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[Mr. Speaker] 
porations for the purpose of ware-
housing Of agricultural produce 
and certain other Commodities 
and for matters connected there-
with." 

The motion was adopted. 

tShri S. K. Patil: I introduce the 
Bill. 

1'!'30 hrs. 

RESERVE BANK OF INDIA 
(AMENDMENT) BILL-Contd 

Mr. Speaker: The House '"ill now 
take up further consideration of the 
following motion moved by Shri B. R. 
Bhagat. on the 31st August, 19112, 
namely:- -

"That the Bill 'further to amend 
the Reserve Bank of India Act, 
1934 and to make certain conse-
quential amendments in the State 
Bank of India Act, 1955, be taken 
into consideration." 

Time allowed was two hours; 1 hour 
IUId 25 minutes ~ave already bePll 
taken and there are 35 minutes left. 
Shri Abdul Wahid may kindly can-
t inue his speech. 

Sbri T. Abdul Wahid (Vellore): 
Sir, a. I had said the other day. this 
is a very welcome measure. It en-
ables th~ banks to give long-term 
credit to exporters. On this occasion 
when thi-, Bill is intended to give 
more financial facilities to exporters 
I would make a few more suggestions. 

I suggest th .. t the quantum and 
conditions of financial accommodation 
t () the exp'lrt industries ~hould, be 
made very liber .. 1. I also suggest that 
the margin on hypothecation of goods 
should be instructed to "harge the 
mor" than 20 per cent. The banla 
should be instructed to charge the 
minimum rate of interest from elqlOrt 
industries and export business houses 
so that th" cost of e%port goods may 

tlntroQuced with the recommendation 

be kept as low as possible. I want 
that industries which purely cater for 
exports should be given as much of 
long-term finances as possible so that 
they can modernise and mechanise 
their industries in order to reduce the 
~ost of production. 

These measures will help most of the 
bie export industries and e%pOrt 
business houses. I suggest that some 
measures should bp taken to help the 
small pXl)orters also who are groaning 
under heavy interest charges which 
they have to pay to people from whom 
they borrow money or to whom they 
cOns!En or sell their goods. I suggest 
that banks may be instructed to ad-
vance loans to small-scale exporters 
so that. they can at least prosper. 

These are my few suggestion •. 

The Deputy Minister in the MinlsbT 
of FinaDce (SM B. R. Bbagat): Mr. 
Speaker_ Sir, I am very grateful to 
lion. Ml'mbers who participated in this 
debat(> and have given full support to 
this measure. Some of the han. I\Iem-
b~rs raised some points and I would 
like to ~eply to them_ 

Shri Kar said that the Governor 
"lid thp DeJ)uty Governor of the He-
fterve Bank should he wholetime offi-
cers as provided in the present Act 
J!overninll the Reserv(' Bank of India.. 
He objects to the amendment that we 
are ~"pkina, namely, that they can 
undprtake some functions which are 
in toP Dublic interest and which may 
not bz connected with the Reserve 
BHnk at the request of Central and 
St:\t" Governments- He said that 
during the decade the functions of the 
Govl'rnor and the Deputy Governor 
haw' ;nrrpa·,ed and have become diver-
rif!po, They have not remained 
~~_a!1cl,.till, I agree with him entirely, 
t,v'. lh., point i. I,hat the present pro-
,ision is absolutely rigid. There may 
be some functions liKe an important 
enquiry or an important work which 
thE' Ct-.ntral or the State Government 
InHy r~uest them to undertake but 
"""atlge legally it is not a part of their 

Of the President. 
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functions they cannot undertake it, 
although it may be very important 
and they may be the best persons to do 
it. In such an eventuality the present 
provision comes in the way. That i~ 
Why it was thought wise that the pro-
VIsion should be made flexible. It is 
merf'ly an enabling provision. It does 
not mean that the Governor and the 
Deputy Governor would be doing odd 
jobs every time. That is not the in· 
tention. 

Shri Tyagi (Dehra Dun): Flexibility 
b: all riiht but it should not be 
elastic. 

Shri B. R. Bhagat: No, the intention 
is not to be elastic. But, as I said, 
there may be certain important en· 
quiries or commissions connected with 
f'Conomic and other matters which it 
may be thought wise and in the pub. 
lic interest to entrust to them. In 
that case the Central or State Govern-
ment may request them and in such 
an ~ventuality they might undertake 
it. Such an eventuality cannot be an 
everyday matter. It can be a very 
exceptional matter which may be very 
important. That is the idea. It 
is -at best an enabling measure, and 
is intended to provide for such excep-
tional or extraordinary situations. 

Then, my hon. friend said something 
about the sterling biIls. It is obvious 
that if they are encashed before matu-
rity, we lose, and in that, we lose a 
part of the foreign exchange. It is in 
the interest> of the whole country in-
cluding Government that al! foreign 
exchange should be conserved. But 
the position is that the present Act or 
the amending Bill does not provide 
>ither that the sterling or foreign bills 
shotlld be discounted or that they 
should be held to maturity. This is a 
matter which has to be left to the dis-
cretion of the individual banks, and 
it cannot be dealt with by law. In 
practice, the more important banks 
hold the 'biIls to maturity, and the 
Question of discounting them or of any 
con.equent loss in foregin exchange 
does not, therefore, arise. That is the 
factual position. But the question 

whether any directions should be 
given to the banks suggesting that 
the bills as a general rule should be 
held to maturity instead of being dis-
counted at a loss, any assistance which 
a bank may require being obtained, if 
necessary, in the form of loans from 
the Reserve Bank, will be examined 
after thi3 Bil! is passed. We are at 
it, and We are considering what can 
be done in such a situation. 

Then, he raised another point about 
the cashier contractor system in the 
Reserve Bank. This sy.tem in the 
Reserve Bank does not work in the 
same way in which it does in a com-
mercial bank. At certain offices of 
the Reserve Bank of India, paid trea-
surers who are officers of the bank 
have already been appointed. They 
are officers of the bank, and they have 
been appointed on contracts as cashier 
contractors. At other offices, treasu-
rers who are not themselves the em-
ployees of the Reserve Bank of Indta 
but who have furnished security in 
the form of cash or Government secu-
rities are responsible for the working 
of these cash departments. Again, 
even where a cashier who is not him-
self the bank's employee has been ap-
pointed and made responsible for the 
cash department's working, there are 
other officers or workmen working 
under him, and they are employees of 
the bank and they are posted to his 
department on a full-time basis. 

The only difference, as far as the 
non-official cashier as distinguished 
from the paid officer-treasurers of the 
Reserve Bank of India are concerned, 
is that the nature of the security ob-
tained from the non-official cashier is 
greater, and such cashiers are respon-
sible under the contracts for making 
good immediately to the bank any 
.hortagc which may he discovered. 
and in view of this responsibility, they 
have got a right to be consulted abont 
the persons who are posted in th~i,' 

department,. even though they al"-' 
the employees of the bank, becau3l' 
they have to be necessarily accepted 
by the cashiers becauSe they take the 
responsibility for thf' cash. Then, the 



5545 Reserve Bank SEPTEMBER 3. 1962 of India (Amend- 5546 
ment) Bill 

[8hri B. R Bhagat] 
cashiers of the Reserve Bank who are 
not themselves employees of the bank 
are not new people or strangers; they 
have dealt with the :bank for a num-
ber of years, and the conditions of 
their service and remuneration are 
regulated by contract.. 

As the system hag been working 
very well and as the intere.ts of the 
workmen employed are not also affect_ 
ed to any extent, it is not advisable 
to terminate this system immediately. 
As and when the non-official treasurers 
retire, whole-time paid employees are, 
ho .... ever, being posted as treasurers at 
the various offices. So, that system 
will gradually terminate. 

Shri Prai>hat Kar (Hooghly): As 
the han. Minister has said, it j,3 a fact 
that in all the branches of the Reserve 
Bank of India this system is not in 
existence, but in some branche., it is 
there. Am I to take it that from the 
next day after the contractor retire., 
the branch will be run in the same 
way as the other branches by the 
direct olftcers of the bank? 

Shri S. R. Shagat: When they re-
tire, the new arranieInent will come 
into ef'l'ect. 

Shri Prabhat Itar: That is to say, 
the same arrangement as in the other 
branches, where the officers of the 
bank run the cash department, will 
come into effect in tho'e branches 
aloa? 

Shri B. R. Bhapt: It is on a con-
tract .asi~. As the contract expires, 
the Ilew arrangement will come into 
effect. 

Shri Prabhat ltar: Do"s the han. 
Mini"3ter mean to say that the contract 
will not be renewl!ld? 

Shri B. R. Bharst: That is our 
policy. Our pOlicy is that as and 
when the contracts expire, the de-
partment itself should manage it. 

8hri Morarka raised one or two 
paints. He asked why the reserves 
should be raised to 15 per cent or 

more although in the past these re-
serves which were 2 "nd 5 per cent 
were not raised at all. That is not 
true. In March 1960, special depD-
sits were required from banks. Ori-
ginally these were 25 per cent of the 
additional deposits and at a later stage, 
as from May 1960, 50 per cent of such 
additions to deposit3 were required. 
They were discontinued only in Janu-
ary 1961 after the circumstances in 
which they were originally asked for 
had changed. Therefore, even in the 
past special deposits were asked from 
banks in a special inflationary situa-
tion. The Reserve Bank had that 
power and it has utilised it to siphon 
off any inflationary pressure in the 
economy. 

He asked about medium credits, 
whether they will be intended for 
capital goods or raw materials or 
consumer goods have also been includ-
ed therein. It is the intention of 
Government to restrict it only to eX-
ports of engineering and capital goods. 
Hon. Members would be aware that 
we appointed a committee to go into 
this. It recently studied thi. problem 
and recommended that these special 
facilities should not be granted for the 
export of consumer goods or other eX-
ports which can be paid for within a 
period of a few months. We have 
accepted this very ~ood racommenda-
tion and we have restricted this faci-
lity to capital goods or engineerin~ 
,oods export. 

Then Shri Morarka doubted the 
validity of having 8 uniform rate of 3 
per cent reserve of total liabilities 
instead of 2 per cent time liabilities 
and 5 per cent demand liabilities. He 
asked why it was being done. Alter-
natively he suggested raising the re-
serve in regard to time liabilities to 
5 per cent if it was desired to have 
uniformity. If it was thought that the 
liquidity ratio would go down, he 
suggested raising the time liability 
deposit to 3 or whatever it is, but he 
said that the total of the liabilities 
should not be 3 per cent. This is a 
very teehnical and ticklish point. In 
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aniving at the figure of 3 per cent, all 
sorts of consultations and considera-
tions have prevailed. 

As it is, the one important pheno-
menon which has occurred in the 
banking world is that time deposits 
are on the increase. He wanted the 
figure, in what proportion they have 
increased. Actually, th,e ratio of 
time to demand liabilities. ten years 
ago was 1:3. It has now become 3:2. 
In ten years, the proportion has in-
creased enormously. Obviously, in a 
situation like this, if we maintain the 
figure of 2 per cent and 5 per cent, 
the liquidity of the banks is very 
much affected. Another alternative 
was to raise it to 3 or 4 or to have 
IiOme sort of agreement. It is an 
over-all agreement that has nOW been 
arrived at, because if you see the 
figure of 2 per cent and 5 per cent, 
if the present liquidity ratio is work-
ed out, it is something more than 3 per 
cent. In arriving at the figure of 3 
per cent, the liquidity is somewhat 
less than what it is under 2 and 5 per 
cent. So what We have done is this. 
There is an overall increase of liqui-
dity ratio from 20 to 25. Then 3 has 
been added, making it 28. The vari-
ous banks have ·been consulted, and 
it is part of an over-all scheme. 
Therefore, I would request the hon. 
Kember to appreciate this point and 
accept it as part of an over-all scheme. 
The idea is to keep the liquidity of I 

the banks in tact, and make it more 
refined in view of the new changes in 
the structure of banking. 

My hon. friend Shri Saraf has tab-
led an amendment which will be taan 
up in the second reading stage, in 
which he wants the word "may" to be 
substituted by the word "shall" in 
respect of the payment of interest on 
any reserves in excess of the statu-
tory reserves, but. he fails to appre-
ciate that there are three points in-
volved in this; firstly, that no interest 
will be paid on 3 per cent, that is 
agreed; secondly, interest shall be paid 
on any normal increase if the increas-
ed requirements are satisfied; and 
thirdl,., intertlilt ma,. be paid .. a 

ment) Bill 
matter of grace in the increased 
balance even though the increased re-
quirements are not fully satisfied. 
Legal provisions have got to be flexi-
ble, they cannot be rigid. That is why 
the word ''may'' has been put in and 
not "shall". 

Then, as regards the period for 
paying the penalty, he said it should 
be 21 and not 14 days. There also, I 
think he is not correct, He saya 
transfers may take place, and it may 
take tbne to reach the head office, but 
he fails to realise that most, if not all 
the banks, have dealings and have 
accounts with the regional, office of 
the Reserve Bank. It is not as if a 
Bank in Delhi will have day to da,. 
transactions only with Reserve Bank, 
Bombay. They will rather deal with 
the regional office of the Reserve 
Bank. Similarly with any bank ia 
Kanpur or Calcutta. So, they can 
pay the penalty at the regional office 
of the Reserve Bank, and no long-
distance transfers are needed. The 
period of 14 days is quite sufficient 
and warrants no increase. 

Mr. Speaker: The question is: 

"That the Bill further to amend 
the Reserve Bank of India Act, 
11134 and to make certain consll-
quential amendments in the State 
Bank of India Act, 1955, be taken 
into consideration." 

The motion was adopted. 

Mr. Speaker: I had S'OIlIe notice of 
amendments, but that hon. Member ill 
absent. Therefore, all clauses can be 
put together. 

The question is: 

"That clauses 1 to 7, the Enact.-
ing Formula and the Title stand 
part of the Bill". 

The motion was adopted. 
Cl'1!.1ses 1 to 7, the Enacting Formulcp 
and the Title were added to the Bm 

Shrl B. R. Bhapt: I beg to move; 

''That the Bill be passect" 
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Mr. Speaker: The question is: 

"That the Bill be passed." 
The motion was adopted. 

1!'49 Ms. 

BANKING COMPANIES (AMEND-
MENT) BILL 

The Deputy Minister in the l\tinis-
try of Finance (Shrl B. R. Bhagat): 
I beg to move: 

"That the Bill further to amend 
the Banking Companies Act, 1949, 
be taken into consideration." 

The house will remember that this 
Act was amended in March, 1961 in 
order to confer on the Central Gov-
ernment certain additional powers in 
relation to the reconstruction or amal-
gamation of banking companies. In 
the interval which has passed since 
then, We have used these powers judi-
cIOusly, and I may perhaps add, on 
the whole with restraint. We have 
reconstructed the affairs of a number 
of sub-standard banks, amalgamating 
theIr. with other and sounder and bet-
ter-managed institutions. We have 
also brought into force, with effect 
fro!!) the beginning of the current 
calendar year, a scheme for the insu-
rance of deposits in commercial bank> 
up to a limit of Rs. 1500 in the case 
of each depositor. This scheme has 
been very well received. 

Partly because of the action which 
has been taken by the Government, 
but mainly because the commercial 
banking system in our country has, 
on the whOle, been sound, the decline 
in the dep0"5its and working funds of 
the commercial banks which followed 
the failure of the Palai Central Bank 
in August, 1960 has proved to be tem-
porary and short-lived. Commercial 
bank deposits haVe been increasing 
steadily since the end of 1960. Judg-
ed by certain other standards. such as 
the liquidity of the banks, the level 
of their advances and the provision 
towards reserves, the banking system 
today is as healthy and satisfactory as 
it has been at any other time. 

We have considered it desirable, 
nevertheless, to review the position 
once again, with particular reference 
to the provisions of the law regarding 
the minimum paid-up capital. the 
statutory reserves, and the cash and 
other liquid balances, which banks are 
required to maintain. The relevant 
sections of the Banking Compani~ 
Act relating to theSe matters were 
drafted in 1948, when the impact of 
development planning on our banking 
system could not have been foreseen 
or appreciated. The level of bank 
deposits has increased by more than 
Rs. 1200 crores since then; and. as 
there is every reason to believe that 
this increase will be sustained and ap-
preciable in future years, it seems to 
bp. necessary that the standards which 
were laid down about fourteen year. 
ago, and which may not be wholly 
appropriate for the 'current phase of 
development and growth, should be 
suitably revised. 

The first proposal which has been 
made in this connection and which 
dause 2 of the Bill seeks to 
implement is that both the exchange 
and the Indian banks should be re-
quired to transfer a portion of their 
profits towards statutory reserves, 
whether or not the reserves are at a 
level at which they are already equal 
to the paid-up capital. The exemp-
tion which is now available, accord-
ing to the provisions of Section 17 of 
the Banking Companies Act, in the 
ca~e of banks which have built up 
their reserves to the level of their 
paid-up capital, was granted at a time 
when the ratio of paid-up capital to 
the deposits was, generally speaking, 
much higher than it i, today. Thi, 
ratio h~s however, fallen very consi-
derably since then; and, any standard 
or criterion which seeks to relate the 
reserves to the level of the paid-up 
capital will no longer be adeQuate and 
will also be unsatiSfactory in a period 
of rapid growth in deposits and work-
ing funds. It is proposed. therefore. 
that appropriations towards re!lerves 
Iiliould be made indefinitely in the 
future, and until such time as an ex-


