 
percent of these settler house-holders are 
farmers by occupation. Those residents 
of the reservoir areas who are not used 
to cultivation have opted to go elsewhere. 

Table 4 Educational Standards of Settlers 

No. Name of Village 0 1 2 3 4 5 6 7 8 9 10 
Grade 

1. Pahala Ratkinda 2 5 6 2 3 2 1 1 1 2 
2. Wewagama 6 2 2 3 2 3 4 1 3 
3. Madagama 5 1 5 2 6 1 2 1 3 
4. Pahalagama 5 2 2 3 1 1 3 4 1 3 
6. Kudegama 6 2 1 6 3 2 1 3 1 
6. lhalagama 6 2 3 3 7' 1 2 1 
7. Paranagama 5 1 2 3 2 4 2 1 3 2 
8. Kelegama 4 1 1 3 1 2 2 4 3 4 
9. Hemanigala South 11 2 3 3 2 1 1 1 1 

Total 49 2 23 23 30 22 14 11 21 10 20 

Percentage 21.8 0.9 10.2 10.2 13.3 9.8 62 4.9 9.3 4.6 8 5 

,1, SII IANKA'' ', , 
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Of inose taking to other occupations, 
traders comprise 75.7 percent. Table 5 
indicates that even those belonging to the 
lower middle class, such es clerks and 
drivers, have elected to emigrate to Systenj 
'C area owing to the construction of 
the Victoria Reservoir. 

At Pehalegama all are farmers* while 
at Kelegama as much as 28 percent are 
engaged in various other occupations. 
Except for four villages, traders have been 
sel et d a settlers in all the villages, social 
amenities like schools, hospitals and post 
offices have o very significant bearing on 
new settlement ereas. Besides, trading 
units like tea boutiques, grocery shops 
and other retell outlets are also very Im­
portant to a newly developing villaga.(6) 
As seen from Table 5 a secondary sector 
is almost non existant. Those whose occu­
pation has been described as farming will 
no doubt take to carpentry, iron mon-
gering, bicycle repair work, etc. during 
their off seasons. The sncondary sector 
development will take place with the ex-
nan'io- and multiplication of activities. 
(7) With trade taking up second place 
in the sphere of occupations, secondary 
sector development is bound to occur 
in due course. 

(6) Silva. Dr. It'. P. T. . Und Settlement 
ii L'rban Development in the Dry 
Zone - Page 7 

(7) l.undquvist. Dr. Jan. Trade and For­
mation of sectors of Production -
Tlie Build-up of Mahaweli Economy, 
1978.-PageSO 
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TableS Occupations of Settlers (c) Age Structure 

No, Name of Village c 
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1. Pahala Ratklnda 24 1 
2. Wewagama 22 3 
3. Medagama 22 2 1 
4. Pahalagama 25 
5. Kudagama 21 2 1 1 
6. Ihalagama 24 1 
7. Paranagama 20 2 1 2 
8. Kelegama 18 2 2 2 2 
9. Henanlgala South 21 2 1 1 

Total 197 10 2 4 3 1 1 7 

Percentage 87.6 4/4 0.9 13 1.3 0.4 0.4 32 

Basic Data on the Members of a 
Family 

(a) Family Size 

The highest average family size Is 
found at Henanlgala (See Table 6). As 
this is a Purana (old) village, in addition 
to the usual members of a family, the 
extended family members are also included. 
Though these extended family members 
were also taken into account when allot­
ments of land were made to. those dis­
placed from reservoir areas and other 
Mahaweli work sites, in other areas the 
family size has not tended to become 
large. The family size in Sri Lanka was 
considered to be a little over six (8); how­
ever, wha' is *ou"d in the study area does 
not seem to be as large as that. Medagama 
with 4.2 members has the largest, as re­
gards average family size, while Pahalagama 
has the smallest with 3.4 members. Here, 
with the extended family members also 
getting land,(for example, one allotment 
to the parents, separate allotments to 
married children), the average family size 
tends to be large in contrast with the other 
villages. 

Table 6 

Family Size 

No. Name of Village Average Family Size 
1. Henelgala South 4.6 
2 Medagama 4.2 
3 Pahala Rathklnda 4.2 
4 Paranagama 4.2 
5 Ihalagama 4.1 
6 Wewagama 3.8 
7 Kelegama 3 3 
8 Kudagama 3 3 
9 Pahalagama 3.4 

(b) Male Female Ratio 

As seen from Table 7, the females 
seem to outnumber the males in the area, 
the ratio being 13:10. At e survey (9) 
carried out in 1976, when re-settlement 
of the Purana villages were taking place 
in System H of the Mahaweli Development 
Scheme, the female - male ratio was 
5:9. The contrast to that of the study 
area is therefore evident. The only dry 
zone purana village In the study area is 

Those under 16 years and over 60 
years of age are considered dependents. 
On. this basis, as shown in Table 8, depen­
dents constitute 50 percent of the po"u-
•ation. The child dependenoy ratio is 48.4 
percent, while the dependency ratio of the 
aged is 1.6 percent; with the dependency 
line et 61 years. Pre-school children amoun­
ted to 15.5 percent. The actual bread­
winners in a family accounted for. less than 
50 percent when those engaged in secon­
dary education, invalids, etc. ere excluded. 
The expenditure pattern in regard to de­
pendents indicated the following main 
items of expense: Milk powder for children 
under 5 years; Medical care and medicines 
for them; Food for pre-sch~ol children; 
Medical Care and medicines for them; 
and, Education of school going children. 

According to the 1972 mid-year 
population statistics of Sri Lanka, child­
ren under 5 years accounted for 15.6 
percent while ell those below 15 years 
constituted 41.9 percent. (10) Accor­
dingly there does not seem to be a sig­
nificant disparity between the depen­
dency ratio (of children) In the area and 
that of the country as a whole. 

Since those in the most fertile ages 
are considered to be between 20 and 30 
years, (11) a proportion of 18.9 percent 
of this age group in the erea would appear 

Table 7 Male Female Ratio 

.40. Name of Village Family 
Size 

Femele Male 

1 Henanlgala South 02 01 01 
2 Medagama 11 06 05 
3 Pahala Rathkinda 12 07 05 
4 Paranagama 21 11 10 
5 Ihalagama 23 13 10 
6 Wewagama 21 11 10 
7 Kelegama 14 09 05 
8 Kudagama 05 03 02 
9 Pahalagama 14 06 09 

Total 23 12 10 

Henanlgala. Here the female — male ratio 
is very much akin to that found in the 
Mahaweli 'H' System that is, 1:1. Another 
Dry Zone purana village, Pahala Rathkinda 
has a female — mele ratio of 7:5, but this 
being a village in the Maduru Oya National 
Park area and one with low •ocio-economic 
levels, cannot be compared with the Dry 
Zone Purana villages. The ratio of females 
to the number of males seem* to k e h>gh»r 
in ell the villages, with the exception of 
Pahalagama. 

22 

(8) Karunatilake, Dr. Dingi. A Study of 
socio-economic conditions and invest­
ments promotion potentialities of the 
settlers of Mahaweli Development 
Project, Page 5 

(9) Statistical Abstract of Sri Lanka, 
1973 Page 30 

(10) Ibid. 

(11) United Nations-Comparative Study of 
Population Growth & Agricultural 
Change, Page 13. 
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Table 8 Age Structure 

Age Group Population Percentage 
M 

0-5 140 ^ 15.5 
6-10 138 15.3 

11-15 159 17.6 
16-20 137 15.2 
21-30 170 185 
31-40 76 8.3 
41-50 39 4.2 
51-60 31 3.4 
61-70 09 1.3 
71-60 03 0.3 

Total 901 100.0 

Park area have been settled here, and 
• it would appear that the educational levels 

of settlers from that area are comparatively 
lower than that of those from other area. 
The low educational levels of these children 
originating from the backward areas, have 
to be upgraded to those of children of 
the areas. 

Occupation 
According to Table 10 , people of 

different occupations have emigrated to 
the erea. As many as 86.3 percent, how­
ever, are farmers. A considerable number 
are employees in the state sector, cons-

Settlers who have taken to different occu­
pations are mainly confined to the two 
villages of Wewagama and Pahalagama. 

Conclusions 

(a) Settlement Criteria 

The force of circumstances hes led 
these people who were displeced from the 
Mahaweli Construction areas to be settled 
in the area. As such it may seem thet they 
would have not conformed, nor Indeed 
were expected to conform, to the settler 
selection criteria es Isid down by the Maha-

to be fairly high, with a resultant "baby 
crop' likely in the near future. The child 
dependency ratio, consequently, mey rise 
in the future. Pahala Rathkinda has only 
two inhabitants below 40 years of age 
and is the only village with such a minimum 
in this low age group. Kudagame, Parana-
gama and Wewegame have one eech of those 
above 70 years. Henanigala has 19 inhabi­
tants over 40 years of ege; since this is s 
Purana village the tendency is for the 
elderly family members to continue to 
remain in the village. It may be that the 
elderly family members of the other villeges 
have either received lend allotments them­
selves or thet they have left for other areas 
to settle down with other members of their 
families. 

Table 10 Occupation 

No. Name of Village 

c 

I 
s 
o 

O 

i 
3 8 

1 Henanigala South 32 2 1 
2 Medagama 09 1 1 1 
3 Pahala Rathkinda 29 
4 Paranagama 30 
6 lhalagama 04 1 
6 Wewagama 09 9 
7 Kelegama 08 2 1 
8 Kudagama 21 
9 Pahalagama 28 7 2 

Total 170 19 4 2 2 1 

Percentage 8S.9 9.6 . 2.0 1 1 0.6 

Table 9 Educational Standards 

Standard of Population Percentage of "Percentage of Remarks 
Education total population schooling population 

— 465 50.5 — Non school 
goers 

0-15 313 34.7 70/4 Prlmery 
6-10 123 13.8 27.6 Secondary 

11-12 10 1.0 2.1 Secondary 

Total 901 100.0 100.0 

(d) Education 

According to Table 9 about 50.5 per­
cent of the members of a family were non 
school goers; they may constitute either 
adults or non school going children. Of 
the school going population, 70.4 percent 
were those receiving prima/y education. 
Since a primary school has been planned 
for every villege, their requirements can 
be met. 

At Pahala Rathkinda, only four had 
any education above Grade Five. People 
displeced from the Meduru Oya National 

tituting 9.6 percent, and are mainly tea­
chers, co-operative employees, health 
workers, etc. If their experience is to be 
availed of in the study area, the amenities 
required must be introduced without 
any loss of time. 

It would eppeer that all 28 non school 
going inhabitants of Pahalegama are engaged 
in cultivation; a corelation which is absent 
in the other villages. Those shown as labou­
rers are the people engaged in hired labour. 

well Authority of Sri Lanka. Yet the 
analysis reveals that when It comes to 
the actual application of criteria such 
as. the allotment of land to married people, 
giving priority to farmers, conferment 
of greater advantages to young men In 
the* grant of allotments, ephesls on small 
families, etc., most settlers In the study 
area have 4n fact qualified on those require­
ments. 

(b) Educational Facilities 

About 86.2 percent of the settlers 
hail from a comparatively developed dis­
trict like Kandy. In terms of availability 
of facilities such as science graduates, 
laboratories, libraries, etc. that are required 
for senior secondary schools, the Kandy 
Education Region ranks 11th in the clas­
sification of Education Regions; (12) while 
in contrast, the study erea which is part 
of the Amparai district ranks 16th. Hence 
there Is e danger of the emigrant children 
from the Kandy district, who have been 
studying in schools where such facilities 
(as outlined above) were available, finding 
themselves In schools without such facili­
ties in the study eree. Although the schools 
being constructed In the Mahaweli Area 
do conform to the requisite standards 
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Some Observations on the Income Side of Banker Customer Relationships laid down by the Department of Education 
at regards laboratories, libraries, etc., 
in the event of difficulties arising in regard 
to the availability of science graduates 
and other qualified teachers for the schools 
in the study eree this situation could arise. 
They will consequently be deprived of a 
standard of education comparable to that 
which they were eccustomed to. 

(c) Reciprocities End 
A common feature observed in a settle­

ment programme is that the settlers con­
tinue to maintain relations for sometime 
with the adjoining districts from which 
they hailed. They enlist the services of 
their relations and families during work 
time on the paddy fields, lend and borrow 
sums of money, end visit relations. (13) 
It may be that they will maintain such 
relations with their original home for a 
year at the most. Thereafter with the 
inundation, or reservation for forest, of 
the area concerned end the consequent 
departure of all humans from there, no 
more reciprocities will be possible. 

(d) Investment potential in money 
flowing in 

With compensation payments being 
mode in respect of lend and disposal of 
dwellings a considerable amount of money 
is expected to flow into the study aree. 
If this money is invested wisely, e signifi­
cant change, distinct from the other settle­
ment programmes in Sri Lanka, will be 
witnessed in the study area. 

(e) Need to expeditiously develop se­
condary and tertiary sectors 

Services providing employment oppor­
tunities in the tertiary sector, falling out­
side the sphere of agriculture, heve not 
been developed so far. No advancement 
has been observed in the postal (health, 
education and such other services. Neither 
have there been eny signs of progress 
in the industriel sector, the main branch 
of employment opportunities in the 
secondary sector. In view of this situation 
it is very important to expeditiously develop 
the secondery and the tertiary sectors 
when en emigration of population is taking 
place from a more developed district like 
Kandy to an under-developed district 
like Amparai. 

(12) Wanasinghe, Dr. Jayampathi - The 
Equality of Educational Opportunity 
to Study Science at Senior Secondary 
Schools, Economic Review, May 1982 
.- Page 32. 

(13) Bulankulama, Senarath, Social Hetero-
genity and its influence on Settlement 
Development - Page 3. 

R. Sundenlingam 

In this personal viewpoint on banker-
customer relationships, R. Sundenlingam 
of the People's Bank, Jaffna Regional 
Office raises the issue of whether banks 
should not return to the original gold­
smith - custodians role of mutually sha­
ring the surplus from borrowing and len­
ding; and he makes the controversial claim 
that the ultimate cost of borrowing from 
the institutional sector often appears to 
be equal or higher than that available 
from money lenders. 

The banker customer reletionship is 
essentially a debtor-creditor relationship 
however much we may couch it in legal 
jargon, super-imposed of course by addi­
tional aspects of relationships like trustee, 
bailee, edviser, match-maker, factor and 
so on. 

When e bank accepts deposits it is 
a debtor to the depositor. When it lends 
those or other funds it is a creditor to the 
borrower. The purpose of this note is 
to see how far banks exploit,as it is alleged, 
their creditors as well es debtors leeve elone 
others who may be considered those who 
pay directly for direct services. 

A benk's debtor reletionship is mani­
fest Hn the maintenance of Deposit 
Accounts and Current Accounts. 'On a very 
superficial analysis, when Current Accounts 
ere maintained on credit, the interest pay­
able on retained deposits is not psid to the 
customer. But even if there is overdrawing 
by a few cents or rupees the bank charges 
the customer interest. Benks charge a 
commission on all cheques returned ,for 
want of funds or even those returned 
on countermend when there are no funds. 
In charging commission on returned cheques 
for want of funds there is a graduated scale 
and finally even a threat to close the 
account. In addition to obtaining interest 
free deposits, the base for their lending 
activities, banks charge commission when 
account holders write cheques when they 
have no funds or stop payments under the 
ebove circumstences. 

Historically the gold smiths, by nature 
of their profession, had well secured vaults 
and people entrusted their money to them 
for safe keeping. At the beginning these 
custodians finding themselves in possession 

of idle funds sought to utilise these on 
payment of interest to the persons who 
entrusted the money to them. This relation­
ship of confidentiality gradually developeH 
into conviviality when there wes borrowing 
end lending but with actual sharing of the 
surplus. . This reletionship has apparently 
deterioreted subsequently to a position 
of confiscatory reletionship when the 
deposit became only a fraction of the 
money, lent. From a straight forward 

'matching of deposits to loens banks took 
the risk of creating advances in excess of 
the deposits end the proportion of deposits 
to edvences became one of 1:10 or 1:5 
instead of 1:1 as was the case of the early 
money lenders. The moment the banks 
became creetors of money the deposits 
became only one source of funds, though 
the primary and basic one. Benks started 
ignoring the Importance of depositors 
and gradually denied them the reward 
for weiting. 

The situation now is that the banks 
have the whip hand so to say and even 
when eccepting deposits banks ley down 
conditions, especially for Current Accounts. 
Though deposits in case of some commer­
cial banks should not be allowed to fall 
below a certain emount, the banks do not 
pay any interest on these deposits; wherees 
banks recover commission for maintenance 
of accounts, commissiion on returned che 

ques end even postege. 

When accounts are overdrawn even 
for a day the bank charges interest stipu­
lating a minimum at that. The recognition 
of the necessity to pay interest on deposits 
is practised by the People's Bank in pay­
ment of compensatory interest on rural 
bank accounts. Even in deposit accounts 
like savings retained deposits are peid 
interest at the minimum balance for the 
quarter. This quarter is not the three 
months from the opening of the eccount 
but the quarter fixed by the calender. 
If the deposit is made half way during 
the relevant quarter the depositor does 
not gain anything till the completion 
of the succeeding querter. The National 
Savings Bank pays interest on the mini­
mum balance for the month. As for the 
rate of interest though the bank's rate of 
lending or that of the open market does 
not move with the Bank Rate, and the 
Bank Rate does not appear to even re­
motely influence the movement of lending 
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rates, the bank sticks to the advantageous 
position ol paying less than the Bank 
Rate which is the conventional practice 
in other developed countries, where there 
is 'a sensitive money market that registers 
and responds to even the slightest changes 
in the Bank Rate as a result of the vast 
volume of transactions in the money mar­
ket. In our country until such time as the 
money market is developed to that extent, 
and Central Bank is in a position to effecti­
vely control and determine' the deposit and 
lending rates of banks, the deciding factor 
will not be the Bank Rate. 

In such a situation the bank deposit 
rate must have some rational relationship 
not to the Bank Rate but to the lending 
rate. That is what the bank earns out of 
the deposits at its disposal. 

There is a tacit recognition of it in 
the payment of interest on Fixed Deposits. 
Fixed Deposits attract 18 percent now. 
This is 8 percent more than for Savings 
Accounts. Savings Accounts are now 
treated es Current Accounts minus the 
safeguards available for Current Accounts 
from the point of view of the banks. There 
is no restriction on the frequency of with­
drawals for all practical purposes. Cheques 
drawn peyable to a commercial bank on 
account of the Savings Account concerned 
are being accepted though the intention 
of the practice was to facilitate flow of 
regular deposits into the account. 

This is used to accept any casual 
deposits or even as a devious means of 
using | the Savings Account as a Current 
Account without bearing the responsibi­
lities pertaining to a maintenance of Current 
Accounts. Avoidance of payment of 
interest is resorted to by permitting fre­
quent withdrawals and allowing the ba­
lances to fall closer to the minimum. 

If the practice of payment of in­
terest on retained deposits in the Current 
Account is introduced, the popularity of 
the Savings Account may wane in the sense 
that more end more persons will resort 
to maintenance of a Current Account, 
as they will get both the advantages of the 
Sevings Account and the facilities of the 
Current Account. Banks too will gain 
because an operative account will have 
sufficient retained deposits. Payment 
of interest will be as in a Savings Account, 
which means the bank pays interest on 
the minimum for the quarter. Even if 
the balance falls below the stipulated 
minimum called for to open the account 

the bank need not pay. On the contrary, 
it can charge interest if overdrawn or 
charge a quarterly commission being the 
cost of maintenance of the account. An 
intelligent Current Account customer can 
achieve this by maintaining both a Current 
Account and a Savings Account and send 
all his deposits to the Savings Account and 
do all this withdrawals through the Current 
Account, by instructing the bank to trans­
fer from his Savings Account to his Current 
Account when sufficient funds are not 
available in his Current Account to meet 
the payment of cheques, thus avoiding 
the retention of idle balances in a bank 
account. 

» 

Banks stand to gain by paying interest 
on retained balances in Current Accounts. 
Payment of interest induces retention 
of balances in addition to attraction of 
more deposits. This would result in the 
broadening of the base, namely the deposit 
base which is the basis for creation of 
credit. If the base becomes broad the 
superstructure too can'be broadened fur­
ther without relying on other sources 
of funds like borrowing at a penal rate 
from the Central Bank or borrowing 
from the call money market or even resor­
ting to inter-bank borrowing. The attrac­
tion of deposits leaves a bigger margin 
for the banks. Moreover, the syphoning 
of idle funds from the economy and brin­
ging them into the banking sector, and in 
addition, the mobilisation of idle funds, 
would also soften the inflationary impact. 
Funds which will be dissipated on con­
sumption will in the first round become 
productive in thet they yield interest 
to the depositor and leave more funds 
at the disposal of the banks for investment 
purposes. As has been emphasised else­
where what is required now is attracting 
of not the excess funds which may find 
more lucrative avenues of investment 
or depositing but those funds available 
for consumption in the near future or 
the next round. These have to be brought 
into the banking system to be of effective 
use to the community. One method of 
attracting these funds into the banking 
system or institutional channels and at 
the same time preventing free withdra­
wals to satisfy their requirements, is the 
payment of interest on Current Accounts. 
This permits reedy withdrewals even with­
out going into the bank, ensuring at the 
same time reward for waiting or post­
ponement of consumption. As it is, since 
the deposits in Current Accounts do not 
yield any income, individuals would prefer 
to keep them as idle funds at home rather 
than keep them as barren funds in an ins­
titution after going through all formula-
rities of opening accounts. In the modern 

context of sophisticated operations robbery 
on a small scale may not be worth the 
money spent on equipment for the job. 
In such a situation keeping a few thousand 
rupees at home may not be that risky. 
If even such funds are to move out and 
become lactative the banks have to make 
it worthwhile by offering interest on re­
tained deposits even in Current Accounts. 

Of the sources of funds for banks, 
for their lending activities, the cheapest 
has to be from this source. For what they 
pay is the nominal rate but what in prac­
tice they will be called upon to bear will 
be almost a negligible amount compared 
to the profit generated by lending, by 
creating multiples of the deposits reflected 
as retained in particular key periods. What 
is payable on the minimum stipuleted 
balance kept for a quarter or any oth'. 
determinable span of time is the lowest 
rate for any deposits. When these deposits 
fall below the stipuleted minimum even 
once during the period banks do not pay 
interest for the period though the banks 
have the funds at their disposal for the 
major period for their lending activities. 
In effect, in their drawings and due to 
the time lag between receipt of reimburse­
ments and drawing the existing funds 
will definetely get depleted end it is po­
ssible that drawings may be permitted 
against effects. In such e situation banks 
gain by way of .interest in view of the 
depletion in blances below the stipuleted 
figure. 

When one turns to the lending func­
tions we observe thet recovery of interest 
is done in two ways (e) on balance inclu­
ding interest as in Fixed Instalment loans 
(b) on the balance reflected as in Over­
drafts or Block Loans. In the former 
the borrower gains if he is tolerably re­
gular: For the interest component though 
edded to the instalment is based on the 
progressively reduced principal. He does 
not pay interest on the amount borrowed 
from the first day to the end of the final 
payment. He pays interest for the full 
amount upto the date of payment of 
next instalment. He then pays on the 
new balance upto the date of repayment 
of the next instalment. This process goes 
on till the final instalment is paid thus 
progressively reducing the commitment 
on interest paid on an equated instalment 
basis. 

Under the Block Loan system the 
bank recovers on the diminishing balance 
but retains the advantage of recovering 
for the exact number of days the balance 
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remain* unsettled. Under both systems 
the bank recovers Interest for Its actual 
outlay. 

Superimposed on this interest commit­
ment are certain service charges varying 
from bank to bank. It includes stationary 
charges, Inspection charges and certain 
others. 

The grouse appears to be thet a bo­
rrowing firm wishes to have all that It 
pays to the Bank in the form of charges, 
Interest etc. permitted to be reflected 
as its allowable charges on accountable 
debits. The practice of debiting the cus-

•tomers account oh account of inspection 
charges In addition to the Interest com­
ponent of the loan needs review. What is 
expected appears to be one particular charge 
sey, as an Interest rate,'that will cover 
all the bank's expenses or the bank's 
profit additive; end for the banks to refrain 
from charging under various heeds inclu­
ding BTT. All the bank's expenses should 
be met out of one recovery made from 
the customer. 

The comparative cost of borrowing 
from available sources is studied by e firm 
or individuals before borrowing. 

When they indulge In Informel bor­
rowing, may be becked by post-dated 
cheques, they pay as much as 70 percent 
or more still they patronise this source, 
inspite of the liberalised credit available 
at half the cost es advertised by the ben-
king sector. The reason is not far to seek. 
The ultimate cost of borrowing often 
appears to be equal or higher then that 
available from money lenders; the reason 
being the various items of levy Imposed 
when borrowing ranging from inspection, 
valuation, registration, stamping and even 
other gratifications as they say. If all these 
items ere edded up it works out to more 
than the straight 70 percent paid to the 
money lenders, minus ell other delays, 
documentation end other inconveniences 
undergone/*. This bitter experience of 
the disgruntled customer hes to be rec­
tified, and banks have to get back to their 
original position of bankers instead being 
mere money lenders or creditors. If the 
banks accept the necessity for some of the 
levies In view of the nature of the ins­
titutions obligatory dues to the state 

: is still another unaccountable item 
of expense that has to be weeded out. 
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