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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-



5551 Banking BHADRA 12, 1884 (SAKA) Companies (Amena- 5552' 
tnent) Bill 

emption, if any, is granted by the 
Central Government, 

The next proposal which has been 
made and which is also dealt with in 
dause 2 of this Bill is that the mini-
mum paid-up capital of any banking 
company which may commence busi-
ness hereafter should be flv!' lakhs of 
rupees, The minimum which is now 
prescribed by law is, as hon. Members 
may recall, Rs, 50,000; and, we are 
proposing a ten-fold increase. Prices 
haVe increased conSiderably during 
the last ten or fifteen years. establish-
ment costs and working expenses have 
mounted up and it will be difficult for 
a company, which does not have ade-
quate funds of the order now in view, 
to become or con tinne as a viable unit, 
or to offer to the depositors the degree 
of protection which is necessary. The 
new standard which we are prescnh-
ini will, I believe. make it possible 
for small or medium-sized banks to be 
organised, if necessary, for helping 
particular sectors of industry or trade, 
but it will prevent mushroom or ub-
standard institutions from being brou-
£ht into existence. 

The other main proposals which we 
have formulated and which clauses 4 
and 6 of th., Bill seek to implement, 
are, to somp' extent, inter-connected. 
Clause 4 provides that in the case of 
any non-scheduled bank, the cash re-
serves should: be equal at least to 
three per cent of thfe total liabilities. 
This is a change which has been ren-
dered necessarv on account of the 
propo',al to abolish, in relation to 
scheduled banks. the distinction bet-
wl!en demand and dmC liabilities, and 
to prescribp instead a uniform requi-
rement of th.:."et.: Pl:f cent in re~ation to 
all the liabilities. 

Clause 5 goes on to prescribe that 
in addition to these somewhat in-
creased and slightly more rigorous re-
quirements as to the level of the cash 
balances an amount equal to at least 
25 per cent of the liabilities should be 
maintained in the form of cash, gold 
Or unencumbered approved securities, 
that is, in liquid forms so that they 

may be available readily to the banks, 

The position which will emerge in 
the light of the provisions of this Bill 
and of th" other connected Bill relat-
ing to the Reserve Bank of India is 
that as against an overall minimum 
provisions today of 20 per cent for the 
maintenance of assets in liquid 
forms, the minimum requirements in 
futUre will be 28 per cent in the case 
of non scheduled banks and 28 per 
cent subject. to an increase upto forty 
per cent, in the case of the scheduled 
banks. 

The HOUSe will notice that the ar-
rangements which We envisage pro-
vide for a considerable degree of 
flexibility; and that in deciding on the 
actual operative level of the cash or 
liquid balances which commercial 
banks may be required to maintain in 
future, it will be possible to take into 
account a number of relevant consi-
derations, such as the level of the 
banks' advances, the other competing 
deman<b on their funds, the profits 
earned by the banks and the needs of 
the economy as a whole. 

We have throughout kept in view 
the general public interest, which we 
have naturally interpreted as meaning 
not only the interests of the deposi-
tors of the individual banks but also 
the interests of the Indian people 
generally. Commercial banks today 
have vast resources at their disposaL 
They occupy a strategic ,position in 
our economy. The impact of policies 
with which ,hey are directly or in-
dir£ctly co,",cc!'ned, or to which they 
are parties is very considerable and 
important, and a more effective and 
purposeful direction of such policies 
or control over the resources of the 
banking system as a whole is there-
fore unavoidable. The present Bil' 
provides for a degree of control which 
L" wholesome and necessary, and 
which has been very widely accepted 
as being both fair and reasonable. 
The House, I believe, will not there-
fore have any difficulty in accepting 
these proposals. Sir, I move that the· 
Bill be taken into consideration. 
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1Ir. Speaker: Motion moved: 

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

Shri Prabhat Kar (Hooghly): Sir, 
1 welcome the object of this Bill. The 
hon. Minister has said that in' "iew 
of the increase in deposits and the 
prospect of further increase, it has 
become necessary to strengthen the 
capital structure of the banking insti-
tutions by setting apart some portion 
of profits for the reserve. According 
to section 17 of the Banking Com-
panies Act, 20 per cent out of the 
profit is to be set apart until the 
reserve is equal to the capital. In 
February 1962, the paid up capital 
of all banks stood at Rs. 239.69 crores 
and the reserves stood at Rs. 42.73 
crares. In 1951 the capital was Rs. 
232.10 crares and Rs. 31.20 crores, 
reserves. I think every one of us 
would agree with the han. Minister 
who said that the banking industry 
has stabilised its position and unless 
certain faulty steps are taken by an 
individual bank, there is no chance 
of any disaster coming to the banking 
indmrtry in India. He has also refer-
red to two Bills, the Banking Com-
panies (Amendment) Bill which came 
i.n earlier and the amalgamation of 
the small banks and also the deposit 
insurance scheme. These steps will 
further strengthen the structure of 
the banks and there cannot be any 
opposition to the question of further 
st,..,ngthening the capital structure of 
the banks. The Governor of the 
Reserve Bank, on the 27th of Decem-
ber 1961, wrote a letter to the 
Scheduled banks making this sugges-
tion. The suggestion or the remark 
of th,. Governor was: 

"In the last ten years while the 
deposits of banks have risen subs-
tantially there has not been any 
mRterial increase in their capital 
and reserve_with the exception 
of the compulsory appropriations" 
to the reserve funds required 
u:1a"r existing legislation in the 

case of banks, the reserve lunda 
of which are less than their paid-
up capital-with the result that 
the ratio of paid-up capital and 
reserves to deposits of scheduled 
banks has steadily declined from 
9 per cent. in 1950 to 5 per cent. 
in 1960." 

His suggestion was that until the 
reserves and capital are equivalent to 
six per cent of the deposits,---even in 
spite of the fact that the reserve is 
today equal to the capital-the banks 
should set apart and continue to set 
apart 20 per cent of the profits. 

13 hrs. 

I may here draw the attention of the 
hon. Minister to the tact that in the 
banking industry, the totality of capi-
tal and reserves plays a very insigni-
ficant part. Take, for instance, the 
United Kingdom or the USA where 
the bank deposits are to the tune of 
about 14 to 18 times more than thl! 
money in circulation. There, even in 
the big banks, such as Lloyds or the 
First National Bank of New York, 
the capital and reserves of the parti-
cular institution extend£ to the tune 
of about five to six per cent of the 
total deposits. Now, when the bank-
ing industry is making such an impor-
tant contribution and when their 
stability is now being assured, when 
the Reserve Bank is playing an 
important part in stabilising the 
whole banking system, why is it 
required that they should set apart 
from the profit more than six per 
cent? I can understand that the 
Governor of the Reserve Bank has 
suggested that until this six per cent 
is achieved, they should continue to 
transfer 20 per cent of the profits 
every year. Today, the Bill has been 
brought not on the same lines, but to 
see that it will continue till eternity. 
The reserves and the capital may be 
anything from ten to 20 per cent of 
the deposit. Today, the deposits will 
increase nO doubt. but I do not know 
whv tre transfer of 20 per cent out 
of the profits should continue to be 
there for etl!rnity. 
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I may just point out two things 
bere: This thing came at a time when 
the bonus dispute of the banking 
industry was being adjudicated. upon. 
l'or the first time, the letter of the 
Governor to the scheduled banks was 
placed before the tribunal by the 
bankers. I had a very strong reac-
tion to that. But, as I have said, 
tbere cannot be any objection to 
strengthen the capital structure of 
the banks, because the depositors' 
money must be safeguarded. But when 
the letter was placed before the 
tribunal by the bankers, naturally I 
had also a very strong reaction. Hut 
today, I agree that you can make 
provision so that it comes to six per 
Olent and stops there. But then there 
are banks where the reserve is more 
than the capital. In that case, if you 
find that it is more than six per cent 
or near six per cent, you stop any 
further transfer out of tht' profits. 
Look at the position. Today, the 
shareholders of banks are getting 
dividends. I am talking of the bi" 
banks where the dividends are being 
paid to the tune of 18 per cent to the 
shareholders. It may be that today 
the Government is not thinking in 
terlTlll of nationaIisation. At the time 
of nationalisation, when it comes, 
apart from the 18 per cent dividend, 
'Which they will continue to get 
according to the statutory provisiOns, 
the reserve and the capital will, 
according to the present Companies 
Act, belong to the shareholder and 
'On that you have to pay compensa-
tion. 

Again, in the banking industry, it 
is a well-known fact that apart from 
the open reserves, there are secret 
reserves provided for, and the rules 
made under the Banking Companies 
--'ct give permission to the . banking 
.company not to put into the balance-
·sheet the amount of the secret 
reserve. According to those rules, 
and according to the rules of the 
Reserve Bank, the banking companies 
bave been allowed to show income, 
less the provisions made for bad ami 
doubtful debts plus other necessary 
:and usual provisions. Nobody knows 

what tne necessary and usual pro-
visions are. It is of course necessary 
to make provisions for the bad and 
doubtful debts. But a further con-
cession is given to the effect that you 
can show the income, less those pro-
visions and also the provisions which 
are necessary and usual. Apart from 
this, the banking companies have 
been asked to make provision for 
open reserves. The secret reserve in 
any banking institution is not a new 
thing here. It is a thing familiar to 
any banking structure. 

But I may invite the attention of 
the han. Minister to the fact that Rs. 
50 lakhs a year have been put, in as 
secret reserve for the issue of bonus 
shares. What a huge amount must be 
left in the secret reserves so that in 
one particular year Rs. 50 lakhs can 
be taken out for the issue of bonus 
shares? Apart from that, we are 
asking the banks to build a reserve, 
knowing fully well that in the bank-
ing industry, the capital always plays 
a very insignificant part so far as 
the working aspect is concerned. It 
is not a peculiar thing here in India. 
It is so everywhere. Further, it ia 
not impossible, in a growing indus-
trial development where the banking 
habit develops, when the country 
develops more and more, with the 
success of the third Five Year Plan 
and the fourth Five Year Plan, when 
we shall be almost on a, par with the 
banking system of other developed 
countries in the world, where the 
banking deposits will be ten to" 16 
times of the money in circulation. In 
that case, to think that capital anei 
reserves must bear some proportion 
is a thing which I cannot understand. 
Even in big banks like Lloyds, which 
is one of the biggest banks in the 
United Kingdom, or even in the First 
National Bank of New York, there 
also, it is just five per cent or six 
per cent, and therefore, I do not 
know why it has become necessary 
at t"tis moment here to achieve such 
a proportion. when the han. Minister 
himself in his statement while intro-
ducing the Bill, has ~dmittecl that 



5557 Banking SEPTEMBEr( 3, 1962 C01llpcmies (Amend-
ment) Bill 

[Shri Prabhat Kar] 
today the banking system 
stabilised and that there 
chance of this particular 
facing any difficulties. 

has been 
is little 

industry 

This is a matter which requires 
clarification. As I said, on the ques-
tion of the principle of strengthening 
the capital structure, although I had 
a very strong reaction when that 
letter was brought out before the 
tribunal at the time hearing the bonus 
issue with a view to deprive the 
employees of the bonus, I have no 
objection. But the Governor of the 
Reserve Bank has suggested that it 
should be discontinued after the 
proportion was raised to six per cent. 
Here, in the Bill, ther" is no such 
provision although there is a provi-
sion that at any stage the Government 
may do it. I do not know what mat 
stage will be and on what considera-
tions it will be done. 

Another thing has to be mentioned. 
The minimum capital has been raised 
from Rs. 50,000. They say it has now 
increased to Rs. 5 lakhs. There are 
small banks, and we want that the 
small banks should continue, because 
they cater to the needs of the small 
businessmen and the middle-class 
people. Nnaturally, in the interests 
of the country's economy and of the 
banking system, the small banks 
should continue. Today if they are 
asked to raise their capital, am 
quite sure it is impossible for them to 
raise it, because if they try to float 
shares today, none will purchase 
those shares. So, it means that those 
small banks will have to go out. The 
Minister said that the cost of living 
has gone up. It is true, but I do not 
know how it can be linked up with 
the raising of capital. These institu-
tions have been continuing for a long 
time serving a limited sphere of 
small depositors and small clientele. 
Why is it necessary that their capital 
should be Immediately raised? 

I know under section 11, Govern-
ment has got the power to extend the 
period and I am also aware that almost 

every year, appiications are made 
and the Reserve Bank extends time. 
But these banking units are kept in 
perpetual anxiety that the next day 
perhaps they will have to close down 
their shops. So, I think that Ra. 
50,000 may continue, because in their 
limited sphere, they are serving a 
very limited section of banking pub-
lic but that is a very material help 
th~y are rendering. So, I do not 
agree that this amount should be 
raised. 

Today the ratio is 20 per cent. It 
has been raised to 28 per cent in the 
case of non-scheduled banks and 40 
per cent in the case of scheduled 
banks. I want to have certain clari-
fications. Generally we call it pru-
dent banking if the proportion is 60 
per cent advance, 30 per cent invest-
ment and 10 per cent liquidity. Today 
you have said that 28 per cent should 
be the liquidity-3 per c!,nt is the 
deposit with the Reserve Bank and 
25 per cent liquidity, which means it. 
would come to 28 per cent liquidity. 
You are also taking the power to 
increase it to 40 per cent in the case 
of scheduled banks. 60 per cent will 
be divided between investment and 
advance. The main function of bank-
ing is to augment trade and com-
merce. That function will suffer. 
Today, out of Rs. 1800 crares, Rs. 
1100 crores are being utlised as 
advance to trade and commerce. If 
the liquidity· is increased to 28 per 
cent, the advance which is being 
given to trade and commerce will 
have to be decreased. When there is 
more and more clamour that the 
banks should help the industry and 
give long-term loans to develop 
exports, it is essential that more 
advance should be granted. I do not 
say it should be granted against 
stock exchange to speculators against. 
shares but advance should be given 
for i~provement in the country's 
trade and commerce and that will 
suffer if we increase it to 28 per cent. 

I do not ·know whether the bankers 
have agreed to this suggestion, becaUft 
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.,'0 far as they are concerned, last 
time when you asked for a special 
deposit with the Reserve Bank over 
the usual percentage of deposit, at 
that time there was a clamour by the 
banking industry that you are taking 
money which otherwise would have 
been utilised to give help to the trade 
and commerce and that you are not 
paying interest also. Then you agreed 
to pay the interest. So, here those 
things will come again. Today the 
banking industry is in such a stable 
position. Is it found that the banks 
will not be in a position to meet the 
cas!' requirements at any time, if the 
.ituation demands it? When you 
yourself say that the banking indus-
"try is stabilised and there is little 
chance of its amount being drawn 
1tl1 on a sudden, you should have 
1ll10wed the 10 per cent liquidity to 
continue. But you are increasing it 
to 28 per cent. I do not understand 
why it should be like this. 

The hon. Minister referred to the 
'amendment in the Banking Compan-
ies Act in regard to the merger of 
these small banks. Section 45 was 
amended like this: 

"Provided that the scheme shall 
contain a provision that-

(i) the banking company shall 
payor grant not later than 
the expiry of the period of 
three years from the date on 
which the scheme is sanc-
tioned by the Central Gov-
ernment, to the said emp-
loyees the same remunera-
tion and the same terms and 
conditions of service as are 
applicable to employees of 
corresponding rank or status 
of a comparable banking 
company to be determined 
for this purpose by the 
Reserve Bank.". 

When the banking dispute was before 
the Tribunal, a moratorium was 
declared on many banks, as they 
were taken out of the provisions of 
the award. But by .this time, the 

Desai award has come. Those emp-
loyees who have been merged in the 
bIgger bank, are continUing to get 
the same emoluments as they were 
getting at the time when the amalga-
mation took place two years ago. At 
that time they were getting less 
emoluments. Today the situation is, 
in one particular institution, there 
are two sections of employees doing 
the same job, one getting higher 
emoluments and another getting 
lesser emoluments. At that time 
because the bigger banks did not 
agree to take the load of the emp-
loyees, this scheme was brought in 
and we agreed to that. 

But today, after the award, those 
sections which were getting higher 
emoluments will get further higher 
emoluments because of the award; 
those Who were getting less-if they 
were allowed to continue in their own 
class, they would have got more--
will continue to get the same emolu-
ments which they were getting two 
years ago. The gap existing today 
will be further increased and the posi-
tion will be, a clerk of the same 
institution will be getting less than 
the subordinate staff of the same 
institution. An employee working as 
ledger clerk will be getting less than 
the subordinate staff who will be 
attending on him. At that time, it 
was necessary to safeguard the indus-
try and we agreed to that scheme to 
see that the small banks do not get 
into liquidation. But that has chang-
'ed today. So, this' section requires 
amendment so that at least those 
employees who wou~d have other-
wise got the benefit of the award, to 
whatever extent it mav be, in their 
class. shou:d be allowed to have that 
be'lefit. 

Subject to these remarks. I have 
said generally I agree with this 
proposition. but I would reouest the 
hon. Minister to clarifv the points 
w"ioh I have mentioned. 

Shri U. M. Trivedi (Mandsaur): 
Mr. Speaker, Sir, having noticed the 
calamities that were caused to 
several depositors when the banks 
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failed in the south, naturally one 
would like to welcome the provisions 
of this Bill. As far as the amend-
ments go, they certainly, on the face 
of it, appear to be in the interest ot 
the depositors. But in making these 
amendments, the Gov~rnment seeIllll 
to b9 going very far. I am referring 
to clause 5 of the Bill, which seeks 
to a!Ylend section 22 of the principru 
Act, in sub-section (3), in clause (c). 
The original clause as it stood requir-
ed this much: 

"22. (3) Before granting any 
licence under 'this section, the 
Reserve Bank may require to be 
satisfied by an inspection of the 
books of the company or other-
wise that all Or any of the fol-
lowing conditions are fulfilled, 
namely:-

(c) ;n the case of a company 
incorporated outside India 
that the Government or law 
of the country in which It IS 
incorporated does not dis-
crimin2.te in any way against 
banking companies registerea 
in !ndia, and that the com-
pany complies with all the 
provisions of this Act, appli-
cable to banking companies 
incorporated outside India." 

This provision was on a very sure 
footing inaslT'uch as we could hav<: 
available before us material from 
which we eQuId judge whether the 
law in the country in which a parti-
cular banking company has been 
incorporated does not contain a pro-
Vision of the nature which discrimi-
nates in any way against banking 
companies. It was a positive factor 
which at any time we could look in-
to by looking into the statute of the 
particular country in which the bank-
ing company has been incorporated. 
At the same time, we could also find 
out whether the company was pre-
pared to comply with all the provl-
sions of the Act applicable to 
banking companies incorporated 

outside India. These two factors .... e 
could always verify. These were very 
positive proofs and pieces of evidence 
which would be visible to the eye and 
aosimilable by study. Unfortunately, 
we are now amending that sub-claw'e 
in these terms : 

" .... after the words u a com-
pany incorporated outside India 
tha t", the words. "the carrying on 
of banking business by such com-
p~ny in India will be in the pub-
lic interest and that" shall be in-
sert2d", 

Now, this is a very wide provision. 
We had ample discus3i{)n about this 
provision, which is of a more or les;; 
subjec .i\·e nature and which can be 
determined only on the whims a!1d 
pleasures of the officer or the oflkers 
concernpd who formulate the report 
Just a, "public purposes" has been Q?-
fined 3S a very wide term and ha< 
been interpreted by the various High 
Cour~5 stfltehing its meaning to un-
imaginable lengths, the term ''public 
interest" win also create unnece~sary 
harassment to a banking company, 
although it might be incorporated ou,-
side India, to have an office in I!idi3_ 

The net result of such a provision 
is, although we might gloat over it 
for some ti!11e saying that We have 
gO! such a provision w hereby we are-
putting a SWi=> to the companies irmn 
foreign countries operatring in our 
country, difficulty will be felt by our 
own countrymen who are living 
abroad. Very recently, Sir, wh"n I 
had occasion W v.isit Burma and di,-
cuss these matters with certain high 
Burmese officials I found that the bar 
that was placed ~gainst the movement 
of money from Burma to India was, 
as the officers themselves told me, 
entirely a copy of the rules and "egu-
lations made by India. In other 
words, ,this very provision will be 
incorporated immediately by the coun-
tries living by our side, where our 
nationals are living and are carryi~ 
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on businesJ or have got their banking 
concerns there. This provision will 
give to any dishonest man a great 
haIl'lle :to stop a banking company 
from carrying on its business. It may 
or may not happen in our country; 
that is a different matter. We have 
enough number of such corrupt peo-
ple who will take it into their heads 
of si~ting tight over a particular deci-
sion 'and refuse to give a decision. 
They might even decide in an arbi-

. trary manner and say that they are 
sa tisfied that the running of a parti-
cuI ar company is not .in the public 
interest. Perhaps, for political rea-
sons they may say so. But this may 
have repercussions outside and reper-
cussions in the neighbouring countries. 
They will simply copy the laws that 
are made in India, and they have an 
excuse for doing so. Therefore in-
stead of doing 'any good, it will do 
some harm to those countrymen of 
ours who have their business offices 
outside India. I would, therefore. 
sU!:l:est that this subjective approach 
for the determination which is laid 
down in the amendment as suggested 
in clause 5 of the Bill seeking to am-
end section 22(3) (c) of the principal 
Act may kindly be dropped. It will 
n{)t prove to be of any particular use 
to us. The provision as it stands to-
day is quite competent for purposes 
of safeguarding the int,o,rests which 
we want. 

There is another amendment sug-
gested to section 35B of the principal 
Act. In clause 7 it is said: 

"In section 3:>B of the principal 
Act. in SUb-section (2) for the 
figures and word "U8, 269, 310, 
311 and 388" the figures words 
and brackets "268 and 269 the 
proviso sub-seCltion (3) of se~tion 
309, sections 310 and 311, the pro-
vis-> to section 887, and section 
388", shall be substituted." 

Sir, original Act puts a bar on the 
remuneration of the Chief ·Execu1ive. 
This is not a very wholesome change 
that we are effectinil. 

This is what has been stated in the 
uNo tes on clauses". 

"Clause 7 seeks to amend Sec-
tion 35B of the Banking Compa-
nie3 Act, so as to make it clear 
that Ilotwithstanding the provi-
sions of the proviso to sub-section 
(3) of Seotion 309 and the proviso 
to Section 387 of the Companies 

Act, 1956, as recen1ly amended the 
approval of the Central Go~ern
ment shall not be necessary for 
determining the remuneration of 
the chief executive officers 0,. 
other :,Erectors of banJdng com-
panies." 

If this heaLthYPrDVISlOn is taken 
away, the remLLIlerGltiQn of a general 
manager of a bank may even amount 
to the same figure as that of the 
General Manager of .the State Bank 
of India. Small banking companies 
will certainly be managed by people 
who <ire in some way or the other 
conneated with each other by blond 
rel-ationship or other considerations. 
As I said, the General .Manager of' 
such a bank may even draw a salary 
equal ·in am{)unt to that of the Gene-
ral Man:ager of ,the State Bank of 
India. What will prevenlt him from 
drawing this very fat salary at the 
cost of sm3ll depositors? It will o;!ep-
rive L13 of the J'eal income of the 
company for the purpose of paying' 
his tax. I would, therefore suggest 
that no case seems t{) be d,ade out 
for bringing forward this provisi('n. 
Regarding the very purpose of this 
amendinent, it is mentioned in the· 
Statement of Object and Reasons: 

" .... .,n!] is intended to str" .. >«-

then Ithe financIal position of the 
commeroial banks generally and 
to increase the protection which 
is available to depositors." 

I will sUlbmit with very great respect 
that this cannot be in the interests 
of the protection which can be grant-
ed to the depositors. This is quite the 
reverse ofwbat is intended by ;the-
Sta.temen.t of Objects and Reasons. 
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[Shri U. M. Trivedi] 
Therefore, the provision that existed 
before should be maintained as it is. 
In other respects, I support the Bill. 

Shri Morarka (Jhunhul'u): I wel-
come this Bill for the various salutary 
prov:ions that it contains. Some of 
the provisiJons are in the interests of 
the depositors, some in the inter~ts 
of the shareholders and some, in the 
ultimate analysis, in .the inter"~t$ of 
thp Government. 

So far as the Statement of Objects 
and Reasons is concerned, in my 
humble opinion, it is somewhat incom-
plete. If it had been a complete state-
ment, the doubts which Shri Prabhat 
!Car raise'j would, .perhaps, have been 
answered by ti1e statement itself. 

It is quite true .that the liquidity 
ratio or the percentage of asset.< is 
now being raised from 20 to 28 per 
cent, a rise of 8 per cent. A rise of 
8 per cent on Rs.2,000 crores, which 
are the time and dp.nulDd denosrt. 
tocLay, works out to &s. 160 crores. 
These Rs. 160 crores with which the 
hank"' now can do anythinz they like 
i.e., lend to any borrowers. the banks 
would now be obliged to invest in 
Government securitips Sometime ago, 
in the month of July, there was a 
press statement that the main reason 
for bringing forward thi5 Bill was to 
increase the Iiquiditv ratio 

13'33 hrs. 

[MR. DEPUTY SPEAKER in the Chair} 

Then it was stated: 

"'l'ne main reason behind the 
step was to support the Govern-
ment's borrowing programme". 

As we know, Government have 
targeted to borrow Rs. 800 crores 
during Ithe entire ThiI1j Plan. as 
agaimt a figure of Rs. 700 crores dur-
ing the Second Plan. In the place of 
Rs. 700 crores for the Second Plan, 
the actual amount borrowd by the 
Government came .to Rs. 780 crores. 
.So, as a&ainst Rs. 780 crores, GIovern-

ment now want Rs. 800 crores for the 
Third Plan. /!'his appears quite fea-
sible and rea!lOnable, particularly in 
the developing economy. 

But this figure of Rs. 780 crol'eS 
was somewhat misleading because it 
.included purchase of securities by 
.the Reserve Bank and State Bank of 
India out of PL 480 funds. U we 
de'juCtt tthese two amlounts, the net 
brrowing from the public and com-
mercial banks is less than Rs. 300 
crorp.s. As against that figure of less 
than Rs. 300 crores, the Third Plan 
budget is Rs. 800 crores, almort 
thrice wha.t we have borrowed dur-
ing the Second Plan. 

No doubt ·the recenil tendency is 
that deposits of the banks are in-
creBISing according 110 the expecta-
.twns. But the banks are expanding 
their credit to tthe public to such an 
extent that instead of investing any-
thing 1Il(}re in Government securities 
there is actually a disinvestment. 
They are selling Government secu-
rities and investing that money else-
where in order to meet the demand 
for credit which has 'been expanded. 
That is the }atest tendency and the 
actual amount of disinvestment i. 
Its. 132 erorps out of whi~h if we 
deduct PL 480 funds. the net disin-
vestment from commerciaJ banks 
themselves is abfU't Rs. 25 crores t", 
30 crores. 

This tendency is not very encou-
raging for the Government's bor-
rowing programme. On the one 
hand, the deposits are increasin:.e; 
and. on the other hand, the invest-
ment of commercial banks in Gov-
ernment securi1ties is going dov,rn. 
From that point of view, it becam .. 
necessary to take some stens with-
out giving a jolt, without creatinlt 
panic in the banking structure t{) 
bring out a measure whic:h would 
compel the banks to invest more in 
the Government securities. That 
proviSion is sought to be made tn 
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this Bill by laying down that the 
liquidity ratio would be increased 
from 20 per cent to 28 per cent. And 
a net increase strai,ghtaway of 8 per 
cent on Rs. 2,000 crores wIould come 
to Rs. 160 crores. Besides this. there 
is another mariin 01 12 per cent 
which can give you a further Rs. 240 
crores. So, according to me, this Bill 
has a definite purpose, a very l)rac-
tical purpose, and that is the reasen 
why the liquidity ratio ~ bein2' 
raised. 

Of cOllrse, it would also provide 
5ecurity to the depositors, but 
agree with Shri Prabhat Kar that no 
case has been made out why this in-
creased security was found necessary 
for the depositors. Merely saying in 
the Statement of Objects and Reasons 
that the oonditions have changed and 
deposits have increased does not 
mean that that by itsel1 introduces 
an element of risk or uncertainty in 
the banking structure. Therefore, I 
do not know why the hon. Deputy 
Minister did not take the House into 
ponfiJence and say that this step is 
being taken in order to support the 
borrowing programme 01 the Gov-
ernment which is a good and healthy 
object. There is no reason why i.t 
s:,ould not be done. 

There is one Point which we have 
to remember in this context. When 
YOU take these Rs. 160 crores from 
the banking companies or you com-
pel them to invest that in Govern-
ment securities, to that exteM,as 
Shri Prabhat Kar has stated funds for 
industries and trade would be con-
tracted. There is no gainsaying thaot. 
If you weigh the two things, the bor-
rowing programme of the Goyern-
mentand the needs 01 the industry 
and trade 10r credit which mayor 
may not be genuine, I think the ba-
lance of consi!:ieration would be in 
favour of the Government. 

I have got some figures which show 
that between November jDecember 
1959 and December 19ft1 though the 
1730(Ai)LS-5. 

deposits increased only by about 
Rs. 100 crores, the bank credit ex-
panded by about Rs. 300 crores. It is 
for this reason, that is, to meet the 
demand of this expanded credit, that 
the banks were obliged to disinves,t 
from Government securities. This 
position is not always healthy. Some-
times, the banks have a tendency and 
a temptation be> indulge in wreddel8 
expansion because the yield on ad-
vapces ani loans is always higher 
than what they get from Government 
securities. Therefore to check this 
tempta,tion if the Government has in-
creased this liquidity ratio it is a 
welcome feature. 

Another thing that r want to point 
out to Shri Prabhat Kar is that though 
today the liquidity percentage pres.-
cribed by law is only 20, in fact, the 
percentage maintained by the banks 
is about 30. So, straightaway there is 
not going to be liIny contraction of 
credit for trade and industry. It is 
more a preventive step than actually 
taking away the credit just now. Even 
a",cording to the Bill the figure of 
liquidity would come to 28 per cent 
whereas the liquidity ratio maintained 
throughout is 30 or a little more than 
that. So, the actual credit would not 
be contract"j just now. but it would 
certainly prevent the expansion of the 
credit potential which existed till 
now. 

I welcome particularly the provi-
sion, namely, that 20 per cent of the 
profits of a banking ca.mpany should 
be trans1erred each year to the re--
serves. This provision is not only in 
the interest of the depiositors but it 
is also in the interest of the share-
holders. The shareholders of bankin~ 
companies stand, rightly, -on a differ-
ent footing from the shareholde~s 01 
other oompa lies. Banking institution, 
survive and thrive only on public con-
fidence a'1.d public confidence is gene-
rated only by the soundness of the 
policy and the solvency of the bank. 
The transfer of a definite portion 01 
the annual profits to the reserves 
would certainly strengthen the linan-



Banking SEPTEMBER 3, 1962 Companies (Amend-
ment) BilL 

5570 
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cial position of the bank and to that 
extent the solvency of the institution 
would be ensured. So, it is a very 
healthy feature and I could not under-
stand why this obligation of building 
the reserves should stop the moment 
the reserves are equal to the paid-up 
capital. If I may so, this was an old 
and an antique theory when the total 
liabilities were not likely to be more 
than a certain proportion of the paid-
up capital. Today, as the tendency is 
that the deposits of these banks are 
increasing much more than the expec-
tation, there is full justification for re-
quiring the banks to transfer 20 per 
cent of their profits to the reserves. 
This 20 per cent which they would 
transfer would be available for the 
purpose of expansion of credit. If they 
fritter it away by way of dividend to 
the shareholders, the reserves avail-
able to the bank would to that extent 
be depleted. I therefore feel that is 
a very healthy provision and it has not 
come a day too soon. 

While I support this Bill fully, still 
1 cannot help making one remark and 
that is about the reserve of 12 per 
cent which they have kept. It is true 
that when there are inflationary condi-
tions you have to exercise greater vigi-
lance on the mechanism of credit, but 
as our Third Five Year Plan does not 
envisage deficit financing to any large 
extent and as the progress both of in-
dustry and trade is increasing fairlY 
fast, the dangers of inflation are com-
paratively less. Whatever you see is 
only because of the increasing demand. 
I, therefore, appeal to the hon. Deputy 
Minister that even though you have 
taken power to increase this require-
ment of deposits with the Reserve 
Bank upto 15 per cent and you are 
fixing it at present at 3 per cent., I 
hope that there will be nO occasion to 
exercise this power because if you 
exercise this power you withdraw up-
to Rs. 240 crores more from the re-
serves available to commercial banks 
for the purpose of trade and industry. 
That really would be creating a prac-
tical difficultv in one sector of our 
economy. The responsibility of the 

Government is to see that the Plan is 
implemented and that whatever role 
you have aS3igned to the different sec-
tors 1S fully carried out. If you 
squeeze the funds available to one 
sector and only fulfil the targets of 
another sector, you would ultimately 
be oniy creating some sort of an· imba-
lance. I, therefore, hope that the hon. 
Minister will take this into considera-
tion and would issue some departmen-
tal instructions or some sort of a guid-
ing note to the Reserve Bank to see 
that they should be very slow in exer-
cising this right which we are giving 
to them. 

With these words I once again say 
that I fully support the provisions of 
this Bill. 

Shri Gauri Shanker Kakkar (Fateh-
pur): Mr. Deputy-Speaker, Sir, I 
stand to support this amending Bill. 
1 find that it is not only beneficial to 
shareholders and depositors but it is 
also going to give to a very great ex-
tent a good safeguard and a huge 
amount to the Government as well. 
The expansion of agricultural credit, 
of course is undertaken by co-opera-
tive cent~al banks and apex banks. 
This provision which has been intro-
duced for the first time in the case of 
the commercial banks for keeping 20 
per cent of the profits in the reserves, 
I think, is a gOOd measure. But still 
these commercial banks are lagging 
behind in comparison to the central CO-
operatiVe banks which are dealing in 
rural credit: There, there is a manda-
tory provision for one-third of the 
profits going over every year to tile 
Reserve Fund. Here, only 20 per cent 
has been earmarked. But, still, it is a 
gOOd safeguard for the depositors and 
the shareholders. It will, of cour'e, 
create a very good sum in the Reserve 
Fund and ultimately for the Govern-
ment to meet the Plan expenditure. 

I have some apprehension with re-
gard to clause 5 which says:-

"In section 22 of the principal 
Act, in sub-section (3), in clause 
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(C), after the words 'a company 
incorporated outside India that', 
the words 'the carrying on of 
banking business by such company 
in India will be in the pub-
lic interest ,md that' shall be in-
serted." 

The addition of these words in section 
22, I fear, may lead to a huge amount 
of foreign capital turning shy because 
we are adding the words 'public inte-
rest'. I fail to understand how of all 
business this banking business will not 
be in the public interest ordinarily, 
because its dealings are usually with 
the public. Then, what will be the 
quaWications and limitations? I think, 
it would be quite redundant and, as I 
have just now submitted, it may go 
to the extent of just turning foreign 
capital shy. They may have some 
sort of a hesitation in investing into 
this. 

Then, find that measures have 
been taken in this amending Bill to 
strengthen the working capital, the 
paid-up capital and the liquid cover. 
There has been some criticism by 
Shri U. M. Trivedi in regard to the 
raising of the minimum paid-up capi-
tal and reserves from Rs. 50,000 to Rs. 
5 lakhs in the case of a new concern 
which might come up. But I welcome 
th is measure. As a matter of fact, we 
are now passing through such an age 
where we should give full confidence 
to the public in order to make them 
bank-minded, and that is possible only 
when we have taken measures to safe-
guard their interests at every step. 
So, it is a very good measure to stren-
gthen the working capital and the 
paid-up capital. Further, it is also a 
healthy sign to build up the reserves; 
and the proportion between the paid-
up capital and the reserves has also 
been done away with. I think that 
that is also in the public interest. 

In this connection, I would suggest 
that there should be a universal policy. 
As I have submitted already, a huge 
amount of rural credit to the agricul-
turists is being met by the co-operative 
!!leCtor, the central banks, the apex 

banks etc., and there is also share 
participation by the States. There 
should be universal rules applicable to 
all institutions in this behalf. At pre-
sent, there is keen competition bet-
ween the working of the Central co-
operative bank and that of a commer-
cial bank at the district level. There-
fore, on certain items, these district 
co-operative banks or central banks 
etc. which are entrusted with the pri-
mary duty of supplying full credit to 
agriculturists are being handicapped, 
with regard to the commercial aspect. 
This is only on account of this reason 
namely that they are primarily con-
cerned with agricultural credit, and 
they are not being given all those pri-
vileges to compete openly with the 
commercial banks, and, therefore, they 
;ore very much handicapped in attract-
ing deposits of private persons. I 
would suggest that new methods shOUld 
be devised whereby both these bank-
ing systems may be governed by. a uni-
versal or unifonn policy, SO that the 
central banks also may be allowed 
to grow along with the commercial 
banks growing side by side. 

A good measure has been devised 
in this amending BilJ to earmark and 
to have a sort of allocation of a huge 
amount towards the reserve fund, 
which can ultimately be utilised for 
the benefit of the country or for the 
purposes of the Plan. 

Therefore, I support the provisions 
of this amending Bill. I am confident 
that even if some more revolutionary 
steps are taken, as I have suggested. to 
make unifonn rules for the working 
of the commercial banks and the dis-
trict central co-operative banks it 
would be in the best interests of rural 
credit and of the agriculturists as a 
whole. 

With these words, 1 support this Bill. 

Shri Sudhansu Das (Diamond Har-
bour): I rise to support the Banking 
Companies (Amendment) Bill, 1962 
moved by the hon. Deputy Finance 
:Minist~r, who deserves congratulations 
for having brought forward this Bill 
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in time, when it is urgently required 
tor the steady growth and the speedy 
development of banking institutions in 
India 

B.anks, especially commercial banks, 
have to play an important role in the 
development of commerce and indus-
try. They are financial institutions. 
Their growth and development depend 
upon the confidence of the publ:c, and 
upon the continuous support and 
patronage of the depositors who pro-
vid" generally the working capital 
of the bank apart from the share-
holders who are also responsible for 
providing share capital and better 
management of the bank. 

If we trace the b"nking history in 
India, and if We take the trouble to 
find out the reasons for the failures of 
the banks during the last decade, I 
submit that we shal! find that most of 
the banks had closed their doors due 
to inadequacy of share capital, reserve 
fund and liquid assets. And what was 
the result? The result was that the 
unfortunate and helpless depositors, 
who supported and patronised those 
banks with their money-practically 
their live-savings-found one fine 
morning to their utter disappointment 
that there was no chance of getting 
back their money. This state of affairs 
which was most unoftrunate prevailed 
till the Banking Companies Act of 
1949 was passed. 

There are provisions in the Bank-
ing Companies Act to strengthen the 
fiancial position of the commercial 
banks and to safeguard the interestg 
of the depositors, but the present Bill 
seeks to provide more effectiVe mea-
sures for those pUl'Poses. 

I welcome the changes sought to be 
made in section 11 of the Banking 
Companies Act that a sum of Rs. 5 
lakhs shall be required by the banks 
incorporated in India as IIllnlmum 
paid-up capital before they could carry 
on banking business. I say.that thl!! 
is the most effective step to check the 

mushroom growth of banking institu-
tions in India. 

I also welcome the modifications 
sought to be made in section 17 of the 
Banking Companies Act, in respect of 
the creation of statutory reserve fund 
by transfer of 20 per cent of the annual 
.profit per year. But I cannot exactly 
follow the reasons for granting exemp-
tion from this provision to banking 
companies, On the recommendations of 
the Reserve Bank of India, if their re-
serves are equal to the paid-up capi-
tal. The reserve funds are created to 
strengthen the financial position of the 
bank, and there will be no harm to the 
banking business if the reserve exceeds 
the paid-up capital; on the contrary, it 
will help in strengthening its financial 
stability. So, I would request the hon. 
Minister to look into this matter. 

In section 18, a uniform rate of S 
per cent has heen prescribed for the 
cash reserves to be maintained by the 
banks in respect of their respective 
time liabilities and demand liabilities, 
according to this Bill; no distinction 
has been made between the time liabi-
lities and the demand liabilities in this 
respect. But I think that in the case 
of the demand liabilities, five per cent 
should be prescribed for the cash re-
serves. 

Then, the provision providing for 
refusing or cancelling licence to 
forei~ banks if their activities are 
against the public interest is an impor-
tant change in section 22 of the Act. 
I would only say that it is well-
thought and well-conceived. 

In view of the great increase in the 
deposits and the working funds of the 
commercial banks, it is desirable that 
the liquid assets of the bank should be 
increased. As such, the prOVISIOns 
made in section 24 according to this 
Bill are essential and are in the inte-, 
rests of banking business. Thnugh in 
the first instance, it will cause some 
hardships to some banks, yet, the 
proposed measures arE' welcome espe-
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cially in the interests of the deposi-
tors. 

The Reserve Bank of India is called 
the bankers' bank, and since its in-
ception it has been functioning well, to 
the utmost satisfaction of all con-
cerned. From my experience and 
knowledge, having been connected 
with banking institutions for a consi-
derable ,period of time, I can ~ay that 
the directions issued by the Reserve 
Bank from time to time to commercial 
banks are well-thought out and are 
very helpful to banking business. As 
such, it has been rightly incorporated 
in the Bill that the public sector banks 
should be bound by such directions as 
may be issued by the Reserve Bank of 
India under section 35A of the Banking 
Companies Act. 

With these words. I support the 
Banking Companies (Amendment) 
Bill. i»';r! 
14 hrs. 
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Shri B. R. Bhagat: The few hon. 
Members who have spoken on this 
Bill have given full support to this 
measure. I am grateful to them. The 
only discordant voice was that of 
Shri U. M. Trivedi Although he sup-
ported one or two provlslons, hp 
strongly objected to the amendments 
being suggested to this Bill. I am sorry 
to say that on both these points he has 
completely misunderstood things and 
read into them just the opposite of 
what is intended. 

As regards the exemption from the 
Company law proposed so far as 
banking is concerned in respect of the 
remuneration of the chief executive 
officers, he has failed to notice that 
even in the present Act itself, there 
are other sections dealing with the re-
muneration of the directors, chief exe-
cutive officers etc. These two provi-
sions have been added because the 
company law was amended after the 
Banking Act and only sometime back. 
In order to fall in line with that, this 
is being done. He further fails to take 
notice of the position that this salu-
tary proviSion of making exemptions 
from the Companies Act is because of 
the fact that· in the case of non-bank-

ing companies, the remuneration is 
regulated according to the sections of 
the Companies Act, but in the case of 
banking companies, it is regulated by 
the Reserve Bank of India. The Re-
l!erve Bank as a specialised institution 
has the experience and expertise to 
determine the renumerations and con-
ditions of service of the officers of 
banks. That is the reason why exem.,-
t.ron is being sought from the Compa-
nies Act. He completely fails to take 
note of that. 

Then he spoke about foreign bank$ 
and said the term 'public interest' was 
too wide. But here also he does not 
appreciate the point that there may be 
some banks which may be indulging 
in non-banking activities. They may 
be banks functioning in conformity 
with all the technical and legal re-
quirements of the situation, and even 
though in the larger interests of the 
country, and in the larger public inte-
rest, we may think that their activi-
ties may be prejudicial to the interests 
of the country, we are not able to pre-
vent them from indulging in such acti-
vities. In order to provide for such a 
contingency, we have made this provi-
sion. I am sorry my hon. friend is not 
here. But I would urge upon him that 
this is a very very salutary provision 
and it should be there and this should 
be the provision to which he should be 
least opposed. 

Then I come to my hon. friend. Shri 
Prabhat Kar, to whose knowledge of 
banking I paid a compliment the other 
day. I still feel that on questions con-
nected with banking, his contributions 
are'very informed and helpful. But in 
this particular matter, I do not know 
why he has not been able to appreciate 
the real value of the amendments sug-
gested. Probably the greater love he 
has for the bankroen, apart from the 
banking industry as such, mav have 
detracted from the objectivity which 
he usually displaYl< because his (,ntire 
approach-he dealt with all the points 
-'Was restricted because of his spl'('lal 



5579 Banking BHADRA 12, 1884 (SAKA) Companies (Amend- 5580 
ment) Bm 

consideration for the benefits which 
will accrue to the bank staff as against 
the banlting industry as such. 1 am 
all with him in giving more wages to, 
or safeguarding the rights of, the bank 
employees, but on a Bill like this it is 
not that attitude, but a wider attitude 
towards the banking industry as such, 
that should prevail. 

8hri Prabhat Kar: I have generally 
lent my support to the Bill, and I said 
I agree with the strengthening of the 
capital structure of the banking indus-
try. I have agreed with it. 

Shri B. R. Bhagat: I am only say-
ing that if he extends that point of 
view, he will find that the objections 
which he has raised are not valid. 

I agree with him that the Statement 
of Objects and Reasons may not ex-
plain everything, because in the very 
nature of things it has to be concise, 
but the real point is that this Bill 
seeks to consolidate the structure of 
the banking system, whether it deals 
with minimum reserve Or paid-up 
capital or anything else, so as to meet 
the situation of the present times. 

He referred to some directive of the 
Reserve Bank that the paid-up capital 
and reserves should be 6 per cent of 
the deposits. That is true, and it is a 
fact that the present ratio is near about 
5 per cent., but the idea was that as 
the deposits were rising, an effort 
should be made informally, as the Re-
Serve Bank has no power in that re-
gard, to raise their paid-up capitals, 
and all the banks are doing it. We 
have been receiving applications from 
various banks to raise more capital, 
either fresh capital or out of the pre-
mium account, and we are giving sanc-
tions to them, and it is a happy sign 
that the capital structure of the banks 
is widening. That has been the salu-
tary effect of that directive, and the 
Reserve Bank is at it. But he raised 
the question: will this mean that you 
are raising it to 6 per cent till eter-
nity? It is not till eternity. As he 
himself referred to it, We have taken 
powers for the Reserve Bank to give 

exemption in suitable cases. Where 
w~ ft:el that the bank's paid-up capital 
and reserves have reached a propor-
tion which is qwte adequate, we may 
give exemption. If the banking system 
as a whole-l am not spealting of only 
the good banks which may have vt:ry 
adequate capital structures-has an 
adequate capital structure, at that 
moment it may be considered, and we 
may give exemptions on a liberal 
scale, but the point today is that the 
capital base of the banks has got to 
be augmented, and we have taken 
powers for that. 

Then he asked why we are transfer-
ring 20 per cent of the profits to re-
serves, when we think that the bank-
ing system is sound. He does not ob-
ject to it on pure merits, but he is 
thinking of nationalisation of banks 
which he takes for granted. We on 
this side do not take things for granted, 
we judge things on merits and our 
minds are open, but he takes things for 
granted. In the event of nationalisa-
tion of banks after a few years, he is 
afraid the share of the shareholders 
with regard to compensation will be-
come larger. I think that is not a very 
reasonable view to take. His point is 
that the employees should get more 
bonus, but for that from time to time 
there are the bank awards, like the 
Desai Award, which increase the 
emoluments of the employees. Their 
emoluments are going uP. and I am 
happy they are going up. Some of thO' 
banks complain that the burden on 
them is a little more, but sO far as we 
are concerned. we are happy, but that 
shOUld not make him retard the conso-
lidation of the capital structure of the 
banking system. That is my grouse 
against the hon. Member. 

Dr. M. S. Aney (Nagpur): May I 
ask the hon. Minister to explain one 
provision? Section 11 (2) of the Act 
requires that the aggregate value of 
the paid-up capital and reserves shall 
not be less than fifteen lakhs (\f rupees. 
and that it can be either in cash or 
in th" form of securities. That is the 
general rule laid down. But then, the 
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new sub-section (2A) that you are in-
iroducinjl, says: 

"Notwithstanding anything con-
tained in sub-section (2), the Cen-
tral Government may, on the re-
commendation of the Reserve 
Bank, and having regard to the 
.adequacy of the amounts already 
deposited and kept deposited by a 
banking company under sub-sec·· 
tion (2), in relation to its deposit 
liabilities in India, declare by 
order in writing that the provi-
sions of sub-clause (iil of clause 
(b) shall not apply to such bank-
ing company for such period as 
may be specified in the order." 

I would like the han. Minister to throw 
some light on this particular provision 
giving discretion to the Central Gov-
ernment to exempt on the recommen-
dation of the Reserve Bank in certain 
cases. . ) 

Shri B. R. Bhagat: That obviously 
concerns foreign banks, and we have 
taken powers to exempt in cases where 
we think necessary, but we will come 
to it at the second reading stage. At 
present I am dealing with the general 
points raised. 

Then, a point was made by him that 
raising the liquidity ratio to 40 per 
cent will mean that advances will be 
restricted to 60 per cent., and that 
might starve trade and industry. That 
was the fear. This is the first time I 
find the hon. Member being solicitous 
about trade and industry. I am glad 
the han. Member at my back answered 
that point. 

Shri Prabhat Kar: said the 
b.ankers might raise this point. 

Shri B. R. Bhagat: The banker. 
have agreed to it. They have not rai.-
ed this point 

Shri Prabhat Kar: I am not holding 
their brief, you will understand. 

8hri B. R. Bhagat: I am glad. The 
main point is that there is absolutely 

no cause for any disquiet or concern 
that the resources for trade and indua-
try will become less as a result of ~ 
provision, because, as the hon. Mem-
ber pOinted out, what is the position 
today about liquidity? The position 
is that although 20 per cent is 
provided for, the over-all liqui-
dity ratio is something like 32 or 
33 per cent. It is true the State Bank 
maintains a very high liquidity ratio, 
50 to 52 per cent, but in the case of 
the other banks also, it is near about 
28 per cent, and the over-all ratio 
is more than 30 per cent. To say thai 
as a result of this provision the figures 
that the hon. Member has collected 
have been taken out of the credits 
or advances is not true. As I ex-
plained earlier, it is a part of an 
over-all scheme, taking into consi-
deration the economy, the needs of 
the 'banking system, the expansion 
in the banking system that is likely 
to occur etc. Taking all these into 
consideration, we have fixed an over-
all ratio of liquidity, and this has 
been done in consultation with the 
banks. They are in general agree-
ment with it, they have welcC1med 
it. It is not that they have any grouse. 

The han. Member fails to appre-
ciate the point that today the total 
deposits are Rs. 2,000 crores, but as a 
result of the implementation of the 
Plan over the Third Plan period we 
envisage a rise of 33 per cent in the 
deposits. So, there will be Rs. 700 
to Rs. 800 crores of fresh deposits. 
Further advances and credits cam be 
taken care Of by these fresh deposits. 
It may be incidental that as a result 
of this the borrowing programme of 
the Government may be helped, but 
it is not as if we want to raise the 
liquidity ratio so that the banks may 
be compelled to invest more and 
more in Government securities, so as 
to help our borrowing plan so far as 
the Third Plan period is concerned. 
That can 'be taken care Of by the 
additional deposits to Rs. 700 to Rs. 
800 crores over the five ~'(>ar period 
that will be accruing to the banking 
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."stem. The idea is that the borrow-
ing programme and the needs of the 
particular industry will be met out 
of the growing ir.crease in the de-
posits and the reserves of the banks. 
And, with a view to that, we are 
trying to have such a capital struc-
ture and such liquidity ratio so as to 
fit in with that. The han. Member 
,hould not fail to notice or ignore 
this point. 

It is true that the banking struc-
ture is sound; it is true that the 
banking system, as a whole, is doing 
very well. AI; a result of the various 
measures, we have protected them 
and insula ted them against any crisii. 

I would remind the han. Members 
that just before the Palai Bank crash, 
nobody in the country or in the House 
here realised the dark clouds coming 
on the horizon. Suddenly, with the 
crash of the Palai Bank, serious con-
cern was expressed in the House -and 
the cowntry and the entire banking 
system received a shock. We have 
provided fOr all circumstances and 
all eventualities. But, the banking 
system being a credit mechanism that 
functions on the public confidence, 
even if a minor part of it is shaken, 
and the Palai Bank was only a small 
!>ank in one remote corner of the 
country, it shakes the entire sys-
tem. We should not forget it. 

To say that the banking system is 
all right a.,.,d there is no necessIty 
fOr insulating it against such risks 
by providing higher ratio Or better 
capital strl,lcture and all that is not 
correct. We do not want to take 
any risk because if there is danger to 
any small unit, a small sector of the 
industry, the entire .banking sys-
tem is in danger. We have seen it 
very recently and we should not for-
get it. 

The point, therefore, is that what-
ever provisions we have made is with 
a view to strengthen the banking sys-
teru so that in the Third Plan and in 
future also they are able to play 
their part which they are expected to 
play; that is, to have more deposits, 
to strengthen their reserves. 

-The basic point of any banking 
system is that if the bank deposita 
go up, as we think they will go up 
and they are going up, every year, 
out of the increased resources the in-
creased needs Of trade amd industry 
and the workers and the employees 
and everybody will be looked after. 
Tha t is the main reason underlying 
the new innovations. There is no 
other subjective' motive iavolved in 
this. Therefore, to say that industrial 
credit will be crippled is not true. 

Then, the hon. Member, Shri Prab-
hat Kar asked, 'Why are you in-
creasing the capital to Rs. 5 lakhs?' 
If it is kept at the amowlt of Rs. 
50,000, the small banks which are 
there may not suffer because they 
may not be able to raise the capital 
to that figure. The point is this. This 
is for future; and it would not apply 
to the existimg banks who are operat_ 
ing in the country. This is not to 
be applied retrospectively. . It will 
be for the new banks. Although we 
do want small banks, they must start 
with a higher capital structure. The 
hon. Member said that the cost of 
living should not be a relevant con-
sideraticm. But he should realise that 
the cost of living is improtant be-
cause it pushes up the establishment 
expenses. It is only if the working 
f·unds are reasonably high that the 
income from such funds will be suffi-
cient to enable the banks to meet 
their expenses. So, it is important 
that a bank should be a viable unit 
even if it is a small one. Fifty thou-
sand rupees might have been reason-
able in 1949 Dr e~n earlier, but not 
now. Therefore, I think it is neces-
sary that the capital structure should 
be Rs. 5 lakhs. 

With these words, I commend my 
motion. 

Mr. Deputy-Speaker: The question 
is: 

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

The motion was adopted. 
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Mr. Deputy-Speaker: Now, we shall 
take up clause by clause considera-
tion of the Bill. 

I filfId there are no amendments to 
the clauses. I will now put all the 
clauses together. The question is: 

"That clauses 2 to 8 stand part of 
the Bill." 

The motion was adopted. 

Clauses 2 to 8 were added to the 
Bill. 

l\lr. Deputy-Speakel': The question 
is: 

''That clause I, the Enactin!! For-
mula and the Ti tle stand part of 
the ·Bill." 

Tke motion was adopted. 
Clause I, the Enacting Formula and 

the Title were added to the Bi!!. 

Shri B. R. Bhagat: Sir, I beg to 
move: 

''That the Bill be passed." 

Mr. Deputy-Speaker: Motion mov-
ed: 

"That the Bill be passed." 

Shri Prabhat Kar: Sir, I am extre-
mely sorry that the points that I rais-
ed have not been taken in the light 
that I expected them to be taken up 
by the han. Deputy Minister. It is 
true that I have pointed out certain 
things, taking into consideration the 
effect it will have on the wages of 
the employees. At the same time, 
I must remind him that I lent my 
support to the Bill on the broader 
consideration of the development of 
the industry. 

So far as the employees are con-
cerned, I said all the time that they 
were interested in the development 
of the industry and that is why they 
have supported all the measures that 
Government have taken, to extend 
the power of the Reserve Bank to 
effectively control some of the affairs 
Of the banking institutions. The 
failure of the Palai Central Bao1k or 
the Laksluni Bank or any other bank 

fOr that matter is due to the fact 
that all the ClIne the banking'mag-
nates in the country were violating the 
pl"Ovisions whi_:, L·.; Parliament had 
passed and also the rights aIIld powers 
conferred On the Reserve Bank of 
India. We want the industry to deve-
lop and to play its part effectively in 
the development of the country's 
economy. That is why I lent my 
support to it. 

But I brought certaitn things to th~ 
notice Of the Minister because I am 
apprehensive that after this Bill is 
passed, the banking magnates will 
come before the Finance Ministry and 
it may be that the power of the 
Reeerve Bank may be relaxed or 
some of the provisions may be re-
laxed. That was why I wanted that 
when you take these things into con-
sideration, you should also take into. 
consideration the clamour that would 
be made by the banking public. 

I am not pleading for the magnates. 
But I do not also agree that by th's 
back-door method, as Shri Morarka 
suggested, the Government is forc-
ing the banking industry to invest in 
government securities. 

The Deputy Minister said that I 
was taking it for granted that the 
banks will be nationalised. I am 
not taking it for granted in the cOurse 
of the ,'lext 2 Or 3 years. But, as a 
result Of this country's socialist ideo-
logy of developing the economy of 
the country, it will have to nationa-
lise the industry. And, at that time, 
it rr.ay be difficult. They may have 
to pay higher compensation because 
the reserves also will have to be 
compensated. That is why I brought 
these things to his notice. 

As I said before, I agree with the 
general proposition that has been 
put forward in the Bill; and I lend 
my' support to it. 

Shri Sham La!. Saraf rose-

Mr. Deputy-Speaker: Does the hon. 
Member want to speak now, at the 
third reading stage? 
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Shri B. R. Bhagat: Sir, I made a 
promise to an hon. Member and I 
would seek your indulgence to reply 
to the point ro.ised by him. He ask-
ed about,- particular section, why it 
was there, and asked me to explain 
it. 

The point is this. We have taken 
powers in the Bill so that 20 per 
<.-ent of the profits will be transferred 
to the special reserve. That is the 
general power we have taken through 
this Bill. Therefore, by this section 
(2A) we are taking powers to give 
exemptions in case of foreign banks 
when we think it is necessary. We 
are taking similar powers for giving 
exemptions in the case of Indian 
Banks under clause 3, section 17 
(IA). When we think that the banks 
have adequate reserve and it is not 
necessary that this continual transf"r 
,hould take place, we can give the 
exemption at that stage. That is the 
general policy. 11 (2A) deals with 
foreign banks and 17(1A), with the 
Indian banks. 

Mr. Deputy.Speaker: The question 
is: 

"That the Bill be passed." 

The motion wa.s adopted. 

15·30 hI'!!. 

SUGARCANE CONTROL (ADDI-
TIONAL POWERS) BILL 

The Minister of FOOd and Agricul-
ture (Shri S. K. PatH): Sir, I beg to 
move: 

"That the Bill to empower the 
Central Government to amend the 
Sugarcane (Control) Ortier, 1955 
with retrospective effect in respect 
of certain matters, be taken into 
consideration. " 

First, I would like to give a brief 
history of claUSe 3A of the Sugarcane 
Control Order which it would be 
necessary to amend retrospectively and 
for which powers are now being 

sO:lght under this BilL Clause 3 of the 
Sugarcane Control Order piovides tor 
t;le payment to the grower Gf a mini-
mum price of his sugarcane. One of the 
factors required for determining his 
price is the price of sugar. Clause 3A 
of the Order was inserted in Septem-
ber, ]958 making it compulsory for the 
sugar manufacturers to pay an addi-
tional price to the sugarcane grower 
over and aboYe the minimum price. 
Between 1953-54 and 1957-58, when 
sugar prices were running very high, 
at first voluntary schemes for these 
additional payments were in force in 
the northern and southern regions. In 
the southern region it used to be called 
the SISMA formula. These were 
worked out in the south between 
growers and manufacturers and 
in the north by Government in consul-
tation with the growers and the indus-
try. In Maharashtra, that formula not 
only worked then but it is working 
even now beautifully. There has 
been peace in the industry and there 
was a sort of an understanding bet-
ween the industry and grower in the 
beginning of the year or periodically. 
In 1957-58, as a result of that arrange-
ment, more than a crore of rupees was 
given as additional bonus or deferred 
payment, whatever you may call it, 
to the growers. There were com-
plaints and disputes, and to resolve 
these, the Gopalakrishnan Committee 
was appointed in 1955--Gopala-
krishnan being an officer of the Agri-
culture Ministry which submitted its 
report in 1956. That committee made 
certain recommendations in regard to 
adiustments of costs and also suggested 
a formula for compulsory application 
when there was an undue rise in the 
price of sugar. This report was accept-
ed by Government and its formula was 
incorporated in the statute; but unfor-
tunately in regard to one matter, 
namely, the determination of the share 
of the cultivator, the formula did not 
specify precisely how that share was 
to ,be determined, that is, whether with 
reference to any cost schedule which 
was operated, or whether with refe-
renCe to the adual costs of each fac-
tory on the basis of recovery and dUJ'a-
tion of the season. This is an impor-


