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[Shri T. T. Krishnamachari] 
am afraid I am unable to accept the 
suggestion made by my hon. friend 
opposite and extend to the doctors the 
privileges that we have given to per
manent employees or people who are 
permanently wedded to the Insurance 
profession. I have already told the 
management that they should exercise 
their judgment in such a manner that 
people who are full-time people are 
not deprived of their livelihood. I shall 

•certainly ask the Corporation to take 
what I have said today as a direction 
and see that if anybody is incon
venienced, whether they could be 
accommodated. Beyond that I am 
unable to agree.

Mr. Deputy-Speaker: The question
is:

“That the Bill, as amended, be 
passed.

The motion was adopted.

RESERVE BANK OF INDIA 
(AMENDMENT) BILL AND STATE 
BANK OF INDIA (AMENDMENT) 
BILL.
Mr. Deputy-Speaker: We pass on to 

the next item. There is the Reserve 
Bank of India (Amendment) Bill and 
the State Bank of India (Amendment) 
Bill. As recommended by the Busi
ness Advisory Committee—that recom
mendation was approved by hon. 
Members of this House this morning— 
we have decided to discuss these two 
Bills together. So I suggest the dis
cussion sha" be on both the bills. The 
motion will be made first by the hon. 
Minister and then we will have dis
cussion.

The Minister of Finance (Shri T.T. 
Krishnamachari): Sir, I beg to move: 

“That the Bill further to amend 
the Reserve Bank of India Act, 
1934, be taken into considera
tion” .
I also beg to move:

“That the Bill further to amend 
the State Bank of India Act, 1955 
be taken into consideration.”

These Bills are more or less inter
locked. The main object of introduc
ing these two Bills, as will be seen 
from the Statements of Objects and 
Reasons, is to enable the Reserve 
Bank of India and the State Bank of 
India to provide the private sector of 
industry with medium-term finance 
facilities. I think it would be of help 
to the hon. Members and save the 
House some time if we could consider 
these two Bills as one.

In spite of the existence of bodies 
like the Industrial Finance Corpora
tion, the State Financial Corporation 
and the Industrial Credit and Invest
ment Corporation, medium-term 
finance facilities in the private sector 
of industry are still inadequate for the 
purposes of the Plan. The difficulty 
is particularly noticeable in the case 
of industries of medium size. I have 
been considering how best we can 
meet the difficulty and create condi
tions under which deserving industries 
of medium size can secure medium 
term loans on reasonable terms and 
contribute to increase in production.

I also know a fact which came 
within my knowledge because of the 
present stringency in the monetary 
market that most of the banks usually 
convert their short term loans into 
medium-term loans. Though they are 
ostensibly intended to cover a short 
term period, they are more or less 
renewed from time to time and this 
seemed to be a very unhealthy posi
tion, because what we would like to 
be known as medium-term loans is not 
categorized under the requirements 
of law and it happens that the State 
Bank of India could not simply own 
such a practice; even there, the tradi
tion has been that way.

It happens that according to the 
Agricultural Commodity Agreement 
signed in August 1956 between the 
Governments of India and the United 
States under American Public Law 
480, a sum of about Rs. 20 crorea
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(equivalent to $55 million) is to be 
reserved for re-lending to private 
enterprise in India. As I mentioned in 
my Budget speech last week, a scheme 
In outline has been evolved after dis
cussion with the American authorities 
for channeling these funds through a 
Refinance Corporation, which will 
provide re-lending facilities against 
loans given by Indian Banks. I am 
anxious and I think the Members 
share my anxiety too, that a Corpora
tion is set up without delay. Under 
the existing provisions of the Reserve 
Bank of India Act, however, the Re
serve Bank cannot contribute to the 
capital of the proposed Refinance Cor
poration. The amendment suggested 
in clause 2(iii) of the Reserve Bank 
of India (Amendment) Bill is to en
able the Reserve Bank of India to 
contribute to the capital of the pro
posed Corporation or any such finan
cial institution which may be estab
lished. Maybe there are other institu
tions in which the Reserve Bank will 
have to take interest. As we are now 
reshaping our monetary structure, I 
am attempting to bring the Reserve 
Bank more and more into the picture 
so that it might have its fingers on the 
pulse of everything that is happening 
in the monetary field. A similar 
amendment has also been incorporated 
in the State Bank of India Act 
(Amendment) Bill, 1957,—vide clause 
4(3) (xixa) of the Bill. Under the 
existing provisions of the State Bank 
of India Act, the State Bank is de
barred from making loans or advance 
for a period longer than six months 
unless specifically provided in the Act. 
As I said, most banking circles get 
over this difficulty by renewing loans. 
As loans eligible for discount with the 
proposed Refinance Corporation would 
normally be for periods between 3 and 
7 years, clause 4(3) (xix b) has been 
introduced in the State Bank of India 
(Amendment) Bill in order to enable 
the State Bank of India to grant loans 
and advances in excess of six months 
but not exceeding seven years.

Clause 2(ii) of the Reserve Bank of 
India (Amendment) Bill is intended to 
enable the Reserve Bank of make

advances for temporary periods to the- 
proposed Refinance Corporation or any 
other financial institution which may 
be established if such institutions re
quire such short-time help.

1 would now like to explain the 
other important clauses of these two 
Bills one by one. Taking the Reserve 
Bank of India (Amendment) Bill first
I may explain how the words “princi
pal currency authority of Ceylon” 
which are now going to be removed 
from the statute, vide clause 2(i) of 
the Bill came to be there. When the 
currency function in Ceylon was 
entrusted to the Board of Commis
sioners of Currency of that country, 
the Board was required to keep a part 
of its currency assets in India. In 
order to enable the Principal Currency 
Authority of Ceylon to draw advances 
from the Reserve Bank of India the 
name of the authority was included, in 
1941, in sub-section (4) of section 17 
of the Act which enumerates the 
bodies to which the Bank would make 
loans and advances. With the es
tablishment of the Central Bank of 
Ceylon as a full-fledged currency 
authority, the Reserve Bank of India 
has no longer to make any advances 
to them. It is, therefore, considered 
unnecessary to keep this name includ
ed in the statute any more.

Then comes clause 3 of the Bill. 
High denomination notes of the value 
of Rs. 500, Rs. 1,000 and Rs. 10,000 
which were issued prior to the 13th 
January, 1946 were demonetized in 
terms of the High Denomination Bank 
Notes (Demonetization) Ordinance, 
1946. Although the bulk of the notes 
has been encashed by the holders in 
terms of the provisions of the Ordin
ance, exchange on some of the notes 
was refused under the Ordinance and 
some notes have not been presented at 
all. These un-encashed notes have 
long ceased to be legal tender, but 
they still continue to be included in 
th figures of the currency in circula
tion as there is no specific provision in 
the Reserve Bank of India Act enabl
ing the Reserve Bank to write off 
their value. Accordingly, these notes 
constitute a liability of the Issue

1957 (Amendment) Bill and the 2002
State Bank of India

(Amendment) Bill



2003 Reserve Bank of India

[Shri T. T. Krishnamachari] 
Department of the Reserve Bank 
under section 34 of the Act. Clause 3 
of the Bill seeks to modify sub-section 
*(2) of section 34 of the Reserve 
Bank of India Act suitably so as to 
•extinguish the liability of the Issue 
Department in respect of the outstand
ing denomination notes.

Under the existing provisions, the 
Reserve Bank of India can include in 
the Second Schedule, a corporation or 
a company incorporated by or under 
any law in force in any place outside 
India doing business of banking in 
India. But there is no provision under 
which the Reserve Bank can include 
in the Second Schedule any institution 
like the Bank of Patiala or the 
State Bank of Saurashtra which are 
not companies under the Companies 
Act. Hon. Members are no doubt 
awaro that the Bank of Patiala is at 
present governed by an Order of the 
State Government, namely, the Bank 
<of Patiala (Regulation and Manage
ment) Order, 1954, and the State Bank 
of Saurashtra is similarly governed 
by the Saurashtra State Banks (Amal
gamation) Ordinance, 1950. Clause 4 of 
the Bill seeks to remove this lacuna. 
The provision has, however, been 
made that the Reserve Bank of India 
cannot include any such institution 
in the Second Schedule without a 
notification being issued to this effect 
by the Central Government.

Now, Sir, coming to the clauses of 
the State Bank of India (Amendment) 
Bill, at present the Chairman of the 
State Bank of India has to be specially 
appointed a member of the Bombay 
local board by means .of a notification 
issued by the Government. To avoid 
this round-about formality and to 
enable the Chairman to have personal 
contact with members of  ̂ the local 
boards at Calcutta and Madras, or any 
other circle that might be formed in 
future, it is considered necessary to 
amend the Act to the effect that the 
Chairman of the State Bank becomes 
an ex officio member of all the local 
boards and also of such local commit
tees as may be constituted in future. 
Since it may not be practicable for

the Chairman to attend the meetings 
of all the local boards and local com
mittees regularly, it is felt necessary 
to provide that the provisions of sec
tion 23(c) of the Act relating to dis
qualification arising from absence 
without leave for more than three 
consecutive meetings shall not be 
applicable to the Chairman. Clauses
2 and 3 of the Bill are intended to 
achieve this object.

The Tariff Commission in their 
recommendation on the Automobile 
Industry, observed that the Reserve 
Bank of India, in consultation with 
the commercial banks should evolve 
a suitable scheme for extending facili
ties to transport operators for pur
chase of vehicles. Under the exist
ing provision:;, the State Bank of 
India cannot make advances to firms 
and companies engaged in the financ
ing of hire purchase transactions. It 
has now been found that financing 
the purchase of trucks has been a 
method by which several money
lenders have made enormous amounts 
of money. This source of finance has 
somewhat dried up for people who 
want to purchase trucks. Oftentimes 
it happens to be individuals or groups 
of individuals owning one or two 
trunks. It is therefore intended that 
some facilities should be provided in 
the manner indicated by the Tariff 
Commission for small operators to be 
«bl.? to get some credit. Clause 4(1) 
(a) is intended to enable the State 
Bank of India to undertake this type 
of business, subject to such directions 
as may be issued by the Central Board 
which includes a representative each 
of the Government and the Reserve 
Bank of India.

Clause 4(2) provides that the State 
Bank of India can act as an agent 
for the Central Government or any 
State Government or any corporation 
in implementing any scheme for 
financing the construction of dwelling 
houses and advancing or lending of 
money as such agent from out of the 
funds placed at its disposal by the 
Government or corporation concerned. 
This amendment is sought to be made
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with a view to bringing the banking 
structure of India for medium term 
financing for housing. I had mention
ed the other day when an hon. Mem
ber asked about the housing policy 
of Government that the Ministry of 
Works, Housing and Supply is at the 
moment engaged in evolving an in
tegrated policy. It may be some legis
lation may be undertaken in that 
regard in future. In any event there 
is certainly room for the provision of 
medium term financing on accepted 
banking methods in order to solve the 
problem of shortage of housing and 
in every case these bodies, whether 
they are cooperative societies, or 
housing corporations or any other 
companies find it difficult to obtain 
finance for medium term from recog
nised credit institutions and they have 
to depend very largely on govern
mental assistance. The object of this 
amendment is to bring in the banking 
structure to help in purchase of land 
and development of land for housing 
and for the provision of medium term 
credit for enlarging housing facilities.

Similarly clause 4(3) (xix c) will 
enable the State Bank of India to lend 
money to cooperative housing societies 
all the members of ,which are officers 
or employees of the State Bank for a 
period in excess of six months. These 
loans may be granted even upon the 
security of an immovable property.

Experience has shown that all the 
nece;sary formalities cannot be com
pleted by the State Bank before the 
end of February for presenting the 
annual report for the year ending 
December 31 by the Central Board at 
the Annual General Meeting as pres
cribed at present. Clause 5 of the Bill 
is intended to give one month’s more 
time to the Bank to hold the Annual 
General Meeting.

Practically all these provisions are 
non-controversial. They are intended 
essentially to expand the utility of 
these two institutions to the public. 
With these observations I move that 
these Bills may be taken into con
sideration one after another.

Mr. Deputy-Speaker: Motions mov
ed:

"That the Bill further to amend 
the Reserve Bank of India Act, 
1934, be taken into consideration.”

“That the Bill further to amend 
the State Bank of India Act, 1955, 
be taken into consideration.” „
The House has given permission for 

both these Bills to be discussed to
gether.

Shri Prabhat Kar (Hooghly): Sir, I 
would like to say something on the 
Reserve Bank of India (Amendment) 
Bill. No doubt it is necessary to bring 
the Reserve Bank more and more into 
financing the industries, and as such 
we agree that suitable powers should 
be granted to the Reserve Bank of 
India. But our experience of the 
working of the three or four financial 
Corporations in relation with the Re
serve Bank has been somewhat, may 
I say, not encouraging. Although we 
want the Reserve Bank to come to the 
aid of the industries, we have seen 
that the present directors take interest 
in the industries with which they are 
concerned; and a Committee which 
was appointed to go into the workings 
of these Corporations gave an adverse 
report on it. We would like the Fin
ance Minister to assure us that the 
other Corporation which he proposes 
to form w ill4not follow suit.

Secondly, in regard to the formation 
of the Re-finance Corporation, as far 
as we understand fourteen banks have 
been invited to contribute to the capi
tal and form the Corporation. I fail 
to understand why some foreign ex
change banks have also been included 
in this. Because, so far as the work
ing of the foreign exchange banks is 
concerned, the profits they earn go 
out of India. Secondly, their share 
capital, their reserves are not kept 
here. At a time when there are other 
banks who with the help and co
operation of the Reserve Bank could 
serve the country better, I do not 
know why four of the foreign ex
change banks have been included in 
the formation of the Corporation. We 
would request the Finance Minister
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[Shri Prabhat Kar] 
when finalising the formation of the 
Re-finance Corporation to consider 
this point and include other Indian 
banks in the place of the four foreign 
exchange banks which have now been 
invited to form the Corporation.

Otherwise, so far as the provisions 
are concerned, for medium-term loan 
for industries it is necessary to have a 
Corporation. I would only request the 
Finance Minister to consider the two 
short points I have made while form
ing the Re-finance Corporation.

Shri B. C. Ghose (Barrackpore): Sir, 
I shall confine my observations to the 
Reserve Bank of India (Amendment) 
Bill only. I must confess that I was 
rather pleasantly intrigued by an 
observation in the Statement of Ob
jects and Reasons to the effect that the 
purpose of the Bill is to provide 
medium-term finance. I wonder since 
when the Government have thought of 
making a distinction between medium- 
term and long-term financial require
ments of industries and establishing 
separate institutions for the two pur
poses. Until now we had made a dis
tinction between only short-term and 
long-term requirements, lumping 
medium-term requirements with the 
long-term requirements, and providing 
two kinds of institutions, namely the 
commercial banks for the short-term 
requirements and a number of institu
tions like the I.F.C., I.C.I.C., N.I.D.C., 
S.F.Cs and the Small Industries Cor- 
Doration for the provision of long-term 
finance. Is it this fact that the Ameri
can Government has made available 
certain funds to th" Government of 
India on certain conditions, which has 
led Government into establishing this 
institution? Or does the Government 
feel that there is a necessity for mak
ing a distinction between medium- 
term and long-term finance required 
by industries and for setting up sepa
rate institutions for the provision of 
the two kinds of finance? And I should 
like to ask the hon. the Finance 
Minister in that event as to whether 
it is his intention that institutions like 
the I.F.C., the I.C.I.C. or the S.F.Cs

and the like would be prevented from; 
providing medium-term finance.

Of course, medium-term finance will 
have to be defined properly. Gener
ally speaking, we should say that 
loans and advances make for a period 
of between two to three and five to 
seven years would be considered 
medium-term finance. It would ap
pear from the Bills that the Govern
ment would set a limit at seven years 
for medium-term finance. Is it the 
Government’s intention to do that?

From the Statement of Objects and 
Reasons it would appear that the Gov
ernment feel that so far as long-term 
finance, apart from medium-term 
finance, is concerned there is adequate 
provision already in the country for 
satisfying that need. But I am sure 
the Finance Minister knows very well 
that even long-term finance for indus
tries is not available to the extent 
that industry requires it.

The next question that arises is 
what was the necessity for setting up 
an institution of this kind; could not 
this finance be made available through 
certain existing institutions, if it is not 
the intention of the Finance Minister 
to prevent the existing institutions 
which are providing long-term finance 
from providing medium-term finance 
as well? In that event another insti
tution would only add to the cost.

I do not know but i t ' is said that 
the American condition was that this 
fund should be made available to pro
vide funds—and they would prefer it 
being made directly available—to 
commercial banks, but Government 
intervened and wanted certain institu
tions through which to channelise the 
distribution of this fund. I do not 
know if that is true.

But even if Government ftelt that 
they should have a control over the 
distribution of these funds, they could 
have done it through the I.F.C. I do 
not know what stood in the way.

There is this point also that we are 
having a plethora of institutions for 
the provision of long period finance,
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let us say, the I.F.C., the I.C.I.C., the 
N.I.D.C. etc. I know, the hon. Minister 
stated that each one has certain 
special functions and purpose, but at 
the same time they increase the cost 
and duplicate the same machinery. 
It would certainly simplify matters if 
we had a smaller number of institu
tions. We can have one in the pri
vate sector and one in the Govern
ment sector. In that sense, if it is not 
the intention of the Government to 
separate strictly the two kinds of fin
ances, I should think that it would 
have been advisable for the Govern
ment not to take the initiative to set 
up another institution.

I should like to bring another point 
to the notice of the Finance Minister 
and that is about the requirements of 
the small and medium-sized industries 
to which he made mention. Of course 
this institution, I should imagine 
would not provide finance only for 
medium sized industries but also pro
vide medium term finance for any 
industry.

Shri T. T. Krishnamachari: There
would be a limitation in regard to the 
size: Rs. 50 lakhs.

Shri B. C. Ghose: If that is so, it 
automatically follows that the existing 
institutions will not be prevented 
from providing medium term finances 
required by larger industries for five 
or six years. The I.F.C. and others 
will provide this. If the intention was 
to provide finance only for medium 
and small industries, why should it 
not provide for a longer period also, 
because, as the Finance Minister will 
recall, the Shroff Committee had, re
commended the establishment of some 
such institution for the provision of 
finances to small and medium-seized 
industries—I forget what they call it, 
Special Industrial Development Cor
poration or something of the sort. At 
that time, the then Finance Minister 
said that they would first want to see 
how the S.F.C.s were working before 
setting up any other institution. I can 
understand the setting up of an insti
tution for the provision of finances to 
small and medium-sized industries,

which is a very crying need. Because, 
anybody who has any experience of 
these industries knows that they ex
perience great difficulty in obtaining 
finance. Not merely the medium
sized industries; there is also another 
category. This category is new 
entrants into the field of entrepreneur
ship. If somebody wants to start an 
enterprise and he has no background 
or experience, even though he may be 
very talented and very able, he finds 
it extremely difficult to get together 
the finances required for starting any 
industry. Today, one cannot raise 
capital by offering shares to the public 
and the funds that could be obtained 
from friends and relations are also 
drying up. In that sense, I would urge 
the Finance Minister to consider that 
there should be some agency available 
particularly to help small and medium 
sized industries and those people who 
just enter the field of entrepreneur
ship.

There is only one small point and I 
have done. In clause 3, it is said:*

“ (b) any bank note referred to
in section 26A”,

They were demonetised and nobody 
can get funds for these notes now. 
This clause states that if the Central 
Government would so direct, the 
Banking Department may pay such 
demonetised notes. There is no such 
provision in the Act today. What is 
the reason why this provision has be
come necessary? If the payment of 
these demonetised notes were not 
found necessary so long, what would 
be the contingency under which Gov
ernment feel that Government may 
want to repay some of these demone
tised notes. Why has this provision 
been added to in this Bill? There was 
no such provision in the existing Re
serve Bank of India Act.

Shri Mohinddin (Secunderabad): 
Mr. Deputy-Speaker, I wish to con
fine my remarks to the State Bank 
of India (Amendment) Bill. The 
Statement of Objects and Reasons 
of the State Bank of India (Amend
ment) Bill says: ‘in order to enable
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the Bank to assist in providing ade
quate medium-term finance to indus
tries in the context of the industrial 
development contemplated under the 
Second Five Year Plan’, the restric
tions on the Bank on advancing 
money for more than six months are 
being removed. This change in the 
provisions of the State Bank of India 
Act is rather revolutionary as far 
as the banking structure is concerned. 
We have, for the last 50 years, 
considered the problem of com
mercial banking and industrial 
banking, whether they should be 
combined in one system as it is in 
some countries on the continent of 
Europe or whether commercial bank
ing should remain separate from 
Investment Bank or Industrial Bank, 
the investment in the connection 
covers medium term and long terms. 
Now, all of a sudden, the State Bank 
of India is allowed to make advances 
for periods not exceeding seven 
years. The Banking Enquiry Com
mittee that was appointed in early 
thirties had considered this question. 
They did recommend:

“We consider that, in India, in 
connection with this issue of 
shares and debentures by indus
trial companies, such of the exist
ing commercial banks as are 
well established and carry on 
their ordinary banking business 
on the safest and soundest lines, 
might, with advantage to indus
tries, follow, as far as possible, 
the German system.”

They made a suggestion to the 
shareholders of the Imperial Bank 
that, if they desire, they can adopt 
this, what they called the German 
system. The Finance Minister is now 
implementing this recommendation 
made by the Banking Enquiry Com
mittee after about 25 years.

Shri T. T. Krishnamachari: I am
not guilty of any such knowledge.

Shri V. P. Nayar (Quilon): Let us 
also have the benefit of that.

Shri Mohiuddin: That is why I
particularly invite the attention of 
the Finance Minister to another quo
tation. The Banking Enquiry Com
mittee had said:

“We desire, therefore, to state 
that our recommendation is in the 
nature of a suggestion to the 
shareholders of the Imperial 
Bank of India. But, we are sure 
that if our suggestion is carried 
out, it would not only promote 
general industrial development of 
the country, but it will also be 
equally profitable to the Bank 
itself.”
Shri T. T. Krishnamachari: As the

principal shareholder, I will accept 
the suggestion.

Shri Mohiuddin: The Government
and the Finance Minister being the 
principal shareholder, after 25 years, 
are new implementing this recom
mendation. Whether this recommenda
tion is a sound one, whether the 
proposal which the Finance Minister 
has brought forward now is sound, is, 
of course, a different question.

The Shroff Enquiry Committee has 
also gone into and discussed this 
question of medium and long term 
financing of industries. The Shroff 
Committee had recommended:

“The Committee has examined 
the issue and it is of the opinion 
that in the general interests of 
the credit structure of the 
country, it does not appear to be 
desirable to encourage that 
tendency on the part of Banks to 
lean on the Reserve Bank for 
providing liquidity against these 
advances which they make on 
their own judgement and initia
tive.”

17 hr s.

The reference in this paragraph to 
liquidity is to the fact that the 
representatives of the banks had 
appeared before the Shroff Enquiry 
Committee and suggested that they 
might be able to undertake medium
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and long-term financing of industry 
provided the Reserve Bank of India 
was willing to rediscount, readily 
rediscount, the papers which they 
obtained from the industries. The im
movable assets of the industries 
would be hypothecated or mortgaged 
with the commercial banks, and these 
documents, arising from the transac
tion may be readily rediscounted by 
the Reserve Bank of India in case of 
necessity. The proposal now is that 
the State Bank may be permitted to 
give loans and advances to indus
tries not exceeding seven years. This 
example will naturally be followed 
by other commercial banks. Is the 
Reserve Bank willing to rediscount, 
or is it permitted for the Reserve 
Bank under the Act to rediscount a 
paper, the security of which is im
movable property of the industries? 
It is a very important consideration 
whether the deposits which can be 
withdrawn on demand, may be 
diverted to industrial loans for 
which the only security is immovable 
property.

This is a revolutionary change as I 
said before as far as the Indian com
mercial banking is concerned, and 
unfortunately the hon. Finance 
Minister has brought this revolu
tionary change in a small Bill which 
he was pleased to call non-contro- 
vcrsial. I think there is a good deal 
of controversy about it, as to whether 
this change is desirable or necessary 
at this stage. It may be necessary, 
but is it desirable?

The deposits in the commercial
banks are not going up. They are 
moving up very slowly. With the
increase in circulation of money in
the country the increase in the 
deposits has been very negligible.
The advances of the commercial 
banks for normal purposes has gone 
up in March, 1957 to 76.58 per cent 
of the liabilities of the banks. In 
1955-56 it was only 63 per cent, and 
a few years ago it was about 55 or 
56 per cent. With this increasing 
demand on the banks for advances, 
for short-term advances, with this 
increasing demand on the banks for 
financing the movement of crops and

for purchase of raw materials and 
for working capital of industries, I 
doubt very much that the introduc
tion of this element of medium-term 
advances in the system of commercial 
banking would be desirable.

There is no difference between 
medium and long-term for commer
cial banks. The deposists of commer
cial banks are demand deposists. 
Whether the loans are given as 
medium-term or long term for 20 or
15 years does not matter as far as 
the depositors are concerned. There
fore, I really do not make any 
difference between a medium-term 
and long-term advance as far as 
commercial banks are concerned.

There is no doubt that during the 
last ten years there have not been a 
serious boom and depression. There 
have been fluctuations in the world 
in 1948 and again in 1952 and 1953, 
but these fluctuations were moderate 
as compared with the booms and 
depressions that were characteristic 
of the pre-war period. The economic 
review published by the United 
Nations dealing with the economic 
conditions of the world for the last 
ten years gives a warning that because 
of the absence of serious depressions 
and serious booms, it should not be 
taken for granted that the economy 
of the world has overcome serious 
defects in its working. They have 
shown that there were special reasons 
during the last ten years which 
tempered the intensity of the fluctua
tions, and they have said that in 
future we may have serious booms 
and serious depressions. We had 
crashes in 1952 when the Reserve 
Bank took action to control the 
credits, and to check inflation. We 
witnessed serious crashes in the 
market and we remember very well 
that the agricultural produce like 
groundnut, castor seed and so on 
which had been hypothecated with 
the banks in large quantities had 
to be sold at reduced prices. There 
was a very serious tendency of 
deflation in the country at that time 
and many of the banks had diffi
culties. We should not, therefore, 
overrule the possibility of serious 
crisis for hnnlcs in thp future_________
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Shri T. T. Krishnamachari: God
forbid!

Shri Mohiuddin: We should not
overlook the danger. By changing 
the structure of the State Bank of 
India, the example of which will be 
followed by other commercial banks, 
I think we are unnecessarily running 
a risk for the future. The medium- 
term and the long-term loans that 
will be advanced by the banks from 
the demand deposits may prove a 
danger to the banking structure of 
Che country.

There is a proposal to set up 
a re-finance corporation, as my hon. 
friend Shri B. C. Ghose said, when 
we have industrial finance corpora
tions both at the Centre as well as 
in the States, and also other corpora
tions, is it necessary that this element 
of risk should be introduced in the 
commercial banking of the country? 
The only justification which the
Finance Minister advanced in the
course of his introductory remarks 
was that, as a matter of fact, the 
commercial banks make advances for 
one year or for short periods; but 
these advances are renewed from 
time to time, and they are actually 
medium-term advances. But the
banks have a right to recall the
loans; they have a right to refuse to 
renew, in case of difficulty. But. in 
the case of medium-term loan for 
about five or six or seven years, that 
right of recall or refusal to renew 
will be absent, and it will still re
main a long-term advance.

I wish this revolutionary change 
had been introduced after a thorough 
enquiry and after examining whether 
more institutions for long-term and 
medium-term financing of industries 
cannot be provided for otherwise.

In clause 4 of the Bill we find that 
the following sub-clause is proposed 
to be inserted, namely: ?

“ (ff) subject to such direction 
as may be issued by the Central 
Board, book-debts or other assets 
of any undertaking engaged in 
the financing of hire-purchase

(Amendment) Bill 
transactions which are hypothe
cated to the State Bank as 
security for such advances, loans 
or credits;” .

The Finance Minister has justified 
this on the basis of big profits being 
made by money lenders on purchase 
of trucks by private persons. I hare 
only one suggestion to make in this 
respect, and that is, that, if the 
Finance Minister agrees, a provision 
may be made after this sub-clause 
that the outstanding amount from 
any individual or any firm or corpo
ration under this heading will not 
exceed at any one time §uch sum as 
may be prescribed, so that the 
advances made to any one person 
under this heading or to any one firm 
or corporation under this sub-clause 
may not be excessive.

The Finance Minister says that 
that may be provided for by direc
tions, because the words are “subject 
to such directions as may be issued 
by the Central Board,” .

I have no objection to that, but it 
would be desirable that these pro
visions restricting the amount of 
advances to individuals at any one 
time or to any firm at any one time 
should be limited.

Shri Bharucha (East Khandesh): I
„ shall first refer.......

Shri T. T. Krishnamachari: On a
point of order?

Shri Bharucha: The hon. Minister 
will have plenty of them, in due 
course, and at the right time. Let him 
not worry about it.

Shri Heda (Nizamabad): The hon.
Member would be remembered for 
points of order.

Shri Bharucha: I shall first refer to 
the State Bank of India (Amendment) 
Bill. The desire of the Finance 
Minister to provide medium-term 
finance facilities is certainly com
mendable. I quite agree with him 
that though in our States we have 
certain financing corporations, they 
have not done well. In the case of 
Bombay, in particular, I know that
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our State Corporation has not advanc
ed in the last two years of its 
existence even a crore of rupees. It 
has barely examined applications 
from seventy to seventy-five indus
tries and provided loans for thirty 
to thirty-five applicants. That being 
the case, it is very necessary that 
there should b$ a very considerable 
expansion of the medium-term 
finance facilities.

But what has been proposed to be 
done is rather questionable. Take, 
for instance, the following provision 
which appears in clause 4:

“ (ff) subject to such directions 
as may be issued by the Central 
Board, book-debts or other assets 
of any undertaking engaged in 
the financing of hire-purchase 
transactions which are hypothe
cated to the State Bank___” .
In other words, the State Bank is 

permitted to advance moneys to 
hire-purchase firms or corporations 
which go into that business.

When the Finance Minister imposed 
taxation on us, his one objective was 
to restrict consumption. He definitely 
told us that in view of tl\pt fact 
that there would be very large 
demands on consumer goods and the 
supplies would not be adequate, there 
was difficulty, and probably the fear 
of prices rising, and the only way to 
check that rise in prices was to im
pose greater taxation and see that 
the consumption was restricted.

Now, the result of this particular 
clause is exactly contrary to what 
the Finance Minister intended. It is 
a well known fact that hire-purchase 
transactions encourage consumption. 
And why does he presume that the 
hire-purchase transactions will relate 
only to trucks? They will relate to 
radios, refrigerators, and a hundred 
other things, which I may require, 
for which I have not enough money 
to pay down in cash immediately, 
but which these particular companies 
which enter into the hire purchase 
business will help me to obtain by 
enabling me to have the necessary 
money for the purpose.

State Bank of India 
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It is a well known fact that ever 
since the United States entered into 
this hire-purchase business on a very 
big scale, the consumption of con
sumer goods has gone up. In fact, 
it was one of the strategies utilised 
by the U.S. Government to encourage 
hire-purchase system, so that there 
might be a big demand on the goods 
and there will be less unemployment.

If the Finance Minister says that 
he wants to restrict consumption, then 
how can he encourage hire-purchase 
firms or companies with credit facili
ties? He must restrict them. Today, 
if I have not got sufficient money to 
buy a motor car or a radio or a 
refrigerator, I can go to company 
and say that I want the article, and 
that company will provide the neces
sary money; the result is that there 
is greater demand on a limited 
amount of consumer goods. That is 
very obvious. Therefore, ‘I cannot
understand how he proposes to re
concile this particular method of 
advancing money for hire-purchase 
transactions, when he is out to see 
that the spiral of rising prices is 
arrested.

What is more, he says that book- 
debts also might constitute sufficient 
security for such advances. Book- 
debts may look very good on paper 
and very sound on paper. But unless 
one knows what is actually behind 
those book-debts, it is very difficult 
for one to say whether they are 
sound security or poor security. On 
paper, book-debts may show that 
such and such an amount is due from 
such and such an individual. Unless 
we know whether that individual is 
sound or whether that particular 
debt has been properly and adequate
ly secured, whether the title deeds 
are proper and so on, it is a very 
risky thing to advance loans merely 
on ^book-debts, and that too, to hire- 
purchase companies. I do not think 
this is a sound business into which 
the State Bank ought to enter.

There is also another point to which
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[Shri Bharucha]
Finance Minister. At page 2, in sub
clause (3) of clause 4 of the Bill 
be refers to:

“ (xixb) the advancing or lend
ing of money to persons engaged 
in such industries or classes of 
industries as may be specified by 
the Central Board by directions 
issued in this behalf for any 
priod in excess of six months but 
not exceeding seven years.... ”

Here I would like to know as
regards the expansion of credit 
facilities to the private sector, what 
precautions will be taken to see that 
there is no lopsided capital invest
ment. Because once you throw open 
medium-term finance facilities to the 
private sector, generally it is very 
difficult to exercise control and 
channelise investments. If your 
planning has got any meaning, the 
first meaning is that the society's 
available capital resources must be
directed only to such industries as
go to aid your Five Year Plan. I 
think the hon. Minister stated in his 
speech on the 19th March, 1957 that 
already the private sector had 
borrowed to the extent of Rs. 117 
crores. In other words, their invest
ment resources were inadequate and 
they borrowed heavily. I think that 
figure has gone up much more now. 
Now, as a result of this provision of 
growing facilities for medium-term 
finance, there will be a great deal of 
borrowing on the part of the private 
sector. I say again that if planning 
has any meaning, the first thing to be 
done is to check investments and 
channelise the investments.

Suppose I as a private manu
facturer want to go in for manu
facture of lipstick or something else 
with which the society is not imme
diately concerned, which is not of 
very great importance to the society. 
But it may bring me immediate 
private profit. Therefore, I shall 
utilise these medium term facilities 
for starting an industry like that. 
As a result, much more needed indus
tries will be starved of funds.

While it is true that some sort of 
directions by the Central Board are 
intended, I should like to know what 
is the overall check to ensure that 
these medium term finance facilities 
are not availed of by the private 
sector for such purposes as do not 
immediately concern the needs of the 
nation. They may go in for fancy 
goods, for luxury goods, which the 
nation does not need at the moment. 
Therefore, while the floodgates of 
financial facilities are thrown open, 
you have got to see that the proper 
type of business gets these facilities 
and none other.

There is also one other point to 
which I would like to invite the 
attention of the hon. Minister. 
Advances to co-operative housing 
societies are restricted to employees’ 
societies. I think in view of the very 
acute shortage of housing, other co
operative housing societies should also 
have the same facilities. I do not 
understand why other housing co
operative societies are not given the 
same amount of facilities as the 
societies of employees of the State 
Bank. I do hope the hon. Finance 
Minister will take this factor into 
consideration.

(Amendment) Bill and the 2020
State Bank of India

(Amendment) Bill

With regard to the Reserve Bank 
of India (Amendment) Bill, I only 
wanted to know one thing. Under the 
proposed clause 4BB on page 2, loans 
are restricted to negotiable instru
ments payable on demand or on the 
expiry of fixed periods not exceed
ing ninety days from the date of such 
loans or advances. This involves very 
considerable renewals. What was the 
objection in inserting in the Reserve 
Bank of India (Amendment) Bill the 
same provision which you have got 
in the State Bank of India (Amend
ment) Bill, namely, for any period In 
excess of six months but not exceed
ing seven years? Perhaps there may 
be technical reasons with which the 
hon. Finance Minister is more 
familiar—I am not. I shall be glad 
to be enlightened upon it.
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But I do maintain that it is the 
duty of the hon. Finance Minister to 
see that by these Bills the spiral of 
prices does not remain unarrested. 
That is our main concern. In fact, 
that is the excuse he gave for im
posing more taxation. He has got to 
reconcile that excuse with the pro
visions of the Bills.

qfatf S'TCp’ STO infa ( < )  :
#' <w>A*w

qit^ T n f w i  w n m m
5  fa  ?t fq^t

q^1 ^  fam  ̂faq q̂ "
$qf* q^n% f  fa  wi frqtejTOtf 
f  i fag* #q> %

«rr fa ro  q 
f^ r r  fror ^q q  q1 qT i 

q wit qrtfrrsr fa ^wjqq^r him if % 
fa^r t o  ?ftq q7^ t  fa  fT^r 

Mih<̂T fa*TT T̂T 9% I f?q q fTPjRT 
% ^ faqT ^faq qij

qift f?TT I TOT TOR <RT TO 
qr qtr eft fa

snffrfqro £ fa  ^ t o s h  w tz f qr 
fa??q qrr +l£ ^hr qift fW  'Jti^n i s r  
%*t q^ft sqq t^ f  t o  fa  

5nq«ff % «< A  <H)I 33 q?t #3T 
faqT r̂r t?t 1 1  w  qTq% #  to  erq> 
farot qrtMhr T f t f  TO ^q^fW rqr 

S^T <q«i TO^tT fsnN<. f, &faq
faffTTO q ^ rq  fe TR Tt I ^  F̂TTTT 
^eTT j? fa1 ?TqT TOR- 4HF ^TFlt 

q?t eft qfaq 6 *4*11*10
f̂ RT ^T A  <it̂ ei q P*i q> f%qT> T̂*T

% *$t «ft I
Shri T. T. Krishnamachari: I would 

like to tell my hon. friend that if he 
wants me to reply to him or to even 
understand what he says, he will have 
to speak in English.

Pandit Thakur Das Bhargava: I do
not want a reply. I am only saying 
what I want to say and which calls for 
no reply from the Hon. Minister.
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Shri V. P. Nayar: He has been in

Delhi for quite a number of years. 
Can he not understand?

q f t w  st^ t  s r c r  * r p r q  : q  q ^ [  sn fr

qn: T̂ T «TT fa  TO if f̂r
t f a q  ^tii wit « ft, %x?t

sm *ktt # # ,  ^ R T O ^ ^ T f a  

3̂RT % jftfTT VT̂ PT *T W3T frf^lT 
< T̂, «ft«T fTO^T^

’Th ^ t  v t f c r  ^ r t  %

3TO 5rr%cTT MI r t̂a i ^
Fdf ^qr q1 I TO 3Tiq*T

^  < 0 « IK  ^  I ^

q f t  'jf t  ^froR- ®ft,
«fWf n̂rr | ^
fa  tfarr % v W A fr v

q r ^ - %  5Tr % ,  ? f t q t  

t o ^ t | q r

^■q> q  eT®^^T fa^TT TPTT I cTTf %

f ^ T  %  'jft  ^  %  f^r
f  fa  ST̂ ST ^5f f ,  ?f\T ^  *TOt ^

*̂T t  1 ^  fa  %
*t> q rr ^tttt q ^ q ^ r  eT® ^r^

^i^ii, ^  q r o  ^ \

q1 qqeT q̂cTT  ̂ fa  f̂t 
f i i  ^ q r  q" f a q T  q q T  f  qi^TT

T O ^ t T  ^  f a w  q r ^ r  x , r ^  v t x

f^R T %  q R %  ^T 3^T  fj f ^ T

qR T  q n ^ - qqeT ^ q  #  ^ T q ^ q ?

f a q T  *TT I T O T  ^q »  q  e f * ^  jt
q f  ^ I TOR- qJTqTirq fa

%qro v q  irft q r|  :

“engaged in the financing of 
hire-purchase transactions which 
are hypothecated to the State 
Bank as security for such advan
ces, loans or credits".

q ^ t ^ r  ^ r q r o ^ r  s n q ^ T  ^

e n ^ q r  ^ f a q  q - ? r ^  q r T ^ f a

qqRT ^ f t  f a q i  f q A  q>TT?n T  f q f q ^ Z T  

q T ^ q ^ f a q T  ^ A  ^ r f a n f a
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TTTfa]
^ JT VHRT 'JSFTT 

^ *T
^ fa f t  d*W % 14-rl *m r  f^TT, 31? 
W T T  >ft 5£t *PTT tflT W %  «T|cT 
VnRT ?ft |'$TT 1 ^!Vh ?prA W ' f f  

*TTf5T «T sft dW  % ^A JT f^n> 
ftPTT 'dTl̂ >‘ T̂R% 5f*’'5T *̂T 'dfl%
t f t  f ^ r r w s f f  | f  t ,
V^TT I ̂ cl I f̂ F STPT % f^T fiRT 
^TT% % A sn̂ TTf? £W
^ 5T ’JTKt TTW ^TT Tfft ^  I ^  ^  ^TR H
t  f̂ RT % sfst snft ^ rt ^

^ I RT TTP3TT % STR 
'* i* flTf l  ^>t tMMi) *ti‘l in  ^  ? f t r  %<*iN 

?ft *rn?r fcT iftT fft I 
M^fY T̂IT f̂ nrT Wl ^
SHT3T *5hA  frTT% ^ T̂ T ffteTT ̂  fa> 
f̂ RT ^ti^i *T̂ t ^ | f̂ RT ^RT

T̂T ST̂TT $hA  TTTnpfar
f^rf^TFST Hl§«i vflT H>fM eft ^
Ŵ ft *Tî t +^rl fa  A  *$<r*i *T W^T 
^ t  ^ * ft  |  1 ^ fo n  q f r  tk  i f t^ r  ?rn?j 

^  f  1 sr̂ t ^ r  ?Tf)r *n<ft
f*F ^ T  % SRT^T ^ t  'J5T n  1i» | TT
eft =̂FT vj|Hî fY sftr 5TT T*ft ^ I
^R- ^ SFTfft qT fcPTT 5T5S5T TT*T
| f t  TjfT *> f a  *T 5T3T *Tf[t ®TT f|<T)Cll I 'jf̂ TT 
*R 4\\[4m\ t, A

f^rrq- vr ^  spr^f « r  ^hm1

Hg^lc^ t  I ^PTT T ^ j f  % ^jft
WTT feTT »PTT ?HR ^ + 1  ^  Mdl̂ lT 

5 w  ^nrr w tfe tTTt, *f\T 
F̂PTT «FR T̂ f^TT eft

1TTT ^  '̂ ■s M , gft 
3̂% aR# ^ WK frr^fV I

^T% ?RT^T 3ft cft̂ T ^TT ^
*T R̂T% °(A JT *t><»ii ■qî nl ^ I 
*nSTvf?f  ̂ o qo ^| 7{ 
inm rn’ f v  #  w  f*R T  1 1

<11̂  eft ^  ^ t  fv^ ft ^ rC t
*T4«iffd % tr ip i 3|rf T T  ^ft ^ R T  ^  
*T*THHd ^ f t  ^5TVt ?TK ^ T T  ^  I
rR» ^ +"t % ?TT»T ®FT cTTF^F ^ 'dT1<t>*t

^  ^ o  ^TTfo q ^ T o  ^fto -q 3ft
t i z f n  ^ n t ? r t ^ t  vhrrrrtf^ 
tfmr&t ^ n v r  ^nh" w n  *̂r vt
f ^ w  ^ t wft f  1 f '*p % iH r f i r -
JfPT ^ t  ^HTT f^ ^T T  I M^\ f  I 
^T%  TRT ?TT^ eft #  ^T̂ SfT

5FXTr 1 ^ft ^ r  ^
f̂t srrrrff tk

t  1

t rw ®  m f o  q w o  sfto Hi fw ^T |  :

"the advancing or lending of 
money to persons engaged in such 
industries or classes of industries 
as may be specified by the Central 
Board by directions issued in this 
behalf.”

TT ^  cft r̂ # ^̂ TF3T
f ^ r r  f v  ^ t
^TRt snc 1 w  eR^ ^ r  % •^ tft 
* F t4 t  T O T  «ftT W ^T  ^  cR^
?nr w r  i ^  ^  twr
fa  ^T% ?P^T ^  fnfMd^R f^ n  w  

t :

"to persons engaged in such in
dustries or classes of industries as 
may be specified by the Central 
Board” .

^  'jf^r ^rr r̂RT̂ TT f r  ^  f*F̂

JT̂ T ^ f^T  ^T ’̂IT I A T̂ 
T^HT f®F ^T% f^T ift ^

^  ̂ TRT T̂RT eTV % f ^  ^I^Tf I
«Tpf ^  I



3ft srHsife fa r «rr
1 ^  *T f*F jjT  fvfft" ^ t  

5tt<t2T qr fv n  3̂ 1 ^
?r^t =srr^- *r i <̂ Pth  

*n ft  *r g x m  |^ rr f  i vrn r^ r
^  ?ft HT̂ TT 3^ fa  T °i- 

#f«T5T STTff <TT ?ft ^  f^ R "  
r̂n̂ n i

W IT T  fT3T# W*F if 3ft l**F 
fT ^ tv ft ^ft »nft ^  ^  i 3ft
3Wt dq<flHi î ?> ^ ^ I ^R%

^  WT?7TT -iT̂ TT I ^T^-
*T£ »T 3ft Htd 'Jll0  f[ 'dneT>l
^  ^ *rr fatit *flr % ir W  % * i
^ r f^ r  ^ t  fn p r ^ t  «i4) ^  ^  ^
§  f% ^ t  YFFT
qT fr*T I 4>iVini 

^>n5d ^>t *t>*n ^?t
S^T ^ T V t ^T ^77T % f^ T  ^
^ T  dal^l f  I 5ft HRTV 2̂ T  # ^JT 
fa? =RTT 3ft ^ f t  «̂(7 f[ ^  «f^ fo r  
srrq’ir h t 5=f̂ tf ^  H ^n- i ^ t%  f^nr 
W * r  <tVt ^  f*m  f  for 3ft i n r w
<nf fa ^T T  ^  8P7T)t »7lft ^  I vitl+1 

^RiPricl ^t *pft f  I 
3T^T fc1t> *T ^sH cll |T *T O h I f^ T  
?ft *r^$ if *rtr ^  ^Hs? 

3<?T% t  I *n? W°&i «fr>i*fl IT
^ptpjt 3rr 3̂>’«ii i ^»fii ^t *F*ft *<^fr 
^V ^ rTT^ t*ft i ^ r v t ^ V T ’T ^ f ^ r r f ^ T  

^ «jMik m i^r ?1f*T i

^  ?fr?fr r«f^n v t  ^ f t i  w t t

$ 1

Shri S. A. Dang^ (Bombay City— 
Central): Sir, I wish to oflfer a tew 
remarks on the policy that is indi
cated in the Statement of Objects 
and Reasons, the policy that is being 
followed by the Government of 
India. I have no quarrel with the 
Bills as such but I have a quarrel,
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a very small quarrel and not a very 
big quarrel, with the poUcy that is 
being followed as it appears from 
the Statement.

For example, the Government of 
India must use banking finance in a 
planned way in order to help the 
development of industries and the 
development of the Plan. There is 
no question about that. But, why 
should the Government follow a policy 
in which they bring into existence 
various kinds of financial institutions 
m between the banks and the Gov
ernment’s policy or Government’s 
budgetary developments or invest
ments in industry.

Here we have an Industrial Finance 
Corporation. You know what its 
functions are and this House has had 
to say something not very compli
mentary about the operations of this 
Industrial Finance Corporation some 
time back. It is a Corporation which 
lends money on large scale and 
affords long-term credit and invest
ments in some big industries also. 
We have got alongside it the State 
Finance Corporations and the Indus
trial Credit and Investment Corpora
tion. The State Finance Corjfcrations 
are more or less State copies of the 
Industrial Finance Corporation. The 
Industrial Credit and Investment 
Corporation—I have been reading 
about it somewhere—has the charac
teristic that it provides for the 
participation of foreign finance in the 
operations of Indian Industry and I 
think the World Bank or somebody 
advances dollar loans as a part of the 
capital of this Corporation. So, this 
is another type of a Finance Corpo
ration.

We are being faced with three 
types of Corporations and here we 
have one by which some more bank
ing finance is being diverted or a 
part of it being diverted to medium 
term investment. My question for the 
consideration of the Government and 
the Finance Minister is, could they 
not combine the whole financial 
policy of investment of the direction 
of development under a single insti-
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[Shri S. A. Dange] 
tution, could that not be done? I 
should say that if’ it is not done, then
the policy and the Plan will be in
danger. For example, planned
development of economy and 
anarchic investment from private 
banks in industry or trade cannot go 
together. They can never harmonise. 
The Finance Minister himself has 
stated it in his Budget speech. He 
did not know how so much invest
ment got into the private sector. 
Why does he not know? For the
simple reason that the operations of 
private banking are not completely 
under the control of the State which 
is interested in developing economy 
in a certain planned direction. So 
long as this contradiction persists,
the Plan will always be in danger. 
Therefore, could he not come out 
with proposals to bring about -a
change such as this? Here is a Re
serve Bank which advances money 
to the Scheduled Banks and super
vises their operations and the 
Scheduled Banks divert their funds 
into industrial development, commer
cial development, short-term credits 
and credits even in doubtful 
channels—proposals to change this in 
such a ifray that all these could be 
brought into a single scheme. What 
should be that system?

That system in my mind would 
ultimately be what has been done 
with the Reserve Bank and the State 
Bank. When the Reserve Bank was 
nationalised, no calamity befell our 
economy; when the Imperial Bank 
of India was nationalised, no calamity 
befell our economy. In fact, it was 
found that the nationalisation of the 
State Bank facilitates the planned 
direction of credit into agriculture 
under the policies of the Second Five 
Year Plan. Could not the same thing 
be done with those huge banks now 
which control credit in industry? 
Could the Finance Minister and the 
Government give a little thought to 
this question and see whether the 
big operating banks, which are more 
or less not smaller than the Imperial 
Bank of India which has been 
nationalised, could not also bef nation

alised as the State Bank has been or 
absorbed into the State Bank so that 
the whole value of money and 
credit tha't exists in the banking 
system could be directed into 
channels of investment in a planned 
manner? Today advances in our 
commerce and trade cannot take place 
in a planned manner.

It was all right some years ago. In 
a backward country with small 
commodity production most of the 
advances are bound to be on account 
of commerce and trade and very little 
on account of industry. Industry, in 
those days, was financed, as you 
know, by managing agencies or 
foreign banks but that condition 
has now gone. Now, we are develop
ing our industry and a backward 
economy is being thrown forward 
into conditions where industrialisa
tion will be the keynote and where 
large units of industry will, more or 
less, be dominating in sectors of 
production. Under such conditions, 
it is inevitable that banking should 
be integrated with the State and the 
State should control banking If it is 
going to be a planned development. 
If it is not, we may as well follow 
the system in USA or UK where 
long-term credits are given by huge 
banks, and monopoly banks and the 
State go together and make merry 
in society. We do not want that sort 
of a development here. So, I suggest 
that the Finance Minister should 
give thought to this question of 
amending these Acts in such a way 
that there is centralised control over 
investment more and more through 
the State and the planning mechan
ism.

I have got here the Reserve Bank 
of India Bulletin which I came across 
today. There are advances to sche
duled banks against particular types 
of securities. I do not talk of other 
securities like food articles, industrial 
raw materials, plantation products, 
manufactured goods and so on. 
Certainly the Reserve Bank, which 
has got some controlling powers over 
the scheduled banks, cannot super
vise all their operations in detail.
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There is an item here in this bulletin: 
‘shares and debentures in Joint 
stock companies’. Advances are made 
against them and there is a sub
clause which refers to “share and 
stock brokers and dealers". They are 
my special friends whenever I discuss 
this subject and the Finance Minister 
might excuse me. These people get 
an advance of about 11 to 13 crores 
of rupees and the figure oscillates 
between these two sums during the 
period December 1956 to March 1957. 
Some of this money may be advanced 
for the real purpose of mortgaging 
share values and investing them into 
certain other channels. But, we have 
no mechanism to check how much 
of these advances is for purely specu
lative action. When he mentions 
about paucity of funds and tightness 
of market, is it good to allow banks 
to advance money on stock exchange 
speculation? He knows well that on 
badla day a lot of money is required 
by the share and stock brokers when 
they are in special difficulties and 
lakhs of rupees are required on that 
day. But, how is the Reserve Bank 
to check that the money advanced 
on real security is used for the 
purpose of honest trading but is not 
used for merely the transaction on 
the badla day? He knows it best. So, 
would he think of some amendment 
to the Bill whereby there could be 
some mechanism which can ensure 
that advances against securities which 
are on the face of them very real are 
not hypothecated for the purposes of 
speculation? If I take Rs. 11 crores 
as advances, fifty per cent is spent 
for speculative purpose. So, six crores 
are locked up for no useful purpose. 
Therefore, I would request him to 
consider this question and bring in 
some amending Bill so as to check 
it and also to consider co-ordinating 
the whole question of banking in
vestments in industries in accordance 
with the Plan and regulate them as 
he thinks fit and not according to the 
likes and dislikes of the private 
investors.

Shri Tayabji (Jalna) rose.........
Hr. Deputy-Speaker: There are

still two hon. Members who want to
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speak. This morning we approved the 
report of the Business Advisory Com
mittee and there it was laid down 
that two hours, should be allotted to 
both these Bills. We started at about 
4.30, perhaps.

Shri V. P. Nayar: There was the
business of the private Members.

Mr. Deputy-Speaker: It took only 
two or three minutes. No provision 
was made for private Members' 
business because we knew that it 
would not take more than a few 
minutes. If the hon. Members want 
to speak, I shall allow them.

Shri Tayabji: I shall take only five 
minutes. I would like to support what 
the previous speaker has said about 
not having too many institutions. I 
appreciate that it is necessary to have 
different institutions for different 
types of work but I most earnestly 
request the Finance Minister to consid
er whether we are not already having 
too much of this repetition. Banking 
is such a kind of work and experience 
and personal knowledge that count a 
great deal. Therefore, it is much 
better to havfc one institution dealing 
with more or less related, but differ
ent, subjects than setting up a number 
of different corporations and insti
tutions.

I would like to ask the Finance 
Minister to consider whether we 
should not keep the Reserve Bank 
really as the bankers’ bank. He has 
got in his possession a very powerful 
bank in the State Bank of India 
which can be used for the purpose
for which he wants it. To bring the 
Reserve Bank into the field of com
mercial banking is a step to be taken 
only after the greatest consideration 
and only if it is really necessary. There 
is no reason why the Reserve Bank 
which is the issuing bank and the 
bankers’ bank should be introduced 
into commercial banking where there 
is already a powerful institution at 
the disposal of the Finance Minister.

Shri T. T. Krishnamachari: It is
not being brought into that Held.
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Shri Tayabji: I refer to the grant
of loans; powers are to be given to 
the Reserve Bank by adding Clause 
(4BB). It says here:

“the making to any financial 
institution notified by the Central 
Government in this behalf of 
loans......... ”
Shri T. T. Krishnamachari: Only 

financial institutions’.
Shri Tayabji: My point is this. The 

financial institutions to which the 
Reserve Bank should make loans 
should be only banks and not other 
types of financial institutions.

There is another small point. In the 
amendment which the Finance 
Minister proposes to the State Bank 
of India Act, he says on page 2, line 
20 of this Bill:

“ (xixa) in consultation with 
the Reserve Bank......... ”

Powers are being given to the 
State Bank of India and it is perhaps 
unnecessary that it should be com
pelled by statute to consult the 
Reserve Bank. The owner of both 
the banks is the Government and I 
submit that this type >6f statutory 
consultation should be minimised. If 
the Finance Ministry directs the State 
Bank to consult the Reserve Bank 
on certain matters, the State Bank 
will certainly do it and therefore, I 
suggest that this satutory require
ment be dropped.

Shri Heda: Sir, I will hardly take 
two or three minutes. I welcome this 
measure for one other aspect which 
I want to bring to the notice of this 
House. In our country we have got 
quite a good number of commercial 
banks. Many of them are doing very 
well. They have got huge sums at 
their disposal. A few of them may be 
called giant banks. Inspite of that, it 
is in everybody’s knowledge that 
each of these big banks is practically 
controlled by some or other industrial 
group. Therefore, for an independent 
industrialist or a new industrialist, 
who wants to come on his own on 
the basis of merit and enterprise, it 
is very difficult to get advances or

loans from these banks. Generally, 
these banks which are controlled by 
some industrial group or the other 
advance loans either within their own 
group or, probably by private 
arrangements, exchange the advances 
and loans to each other. Therefore, I 
particularly welcome this State Bank 
of India (Amendment) Bill. I hope 
by this, independent businessmen and 
industrialists will be able to benefit, 
and a sort of monopoly leadership 
that is being created in our country 
in the field of industry and business 
will be broken with the result that 
a vast number of industrialists will 
be encouraged.

Shri V. P. Nayar: Sir, as it seems 
to be your desire that we should not 
exceed the time-limit, I shall confine 
myself to a few general observations 
although I have given notice of some 
amendments.

As the provsions are, I do not see 
how anything much better can be 
done by this Bill. I want the hon. 
Minister to consider, especially in 
view of his statement while intro
ducing the Bill that he was trying to 
re-shape the monetary structure of 
our country, whether this type of 
legislation is the best suited for the 
circumstances. I thought that the pro
vision of medium-term credits would 
have been left to the Industrial 
Finance Corporation and not assigned 
to the State Bank of India. As I 
find, Sir, the State of India BUI, 1955 
in its preamble says:

“Whereas for the extension of 
banking facilities on a large scale, 
more particularly in the rural and 
semi-urban areas, and for diverse 
other public purposes.. . "

The emphasis there seems to me 
to be on the provision of credit to 
rural and semi-urban areas. On the 
other hand, if you go through the 
preamble of the Industrial Finance 
Corporation Act, Act No. XV of 1948,
It very definitely states that it is 
intended primarily for the purpose of 
affording medium-term credit This Is 
what it says:
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“Whereas it is expedient to 
establish an Industrial Finance 
Corporation for the purpose of 
making medium and long term 
credits more readily available to 
industrial concerns in India, 
particularly in circumstances 
where normal banking accommo
dation is inappropriate or re
course to capital methods is 
impracticable.”

We know that the State Bank of 
India is a joint-stock bank. It is not 
a specialised bank for the purpose 
of providing short-term, medium- 
term or long-term credits for indus
tries. It can do any one of the known 
banking transactions. On the other 
hand, the Government of India have 
set up a very specialised institution 
for the provision of credit.

Shri Ranga (Tenali): With the 
limited funds.

Shri V. P. Nayar: That may be
so. If the funds of the Corporation 
are limited, by all means provide 
more funds. The difficulty in this case 
will be that when you have the State 
Bank of India also to finance credits 
there will be a conflict and more diffi
cult situations will arise. There are 
only three regional offices, as I 
understand, and applications for 
loans will have to be made to one of 
them. On the other hand, in the case 
of the Industrial Finance Corporation 
there are State Finance Corporations 
and they are better suited for the 
purpose in view of their specialised 
job. In view of this, and also in view 
of other factors, they are better 
suited to consider whether a parti
cular industry deserves a short-term 
credit, medium-term credit or a long
term credit.

I would not have said this. We all 
know that the Industrial Finance 
Corporation has not been working in 
a manner that we would have desired 
it to function. There has been much 
criticism about it. I do not want to 
go into those details. But, to my mind 
it appears that if the Finance Minister 
wants to re-shape the monetary

structure, it is better to leave specia
lised jobs to specialised institutions 
instead of mixing it up with general 
institutions for general purposes.

I would also request him to consider 
another point which has been very 
ably put by my hon. leader, comrade 
Dange. I do not want to go into the 
details, but I would like him to con
sider whether it is not time, in view 
of the financial difficulties that we 
have, to have a centralised planning 
for the entire banking structure of 
the country. For providing credit for 
our industries we must have a com
pletely different approach to our 
banking. My friend Shri Prabhat Kar 
was referring to the position of 
exchange banks of India. I do not 
want to go into those details, but in 
an under-developed country where 
the State has to step in and provide 
finance, are we, especially in the 
context of our Second Plan, to leave 
banking as it is today?

In this connection I would like 
the hon. Minister to hear what has 
been said in one of the pamphlets 
published by the Lok Sabha Secre
tariat for helping us in the discussion. 
In this pamphlet, Institutions for 
Industrial Finance and Development, 
they have given what obtains in the 
People’s Republic of China. It says:

“China now has a nation-wide 
and centralised system of banking 
in which the People’s Bank of 
China, a State-owned institution 
established in December, 1948, 
plays the key part. All the funds 
of State-owned industrial enter
prises, as well as of the national, 
provincial and local governments, 
and the network of co-operatives 
are deposited with the People’s 
Bank. This agency centralizes the 
financial resources of the Govern
ment and the ‘major sectors of 
China’s economy. It uses the 
working capital at its disposal for 
the operations of the economy 
and the Government.”

The Deputy Minister of Food and 
Agriculture (Shri A. M. Thomaa):
Just like our Reserve Bank.
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Shri V. P. Nayar: It is very much 
different here in the case of the Re
serve Bank. Although I agree that 
the Reserve Bank is doing something, 
a very big portion of the banking 
industry is left in private hands. There 
Ls no planning at all. I do not know 
whether my hon. friend was present 
in the House when my leader spoke, 
because in that case he would not 
have raised this doubt. It is not as 
though the Government is not doing 
anything at all, but in the context in 
which we are today is it enough that 
we leave a big section of banking to 
private interests without any plan
ning and then take up, as we have 
taken up in this little piece of legis
lation, hotch-potch x legislation? When 
we have other facilities, when we 
have specialised institutions, several 
of them, for providing credit, I want 
the hon. Minister to consider the 
proposal and tell us what he thinks 
about it.
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Shri T. T. Krishnamachari: Sir, I

was agreeably surprised to see the 
interest that hon. Members of this 
House have taken in these two Bills 
which ought not to have particularly 
serioua consequences. Many hoh. 
Members.........

Mr. Deputy-Speaker: May I know
roughly how long the hon. Minister is 
likely to take?

Shri T. T. Krishnamachari: Sir,
quite a number of hon. Members have 
spoken.

Mr. Deputy-Speaker: Would he
like to continue on the next day?

Shri T. T. Krishnamachari: Yes.

The Lok Sabha then adjourned till 
Eleven of the Clock on Monday, the 
21th May, 1957.




