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Cecces (Conversion to
Metric Units) Bill

[Shri Satish Chandra]

lead to very complicated calculations
and run into small fractions of a naya
paisa. So, the nearest rounding off
is being done here in the same manner
as has been done in the other Bill
which was passed by the House last
week.

From rough and ready calculations,
the total effect of all these changes
do not lead to any increase whatso-
ever in the revenues of the various
Commodity Boards or Government.
According to the calcuations which I
have seen, they might be a little less
in revenue to the extent of a few
lakhs of rupees as a result of
the amendments which I am now pro-
posing in this Bill. But this is a
measure primarily meant for conver-
sion, without making any attempt to
change the rates of the customs duti-
es or the cesses which are charged in
relation to various commodities.

I do not want to say much and
bother the House with calculations.
The rates are shown in the amending
Bill itself in each case. The lb-cwt
system or the maunds-seers system is
being replaced by the kilogramme,
quintal or metric ton, as the case may
be. Yards or feet are now being ex-
pressed in terms of metres; instead of
gallons, we are providing for the use
of litre. In the case of acres, we are
replacing it by hectares. That is the
only change that is sought for in this
Bill.

I commend it for the acceptance of
the House.

Dr. M. S. Aney (Nagpur): The hon.
Minister should have brought some
samples of some of these weights and
measures and shown them here.

Shri Satish Chandra: These weights
and measures are widely wused in
Delhi at least now, and would
become compulsory from 1st of Octo-
ber. The old weights will just not be
used and they would not be legal
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after that date. They have been used
for two years now in Delhi. I thou-
ght that Members of Parliament
would be familiar with them. If they
like, an exhibition can be arranged in
the Centizl Hall. Probably, it might
be late in this session, but it could be
done towards the beginning of the
next Session.

Mr. Chairman: The question is:

“That the Bill further to amend
certain laws relating to customs
duties and cesses for the purpose
of adopting metric units in those
laws be taken into consideration.”.

The motion was adopted.

Mr. Chairman: We shall now take
up the clauses.

The question is:

“That clauses 2 to 10 and the
Schedule stand part of the Bill”.

The motion was adopted.

Clauses 2 to 10 and the Schedule were
added to the Bill.

Clause 1, the Enacting Formula and
the long Title were added to the Bill.

Shri Satish Chandra: I beg to move:
“That the Bill be passed”.
Mr. Chairman: The question is:
“That the Bill be passed”.
The motion was adopted.

13.21 hrs.

BANKING COMPANIES (SECOND
AMENDMENT) BILL

The Minister of Finance (Shri
Morarji Desai): I beg to move:

“That the Bill further to amend
the Banking Companies Act, 1949,
be taken into consideration”.
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The House is aware of the circums-
tances in which this Bill has been
drafted and introduced. The failure
of the Palai Central Bank has made
it necessary for us to review the pro-
cedure which is now prescribed by
the law for the liquidation of banking
companies and the distribution of
their assets.

The House will perhaps recollect
that in 1950 an entire chapter contain-
ing certain new provisions was in-
troduced in the Banking Companies
Act, and that in 1953 this was subs-
tantially modified and replaced fol-
lowing the Report of the Banks Liqui-
dation Proceedings Committee presid-
ed over by Shri Dhiren Mitra. Expe-
rience has shown that these provi-
sions, while they are useful and help-
ful to some extent, are by no means
adequate in relation to the nature and
size of the problem and that some
fundamental modifications are requir-
ed if expeditious payments are to be
secured to the depositors of banks in
liquidation.

In the course of my earlier state-
ment in this House, I have already in-
dicated one or two of the modifica-
tions which we have had in view and
which are proposed to be made
through this Bill. It may perhaps be
useful, before I proceed further, if I
were to describe very briefly the
other main provisions also.

One of the major defects in the ex-
isting law is that no time-limit has
been prescribed for the completion of
the more important preliminary stages
in liquidation proceedings. The result
has been that depositors have frequen-
tly had to wait for months and in
several cases for years before the first
dividend can be declared and paid.
The House will, I am sure, agree with
me that these delays which have been
the normal feature of liquidation pro-
ceedings so far are undesirable and
should be avoided. I understand that
an important reason, though not per-
haps the only one, for these delays is
that the claims of secured creditors
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and certain other persons entitled to
preferential payments under section
530 of the Companies Act cannot be
quickly determind. We are taking
powers in this Bill to determine these
claims within a period of two months,
so that realisable assets which are
available for payments to the depo-
sitors may be released for this pur-
pose as early as possible,

We are trying to ensure that the
payment of the first dividend will be
made within about three months of
the winding up order. The smaller
depositors, however, are obviously
entitled to some relief in priority to
all the other depositors or ordinary
creditors; and this principle has, in
fact, been recognised already in the
existing Act. We propose to extend
and liberalise this concession.

The modification which we propose
has, I believe, been welcomed already
by the various sections of this House.
Section 43A of the Banking Compa-
nies Act, as inserted in 1953 on the
recommendations of the Committee
presided over by Shri Mitra, provides
that savings bank depositors will be
entitled to be paid, after all the prior
claims ranking above those of the
depositors have been paid, the amounts
standing to their credit upto Rs. 100
per mensem. In view of the increase
in prices since the provision was first
inserted, this amount is being raised
to Rs. 250. In order to afford some
relief to the other depositors as well,
we are providing that 50 per cent
of the amount standing to the credit
of a depositor in any other account,
limited to Rs. 250, should also be dis-
bursed, as a further preferential pay-
ment, ranking in the order of priority.
after the amounts due to the savings
bank depositors.

We are hoping that these minimum
payments upto Rs. 250 in the case of
each person can be disbursed within
the next few months. But we are not
going to be content with this. We
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want the entire assets of these banks,
including those of the Palai Central
Bank, to be realised within a rea-
sonably short period, and we are
considering the best arrangements
which can be made from this point of
view, without causing undue hard-
ships, either to the borrowers from
whom these amounts have to be rea-
lised, or the depositors who will be
the beneficiaries of any realisation or
subsequent distribution.

The provisions of the Companies
Act, and more particularly of section
457 of the Act, are already compre-
hensive from this point of view, but
in order to facilitate the early reali-
sation of the remaining assets
and the distribution of further divie
dends after the initial payment upto
Rs. 250 it may be necessary to appoint
an individual special liquidator in the
case of the Palai Central Bank and
also in the case of some other banks.
We are, therefore, taking the necese
sary powers to get such a liquidator
appointed on the application of the
Reserve Bank.

I would have liked to give retros-
pective effect to the provisions relat-
ing to the new time-schedule and the
initial payments to the small deposi-
tors. From an administrative and
practical point of view, there are,
however, numerous difficulties in giv-
ing retrospective effect to these
changes so as to cover all the banks
now in liquidation; and we have had
to satisty ourselves with providing for
the new procedure to be brought into
force in relation to banking companies
which have not so far paid even the
first dividend. It will not be difficult,
I think, to start the relevant proceed-
ings afresh in these cases. For the
information of the House, I should,
perhaps, add that the Laxmi Bank
will be covered by our proposals re-
garding retrospective effect.

These are important changes in li-
quidation procedure, and after these
amendments have been enacted by
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Parliament, the time taken for liqui-
dation will, I am sure, be considera-
bly shortened. But we have also ano-
ther and in my opinion even more
important object in view, and this is
to avoid liquidation, wherever such a
course is necessary or possible. The
procedure for liquidation even with
the changes which I have now indi-
cated, is bound to be costly and ela-
borate. It will also be rigid and in-
flexible in the very nature of the
circumstances. While liquidation may
still be unavoidable in the case of
certain institutions, we hope that in
the majority of cases, alternative pro-
posals, like a reconstruction of the
banks’s affairs in the light of its finan-
cia] position or an amalgamation with
some other institution after such a
reconstruction, will be possible. Whe-
rever this appears to be the case, we
propose to explore these alternatives,
so that the delay, suspense, uncertainty
and cost which are incidental to liqui-
dation, may be avoided, while the pos-
sibilities of keeping the bank in exist-
ence, in the interests of the depositors,
in the same or in some modified form,
may also be ascertained.

If the possibilities of rehabilitating
a bank which may be in difficulties
are to be investigated fully, it will
be necessary to ensure that in all
these cases we will have some reaso-
nable time within which these inves-
tigations can be undertaken and com-
pleted. It is obviously desirable that
the bank’s position or status should
not be adversely affected while the
vestigations or negotiations are in pro-
gress; and it may, therefore, be ne-
cessary to grant to the company a
moratorium on certain conditions.

Unfortuately, a moratorium can
now be granted only if certain one-
rous procedural and other require-
mentg are fulfilled. We propose that
these conditions should in future be
simplified and that it should be open
to the Central Government, on the re-
commendations of the Reserve Bank
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to grant a moratorium expeditiously,
as a condition precedent for the in-
vestigation of any feasible proposals
for reconstructing a bank.

A moratorium, in the nature of the
circumstances, can only be temporary.
We do not propose that the period for
which it js granted should be unduly
long. We are limiting the moratomum
to six months, that is, the same period
as is now allowed under the existing
provisions of section 37 of the Bank-
ing Companies Act. As some perma-
nent and satisfactory solution has to
be found within this period, the con-
ditions now imosed by various sections
of the Companies Act relating to
reconstruction or amalgamation will
also have to be simplified.

We have introduced some changes
in this Bill from this point of view.
In the case of credit institutions like
banks in which thousands of
depositors unconnected with the
share-holders are interested, the
normal provisions of the Companies
Act which are applicable to indus-
trial or commercial companies owned
only by the shareholders are out of
place.

While it is not my intention to
belittle the extent of the share-
holders’ interest in the institutions
with which they are concerned and
while we shall consult them where-
ever this is possible or necessary, the
initiative and the responsibility for
the reconstruction of financial and
credit institutions like banks must
remain largely with the Reserve
Bank and the Central Government.
We are making this quite clear in
the relevant provisions of the Bill
and I hope that, in actual practice,
we shall be able to use these new
and amplified powers in a manner
which will strengthen the banking
and financial system of the country.

The banking system in this
country is, as a whole, sound. In
the 1last 10 years or so that the
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Banking Companies Act has been
in existence, the Reserve Bank has
succeeded in devising and enforcing
a system of control which has led to-
the weeding out of the comparatively
weak and inefficient institutions and
improving the standing and credit-
worthiness of all the other banks.
The present Bill is merely intended to
amplify the powers of the Reserve
Bank and the Central Government
in certain directions in order to-
facilitate further the process of this
improvement. The Bill, if I may be
permitted to reiterate the point, does
not indicate the existence of any
major weakness. It is only an
attempt to recast and modify the
legal framework within which the
Reserve Bank is now required to-
function and discharge its duties.

The provisions in the Bill are-
based on the recent unsatisfactory
compromise between the confficting.
claims of various sections of the com-
munity; and the House, I am sure,.
will welcome and endorse them as
such.

Mr. Chairman: Motion moved:

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

Shri Narayanankutty Menon:
(Mukandapuram): Mr. Chairman, Sir,
I would have very much liked that
this Bill had been referred to a-
Select Committee. As a matter of
fact, I had given notice of an amend-
ment to that effect. But I am not
moving that because any reference of
this Bill to a Select Committee will
delay whatever small relief this Bill
could give to about 80,000 depositors
of the Palai Central Bank. There-
fore, I am content not to move it. At
the same time, I wish to invite the
attention of the Finance Minister to
the serious implications of this Bill
to the banking induStry as a whole.

The Banking Companies Act has
undergone a few amendments since it



7271 Banking Companies SEPTEMBER 6, 1960 (Second Amendment) 7272

[Shri Narayanankutty Menon]

had been enacted by this House; and
the last amendment was in 1956,
when Shri T. T. Krishnamachari, as
the Finance Minister, moved his
amendments to section 35 and other
sections. When the purpose cf the
amendment was debated in this
House the hon. Finance Minister on
20-12-56 told this House in answer to
a specific question that the amend-
ment, especially of section 35, was
being brought at that time because the
Reserve Bank of India had not
enough powers to control banking in
this country and those amendments
were really meant for giving more
powers not only to safeguard the

interests of the depositors of the
banks — which did exist at that
time under the provisions of the

parent Act — but in order to give
wider control for the Reserve Bank
in relation to the general economy
of the country. Therefore, by that
amendment in 1956, it was admitted
that the Reserve Bank got not only
complete control over the banking
institutions of this country in order
to protect the interests of the
depositors of those banks but also in
order to control the general economy
of this country.

Time and again, from this side of
the House, we have made categorical
demands that the entire banking
institutions of this country should be
nationalised. The demand for
nationalisation was in the context of
the new type of economy into which
we were entering, when the Planning
Commission itself had programmed
to have a particular type of economy.
If there is a planned economy that
is decided upon by this House, in
order that effective control is
retained upon large finances, which
is the corner-stone of that economy,
unless the Government itself has
got adequate powers to control that
economy, it will not be possible to
direct correctly, in a correct path, the
economy of the country in the parti-
cular direction as the Government
and the Parliament desire. That was

Bill

the basic point on which a demand
was made for the nationalisation
of the banking institutions of this
country. When this demand used to
be put before the House, the Finance
Ministers, varying in number, used
to point out the provisions of the
Reserve Bank Act, the provisions of
the Banking Companies Act, the pro-
visions of the Indian Companies Act
to say that adequate and more than
adequate powers were there under
all these three Acts, not only for
safeguarding the interests of the
depositors of those banking institu-
tions but to control the entire
financial activities of these banks in
relation to the country’s economy in
general,

But, after 4 years, another Finance
Minister has to come before this
House and tell us that these amend-
ments have to be brought, not only
the amendments in the earlier part
of this Bill but the amendments in
the later parts also. It is said that
powers are now lacking for the
Reserve Bank even to amalgamate
the banking institutions of this
country.

The Finance Minister began quite
correctly by saying that the amend-
ment has been necessitated because
of the experience gained in relation
to the Palai Central Bank. The whole
question of the Palai Central Bank
has been debated in this House in
detail. Going through the debate, I
find, one question which was a
crucial question as far as the liqui-
dation of the Palai Central Bank is
concerned, remains. That is whether
the power that still existed in the
Reserve Bank to control the
economy of these banks to safeguard
the interests of the depositors is still
there as far as these ActS are con-
cerned; and if those powers are there
how those powers have been made
powerless in relation to the Reserve
Bank because this Palai Bank was
allowed to Dbe liquidated and the
interests of 80,000 depositors, many
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of whom are middle-class people and
those who have got very small earn-
ings including a very large number
of widows—which the Finance
Minister will see if he goes through
the list of depositors—were allowed
to suffer.

Replying to the last debate on the
Palai Central Bank, when there was a
detailed discussion not only about
the Palai Central Bank but also about
the powers of the Reserve Bank,
when asked whether the Reserve
Bank would give an assurance to this
House and to the country, directly or
indirectly, after learning from the
experience of the Palai Central Bank,
that the banking structure is safe in
this country and that Government
would vouchsafe that any depositor
could go to a bank today and put
money into the bank with the belief
that he will get 100nP for a rupee
and not a rateable distribution after
liquidation, the Finance Minister
refused to give such an assurance.

To another question put in connec-
tion with the Palai Central Bank, the
hon. Finance Minister said in the
other House that there is no sanctity
as far as Scheduled Banks are con-
cerned. Millions of people in this
country ... (Interruptions.)

Shri Morarji Desai: Where is the
question of sanctity about any bank?

Shri Narayanankutty Menon: I am
coming to the point about sanctity.
Millions of people who do not go
into the niceties of the law, have got
an impression that any deposit that
has been made in a Scheduled Bank
is a safe deposit. They did not get
that impression themselves; that
impression hag been given to them
by categorical declarations made by
the Finance Ministers in succession
when the parent Act was passed and
also when the other amendments to
the Act were passed. That impres-
sion was created. It is now said that
any deposit made in any scheduled
bank is not safe; to that extent no
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guarantee is given by Government.
Therefore, a vacuum has been created
as far as the people’s confidence in
the banking institutions is concerned.

On the 30th of last month, the
Governor of the Reserve Bank, Shri
H. V. R. Iengar, speaking in Delhi,
said that the banking structure of the
country is quite safe. He further said
that even though the banking struc-
ture is quite safe. he would issue
a warning that there is no room for
complacency at all. We could not
understand what the Governor of the
Reserve Bank meant by room for
complacency, when the entire powers
are being vested in the Reserve Bank
to see that the banking structure in
the country is put on a proper basis.

When the tragedy of the Palai
Bank was debated here this was the
question before the House. The whole
question before us is whether our
deposits are safe in the banks with
these few amendments alone, whether
there is power vested in the Reserve
Bank to guarantee the safety of the
deposists of the people in the banks.
Or will it be the case as happened
in the case of the Palai Central Bank,
after having so much powers vested
in the Reserve Bank and ultimate
controlling power with the Central
Government they did not exercise
that power from 1951 till August 8,
1960 when the Palai Bank was sought
to be liquidated? An explanation
should be given why the Government
and the Reserve Bank failed to have
effective control over this Bank from
1951.

The Deputy Minister of Finance
(Shrimati Tarkeshwari Sinha): May
I point out to the hon. Member that
a debate took place on this and all
the points were replied. So this
actually amounts to a repetition.
Perhaps the hon. Member was not
present here.

Shri Narayanankutty Menon: I have
got the debate here and I am raising
only those questions which were not
answered by the Finance Minister.
This point has been left open: in spite
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of the powers conferred upon the
Reserve Bank and the Central Gov-
ernment by the parent Act why did
they not take action? The total
deposists of the Palaj Bank amounted
to about Rs. 5 crores in 1955. It is
admitted that the Reserve Bank was
interfering in the affairs of this Bank
and satisfying itself about the mis-
management of its affairs till 1960
when it went for liquidation. We
demand ap explanation so that the
faith in the banking industry is
restored, we want to be assured that
the Central Government and the
Reserve Bank did take some action.
If there is some lacuna in the parent
Act, it should be remedied.

The Deputy Finance Minister got a
little irritated because she said that
the whole matter had been discussed
threadbare. The real matter unfortu-
nately as far as the Palai Bank was
concerned wag not debated and
replied to. Here is a banking com-
pany and it has Rs. 9 crores of public
deposits. The directors have given
Rs. 4 crores away on no security. It
is clear from the 1959-60 balance
sheet that there was no guarantee for
some of the advances given by the
bank. According to the Finance
Minister, the Act gives unlimited
powers to the Reserve Bank. But on
one fine morning the bank has gone
into liquidation and the only hope
that the Finance Minister gives is
that the depositor in the savings bank
account will get Rs. 250 and others
will get Rs. 250. There is something
more which can be reasonably
demandeq from the Finance Minister.
If one rupee consists of 100 nP and if
tl.ae Finance Minister is able to give
either 50 or 75 nP it is incumbent
upon him and the Reserve Bank to
tell the country where the 50 or 25
nP has gone. It is a logical, common
sense proposition. In spite of all the
powers conferred upon the Reserve
Bank, all this has been taken away.
So long as there is no reasonable
explanation given to this question,
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there will be no faith in the banking
industry, especially as far as Kerala is
concerned.

The liquidation proceedings are on.
What action is he going to take to
recover the money that has been lost
in the Palai Bank? Somebody should
be held responsible for the money
taken away. A few directors or office
bearers cannot run away with the
money of the people. You have now
to tell the House whether there are
enough provisions in the Act to bring
all the culprits to book and get
back the last pie of the depositor.
I# you say that there are enough
provisions, what, action have you
taken in order to get back the
money? If there are not sufficient
provisions and there are loopholes,
you should have brought, along with
this amendment, enough provisions
so that the money that has vanished
could be found and paid back to the
depositors. Otherwise, you are not
going to restore confidence in the
banking industry in spite of the fact
that you are giving more powers to
the Reserve Bank.

In the liquidation proceedings, I
understand—the Finance Minister
also perhaps understands—that
nothing has been done to trace the
lost money. A specific enquiry as to
how the money had been lost could
have been done by the Finance Minis-
try which ultimately controls the Re-
serve Bank. But nothing has been done
under the various provisions of the
Act except to file liquidation pro-
ceedings in the Kerala High Court.
Something could be done under the
Banking Companies Act and the
Insolvency Act to find out the fraudu-
lent preference transactions. Nothing
has been done to verify, enquire
and fix the responsibility for this
advance of Rs. 2.5 crores given on
personal securities and to find
whether these are fraudulent prefer-
ences or advances given to get
unlawful gain for the diretcors. In
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these . circumstances, the only
alternative before the Finance Minis-
ter is to hand over the entire accounts
of the bank for an enquiry by the
Special Police Establishment when
definite allegations are made that
fraudulent preferences were given. It
should find out whether the office
bearers are responsible for this mis-
management. There i3 no use
handing over this enquiry to the
Kerala police. The Finance Minister
will remember the reaction of the
Kerala Government immediately the
bank has gone into liquidation. This
is a  matter of far-reaching
consequence and the enquiry should
be entrusted to the Special Police
Establishment to find out whether
any responsibility could be fixed on
any of the individual directors or
other office bearers for the misappro-

priations  which  deprived the
depositors of almost half of their
depeosists.

The second point is this. Almost in

every case of a company going into’

liquidation, it is common knowledge
—it is not different in the case of
Palai—the directors amass so much
of money after they have become
directors and this is money, ‘un-
explainable’ money. Could not
something be done under these three
Acts to recover the money of the
depositors of the Palai in this case?
If he undertakes to enquire through
the Special Police Establishment to
enquire into the private assets of
each and everyone of the directors of
the  Palai Bank since the date
they aquired the director-
ship of the Bank and see if they have
amassed money quite out of propor-
tion to their normal earnings, then
that is the money of the depositors.
Have you got any power under the
Banking Companies Act or the Com-
panies Act or any other law for the
time being in force in order to get
the money that they amassed
privately? Sir, I demand an enquiry
as far as the private assets of the
directors are concerned to find out
how much they have earned after
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becoming office-bearers of this parti-
cular company. After finding that
out, it will be very easy for the
Finance Minister to fix the liability.
If that is done, Sir, I am quite sure
that the directors themselves are
today personally—they have got the
capacity—capable of paying every
naya paisa in the rupee to all the
depositors of the Palai Central Bank.
That ought to have been the remedy
which ought to have been suggested
by the Finance Minister, if he had
any care for the depositors.

We on this side, Sir, are equally
interested, if not more interested, in
the 80,000 depositors of this particular
bank. But is it a consolation to give
Rs. 250? When large amounts have
been deposited, when smaller
amounts have been deposited and
when there are people who have got
no earthly thing left except what is
deposited in this bank, to get Rs. 250
—which does not enable a man even
to commit suicide because the cost
of medicine to commit suicide will
cost more than Rs. 250—is no consola-
tion.  Therefore, the Finance
Minister will not be doing a service
to the country, he will not be doing
service to the depositors by giving
the depositors Rs. 250. What he
should actually do is, if he is able to
get the money under the provisions
of this Act, if he has the powers as
he says today, he must get that
money and then he will be able to
pay even to the last naya paisa to
al] the depositors of the Palai Central
Bank.

Now, apart from this question, I
have got two more points to submit
before the Finance Minister. There
is an enigma in the whole affair of
the Palai Central Bank, and that
enigma is either in the mind of the
Finance Minister or in the coffers of
the Finance Ministry. The Reserve
Bank of India had enough powers.
The Resesrve Bank of India says that
it exercised the power from 1950 on-
wards as far as this bank is concern-
ed. They made a report in 1955.
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Mr. Chairman: The hon. Member
may confine his remarks to the pro-
visions of the Bill before the House.
I think the hon. Member is going on
with a discussion on the Palai Cen-
tral Bank affair.

Shri Narayanankutty Menon: What
I am saying is, the hon. Minister now
wants more powers under this Bill.
It is not a question of having more and
more powers. The powers were there.
It was admitted by his predecessor in
1956 that there were enough powers.
Therefore, there is no use coming be-
fore this House and telling the House
that because you had no powers you
could not do anything and you want
more powers. My whole point is
that the powers were there.

Shri Morarji Desai: If more powers
are not necessary, then reject the
Bill,

Shri Narayanankutty Menon: The
real difficulty was that whenever the
Reserve Bank of India made a report
that report was cold shouldered in
the Finance Minisrty.

Shri Morarji Desai: That is - all
wrong. It is a great calumny, that is
all what I can say.

Shri Narayanankutty Menon: I put
a straight guestion to the Finance
Minister, whether in December 1959
the Reserve Bank did not make a
report to the Finance Ministry that
the affairs of the Palai Central Bank
were so dangerous.......

Shri Morarji Desai: It is entirely
false.

Shri Narayanankutty Menon: The
Finance Ministry did not take any
action upon that report. Sir, I speci~
ficially point out to the provisions in
section 35 of the Act. If the Finance
Minister says that he has no powers,
the powers are there under section
35.

Mr. Chairman: Section 35 is not
sought to be amended by this Bill.
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Shri 'Narayanankutty Menon: So
far as the powers are concerned....

Mr. Chairman: May I request the
hon. Member to confine his remarks
to the provisions of the Bill?

Shri Narayanankutty Menon: It is
with direct reference to the pro-
visions of the Bill, Sir, that I am mak-
ing these remarks. The Finance Min-
ister in his opening remarks said that
this Bill has been necessitated be-
cause of the Palai Central Bank
affair.

Shri Morarji Desai: That does not
mean that the whole matter is before
the House.

Shri Narayanankutty Menon: The
only thing is that this Bill is direct-
ly as a result of that affair. If the
Palai Central Bank episode has taught
any lession to the Finance Minis-
try....

Shri Morarji Desai: Does he mean
to say that because I have mentioned
the word “bank” all things can be
discussed now?

Shri Narayanankutty Menon: What
I say is, at least the lessons learnt in
the Palai Central Bank affair should
be incorporated in the amending Bill
that he is bringing forward and he
should reasonably justify the amend-
ments that he is bringing forward to
the original Act with the lessons that
he learnt from the Palai Central Bank
affair. The amendments that he is
bringing before the House do not
satisfy even the answers to the small
lessons that he has learnt in the Palai
Central Bank affair. It is quite legi-
timate for us, Sir, to point out the
lessons that were taught by the Palai
Central Bank affair. The amend-
ments suggested are very inadequate.

Mr. Chairman: The hon. Member
has taken more than 20 minutes. The
time allotted for this Bill is only three
hours.
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Shri Narayanankutty Menon: Sir,
I will conclude with one more point—
that is not in relation to the Palai
Central Bank. There are some other
banks also in the Kerala State which
have not gone into lequidation.

Shri Morarji Desai: Do you want
to send them into liquidation?

Shri Narayanankutty Menon: That
is your idea, not our idea, because
inspite of all this you decided to send
the Palai Bank into liquidation. Sir,
there are some smaller banks in
Kerala. I shall cite a  specific ex-
ample. There is onc small bank,
small compared to the large amount
the Finance Minister is handling,
called the Savings and Investment
Corporation having about 13 branches
in the erstwhile Cochin State. What
happened was that all of a sudden, on
the morning of 1st July, the Reserve
Bank of India sent a directive stop-
ping all the transactions. It has been
admitted that there was nothing ser-
iously wrong with this bank. The co-
operative societies and peasants and
farmers in the villages have deposit-
ed their money in this bank. Nothing
is known as to why the Reserve Bank
has stopped business in this bank.
The bank is not in liquidation, only
the business has been stopped. Noth-
ing further is known. I would re-
quest the Finance Minister to use his
powers under this Act and the powers
that he is getting under this amend-
ing Bill and see that this bank func-
tions either by amalgamation or by
any other process and thus save the
large number of small depositors who
have deposited their savings in this
bank,

Before concluding, Sir, I wish to re-
fer to the two amendments that I
have tabled fo this Bill. The first
one is to raise the limit of Rs. 250 to
at least Rs. 500. I think the Finance
Minister will agree that Rs. 250 is a
very meagre amount to be given in
the savings account (Interruption). 1f
he does not agree, let him at least al-
low me to finish my speech. I know
he is amenable to0 reason sometimes.

(Second Amend- 7282
ment) Bill

In the Statement of Objects and Rea-
song he has said that it was only Rs.
100 in the original Act and now he
wants to raise it to Rs. 250 because
the prices have increased. Let him
consider the magnitude of increase in
prices from the time Rs. 100 limit has
been incorporated in the original Act
till now. Then he will have to raise
it to Rs. 1000. I do not want that
much, I will be satisfied if he raises
the limit to Rs. 500.

The second portion of my amend-
ment is that the scheme of preferen-
tial payment should be extended to
co-operative societies, and that is with
particular reference to the Palai
Central Bank. There are hundreds
of co-operative societies and smaller
societies federated to central societies
who have put their entire money in
this bank. I can cite the example of
the Central Co-operative Coir Society
which has got Rs. 5} lakhs in this
bank. This society has to give ad-
vances to 62 primary societies. As
a result of liquidation of this bank all'
these 62 primary societies have been
closed and 11,000 workers have gone
out of employment. Therefore, I
would request him that the co-opera-
tive societies should also get preferen-
tial payment and the smaller co-
operative societies who have deposits
in this bank should also be given pre-
ferred payments.

Shri A. C. Guha (Barasat): Mr.
Chairman, Sir, I am in a somewhat
delicate position. As a private Mem-
ber in 1950-51 I raised many points
regarding the failure of banks, and
then in another capacity also I had
to deal with bank failures and bank-
ing operations.

Sir, I hope the Finance Minister
will not be allergic about any criti-
cism of the Reserve Bank. If we make
any criticism of the Reserve Bank,
surely, we do not criticise the general
financial policy of the Reserve Bank
or the solvency of Indian economics,
but there may be certain points, parti-
cularly regarding the part played by
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the Reserve Bank in the banking in-
‘dustry, on which there may be some
.occasions for difference of opinion—
Jparticularly as regards making proper
.use of the powers in guiding the
banking industry.

This Act is intended to give more
-powers to the Reserve Bank and also
to the Government. I think the
Bill, as far as it goes, would generally
‘he welcomed by this House. I also
welcome the Bill as such. But
I think it will be relevant also to
Taise the question whether the power
that was vested in the Reserve Bank
aunder the existing Act was properly
used by the Reserve Bank in time.

The general impression, I think, is
‘that the Reserve Bank has not used
the powers already existing with it
under the Act, particularly in the
matter of giving directions and some
other things. I believe, if the powers
had been properly used, at least the
Palai Central Bank might have been
saved. I do not like to mention the
name of any bank. After the Palai
Central Bank, came another big crisis.
T do not know what will happen to
the Indian economy as such and par-
ticularly to the entire banking indus-
try of India, if something untoward
happens to the Panjab National Bank.
However sound the financial position
of a bank may be, If the run on the
bank continues for some days, no
bank can stand that run. I appre-
ciate the Finance Minister for having
issued a sort of statement. . .

14 hrs.

Shri Morarji Desai: It was a press
interview.

Shri A. C. Guha: Yes—and I ap-
praciate also the statement he made
on the floor of the House in answer
4o a short notice question. Without
those two announcements—either at
the press interview or on the floor of
the House—I think the position of the

Bill

Punjab National Bank might have
been critical, and critical not only to
that bank but also to other banks.

Banking is a very delicate matter
and the banks depend only on the
confidence of the public. I think
there have been one or two cases in
India where banks have been sent to
liquidation. After the liquidation pro-
ceedings, which were tortuous and
costly in those days, the depositors
were paid even more than Re. 1 for
every rupee of their deposit. For one
rupee, I think in some cases they
were paid more than Re. 1, that js to
say, Re. 1.06 or something like that.
So. it is not always a question of the
solvency or the liquid assets of a bank
that can cause a closure or failure of
a bank. It is a question of the public
confidence on the bank, and that con-
fidence has, to some extent, to be
guaranieed. Perhaps I should not
use the term ‘guaranteed’; I wish to
say that it has to be protected at
least by the Reserve Bank and the
Government,

I regret that the Finance Minister
on a previous occasion made a sort of
statement that the Government can-
not guarantee the stability of any
bank, scheduled or non-scheduled,
licensed or non-licensed. Technically
that may be the correct position. 3ut
still, such a statement from the
Finance Minister, I am afraid, will
surely tend to shake the confidence of
the publlic in the banking system and
the banking industry of the country.
Any statement made on behalf of the
Reserve Bank or of the Government
regarding the banking industry can
influence public opinion this way or
that way So, these things snculd bhe
carefully worded and—

Shri Morarji Desai: Please suggest
now.

Shri A, C. Guha: I think the state-
ment—that the Government cannot
guarantee and all that—might have
been avoided or differently worded.
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Shri Morarji Desai: I was asked
about it. What should 1 do them? I
would not have said it otherwise.

Shri Prabhat Kar (Hocghly): H
need not have been said.

Shri Morarji Desai: You are res-
pensible for all this. You ask ques-
tions, and ‘they say I should not
reply!

Shri A. C. Guha: Sir, there are
ways of giving replies. Moreover I
do not ask questions. 1 asked him
only one question namely, what would
happen to those whom he considers
to be mischcief-makers as regard the
Punjab Naticnal Bank. That is the
only question I asked.

Shri Morarji Desai: “You' means
no. you only.

Shri A. C. Guha: As I have said, as
far as the present Bill goes, it is
quite welcome and it is intended to
meet a sort of emergency. If Shri
Narayanankutty Menon had moved
'his motion for reference to the Select
Committee, surely it would not have
been wise for this House to support
that motion. He also realised that it
would not be proper for him to move
that motion and so he withdrew that
motion. This Bill has to be passed as
early as possible, and there is no
question of sending it to the Select
Committee. But, at the same time,
this sort of ad hoc arrangement can-
not do for the banking industry as a
whole.

The entire pattern of Indian eco-
nomy hag changed during the last
nine or ten years. Our national in-
come has increased; our industrial
production has gone up tremendously
and money circulation has also in-
creased tremendously. So, the bank-
ing operations have also increased
considerably. Between the deposits
In the banks in 1951 and 1959, I
think the difference is about, or is
more than. 100 per cent. So it is
time that Government made a proper
‘review of the entire banking indus-
try i the country and come for-
ward with a comprehensive Bill.

1030(Ai) LSD—T.

Second (Amend- 7286

ment) Bill

Tals is a very imporiant subject
and a thorough study of the entire
economy of the country should be
riade and a proper set-up of the
banking industry should be examined
from the point of view of the pre-
sent industrial and economic condi-
tions of the country. I hope the
Finance Minister will consider this
suggestion and make a sort of en-
quiry into the banking industry of
the country, and if necessary, bring
forward a Bill on the basis of the
report on the enquiry.

Bank failures are not quite peculiar
to India. In other countries also
banks have failed. Even in the USA
a number of banks have failed. But
I think in other countries bank fai-
lures are due more to igno-
rance and inefficiency than to
mala fides and dishonest tacties. I
think the position in our country is
just the reverse. Most of the bank
failures in India are due to dishonest
tactics on the part of the managing
authorities.

T come from West Bengal which is
perhaps the worst-suffering State in
India as regards bank failures. The
enquiry which was conducted by
D. N. Mitra in 1952-53 gave a com-
plete picture of bank failures in India
particularly in West Bengal. One of
the reasons for bank failures is
‘also the ‘lack of knowledge and in-
efficiency of staff. The Reserve Bank
has been given the power of inspect-
ing the banks and also of taking pro-
‘per action on the report of the ins-
pecting staff. That power of inspec-
tion should be properly used,—which,
1 am afraid, has not been done. I
think the Reserve Bank must also
have been aware from these reports
that most of these banks in India are
not properly manned, or rather, they
are not manned by properly trained
staff. As far as I know, there is only
one training college to train the per-
sonnel of banking industry. There
also, there is no compulsion on anv
bank to send its employees to that
college. It is just an optional. thing,
and most banks, I think, do not take
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the trouble of sending their men and
paying the salary of those employees
during the period of their training. I
think the Reserve Bank and the Gov-
ernment should see that institutes for
training the personnel of the banking
industry are set up in all States and
each bank should be made to contri-
bute a certain portion of its profit, or,
there should be some other basis on
which it should be made to help the
institute. And there should be a
compulsory provision that each bank
should send its personnel for training
in the training institute for banks.
I think that would mean also an im-
provement in respect of mala fide or
dishonest tactics. If the employees
of the bank clearly know the provi-
sions of the Banking Companies Act
and the techniques and implications
of the banking industry, they would
be more careful not to allow the top-
ranking authorities to indulge in
some dishonest tactics. No managing
director or member of the board can
indulge in these things without the

connivance of the staff, at least at
some higher level. So, training of
banking personnel is an important

matter, to which the Reserve Bank
and the Government should give their
attention.

This Bill can be divided into two
parts. One is regarding the priority
claimants and also regarding the liqui-
dation procecedings. I am happy that
a time-limit is being put in the liqui-
dation proceedings with retrospective
effect, not in all cases, but in some
cases.

Shri Morarji Desai: Where the first
dividend is not paid, it will apply.

Shri A. C. Guha: It is there in some
cases. 1 think most of the banks in
West Bengal, now in liquidation, have
not paid the first dividend. That has
also to be seen that for 8 or 10 years,
liquidation proceasdings have been go-
ing on. If they are not in a position
t{o pay, the proceedings should be:
ended.

Bill

The second portion which is more
important portion of the Bill deals
with amalgamation or merger and
reconstruction of banks and also
moratorium. I was one of the advo-
cates of amalgamation and merger of
banks and I advocated it with all the
vehemence at my command while I
was a private Member in 1950—52.
Even now I welcome this proposal,
but at the same time, I should like
to say a word of caution. I hope this
will not mean that all small banks will
be merged into big ones and there will
only remain big banks. There is stilt
necessity for small banks. The House
should not carry the idea that small
banks always mean bad banks or
financially unsound banks and big
banks always mean sound banks.
That should not be the position. Im
a country like India, there is neces-
sity for small banks. It is not only
necessary in Kerala where there are
about 150 banks—all of them may not
be small, but most of them are—but
in other parts of the country also,
there is necessity for small banks to
serve the small man to whom the big
banks’ attitude is not very helpful.

Shri Naushir Bharucha (East Khan-
desh): There is no scheme for gene-
ral amalgamation.

Shri A. C. Guha: That is true, but
if the tendency is in the direction
that small banks are to be amalga-
mated with big banks, I think that
would not be a proper thing. Merger
or amalgamation should only be re-
sorted to as a life-saving measure
when some bank is running or about
to run into trouble. Only then the
Reserve Bank or the Government
should step in and try to have merger.

In this connection, I also like to
suggest that the Government and the
Reserve Bank may consider the idea
of not only merger, but also of having
subsidiary banks. The State Bank
has got about 7 or 8 subsidiary banks.
If some of the private commercial
banks are allowed or are made to
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have some subsidiary banks attached
to them, that would be a better idea
than to have big banks by amalga-
mating small ones. I fear, under the
present Act, that is not permissible.

Shri Nathwani (Sorath): It is ex-
pressly provided in sub-clause (4)
that amalgamation is to be resorted
to in public interest.

Shri A. C. Guha: ‘Public interest’ is
too wide a term and it may cover
anything.

Shri Heda (Nizamabad): He is sup-
porting it with a word of caution.

Shri A. C. Guha: So, there is neces-
sity for small banks in India and that
necessity should be kept in mind, so
that the small banks which serve the
small men should not be abolilshed or
eliminated.

I think the Reserve Bank should
also take some powers about auditors.
Under section 30 of the present Act,

“Any person duly qualified
under any law for the time being
in force to be an auditor can be
an auditor of a bank.”

Auditing of banks is much more im-
portant than auditing of any ether
companies. Just as the Reserve Bank
hag to give its consent in the case of
managing director or general manager,
in the case of auditors also, the Re-
serve Bank should be consulted. If
the present Act does not provide any-
thing in this regard, the over-all autho-
rity of the Reserve Bank under sec-
tion 35A may be utilised for this pur-
pose.

The Joint Committee on company
law has also recommended that there
should be gspecial audit for joint-
stock companies. I think for the
banks also, there should be a provi-
sion that there should be a special
audit and the Reserve Bank should
have the authority to have this special
audit.

Second (Amend- 7290
ment) Bill

Lastly, as regards the Punjab
National Bank, if the Finance Minis-
ter has any idea that some of the
employees of other banks had been
trying to do mischief with the Punjab
National Bank, that matter should be
pursued and if anything is found
against them, they should be debarred
from being employed in any banking
units in this country. Steps should
be taken to see that any such person
should not be in the banking industry
of the country at all. The banking
industry also should develop a code of
conduct in such matters. This is a
very serious matter that the emplo~
yees of one bank trying to do mis-
chief to the interests of another bank
and also to the interests of the coun-
try.

Shri Heda: I welcome this Bill and
most of the provisions, I am sure,
would be appreciated all over the
country. Its primary aim is to give
relief to small depositors in the banks
which ore in trouble and which are
under liquidation.

Shri Punnoose (Ambalapuzha): The
time for this Bill should be extended.

Mr. Chairman: Let us proceed and
see.

Shri Heda: Much has been said
about guaranteeing the deposits in
the scheduled banks. I regret to note
a tendency among my friends in the
opposition to make a big noise over
this issue creating an impression—as
if the Reserve Bank Act has made
that impression on the depositors—that
every depositor is being guaranteed by
the Government. I know it for cer-
tain that that was not the impression
of any depositors. The depositors
knew very well that banks are indi-
vidual independent bodies. The Re-
serve Bank has only a sort of super-
vision or control. It watches, but it
never guarantees. Since they had
been doing this propaganda, I think
the Finance Minister was forced to
make a cotegorical statement that
Government never guaranteed the de-
posits. When he comes with  that
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statement, again he is blamed. It is
said, it was unnecessary for him to
say so; it was clear in the Act itself
that there was no statutory guarantee
and there was no need to say that.
I think this is not fair tactics.

Had this impression been among
the depositors that every deposit is
being guaranteed by the Government,
there would not have been this pheno-
menon, which we find today, that
most of the deposits are concentrated
in five or six banks.

Shri Morarji Desai: May I say that
there will be no run on any bank if
there is that feeling?

Shri Heda: Quite right. The de-
positors have greater personal con-
tacts with small banks and so the
small banks could have attracted more
deposits than they are doing now.
But that is not the case. At the same
time, the very fact that this amend-
ing Bill has not sought to take more
power than what was in the original
Bill, so far as control over the banks
is concerned, also indicate that the
powers with the Reserve Bank, so far
as supervision or watching or having
an eye on the banks, whether sche-
duled or non-scheduled, are concerned
are quite adequate. Though those
powers are really adequate, what hap-
pens is this. The Reserve Bank hesi-
tates 1o take action when it feels that
action is due. I have no exact idea as
to what happened in the case of the
Palai Central Bank; but the debate
gave me the impression that in spite
of the fact that the Reserve Bank had
come to certain conclusions, it was
hesitating to take action in time. Pro-
bably, they wanted that those in con-
trol of the bank to agree with their
assessment, with their viewpoint that
such and such number of deposits or
such and such percentage of deposits
are not good and they are to be writ-
ten off. At the same time, we must
take note of the fact that this was
done by them with a view to attract-

7292

ing more depositors by paying a high
rate of interest on the ordinary de-
posits than any other bank did.

Then I come to one small point.
The Finance Minister, in his opening
remarks, stated that he is not able
to give retrospecting effect, so far as
the Palaj and Laxmi Banks are con-
cerned, because of administrative diffi-
culties. I think the administrative
difficulties, particularly with regard to
these banks, are not so great. The
debate that took place a few days be-
fore gave us the impression that there
is enough liquid cash with them.
Therefore, paying this Rs. 250 to each
depositor would not be administrative-
ly very difficult. Since the assets of
these two banks are adequate, I think
the administrative difficulties should
not be brought in here. Even other-
wise, in spite of this clause regarding
not giving retrospective effect, I hope
Government’s intention is to act as
early as possible and to pay to the
small depositors a small amount of
Rs. 250 as soon as they can. I think
that intention of the Government is
a very laudable one, and I welcome it.

14.23 brs.

[SHrRI MuLcHAND DUBE in the Chair]

This occasion has been used to dis-
cuss the soundness of our banking
system. No doubt, when we compare
our banking system with that of other
countries, particularly of USA and
UK, we find that they are more sound
than the banking system of ours. But
there is one particular reason for this,
and that is this, that our banking sys-
tem is following a policy which is
more conservative than that of other
countries. If you look at their inves-
ments—I am not talking of their at-
traction of deposits—you will find that
they have restricted themselves to
the urban and industrialised sector.
They have not gone to the rural area
or the agricultural sector. There are
very few branches of banks in the
rura] sector, and even those branches
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are there primarily to attract deposits
and not to make any investment. From
that point of view, the banking sys-
tem in other countries is far more
advanced and their rural sector is
getting more benefits. I hope Govern-
ment will pay attention to this.

Again I support the Bill and wel-
come the provisions contained in it.

Pr, Krishnaswami (Chingleput): Mr.
Chairman, the Finance Minister has
been as good as his word. Speaking
in the Palai Bank debate he promised
this House that he would introduce
a Bill on the lines suggested even be-
fore we dispersed. I am glad that he
has done so. And while I am not
oblivious of the merits of this measure,
1 should like to point out that there
are certain misgivings which I have
noticed, and I hope he will not con-
sider that any remarks that I am
making do not give sufficient credit
to his readiness to understand our
problems, or that those remarks are
meant to cast aspersions on that great
body, the Reserve Bank of India. I
should like this House to concentrate
its attention on two or three aspects
of this question,

14.253 hrs.
[DR. SusHILA NAYAR in the Chair]

What is the purpose underlying this
measure? If the object is to save the
depositors, then the Bill is not only
not adequate but is also likely, in
some respects, to be detrimental to
their interests. Then this Bill is also
meant to simplify and hasten liquida-
tion. But facilitating quick liquida-
tion is not always a good thing for
the depositors. Indeed, it often works
to the disadvantage of this class of
peoplz, for advances made if recalled
quick'y, may lead to the assets of the
depositors being sold at considerable
loss, and there would be less in the
common pool for the purpose of dis-
tribution.

Shri Morarji Desai: Assets of those
who have advanced loans?

Second (Amend- 7294
ment) Bill

Dr. Krishnaswami: Assets of the
debtors. I am glad that the Bill has
taken action on this aspect of the
matter, and if I am again emphasis-
ing it, it is because there is a tendency
in certain circles to think that we
should complete the funeral ceremo-
nies as quickly as possible of a bank
and then proceed to some other busi-
ness, more important and more edify-
ing. But what should be the approach
to this question? Our approach should
be to protect the rights of the savers
or depositors through some measure
which makes banking failures abso-
lutely unnecessary. We are, however,
concentrating on making liquidation
less painful, a useful thing no doubt,
but not a substitute for the more con-
structive measures which we ought to
implement.

My hon. friend has pointed out that
the opportunity provided by recent
failures has given him time to con-
sider amendments to give grant of
moratorium to banks experiencing
difficulties and to facilitate recons-
truction and amalgama‘ion. Of course,
these proposals are better than the
provisiony in the old Act, whereby
difficulties experienced by banks led
to their immediate liquidation. Merger
or amalgamation of course, is better
than closing down banks.

But let us, however, consider what
the import of this scheme is. This Bill
cannot be accepted as a solution to
this problem at all. As a temporary
stop-gap arrangement this is some-
what satisfactory. We have raised the
amount that we pay to the depositors
from Rs. 100 to Rs. 250. Now, as I
said, while this arrangement is some-
what satisfactory from a temporary
point of view, our attention should be
eoncentrated on coming out with ade-
quate proposals for evolving a well-
organised banking structure where
there are no weak units, where bank-
ing failvre; are rendcred unnecessary
and where the depositors are protected
to a substantial extent. In this Bill,
it will be realised, even under the
scheme of merger and amalgamation
they are not protected to that extent
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to which we would wish them to be
protected. One has only to look at
the provisions in this Bill, and I refer
‘now to section 45(6) which says “re-
duction of the interest or rights which
the members or creditors have in or
against”. That means that, to a cer-
tain extent, there can be a scaling
down of the depositors® Interest.

My hon. friend from West Bengal
pointed out that it was necessary to
bear in mind the need for encourag-
ing regional banks,—small banks
which play a great part in the life
of the community. I need not go into
the various arrangements for en-
couraging the growth of small banks.
Here, let me point out that it is
absolutely necessary on the part of
the Reserve Bank to encourage them
actively, to make them solvent, to
make small banks grow into some-
thing bigger. We should not adopt
a censorious and critical attitude. In
so saying, I am not criticising the Re-
serve Bank. But, I am only pointing
out that there are difficulties in the
way of making a small bank grow as
fast as we wish. Banking, after all, is
a very technical art. It is no use, as
some of my friends suggest on laying
down a rule of thumb for the Reserve
Bank to follow. There is a high
degree of vulnerability with a bank
that is small in relation to the total
banking business of the area in which
it operates. The Reserve Bank would
probably be right if it insisted on a
higher degree of liquidity in the case
of a small bank than in the case of
a large bank. Certainly, the Reserve
Bank, although it has been criticised
in recent times for its errors of judg-
ment, has won encomiums of praise
from almost everybody who has hap-
pended to examine its working. My
hon. friend the Finance Minister need
have no fears that we in this House
.are oblivious of the great merits of
the Rserve Bank. Every one of his
predecessors has gallantly come to the
rescue of the Reserve Bank whenever
we have attempted to"be even slight-
ly critical of its activities. My hon

Bill

friend’s predecessor on one occasion
pointed out in this House that the
Governor of the Reserve Bank was
but a creature of the Finance Minis-
try and. that we should only con-
centrate over wrath on the creator,
the Finance Minister. His predeces~
sor, Dr. C. D. Deshmukh would have
fainted if we had even remotely sug-
gested that the Reserve Bank  was
not performing its functions proper-
ly and it would have required all the

“arts of healthy nursing of which the

Prime Minister is capable to restore
him to consciousness. So, you can
take it that all of us realise that the
Reserve Bank has very powerful peo-
ple to support it. What I am sug-
gesting is that while I have great res-
pect for the Reserve Bank, I should
like my hon. friend the Finance Minis-
ter to realise that the administrative
activities of the Reserve Bank cannot
be considered to be in the same cate-
gory as the rites performed to the
Goddess Isis.

What is it that we want to be done?
This measure is only a temporary
stop-gap arrangement. As I pointed
out a few minutes ago, unless we are
willing to face the problem of com-
pulsory deposit insurance, it is not
going possibly to give substantial pro-
tection to the bulk of depositors in our
country. My hon, Iriend Shri A. C.

,Guha pointed out that many banks

are not properly managed. Of course,

the Reserve Bank tries to introduce

order. But, more important than man-
agement, what is necessary is to en-
sure the interests of the depositors are
safe. And this, for two reasons. Both
the Government of India and  the
monetary institutions in our country
are interested in mobilising savings
and these savings should be deposited
in institutions. A Bank has a vital
part to play in our economy. We col-
lect the savings from a large number
of small people and then invest these
savings in certain branches of activity.
Some people point out that a bank



7297 Banking Companies BHADRA 15, 1882 (SAKA)

should be more liquid and that it
should only concentrate on very short-
term assets. While there is some force
in that argument, I should like to point
out that recent advances in banking
have led many people {0 question the
assumption that a bank should con-
centrate only on short-term advances.
As a matter of fact, no bank does.
But, the essential principle behind
bank advances is that since a bank is
an institution which has to surrender
the deposits on demand, it should not
try to concentrate mainly on invest-
ments or advances which are long
term in character. One does not know
what the creditworthiness of a bor-
rower will be five years or ten years
hence and that function had better be
left to other institutions like Invest-
ment trusts. But, let us not lay down
hard and fast rule. The Reserve Bank
is quite capable of evolving the cri-
teria. We should like, on a subse-
gueri occasion. jf the Finance Minister
permits, to have a full dress debate
on the report presented by the Re-
serve Bank and give our reflections on
the banking policy which, I think.
would be worth while for the Reserve
Bank to take into account.

In the fifties of our century, we were
discussing whether there should be
compulsory deposit insurance. I have
not been able to understand why
there is a great reluctance displayed
by many banks to embark on this
scheme. Something should be done,
and something should be done soon
so that we may have a decision on
this matter.

In addition, there is another sug-
gestion which I wish to throw for-
ward and I hope the Finance Minis-
ter will consider it sympathetically
and it is this. We should have a con-
sortium of banks to create a new
institution for the purpose of taking
over those banks which are not
solvent. Speaking in the debate on
the Palai Bank question, I pointed out
that we may merge the Palai Bank
with the State Bank. Of course, that
syggestion was rejected. But, some
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of my hon. friends suggested that it
would be very difficult for us to think
of one bank alone taking over a bank
which was not very solvent. Suppos-
ing we had a consortium of banks
which created an institution of this
type, the whole of the losses of that
bank would be borne by all the other
banks, and the deposits would be fully
assured. From the point of view of
the community, it is a major interest
to protect the interests of the deposi-
tors as fully as possible. In this con-
nection, I wish to point out that even
the big and solid banks should con-
sider it to be in their interest to form
such a consortium. The Reserve
Bank will, I hope, play a leading part
in bringing together those banks and
making them realise that that they
have to think a fresh in this matter.
Let the big banks realise that the
weak can weaken the strong and the
collapse of the weak banks itself
weakens the other and the better
institutions even when the Central
bank gives support to the strong.
These words are those of Lord Keynes,
a practical banker and a great states-
man in monetary affairs. I hope these
words will percolate into the minds
of the big bankers and others and that
they will realise that social interest as
well ag their very security required
that they should move in this matter
and not propound the old theory of
survival of the fittest which, I think,
in this generation at any rate, has
no vague whatsoever.

I said that when the Palai Bank
and the other Laxmi Bank collapsed,
there was such a striking loss of
confidence as to affect other banks.
How did it come about that there was
a run on the Punjab National Bank?
I am not saying that some mis-
chievous body did start rumours. But,
the environment was prepared for it
precisely because there were two bank
failures in recent times. Because, we
did not realise that two or three bank
failures of the type, of even small
weak banks, can shake the confidence
of the community ia the banking
system.
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I would like all these matters to be
gone into by my hon. friend. I do
not want to tell him that he should
give me an answer immediately. No
one has any right whatsoever o com-
pel a Minister to answer. But, one
has a right to suggest that the Minis-
ter should give due consideration.
‘When we say that the Minister should
give due consideration, “what we mean
is that these suggestions that we make
should be examined by the Reserve
Bank and other authorities and they
should give their advice on these
matters as soon as possible. Parlia-
ment, apart from legislating on these
matters, is intimately interested in
the future of deposit banking in our
country. If the big banks do not act
in time, if a consortium of banks does
not create an institution for taking
over some of these weaker banks,
which are weaker because they are
not solvent, then, I say that they
will face greater perils in the years
to come. I am not one of those who
believe that nationalisation of banks
is a panacea. I do not agree with those
who suggest that this is a panacea. I
am not also one of the other extre-
mists who suggest that without
having any nationalisation whatsoevecr,
we should pursue a philosophy of
laissez-faire. Obviously, that cannot
be done. But, I would like the Re-
serve Bank and the big bankers who
have had so much experience of
practical banking to devote some time
to these elementary aspects of the mat-
ter. If they can possibly form a con-

think they might as well consider
taking into account the interests of
the Palai Bank and the Laxmi Bank
depositors whose interests Parliament,
on a previous occaslon, advocated but
which did not find much favour wit!
the authorities for supposedly practi-
cal reasons. I support this Bill as a
temporary measure, but I hope the
Finance Minister will ponder over
these suggestions, and in the coming
session bring forward a fuller and a
more comprehensive Bill. We want
t¢ strengthen the ‘Reserve Bank, ard

.

we want to sirengthen it not by giving
the role of a finishing governess cen-
sorious and petulant, but by giving it
sufficient powers and wherewithal to
assist the weaker units so that de-
positors’ interests may be fully assur-
ed.

Shri Nathwani (Sorath): I rise to
support the Bill. Ttis said that the
law relating to banking companies in:
this country is an indigenous growth,
and as such it is made up of shreds
and patches. In saying so, however,
no reflection is cast on our legislation.
It means that there has been no-
precedent, no counterpart in any other
country which we are trying to follow
in our legislation. This Bill conforms
to this pattern of growth of banking
law in this country. Therefore, from
time to time legislation has becn
undertaken to meet the situation or
situations as and when they have
arisen. This Bill has been necessitated
by the misfortune or disaster that
overtook the Palai Bank.

The first speaker, Shri Narayanan-
kutty Menon, tried to belittle the
value of this measure by saying that
it gave no new power, that there were
already in existence sufficient powers
either with the Central Government
or with the Reserve Bank whereby the
mischief that has been sought to be
remedied, by this Bill could have been
remedied, or the relief that is sought
to be given by this Bill could have
been given. I will presently show that
it is not so, but before I deal with the
main provisions of the Bill, I would
like to invite attentiom to one general
aspect.

In 1950 and 1953 two amendng
measures were adopted with a view
to speedily realise the assets of bank-
ing companies. Very vast and far-
reaching powers were sought to be
given. Al]l the difficulties that were
contemplated in the way of speedy
realisation of the assets were sought to
be met thereunder, and still we are
told that though sonte bankg have beerx
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under liquidation for the last eight
or ten years, nothing has been paid
even by way of preliminary or interim
dividend. Therefore, we wou!d like
to know whether the powers that have
been given for speedy realisation of
the assets are found to be adequate
or not, and if these powers are ade-
quate, why noth.ng has been done by
way of distributing some dividends in
certain cases, whether the machinery
is moving slowly, or whether some
further hurdles require to be met.

The main provisions in this B1l are
two-fold. Firstly, it seeks to provide
for quick preferential payment to
depositors. This is a great relief, since
under the Bill it is enjoined that
within three months of the making of
the winding up order, small depositors
will be paid Rs, 250, I consider this
period as the shortest possible period.
In fact, I have my own apprehensions
whether sufficient time has been given
to the official liquidator to go through
all the formalities. Under Clause 3,
for instance, within 15 days from the

passing of the order of winding up, the

official liquidator has to serve notice
upon the preferential claimants. With-
in 15 days he is expected to
ascevtain the list of preferential credi-
tors. If one turns to section 530 of
Companies Act one will see the numer-
ous categories of persons who occupy
that position of preferentials creditors.
Therefore, 1 personally think that the
three months per'od within which
proferent’al payment has to be made
to smail depositors ig the shortest pos-
sible period, and one cannot improve
upon this time limit.

The second main provision is about
the declaration of a moratorium. Of
course, in the existing 'aw there is pro-
vision, but a banking company has to
approach the High Court, and it en-
ta‘'l3 some delay, though 'n substance
the final voice rests with the Reserve
Bank because it would be the recom-
mendation or the report of the Reserve
Bank which would be taken into con-
sideration by the High Court before
granting a moratorium.
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The other part is about reconstitut-
ing the banking companies or amal-
gamating one banking company with
another. Regarding amalgamation of"
banking companies, there is a provi-
sion in the existing law under section
396, but the wide power that 'has been
given in this Clause, the new section
45, is not to be found there. Had these
provisions been in existence before the
failure of the Palai or the Laxm!: Bank,
perhaps the disaster could have been
averted. Therefore, no one should try
to minimise the importance of this
Bill, because, armed or equipped with
this power, the Reserve Bank and the-
Central Government would be able to
prevent such collapses hereafter.

Then I want to say a few words
about the amendments which stand in
the joint names of my hon. friend Shri
Morarka and myself. The first amend-
ment, I think, is an obvious necessity.
There is a lacuna, because under sec-
tion 43 the official liquidator has to
give notice to the secured creditors to
lodge their claims or to value their
security, and stating if they do not file
their statement of claim within a
month the claim would be treated as
an ordinary claim or if the secured
creditors do not value their security,
he would value them and such valua-
tion would be dividing upon them but
there is no further positive provision
in the Bil! saying this effect would
follow, What is the use of merely
stating in the notice that if they do not
file their claim within a month it
would be treated as an ordinary claim,
when no such provision is la‘d down in
the Bill itself. So, I hope the hon.
Minister would accept it.

Then, amendment No. 15 seeks to-
delete the difference that is sought to -
be made in the class of deposi‘ors who
have got current account. Of course,
in the preceding clause, depositors who-
have got savings accounts are treated
as preferential creditors. But then in
the subsequent clause, it is stated that
the maximum that can be allowed to
a current-account-holder would be
Rs.'250. But if the amount is less than
Rs. 500, then only 50 per cent of the-
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balance standing to his credit would be
given. Really, I cannot follow the
line of division that is sought to be
laid down here. A man who has got
a bank balance of Rs 500 or over
would certainly get Rs. 250, but one
who has got less than Rs. 500 would
not get Rs. 250 but only 50 per cent
of the amount standing to his credit.
For instance, if a person has got
Rs. 100 as balance standing to his
credit, he would get only Rs. 50. We
say that our object or our aim is to
give relief to the small depositors.
‘Therefore, why should those persons
who have got less than Rs. 500 not be
allowed the fuil amount up to Rs. 2507
‘What is the reasoning behind the pro-
vision here? I am unable to follow.
‘Our amendment seeks to do away with
that d'flerence between depositors who
‘have got current accounts, i.e.,, those
who have got over Rs. 500 in the cur-
rent account and those who have got
Tess than Rs. 500 in the current account.
In all cases, irrespective of the balances
standing to their credit, at least they
should be paid to the extent of Rs. 250.

There is just one more amendment
whereby we scek to provide for notice
to be given to memkters and creditors
of a scheme of reconstruction of a
banking company or amalgamation,
when the scheme is prepared it is to
be forwarded to the banking company
by the Reserve Bank, and the Reserve
Bank will take into consideration the
suggestions or objections made by the
bank‘ng company and also by the
members or creditors of such banking
company. There is however, an obvi-
-ous lacuna here. How are the members
and creditors of the banking company
to know about the scheme that is
being considered by the banking com-
pany or that is going to be considered
by the banking company. Unless they
know precisely the scheme that is
being considered, they would not be
in a position to make their suggestions
or observations. 1 quite understand
that it is not the intention of Govern-
ment or of the Reserve Bank that
mhembers or creditors should not know

Bill

of such a scheme. But there is no
provision made here. They may pro-
vide by convention or by practice or
by enjoining upon the bank to acquaint
its members and shareholders about
the scheme, But I believe that some
provision should be made in the Bill
itself. Our amendment seeks to lay
down that banking companies should
call a meeting to ascertain the wishes
of the members or the creditors. I
quite understand that it may not be
acceptable because it takes time; a
banking company has to follow its
articles and it takes time, 21 days etc.
before calling a formal meeting. But
the whole procedure can be simplified
by saying that such notice whether by
way of advertisement or otherwise
may be given by the banking company
in a manner to be prescribed by the
Reserve Bank.

That is all that I wish to say.

Mr. Chairman: 3 hours have been
allotted for this Bill. The discussion
on this started at about 1.20 r.m. So,
normally speaking, it should conclude
at 420 pm. There are six more
speakers on the general discussion, in
the list before me. I would like to
know the wishes of the House, as to
how they would like to divide the
time between the general discussion
and the clause-by-clause discussion.

Shri Naushir Bharucha: You may
extend the time.

Shri Prabhat Kar: The time may
be extended by 1 hour.

An Hon. Member: It may be ex-
tended by 2 hours,

Shri Naushir Bharucha: Till 5 p.m.
we can have this.

Shri Ram Krishna Gupta (Mahen-
dragarh): The time may be extended
by 2 hours, because this is a very
important Bill.

Shri Morarjl Desai: May I say that
this Bill ought to be finished teday.
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Ag long as it is finished today, I have
no objection.

Mr. Chairman: I suggest that we
extend the time till 5 p.M. and let the
Bill be passed by 5 p.m. That means,
the time will be extended by 40
minutes. How much time would the
House like to give for the clause-by-
clause consideration, and how much
for the general discussion? There are
about 20 amendments that have been
tabled by Members.

Shri Maniyangadan ( Kottayam):
Half an hour.

An Hon. Member: 45 minutes.

Mr. Chairman: I hear 45 minutes
on the one side, and half an hour on
the other side.

Shri Morarji Desai: Let it be 45
minutes,

Shri Ramanathan Chettiar (Pudu-
kottai): Let me at the outset congra-
tulate the Finance Minister for
bringing forward this amending Bill.
It has come not a day too soon. Let
us pause for a minute and find out
why the Finance Minister has come
forward with this amending Bill to-
day. But for the Palai Bank tragedy,
T do not think he would have
brought forward this Bill before the
House today.

The Reserve Bank plays a very
important part, being the national
guardian of banking in this country.
But, of late, the Reserve Bank has
come in for a lot of criticism not
only from this House but from the
entire public. People minimise the
importance of the role of the Reserve
Bank. The Reserve Bank being the
central banking authority in this
country has not only to protect the
interests of the depositors but also
take steps from time to time to con-
trol the credit structure and also
evolve the monetary policy of our
country.

The amendments sought to be made
‘are of a twofold character. One is
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to enable the banking companies in
the future after liquidation, to give
Rs. 250 instead of Rs. 100 to the sav-
ings bank depositors. The other one
is to enable Government to get over
the procedural delay in regard to
having a moratorium, and also to
clothe them with more powers in re-
gard to amalgamation of two or more
banks.

14.58 hrs.

[Surt HEDA in the Chair]

These are welcome features, no doubt.
Still, I feel that the Reserve Bank is
not clothed with enough powers to
safeguard the interests of depositors
and establish healthy banking tradi-
tions. .

As the Governor of the Reserve
Bank, said soon after the Palai Bank
tragedy, in one of his speeches to the
bankers’ institution in Bombay, there
is a lot of difference between opera-
tional efficiency and control. What I
think he meant was that the Reserve
Bank should be clothed with more
powers in such a way that they will
have more operational efficiency in
controlling and also superintending
the working of banks in this country.

Here, I would like the Finance Mi-
nister and also the Reserve Bank to
come out with a statement as to how
many banks are licensed, especially
in regard to the scheduled banks,
because there seems to be an impres-
sion in this country that not more
than half of our scheduled banks are
licensed. If I remember right, the
figure is round about 38. If this is
the position, there are 93 Scheduled
Banks operating in this country and
only 38 have been licensed—the
licensing procedure starteq some-
where in 1956 after the amendment
that was passed in this Parliament—
even after four years of the amend-
ment, I am afraid the progress has
been rather slow. I think the pro-
cesses have got to be expedited and
the pace of licensing quickened, so
that at least the 93 Scheduled Banks
would be licensed within a year or
at the most two years. People have
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a wrong impression that when a bank
is not licensed, it is not sound. It
takes some time for the Reserve
Bank to inspect a bank and go
through the records and satisfy it-
self and then issue a licence. The
other day I was told that the Punjab
National Bank was not licensed, but
on enquiry I find that it has been
given a licence. This sort of rumour
should not spread, and that is why
I am making this humble suggestion
to the Finance Minister so that the
Reserve Bank will expedite the pro-
cess of licensing.

15 hrs.

There are one or two other aspects
I would like to touch upon. The Re-
serve Bank should view any matter
not mcrely in the letter of the law
but more in the spirit of it. The
Reserve Bank should nurse a bank-
ing institution. Even when a bank-
ing institution is going through a
troublesome period, the duty of the
Reserve Bank is to help that institu-
tion and not take the ultimate course
of going to the court and asking for
its liquidation. After all, its duty
is not only to nurse an institution but
also to help it by way of loans, and
if the management is bad, remove
the managemcnt and have a new
management, and by other methods
try to improve the position of a
bank and allow it to grow and pro-
tect its depositors. It is not only the
question of depositors; there is also
a large number of employees. If I
remember aright, the banking in-
dustry employs about 60,000 people.
That means 60,000 families. Their
case has also to be taken into con-
sideration. Tt is not only the depo-
sitors that have to be looked after.

1 have only one or two other sug-
gestions to make. We have now the
system of appointing an observer for
a bank when the Reserve Bank feels
that the management is not either up
to the mark or something otherwise
is wrong with it. I think the system
of appointing an observer has not

been very satisfactory because the
observer is one among 9 or 10 elect-
ed directors and his is a minority
voice. Excepting that he sends a re-
port from time to time to the Re-
serve ank about the proceedings of
the meetings of the board or of the
committee of that Bank he has no
other role of an operational charac-
ter. I hope the Finance Minister will,
in consultation with the Reserve Bank
authorities, consider the question of
nominating on behalf of Government
or the Reserve Bank one or, in some
cases, two directors with full powers
to be on the boards of such banks
which are not functioning properly
according to the Reserve Bank. This
might enable the Reserve Bank to
avert a crisis in time. This is one of
my suggestions, and I hope the Finance
Minister will either in the next Ses-
sion or in the Budget Session, when
he brings forward a Bill, incorporate
this suggestion therein, so that the
Reserve Bank will be clothed with
more powers in having control of
such banking institutions which come
in for a lot of trouble.

There are one or two other methods
by which the Reserve Bank can avert
a crisis in a bank. In the first in-
stance, it can ask the Bank to stop
taking further deposits. Then again,
it can take action by way of de-
scheduling a bank. This was not done
in the case of the Palai Central Bank.
Mr. Chairman, you must not think
that I am saying a lot about the Palai
Bank. But the fact is that but for
the Palai Bank crisis, there would
have been no necessity for this amend-
ment. I think it is due to the Palai
Bank that the Laxmi Bank also has
come in.

In conclusion. I would like to say
that we are all disappointed to note
that the Finance Minister during the
course of his speech this afternoon
said that on account of some procedu-
ral and other technical difficulties, he
is not able to give retrospective effect
to these two measures. I wish he
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:sympathetically considers the ques-
tion of 88,000 depositors of the Palai
Bank and also the depositors of the
Laxmi Bank.

Shri Moraji Desai: They are cover-
ed. There are 77 other banks.

Shri Ramanathan Chettiar.. I am
sorry. I am thankful to the Finance
Minister for correcting me.

One other redeeming feature that
he has mentioned is that the process
of liquidation will be expedited. That
is a welcome feature of the Bill. I have
.great pleasure in supporting this Bill.

15.07 hrs.

[MR. DEPUTY-SPEAKER in the Chair]

Shri Naushir Bharucha: Mr. Deputy-
Speaker, before I speak on the Bank-
ing Companies (Second Amendment)
Bill, may I take this opportunity offer-
-ed to me to tell you how very glad
we are that you are back in our
midst? We hope and trust that you
will be able to carry on your activi-
‘ties with the same strength, zeal and
vigour as in the past.

The Banking Companies (Second
Amendment) Bill has seen the light
of day under circumstances which
were rather tragic. But the Bill pro-
ceeds substantially on the right lines.
To my mind, the more important as-
pect of the Bill refers to the powers
given to the Reserve Bank ordering
amalgamation or integration of banks,
though the powers in connection with
priority of creditors are equally im-
portant. I am satisfied that the time
has come for increasing the limit for
giving preferential treatment to small
depositors; the amount raised, from
Rs. 100 to Rs. 250 is really not much,
if we have regard to the fact that the
commodity value of the rupee in re-
cent times has gone down. In fact, I
was wondering whether it would not
have been wiser to have increased the
limit still higher, because I am of the
opinion that when a poor man loses
Rs. 250 or Rs. 400 or Rs, 500, he loses
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everything he has in the world. Look-
ing at things from that point of view,
I am of the view that this limit should
have been raised to at least Rs. 500.
It is conceivable that there may occur
some anomalies here or there; for
example, a rich man having a neglect-
ed account—a defunct account— of a
small sum may get preferential treat-
ment. But these cases cannot be
avoided; and I think, on the whole,
the Bill proceeds on right lines,

Then, I come to the question of no-
tice to preferential claimants. If you
turn to page 2 of the Bill and see sub-
section (3) of section 41A, you will
find that a secured creditor is requir-
ed within one month from the date of
service of the notice to state what is
the value of his security. I am of the
opinion that one month is too short a
time because often the security may
be of a complicated character and the
valuation has to be made by compe-
tent 'valuers who may not be avail-
able. The property may be located
not necessarily where the valuer is
and, therefore, the time of one month
is too little. Some provision should
have been made to extend the time,
if necessary. I am of the opinion that
it is rather harsh on secured depositors
to say that unless they give the valua-
tion within one month the official
liquidators shall himself value the
security and that such valuation shall
be binding on the creditor. This point
is, of course, of a minor character;
but, still, it may be vitally affecting
the secured creditors and that re-
quires to be looked into.

Coming to the provisions regarding
the power of the Reserve Bank to
apply to the Central Government for
suspension of business of a banking
company and to prepare a scheme of
reconstitution or amalgamation, to my
mind, these are very necessary powers
and should be given. But, there is
certain lacuna, to my mind, which I
hope the Finance Minister will look
into.
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Sub-section (2) of section 45 says:

“The Central Government, after
considering the application made
by the Reserve Bank under sub-
section (1), may make an order
of moratorium staying the com-
mencement or continuance of all
actions and proceedings against the
company........ ”

It does not provide any notice to be
given to the affected bank that it
should show cause against the applica-
tion of the Reserve Bank. As the sec-
tion has been worded, it comes to
this. When the Reserve Bank feels
that the time has come when some
moratorium should be prescribed for
the bank, it may apply to the Cen-
tral Government. Moratorium for a
bank means definitely loss of prestige.
It is conceivable that the bank may
not desire moratorium at a particular
stage; and the Reserve Bank may
precipitate matters. Therefore, it is
necessary that a show cause notice
must be given to the affected bank to
show cause why the application of the
Reserve Bank for a moratorium should
not be granted.

Coming to the question of the
scheme, it is said:

“During the period of a mora-
torium, if the Reserve Bank is
satisfied that—

(a) in the national interest; or

(b) in the interests of the depo-
sitors; or

(c) in order to secure the proper
management of the banking
company; or

(d) in the interests of the bank-
ing system of the country as
a whole........ "

Coming to that point, I am of the
opinion that the expression ‘national
Interest’ is very wide. I could under-

Bil

stand the interests of the depositors;
I could understand, ‘in order to secure
the better management of the banking
company’ or even ‘in the interests of
the banking industry as a whole’. But
I fail to see how the scheme for the
amalgamation of 2 or 3 banks would
be in the national interest. Surely,
amalgamation of two or three compa-
nies, or even of half-a-dozen compa-
nies does not vitally affect national
interests, particularly when these are
small banks. Therefore, I think that
the place given to ‘national interest’
in sub--section (4) at page 6 is not
quite appropriate. But the power
given to the Reserve Bank to formu-
late the necessary scheme for integra-
tion or amalgamation or to change
the directorate—all these—are on
sound lines; and they will help in the
development of the banking system on
sounder basis.

Assuming that in a particular case
the Central Government has, on the
application of the Reserve Bank, taken
action, after the action has been taken
and the scheme has been framed, it is
provided that copies of every scheme
made shall be laid before both Houses
of Parliament as soon as may be after
the scheme has come into force.

I do not understand what is the
sense of placing the scheme before the
Houses after it has already come into
force. 1 submit that once the scheme
has come into force, nothing can be
done because action will have been
taken by the banking executives con-
cerned and vested interests would
have been created and it would be
almost impossible to retrace the steps
taken by the bank. I, therefore, sub-
mit that some provision should be
made for the scheme being placed be-
fore the Houses of Parliament at least
for a week. T could understand that in
such cases it is very necessary that the
matter should be dealt with expediti-
ously. But, surely, a week’s time is
not going to matter much. Some sort
of provision should be made here that
the scheme would be placed before
the Houses for a week during which
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time anybody may move an amend-
ment or revision of the scheme.

Taking everything into considera-
tion, I think the Bill is on sound lines
except for some sort of infirmities
which I have pointed out. I hope the
Finance Minister will look into them.

Dr. M. S. Aney (Nagpur): Sir, I
only wish to make a few observations.
Before that, I would express on be-
half of the House our welcome to you,
for having come back to us hale and
hearty.

I support this Bill whole-heartedly.
1 do not think that those friends who
have opened this debate after the
speech of the hon. Finance Minister
had properly grasped the nature of
the Bill and the purport of it when
they remarked that there is nothing
in this Bill, and all the powers that
are contemplated here have been con-
ferred already. My hon. friend, Shri
Nathwani, has categorically pointed
out to them, taking clause by clause,
how each power mentioned here was
one not contemplated and not cover-
ed by the original Act. Here is a Bill
which has conferred certain new
powers on the Reserve Bank, certain
new powers with a view to do justice
in a greater way to the depositors and
other persons concerned with the
banking companies which have gone
into liquidation.

The main object of the Bill, as has
been mentioned, is to facilitate the
expeditious payment of certain mini-
mum amounts in the case of deposi-
tors and ‘o suitably modify the proce-
dure relating to the liquidation of
banking companies. Every one of us
knows—most of us at least know—
that whenever any bank or any com-
pany goes into liquidation, it takes
some time. It is not a question of
days; it is not a question of months
even; it becomes a question of years
before you hear as to what they have
done and how they are going
to distribute the assets among the
shareholders and all persons concern-
ed. This long time makes all those
who are concerned extremely miser-
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able. Therefore, it is a great relief
that expeditious relief is being pro-
vided. I am sure those people—the
depositors—will derive some benefit.

Another great importance which I
would give to this Bill is this. There
has been the liquidation of two banks
within a short time—three or four
months. It has created a sense of
insecurity in the minds of all those:
depositors who have dealings with
other banks also. The cry was rais-
ed here about the security of the Pun-
jab National Bank. After the proceed-
ings of the Palai Bank it was heard
that the position of these banks, al-
though they are scheduled banks, is
not sound, and they are going into
liquidation. A natural feeling is creat-
ed in the country and the condition of"
the whole banking structure becomes
extremely precarious. It was right,
therefore, that the hon. Finance Mi--
nister had come out with a statement
assuring the people that the Punjab
National Bank was sound despite the-
things that were going on.

The present Bill has got this ten-
dency to restore confidence in  the-
minds of a large number of depositors-
that the banking system that is at’
present working in the country is
sound. From that point of view, the-
introduction of this Bill is very im-
portant. I look at this question not’
merely from the point of the depositors
and shareholders though their inter-
ests must be paramount in dealing
with a matter of this kind. In my
opinion, there is a larger view from
which this matter should be viewed.
‘We know that the country is prepar-
ing itself for carrying out important
schemes of reform and the Govern-
ment wants a good deal of money for
it. It borrows money from foreign
countries in thousands of crores. But
unless there is also moneyv from the-
people, from which the Government
can draw, it will not be possible to-
carry through these schemes success-
fully. For that there must be a ten-
dency on ‘the part of the people to
invest money and not to hoard it as
before. Formerly, they used to invest
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in land and unfortunately those who
have invested the money in land are
now repenting. If those who have in-
vested money in banks should feel
.secure, it is necessary that the Gov-
-ernment should come forward with a
.measure which can assure them that
‘the investments in bankg will be cared
‘for by the Government very vigilant-
ly. The Reserve Bank should not
merely exercise a casual supervision
and inspectorial tour here and there
‘but examine in detail the conditions
and give proper direction. Some sort
ot an assurance is needed.

I do not say that the present Bill
does all that but the provisions here
‘open a new road and a new line for
the Government to review the entire
policy. As some hon. Members
thought, the Government ought
{0 come soon with a  Bill
which shall give all the necessary
powers to the Reserve Bank so that
it shall really stand watch on the
banking industry of this country.

I thank the hon. Minister for com-
ing forward with a Bill that will res-
‘tore some confidence and for having
made an honest effort to do at least
partial justice to those depositors who
have had great anxiety over this mat.
ter. I support the Bill.

Shri Rajendra Singh (Chapra): Mr.
Deputy Chairman........ (Interrup-
tions).

Mr. Deputy-Speaker: I have been
absent for a long time.

Shri Rajendra Singh: Mr. Deputy-
‘Speaker, it is a matter of great re-
joicing for me and for the Party
which I represent here that you are
amidst us today and we shall fervent-
ly hope that you will be with us for
many long years to guide us and direct
us........ (Cheers)

Mr. Deputy-Speaker: Not too much
-of it

Shri Rajendra Singh: The hon. Fin-
-ance Minister has come out with a

Bill

piece-meal legislation and so far as it
goes, I welcome it. With the crash
of the Laxmi and the Palai Banks, a
new situation has arisen and there
are grave misgivings and apprehen-
sions about the banking institutions in
this country. We hope that the Fin-
ance Minister will come out with a
Bill which will at least adequately
take note of the prevailing situation
and meet it squarely. In that respect
this Bill is quite disappointing. The
confidence of the people in the bank-
ing system of this country has been
rudely shaken. In a developing eco-
nomy where we have to scrap up for
every pie, it is imperative that we
should inspire confidence in the minds
of our people to deposit their money
in some institution where through that
money would be utilised for the big-
ger purposes that are ahead of wus.
Therefore, it was very n~cessary for
us to have devised a measure so that
the depositors, present and prospec~
tive, could have a feeling that there
would be no repetition of the Laxmi
or the Palai Bank.

Though this Bill seeks to give
some more power to the Reserve
Bank, they are not, as the Government
itself has expressly stated. enough to
ensure and assure the people that their
deposits would be 100 per cent safe,
1 feel very sincerely that the crash
of these two banks had been to a very
large extent due to the carelessness,
negligence, inefficiency and ‘neptitude
of the Reserve Bank itself. It had
enough power within the provisions
of the existing law to have taken care
to see that no such contingency
arises. But at long last it came. Even
when it came there is no assuranee
that the creditors would get their
money back. So, what is the sense in
giving power of supervision and some
control to the Reserve Bank when it
cannot go even to the extent of giving
a sense of assurance to the deposi-
tors,

Tn America in 1933 when the bank-
ing industry was in a none too good
state, the Government came out with
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the provision of an institution which
ensured the depositors against any
mishap. Now we are in the year 1960
and we are supposed to be under a
socialist Government. What America,
a capalist country could do several
decade before, cannot be done here in
a so-called socialist regime in 1960 !
Tt is apparent that the Government
does not have any idea or any feeling
for the depositors, much less any
Teeling for the needs of the develop-
ing economy where the depositors
have to be given a sense of assurance
about their deposits.

It is said that Rs. 250 would be
given to the depositors instead of
Rs, 100. I do not think it does have
any meaning today, in the sense that
the Rs. 250 level provided is too low.
‘What has been provided for the fixed
depositors and  depositors in  the
current accounts is ridiculous. We
had hoped that if the Government
cannot ensure or give a sense of assu-
rence to the depositors about their
full deposits at least it would take
certain measures wh'ch would go
a long way in removing the fears of
the small depositors. By “small
depositors” I do not mean people with
deposits of Rs, 200 or Rs. 250. At
least there should have been a pro-
vision whereby depositors up to
Rs. 500 should have been given a
complete sense of assurance. The
Government has not done that. Even
then many hon. Members on that side
have congratulated the Finance Min-
ister, I do not know whether they
have paid compliments for polit'cal
purposes or whether they have paid
compliments because of their sincere
feelings.

‘There is a provision whereby the
Reserve Bank has been given the
right to impose moratorium on cer-
tain banks, so that if the Reserve
Bank finds that certain banks are not
funct'oning properly or are not in
a good state it can impose a mora-
torium on those banks. Now, so far
as it goes it is quite good. Bu*, Sir,
so far as a bank is concerned its
status is something like that of a

1030(Ai) LSD—s.

Second (Amend- 7318
ment) Bill

woman. Once a woman’s modesty is
touched that woman goes out, Simi-
larly, once the confidence in a bank
goes away it goes away for ever.
Therefore, if a moratorium is placed
on a bank I do not think by any mea-
sure or device that bank would be
revived. Under the circumstances,
I do not think that this provision is
a very salutary one. Therefore, some
other method should be devised so
that, if a bank is found to be in a
bad state or the state of affairs in a
bank is going wrong, without injuring
the confidence of the people in that
particular bank the bank could be
put on right lines.

Shri D. C. Sharma (Gurdaspur):
That part of the argument we have
not been able to understand.

An Hon. Member: Do you appre-
ciate the simile?

Shrimati Renuka Ray (Malda): I
would request you, Sir, to see that
hon. Members who speak in this
House do not use the kind of language
which the hon. Member has used just
now, T would suggest, Sir, that that
portion may be expunged from his
speech.

Shri Rajendra Singh: I have said
nothing.

Mr. Deputy-Speaker: Order, order.
He may continue now, Nobody ex-
pected that he would go to the extent
of comparing as he has done.

Shri Rajendra Singh: When a lady
Member rises......

Mr. Deputy-Speaker: Then he him-
self feels that he has done something
wrong.

Shri Rajendra Singh: Then, Sir,
there is a provis‘on whereby the Re-
serve Bank is given powers to amal-
gamate some of the small banks which
are found not functioning properly or
whose affairs are not in a good state.
I think there is enough of scope for
small banks to operate in this coun-
try, and that would be good for our
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developing economy, There is a
large amount of small fortunes lying
scattered all over the country and it is
necessary for us to tap all those small
fortunes and br'ng them to the central
pool or some institutional pool which
will accelerate the pace of our indus-
trial development or at least meet
some of the urgent demands of our
economy.

15.36 hrs.

[SHRI JAGANATHA Rao in the Chair]

= TREW R . FHERT AGET,
WA TF A g A fFan
TR FEN AT AT G 3 T
fr = wdfew faw Y aga s s&@
9t #X ag gy faan & F=20 FewT ™
g W fogw At St @ S o
g & 97 F q9@ Ft AmAr F o gmra
Hiear 6T FFEIT dae @ SEe O
foar smow@r &1

F@FIRNA N O Ao gred
¥ qI AT AT g1 899 ¥ gy
# g FT AT TS € T SN & FATS
Y 2 39 F q& faarm wwar g
q AN Y OF T T g —

“The scheme may provide for

the appointment of a new Board
of directors—

(a) of the banking company on
its reconstruction, or

(b) of the other banking com-
pany with which it is amal-
gamated in accordance with
the scheme.”

T & qrE-AT A o & 39 H
| F IR § Fgr ag T & F N gy
4% §, 39 & oY J=d §, 91 71 I0%-
[ F TG AF TFR T F qAT
2w fFet T F AR § 38 veATs
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A IgF FWF AR A 3y faema
frar g FE § 99 F qarfeas e
& s w4 @ faeme A8
g fF o I STEed € 9w ]
7 frar sd f w0 39 QAT FATT
Y ATY-ATH GT G AT QAT GqT AT
t f5 saw o qRR fear s,
% qafes 7 faw ag wgm fr s
TR ¥ & ST & TR g HWR WK
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¥ 30 fad gt §f T 2 fF A
F Y O I FIR F IR A q°G
FAT ¥ o TEAE "R G
FX foar 9F Wifs 79 gAR qHA
Tg TF AT WEW dA g | W WY
¥ qd agamn ¥ W @ aw & %
frar f5 oot 97 A1 IF G AT ]
@Y St TOET SE¥  gafd® T AT 4r
g FE @ /T Iq* fag w1 -
TR B, TWH FEIY FT FEY SA_T
IE@E | Wa Ao g v
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W S AFR T @ e
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FeF F AR F AR IT §F F &F a
§ SuF fFaeT g @ @ awm AT
R I A qghwa 1 &1 I
JmR @ W aF T fEar 9w
AT A% FT IANTH TRET T &1 AHAT ¢

EaaE N e & a) § Fgar
=g § ag 98 § fF o't a% 5w wafer
fa<r #1 ag whas § 5 a7 fenforeq #r
o0 T FY TG I o T &7 fafy-
o 8T 4F F B &Y ot 9% gy S
g @T aNT g9 § A F o zaEr
arfe F<ar g AT dw o fE AT
qr et A ol v g fF omer
S AT gree & A S R AN F
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F 7g o T FY Fofis FToAT TE
N A o o R ¥ gER
wfie & fF a8 @ Yo T # fafwe
F T FFA T FH Yoo T TAW
FTII

ey qor M A gEE F g
TEAT TR § 98 4T § AR A F 39
¥ Gt 7 wAedzE N @ fRR E
F greg wR WAt 7gIeT T =0 99 QA
gHEHIE F q faamr Am_qT g .
fF =t qgart AT o WRE F
R d SaadsHe A Fam £ 0 &
= G 7 ¥ fau F7 @ d—

“No action or proceedings shall
be commenced or continued
against the company during the
period of the order of morato-
rium”

W 9% T WHSHe &1 qeAF &, F
¥ g faars g, Wit 510 o=
F ag 17 78 "1S 1 ¥ &Y 59T waely a8
gl § fF W 39 FHSAE F R
fear mar, @ 9w F1 Ay foee dFm
o forg wvae & faw g faer 9= fpa o
A Emadm whw
& Wz A% AEHFRE U Aee
¥ ag F7 T E—

“The procedure now prescribed
under the Banking Companies
Act, 1949 read with the Cempanies
Act, 1956 for the ligquidat'on of
banking companies is somewhat
elaborate,....”

=g fa=t =1 3@ fog 4w o i & f
wEr SR F:) fareeterd fwar o,
I F farae am T @ WK |
firew &1 wASHE #Y Ao F T strar
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Shri Morarka (Jhunjhunu): I do
not want to interrupt my hon. friend,
but I th'nk he has not understood our
amendments properly. Our amend-
ments Nos. 16 and 17 must be read
together not individually. Amend-
ment No. 16 is part of the provision
which exists in the Bl itself. The
Bill says:

‘“;taying the commencement or
continuance of all actions and
proceedings against the com-
pany”.

That is part of the provision which
is already there in the Bill. All that
we say is, the Central Government
should not have the power to stay
the proceedings which are pending
before any court. Only the high
court or any other court should have
the power to stay the proceedings
which are pending before them, The
Central Government should not have
the power to stay the proceedings.
That is the only purpose of our amend-
ment. We are not making any sub-
stantial change. It is only a drafting
change. When he reads amendment
No, 17, let him also read the clause
itself and the portion which is men-
tioned in our amendment No. 16 pa:-
ticularly.

ST W AL R A T HHE-
e FT AF &, 99 & g SR
X SART SHEIRE &1 A4 HR 59§
FEr I @ agy ¥ Y Fea
3t g, e #§ faw ds sritisue gem
AT AT T AHSHE FT I 9T W
T WM @ U A ag oaw
aew ¥ Ay @ 2

Tl A Af g9 €, gwra
e &fF fewew &, sw & a9
wefmaa 3 1 & wmear § fF @ gem
forew N 90 TrEEQ @1, wWitE
o T ® gW TR kR €, S A afsww
§9€T T W @ § AR g ud
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1 Hfqee fFaaT , JT AT Iq T Felr
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g @ifs afer facew & 99 qF0 #
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TR wHaT & Hie AT Fe &
o} o faeew *1 sy TR WX
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77 @ faaw § 5 @ aodie
1 & SHR FT foaar s w7
TF TaT FA@T qEKI fwar s,
ST AT AU T faee Y T
F AR 39 F fewrw w1 ga amd
W AR W 9 I 9% 5 few a0
¥ F qT feg-amedy gt
79 & g9 F 7 s §1 fagdy
faat graw A o ag AT IoT 4T AR
qEANT wAY S 7 T ag w9t fw sigi
qF T AT TF FY FITET BreA (g
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AT FT qAS § A7 A9 1Y A
amar § 5 9 faegw geew aw R,
FfFT gw ag ST ARa € fF faeer
¥ & 7, o ¥ F weafaw feeat
¥ Y IAT AT woar &% y fawer
far TaT, 99 7 FAT FOT AT T/
fag & awwar g 5 37 qum awdre
R fa= #33 F7 & & arfgg adwr
¢ & oF qar wae e fear 9,
Y garT dfFT fawew #1 Ao W,
wH T A 79 7 Fdld gw arfermde
F AT

Mr. Cha’rman: Shri Maniyangadan.
He will 4nish with'n  five or six
minutes, I shall call the hoa. Minis-
ter at 3.50.

Shri Maniyangadan: I am generally
in support of this Bill. The Finance
Minister, while speaking in the course
of the discussion on the Palai Central
Bank, was saying that more than 200
banks had failed and there was not
much noise then. T am glad that
because of this noise that was caused
by the fa'lure of the Palai Central
Bank the Government has brought
forward this Bill. The main point is,
confidence of the people in the bank-
ing structure of our country rather
than in any individual bank, I would
earnestly plead that people’s confi-
fidence in the banking system of the
country should be maintained.

As far as the amendments are con-
cerned, I think they are good as far as
they go, but I do not think this amen-
ding Bill will serve the whole purpose.
It is not disputed that the failure of
a bank is a d’'sastrous .n'ng, whether
it be a small bank or a big bank.
As a consequence of bank failures,
several new problems are also raised
as could be seen by the failure of the
Palai Central Bank and from certain
amendments which have been brought
in here, especially amendment Nos. 9
and 10, We find that several co-
operative societ'es who had deposited
their money in the Palai Central
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Bonk are now facing ruin. These cu-
operative societies deposited their
money as directed by the State Gov-
ernment; the State Government direc-
ted that they should deposit their
monly in a scheduled bank. Simi-
larly certain small banks in Kerala
had tneir accounts with this bank and
it was on account of the failure of
the lalai Central Bank that these
small banks also are facing difficulties.
I would submit that I am in general
agreeme.t with the two amendments
which are to the effect that these
two insti utions, namely, small banks
and co-operative societies, should be
brought u.ider the purview of prefer-
red creditors.

Com’ng to the question of preferred
creditors, there is also another diffi-
culty. It has been provided that in
the matter >f savings bank account,
the deposiwurs must be paid Rs. 250
in full or {ae balance at their credit,
whichever .s less. There is one other
aspect. Tue persons who have de-
posited mcre money in the bank are
going to iuse more by this. It is in a
way roboing Peter to pay Paul, I
would submit that it does not help
the system as such or help to regain
the confidence of the people in the
sysiem as such. Therefore, the point
i, something must be done by which
the people must have some confidence
iu the banks, especially in the schedu-
led banks.

As regard the Palai Central Bank,
there are certain proposals even now.
We find from the newspapers that
creditors’ meetings are held here and
there and suggestions are made for re-
construction of that bank. I would
submit that these suggestions made by
the depositors and other creditors of
the bank should be taken into account
very seriously and something must
be done for the reconstruction of the
bank. Otherwise, all the problems
that have arisen now will continue and
there will be a terrible castastrophe.
So, it is highly necessary that it
should be avoided. If a ~ scheduled
bank fails, in view of the statement
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made by Government that the Gov-
ernment is not at all responsible to
any of the depositors in any schedu-
led or non-scheduled bank, people
will beg'n to feel, what is the secu-
rity? 1 would submit the managing
directors or any other officers of the
bank who are found to be responsibie
for any mismanagement must be very
severely dealt with and they must be
removed. The Reserve Bank must be

‘'vested with necessary powers for

dealing with such contingencies and
ultimately, the object must be to avoid
as far as possible failures of banks.
With that object in view, I have no
objection to the Reserve Bank being
given more powers,

But as regards the judgment of the
Recerve Bank also, we find at times
they have made mistakes. I am not
finding fault with the Reserve Bank,
but they may not be aware of certain
local conditions. When I spoke on
the Palai Bank failure, I referred to
a bank called Bharanganam Bank.
The Finance Minister said in the
other House that nobody referred to
the Bharanganam Bank in this House.
I myself referred to that Bank. This
bank was refused licence in 1957.
What happened was, within a period
of six months, they were able to pay
all the depositors in full. The licence
was refused on 12th February, 1957
and by 13th August 1957 all the de-
positors were paid. 8 annas in the
rupee were paid to the shareholders
by 30th April, 1958 and 4 annas in the
rupee by 16th February, 1960. We
find there is a balance of Rs, 16,630
remaining to be paid as against which
there are Rs. 21,512 yet to be rea-
lised. So, we find that the judgment
of the Reserve Bank is not always
correct. Local conditions must also
be taken into account.

As regards the Palai Central Bank,
Shri Narayanankutty Menon was uti-
lising thig opportunity to speak against
the Government, the Reserve Bank,
the directors of the Palai Bank and
others, T may at the outset submit
that I am not pleading for the direc-
tors of the Palai Bank. They may
have committed many mistakes.
Suitable action must be taken against
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the directors if they have done any
mismanagement. But my friend's
attitude seems to be, he is not con-
cerned with the financial structure of
the State at all. He is not concerned
with the consequences that flow from
the failure of the bank, He is now
concerned only with the prosecution
of the directors or finding fault with
the Reserve Bank or the Government.
He found fault with the Kerala Gov-
ernment for the attitude they took. I
would very humbly submit that the
Kerala Government having in view
the financial position of the country..

Shri Narayanankutty Menon: I did
not say what I ought to have said. 1
did not say what the Kerala Govern-
ment d'd.

Shri Maniyangadan: I am not find-
ing fault that he did not say what he
ought to have said. I am only saying
about what he said. I am surprised
to find that he has lost his confidence
in the Kerala police so soon.

Shri Narayanankutty Menon: Not in
the police, but in the police minister.

Shri Maniyangadan: It is not the
police minister who conducts the in-
quiry; it is the police. 1 have no ob-
jection to any matter being entrusted
to the police. What I plead very
humbly is, the present situation in
that State which has arisen as a result
of the bank failure must be viewed
impartially and some solution found to
remedy that. That is all what I said.
I am not saying that the Palai Bank
directors must be let free if they
have mismanaged or misappropriated.
I have no sympathy at all for them.
Let anything be done against them,
But there are the depositors and so
many people who are affected by
that. It ‘s not only with regard to
the Palai Bank, but it will be the
case with any bank failure. So, as
far as possible, bank failures should
be avoided and for that the confidence
of the-people in the present banking
system must be revived. For that
purpose something must be done.

Shri Narayanankutty Menon: As a
matter of explanation, I would like to
say that I referred to the XKerala
Government because in all papers in
Kerala, reports appeared that the
Home Minister of Kerala threatened
the Advocate-General for accepting
the advice of the Reserve Bank and
filing the petition in the High Court,
without informing it,

Shri Maniyangadan: No responsible
paper published such a news. Per-
haps any paper he owns might have
published it.

Shri Morarji Desai: I am thankful
to the hon. Members who spoke on
the Bill for the support they have
given to the Bill on the whole. It is
suggested that T should have come
here with a more comprehensive Bill,
which would deal w’th all future con-
tingencies and not only with the
present contingencies. In a develop-
ing country and in a develop'ng
economy, it is impossible to foresee
what contingencies might arise. If
in 1956 my predecessor cons‘dered
that there were sufficient powers, it
was not because he thought that there
would be no necessity of any powers
in future. It only shows the anxiety
of this Government not to take more
powers than necessary at the time.
We do not want to be armed with
omnibus powers for all times to come,
because that leads to a different sort
of society. It is, therefore, that we
come to the House only when we find
it necessary.

If, as suggested, I tried to go into
all the ramifications of the situation
today and tried to come before ‘he
House also for some police powers as
suggested, I do not think it would
have been possible for me to consider
this Bill at this time. It would have
taken a much longer time to consider
all those things and they are not
immediately important. I do not say
they are not important, but I am say-
ing, that they are not so immediately
important that I must delay also the
consideration of this Bill. It was neces-
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sary that the House should approve
of the steps being taken by Gov-
ernment in the matter of not only
dealing with the liquidation of the
Palai Bank and other similarly situat-
ed banks, but also dealing with situa-
tions in future, so that such a situation
does not arise. That is the main pur-
pose of this amending Bill. We have
only to consider whether this purpose
is served or not. I believe that that
purpose is amply served by the Bill
that has been brought before this
House.

Shri Punnoose: He said in the
Rajya Sabha that 289 accounts of the
Palai Bank were examined by the
inspector of the Reserve Bank and a
majority of them were either irre-
coverable or sticky., May I know
whether the Reserve Bank has got
powers now to deal with such cases
and book the offenders?

Shri Morarji Desai: It is the liqui-
dator who will have the powers, not
the Reserve Bank. That also must be
known, Hon. Members are very
much aware of the processes of law.
1 do not know why he wanted to
put this question. They are even more
aware of it than I am. Therefore,
this question was not very relevant
just now.

16 hrs.

But, as I had said at that time, I
would again repeat, that Government
would not be lax in pursuing those
who deserve to be pursued and who
can be pursued according to law. It
is one thing to say that some persons
are responsible for this debate, it is
another thing to bring them within
the four corners of law. If they do
not come within the four corners
of law, Government can do nothing.
But Government can certainly find
out all the ways and means whereby
those who can be brought to book
are brought to book, and that is what
this Government will attempt to do.
1 do not think that any amount of
powers which are given to this Gov-
ernment will achieve that object, un-
fess we change the whole system and
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say that wherever the Finance Minis-
ter is convinced, or some other au-
thority is convinced, he or it can deal
with the persons as he or it likes,
That situation is available only in
another form of Government, not in
this form of Government. And I do
not think my hon. friend will arm me
with such powers, because he will
know, or he will suspect that those
powers will be utilized for some other
purpose. Therefore, I do not want to
be suspected for that and I do not
want to come forward with powers
like that which will create a suspicion.
It is because of this that one has to
come with a limited Bill of this
nature, which will be effective for
carrying out the purpose which all of
us have in common,

It was because of this that my hon.
friend also thought it wise not to press
for reference of the Bill to a Select
Committee. 1 am thankful to him
for that. It is better that the powers
which are given to the Government
are given unanimously so that they
can be more effectively carried out,
and from that point of view I am very
happy that he has not pressed his
amendment for reference to a Select
Committee. Ordinarily, I my:zelf
would want such Bills to go to the
Select Committee, because several
things can be seen and scrutinised and
Bills can be improved when they go
to the Select Committee, But today
there is no time for it, nor is it neces-
sary to send a Bill of this type to the
Select Committee, because the previ-
sions are very simple. It is true
that no new powers are being sought
and only amplification of extension of
the powers is being sought. There-
fore, also it is not necessary to exa-
mine any principles from the start
and so also a Select Committee would
not be necessary.

That is also one of the reasons
why we do not want to have any
very omnibus Bill to be brought in
at this stage. I do not know whether
it is necessary also, That will be
examined now at leisure as to what
requires to be done. But I cannot
say that Government will not come
again to this House for an amendment
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of this Act, if necessary, in future.
As 1 said, it is not proper that we
should imagine all sorts of contingen-
cies and take all the powers necessary
now, because it will lead to a situation
which might, perhaps, create more
confusion. It is, therefore, better
that as powers are necessary, they are
given to Government by this House.

The question around which there
was some agreement among some hon,
Members, and also disagreement with
the Bill, was about the sum of Rs. 250
which is prescribed here as the mini-
mum to be returned or the maximum
to be returned fully, to the savings
bank account people, and it was also
suggested that the same may be done
to the other depositors. In this
matter, we have got to consider that
this will be also done by larger de-
positor subsidising these payments; it
will not be done otherwise. How
far the subsidy should be taken from
the larger depositors also is a matter
for consideration. Then, the larger
depositors are not always individuals;
there are many institutions, Some in-
stitutions were mentioned ang it was
suggested that co-operative institu-
tions may be given full amounts.
Then why not charitable institutions
be given full amounts? Then why
not some other institutions also which
are doing a public purpose not be
given full amounts? There is no end
to it. Therefore, we cannot distin-
guish between depositors and deposi-
tors in this matter. When we are try-
ing to give small amounts back fully
up to Rs. 250, we are only trying to
see that only those people who have
not much with them are given fully.
The others will not get a pro rata
dividend when the assets are realised
or even before the assets are reali-
sed, when the assets are ascertained
as could be realised. Therefore, I am
not in favour of extending this limit
of Rs. 250 any more.

As regards extending it fully in the
same manner to the other depositors
also, I would say that it will only
lessen the sum to be given to the other
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people out of whom there would be
many deserving charitable institu-
tions and other institutions, banks and
other things like that. Whether that
should be done also can be considered
by the House. I am not going to take
a rigid attitude about that particular
suggestion. But my own advice
would be that we should stick to the
provision in the Bill as it is, if we do
not want to involve ourselves in fur-
ther difficulties and if we do not want
to do injustice to other people in our
zeal to do good to some people. As a
matter of fact, the smaller deposits
would be only generally in the
savings bank account. The other de-
posits would be not up to Rs. 250 but
more than Rs. 500 or so. That is my
own experience. It was said that up
to Rs. 5,000 everything should be
given, that was the suggestion of one
hon. Member. I do not see how it
could be done. If that is done I do
not know how any liquidation pro-
ceedings are necessary. We can do
that and finish the whole affair by
paying to a certain limit and be done
away with that. I do not think that
is a correct procedure at all in a
matter like this. It must be based on
some principle.

I do not think it is necessary for
me to speak at length in reply because
there have not been many questions
raised. There were one or two ques-
tions raised about the confidence of
the people in banks and some refer-
ence was made to what I have said
in the past. I did not volunteer to
say that Government does not guaran-
tee all these. I only said that when I
was forced to do so by several ques-
tions being asked. I was reluctant
to speak at length, as my hon. friends
are aware. But whenever I was re-
luctant to speak they attributed all
sorts of motives to me and it was,
therefore, that I had to come out with
some specific statements, and I do not
see how I am wrong. My hon. friend,
Shri Guha, admits himself that it is
technically correct. Then, what is not
factually correct, I do not know. What
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is the difference between technical

and factual?

Shri A. C. Guha: Strategically he
was not correct.

Shri Morarji Desai: Any strategy
which is not correct technically is no
strategy at all, that is how I look at
it. I do not know what he means.

Shri Narayanankutty Menon: He
means “tactically”.

Shri Morarji Desai: Well, that is the
same thing as technical.

Shri Narayanankutty Menon: There
is a lot of difference between the two.

Shri A. C. Guha: Shri Morarji Desai
is ingenious enough to be able not to
give a direct answer to a  straight
question. He might not have replied
to that question in that categorical
manner.

Shri Morarji Desai: As I said, if I
had done that any longer after
several questions have been put, it
would be said that I am not respect-
ing the hon. Members as I should,
and I do not want that charge to be
levelled at me. I respect the hon.
Members and I try to satisfy them as
much as I can, at least as far as I
can. But, it is said that all the people
before had thought that these depo-
sits are guaranteed and, therefore,
they were putting them. If that was
so, why should there be a r»a, I do
not understand. If evervhody was
given that delusion, ther who took
away that delusion? 1t is the run
which took away the delusion, and if
there had been no run there was no
question of this point arising. There
was no question of even the Palai
Bank going to liquidation if there had
been no run, as I explained at that
time. Therefore it is not that the
people had this confidence that it is
all guaranteed completely. Nobody
can guarantee it without undertaking
the liability of making payment in
full. Then, the Government must take
up that liability in all cases. Then and
then alone the Government can

Second (Amend- 7334

ment) Bill
guarantee.  Otherwise, how is the
Government going to guarantee all
deposits in all banks? It is not pos-
sible. ~ With whatever arrangements
we make, we only try to see that
banks are managed well and managed
efficiently, and where it is not done
so, we try to take steps in time. That
is what we are trying to do. We try
to improve from time to time.

As I said, it was a bad legacy to
the Reserve Bank when they got all
the powers and they had to make the
best of them. I think they have made
a good job of the whole thing. When I
say that, it does not mean that they
guaranteed all people. How can they
do so? As I said last time, when 260
banks went out of existence, nobody
realised anything. It is only when the
Palai Bank goes out of existence, then
and then only everybody sits up. I
am glad that they sat up then.

My hon. friend was finding fault
with the Kerala Government. But
Kerala Government was not singular
in this. My hon. friends there also
were very vehement in denouncing
the Reserve Bank. They were also
one with them in creating all that
noise. It is only afterwards when I
explained the whole situation that
hon. Members were satisfied.

Shri Narayanankutty Menon: That
shows that when we hear you; we
are reasonable.

Shri Morarji Desai: Again, when
time goes by, that satisfaction begins
to lessen. That is all that I say.

In this particular matter, we always
learn by experience. It is not possi-
ble for anybody to imagine whatever
is required for all future contingen-
cies. Therefore, we have come for-
ward with this proposition. Especial-
ly the power for giving moratorium is
a power which will prevent such
debacles in the future. Because, the
moment anything like that happens,
moratorium can be applied and the
run ceases. Then, one can find out
ways and means of how to sustain the
bank. Or if it is not sustained, licence
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is refused in course of time like that
and then a proper allotment is made
to all depositors: not only some for-
tunate few taking away by a run and
others left high and dry with what-
-ever is left. Even then, in future, I
cannot say there will be no occasion
when licence will be refused. It is
not possible to say that. But, we will
try to see that that condition does not
arise. That is why we have also
taken the power for amalgamation.
‘Because, by amalgamation some banks
‘with other banks with better manage-
ment, it is possible to retrieve the
situation and then, the situation will
‘be retrieved. Generally, this will be
done in consultation with the bank.
It is not going to be done without it.
But, in applying moratorium, it may
not be posible to consult the bank
immediately. It may have to be ap-
plied immediately. In case of run
which has come already, one does not
know about it and in that case, mora-
torium will have to be applied im-
mediately without consulting any-
body.

Shri Narayanankutty Menon: There
‘is one doubt with regard to morator-
ium, as defined in this Bill: whether
the Reserve Bank declaring mora-
torium in respect of & particular bank
whether that entails a responsibility
on the Reserve Bank to give a guaran-
tee that when the period of morator-
ium ends, the Reserve Bank will be
the guarantor for paying the entire
-deposits in the particular bank?

Shri Morarji Desai: No. That is what
is taken away: that guarantee. That
is why the amendment is necessary.
Otherwise, no amendment was neces-
sary. That power was there before.
If the Reserve Bank could guarantee
that the full amount would be paid
then, moratorium could be appliec’i
even today. How could the Reserve
Bank take up that liability? It is,
therefore, that the Reserve Bank
does not take the liability. That is
how the amendment has come. It is
for the specific purpose that amend-
‘ment has to be made. I hope that
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with the power which will be given
by this Bill, it will be possible to give
more help to the banking institutions
than at present.

As I said, in spite of what hon.
Members say and what others say out-
side that people have lost confidence,
I would say that people have confi-
dence in the banks here in this country
which are there, and that they are
sound. Accidents always take place.
But, even those who have suffered
from accidents in a car do travel in
cars.

Shri Narayanankutty Menon: Those
are accidents without contributory
negligence.

Shri Morarji Desai: They do not
stop going in cars. Even in planes
there are accidents every day in the
world, and still we go by planes.
Therefore, please do not emphasize
this factor, that would be my request,
and do not create suspicion in people’s
minds. We are the people who create
confidence and we are the people who
destroy confidence. I beg of you not
to destroy confidence. That is all that
I have to plead with my wise friends.

Shri Vasudevan Nair (Thiruvella):
May we know the view of the Gov-
ernment or the Minister about this
deposit insurance scheme?

Shri Morarji Desai: That is being
considered. I did not refer to it
because as long as it is not fully con-
sidered, I would not like to come for-
ward with that scheme bofore the
House. But I would like to consider
the scheme when I have restored full
health to the banking institutions.
Unless I do that, that would become a
flop or a liability.

Mr. Chairman: 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. Chairman: The question is:

“That Clause 2 stand part of the
Bill.”

The motion was adopted.
Clause 2 was added to the Bill.

Clause 3.— (Substitution of new sec-
tions for sect.on 41)

Shri Warior (Trichur): I beg to
move:

(i) Page 2, line 26—
after ‘“notice a” insert—
“provisional” (3)
(ii) Page 2, after line 27, add—

“(c) every claimant referred to
in sub-clauses (a) and (b) shall
send a final statement of amount
claimed by him within. five months
of receiving notice from the official
liquidator.” (4).

Shri Nathwani: I wish to have
amendment No. 14. May I say there
is a slight verbal change to be made
for the sake of appropriateness in
language? In the amendment as
printed, in line 4 from the bottom it
is said:

“if a secured creditor fails to com-
ply with such notice,”

Instead of the word “such” I would
like to put in the words

“if such creditor fails to comply
with the notice sent to him under
sub-section (1)”

in order to clarify which is the notice
which is referred to.

I beg to move:
Page 2, after line 43, add—

“(4) If a claimant fails to com-
ply with the notice sent to him

under sub-section (1), his claim
will not be entitled to be paid under
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section 530 of the Companies Act,
1956, in priority to all other debts
but shall be treated as an ordinary
debt due by the banking company;
and if such creditor fails to comply
with the notice sent to him under
sub-section (1), the official liquida-
tor shall himself value the security
and such valuation shall be binding
on the creditor.” (14)

Shri Morarji Desai: I accept his
amendment.

Shri Warior: I wish to say a few
words on my amendments. Shri Bha-
rucha has already referred to this
point. After receipt of the notice,
only one month is given to give the
statement for preferential payment.
We want that it should be made a
provisional statement, and that the
claimant may be given five months
time to make a final statement to the
liquidator, so that any discrepancy in
he earlier statement can be rectified,
so that he will not be debarred from
getting his full claim. That is the
purport.

Shri Morarji Desai: It will again
delay the whole thing. I do not ac-
cept his amendments.

Mr. Chairman. I put amendment
Nos. 3 and 4 to the vote of the House.

Amendments Nos. 3 and 4 were put
and megatived.

Mr. Chairman: The question is:
Page 2, after line 43, add—

“(4) If a claimant fails to com-
ply with the notice sent to him
under sub-section (1), his’ claim
will not be entitled to be paid
under section 530 of the Companies
Act, 1956, in priority to all other
debts but shall be treated as an
ordinary debt due by the banking
company; and if such creditor fails
to comply with the notice sent to
him under sub-section (1), the
official liquidator shall himself
value the security and such valua-
tion shall be binding on the credit-
or.” (14)

The motion was adopted
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Mr. Chairman: The question is:

“That Clause 3, as amended,
stand part of the Bill.”

The motion was adopted

Clause 3, as amended, was added to
the Bill.

Clause 4.—(Substitution of new
section for section 43A)

Shri Morarka: I beg to move:
Page 3, lines 23 and 24,—

for “fifty per cent. of the balance
at his credit subject to a maximum
of two hundred and fifty rupees”,
substitute

“a sum of two hundred and fifty
rupees or the balance at his credit
whichever is less” (15).

Shri Kodiyan (Quilon-Reserved-
Sch. Castes): I beg to move:

Page 3, lines 19 and 20,—

for “two  hundred
rupees” substitute—

and fifty

“five hundred rupees” (1)

Shri Narayanankutty Menon: 1 beg
to move:

(i) Page 3, line 24, for ‘two hun-
dred and fifty rupees’ substitute
‘five hundred rupees’ (8)

(ii) Page 3, after line 24, add:

“(c) to every co-operative so-
ciety registered under any statute
which provides for registration of
co-operative societies, the whole
of the deposit amount in balance
at its credit.”. (9)

(iii) Page 3, for lines 27 to 32,
substitute:

“Provided that the sum total of
the amounts paid under clause
(a) and clause (b) to any one
person who in his own name (and

Bill
not jointly with any other person)
is a depositor in the savings bank
account of the Banking Company
and also a depositor in any other
account shall not exceed the sum
of five hundred rupees.”. (11)

(iv) Page 3, line 35, after ‘(b)”
insert ‘or clause (c)’ (12)

(v) Page 3, line 38, after ‘(b)’ in-
sert ‘or clause (c¢)’ (13).

Shri Punnoose: I beg to move:
Page 3, after line 24, add:

“(c) in the next place, to every
Bank the paid-up capital of which
does not exceed five lakhs of rupees,
a sum equal to the balance at its
credit.”. (10)

Mr. Chairman: All these amend-
ments are now before the House.

Shri Punndose: With regard to my
amendment, I know that I cannot be
easily accomodrted. And I have got
my premonition that I am not going
to be accommodated also. Neverthe-
less, I want to bring to the notice of
the Finance Minister a certain very
important aspect.

Even the other day, in the course of
the discussion on the Palai Bank, I
mentioned about the small banks who
have laid their eggs in this nest, which
has now crashed. The Finance Minis-
ter told us that as much accommoda-
tion as possible would be given to the
smaller banks. The best that he can
do is to see that the Reserve Bank
might give them a loan.

But there are certain special dis-
advantages. In the first place, the
money that these banks have depo-
sited with the Palai Bank are not the
assets of these banks, but they are the
deposits collected from the depositors.
For that money, they have to give
interest to the depositors. If the Re-
serve Bank makes an advance to them.
then the smaller banks have again to
give interest. That means that these
banks are likely to end in a soup.



7341 Banking Companies BHADRA 15, 1882 (SAKA)

Therefore, I want the Finance Minis-
er to consider what can be done about
these banks. Please do not allow
these banks to flourish and to go on.
“There are good banks, bad banks and
indifferent banks. Therefore’ please
weed out the very bad ones and pre-
serve the healthier ones. For that,
some accommodation has to be made.
“This is a very difficult position, where
if things are allowed to go their own
course, there will be terrible difficulty
in that part of the country.

Shri Narayanankutty Menon: My
first amendment seeks to raise the
amount from Rs. 250 to Rs. 500. The
hon. Finance Minister has already
said that it is not possible, even
though no reasons have been given.

Regarding the second amendment,
relating to the co-operative societies,
he has said that that also is not pos-
sible. The reason given is that if
that is done, then many other insti-
tutions might come forward with the
same request.

I only want to bring to the notice
of the Finance Minister that what-
ever analogy he might take as far as
the other institutions are concerned,
because of the liquidation of this
bank, almost the entire co-operative
movement in the State has become
virtually paralysed. I pointed out
one instance of a Central Coir Mar-
keting Society investing Rs. 53 lakhs
as deposii in this particular bank.
That one central marketing society
has got under it 62 primary societies
which are carrying on trade in coir
products. Those 62 primary societies
can exist only by getling 75 per cent
advance of the total products given
by them. The moment the Palai Bank
had gone into liquidation, what actu-
ally happened was that mot only the
central marketing society had to be
closed, but the 62 primary societies
also had to be closed, resulting in the
‘unemployment of about 11,000 people.
'This is just one-instance of a central
co-operative marketing society. This
is the case with all the co-operative
societies in the State. The entire co-
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operative movement, especially the
major co-operative societies, have
deposited their money in the Palai
Bank, and they are now completely
paralysed.

Therefore, the Finance Minister
should give consideration to this
because a co-operative society under
any circumstances cannot be consi-
dered on a par with other institutions
like charitable institutions. Other-
wise, it will affect thousands of peo-
ple; it will affect their daily economic
life. Therefore, either the Finance
Minister will have to accept this am-
endment, because that will not have
so far-reaching implications as he
fears, or find out a solution in order
to see that these co-operative societies
can at least function, though not nor-
mally, at least abnormally, till some
money is obtained by them after the
liquidation proceedings by the High
Court as per the new amendment.
Even in the new amendment, a co-
operative society ~vnich had deposi-
ted Rs. 5 lakhs would ultimately get
as a result of the preferential treat-
ment only Rs. 250. With that, a co-
operative society cannot function at
all. Therefore, I would request the
Finance Minister either to accept my
amendment, or if there is any techni-
cal flaw or infeasibility in it, to
modify it. The point is that some
relief should be given to the co-ope-
rative societies. If my amendment
cannot be accepted, I hope the Fin-
ance Minister will find out ways and
means of helping these co-operative
societies in . order that the whole co-
operative movement in the State will
not be compleiely paralysed for some
time to come.

Shri Morarka: The
which I have moved,
No. 15, reads:

amendment
amendment

“Page 3, lines 23 and 24,—for
“fifty per cent of the balance at
hig credit subject to a maximum
of two hundred and fifty rupees”,
substitute—“a sum of two hund-
rad and fifty rupees or the balance
at his credit whichever is less”.
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The purpose of my amendment is
that even in respect of other deposi-
tors, that is, depositors other than
savings bank depositors, the prefer-
ence which is sought to be given
should apply to the extent of Rs. 250,
even though they have in their ac-
counts less than Rs. 500. The present
Bill says that the other depositors
would get only up to a half of what
they have in their accounts, subject
to a maximum limit of Rs. 250. My
amendment is to the effect that this
principle of half of what they have
should not apply. I will explain why
I have moved this amendment.

The very idea of preferential pay-
ment was incorporated in the Bank-
ing Companies Act after the Banks
Liquidation Proceedings Committee
reported in 1952. That Committee
said this in their Report:

“We were informed by some of
the witnesses that the small depo-
sitor is an object of particular
solicitude in some countries where
he is paid in fu'l as a preferential
creditor. We are of opinion that
there should be a similar provi-
sion in the banking laws of this
country, and we recommend that
every depositor or in any event
every depositor in a savings bank
account whose balance in the
books of the bank at the time of
the winding up order does not
exceed Rs. 100 should have prio-
rity for the full amount of his
claim. They should, of course,
come after the preferential credi-
tors mentioned in section 230 of
the Indian Companies Act”.

The Committee when they made
their recommendation wanted to treat
the savings bank depositors and other
depositors on the same basis, at par.
But they said that in any case a begin-
ning should be made by making pro-
vision for the savings bank depositors.

That was how this provision was
made in our Banking Companies Act
for the savings depositors for full
payment upto Rs. 100. That limit

Bill

of Rs. 100 is now being raised to
Rs. 250. So far so good. The other
depositors may come in the order of
preference next to savings bank depo-
sitors. Under the scheme, we do not
put them on a par with the savings
bank depositors. Under the proposed
amendment, we give them upto Rs.
250. In other words, if a person has
Rs. 500 in his current account, he
wiil get Rs. 250; if he has Rs. 1000,
he will also get Rs. 250. But if a per-
son has got only Rs. 200 in the cur-
rent account, he will get only Rs. 100.
By this, the intention of the Govern-
m~nt would not be properly served
‘wecause actually what would happen
is that the person who has got a large
amount in the current account would
get Rs. 250, but a person who has got
less would not get his full deposits.
he would get only half of it. As the
hon. Finance Minister said just now,
generally in the current account, the
amount would not be less than Rs. 500
or nearabout Mostly, the people who
hold current accounts would have
bigger amount to their credit. If
that is so, then in any case, my am-
endment would no: affect the posi-
tion. It is only in respect of those
cases where the current account is
less than Rs. 500 that my amendment
wou'd be of some use to these people.

Shri Morarji Desai: I accept it.

Shri Morarka: I am grateful to the
Finance Minister who has accepted
my amendment.

Shri Morarji Desai: Sir, I accept
the amendment of Shri Morarka, but
I cannot accept the other amend-
ments.

Mr. Chairman: 1 will put all the
amendments to the House, except
No. 15.

Amendments Nos. 1 and 8 to 13 were
put and negatived.

Mr. Chairman I will now put am-
endment No. 15 fo the vote. The
question is;

Page 3, lines 23 and 24,—
for “fifty per cent. of the
balance at his credit subject to
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a maximum of two hundred and
fifty rupees”, substitute—

“a sum of two hundred and
fifty rupees or the balance at
his credit whichever is less”
(15)

The motion was adopted.
Mr. Chairman: The question is:
“That clause 4, as amended, stand
part of the Bill.”
The motion was adopted.

Clause 4, as amended, was added to
the Bill,

Mr. Chairman: There are no am-
endments to clause 5. The gquestion
is:

“That clause 5
Bill.”

stand part of the

The motion was adopted.
Ciause 5 was added to the Bill.

Mr. Chairman: We shall take up
clause 6.

Shri Nathwani: I am not moving
my amcndments Nos, 16, 17 nor even
18. But I want to say a word about
them.

Amendment 16 and 17 are sought to
make a verbal amendment only. It
was only with a view to clarify the
position that the power should not be
given to the Central Government to
stay the proceedings or the com-
meacement of the proceedings. The-
refore, I was considerably suprised
when an hon. Member Shri Gupta
started suspecting motives on the part
of the movers of these amendments.
As my hon. friend, Shri Morarka has
pointed out they are merely of clari-
ficatory nature and no motive need
have been suspected. As regards am-
endment No. 18—I am not moving it
—-1 may suggest respectfully to the
hon. Minister to give us, if possible,
some sort of assurance to see that all
the members and creditors of the
banking company ge: an opportunity
of acquainting themselves with the

Second (Amend- 7246

ment) Bill
scheme framed by the Reserve Bank
because unless they know the con-
tents of the scheme they would not
be in a position to make their obser-
vations or suggestion. So, it may be
done by departmental instructions or
otherwise.

Shri Morarji Desai: Tihere are
departmental instructions like that.

Shri Narayanankutty Menon: Sir
now that the second reading ig al-
most over, may I request the hon.
Minister to look into the gquesiion
raised by me with regard to the
Coachin Bank?

Shri Morarji Desai: I have looked
hopeless condition. If the hon. Mem-
ber likes, 1 am prepared to give the
figures.

Shri Narayanankutty Menon: Not at
least in public.

Shri Morarji Desai: If he comes
fo me I will give them.

Mr. Chairman: The question is:

“That clause 6 stand part of the-
Bill.”

The motion was adopted.
Clause 6 was added to the Bill.

Clauses 7 to 10 were added to the
Bill.

Clause 1, the Enacting Formula and
the long Title were added :0 the Bill.

Shri Morarji Desai: Sir, I beg to
move:

“That the Bill, as amended, be
passed.”

Mr. Chairman: Motion moved:

“That the Bill, as amended, be
passed.”

Shri Prabhat Kar: Mr. Chairman,
this- Bill which has now beecn moved
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to be passed, deals on doubt with the
most important aspect of the banking
industry.  The closure of the Palai
Bank hag no doubt caused hardship
‘to its depositors and sharholders and
the employees bui it has done one
good thing in that it has given a
jolt to the thinking of the Finance
‘Ministry which was accustomed to
think in a manner which had no con-
nection with realities. Today I find
that the Reserve Bank is given power
to prepare a scheme for the amalga-
mation of the banking industry if it
is found in the national interest and
the interest of the depositors in order
to sccure proper management of the
banking company.

The All India Banking Employees
Association had been writing to the
Finance Ministry pleading with them
to give more power to the Reserve
‘Bank so that it can formulate a
scheme of amalgamation but we have
been repeatedly told by the leaders
‘that it has already the power and
there was no need of giving any more
power for preparing a scheme of
amalgamation. Even in February
1960, we have been told that section
'36(1) (b) wag sufficient for this. The
Palai Bank has given a jolt to their
think'ng and they feel that section
36(1) (b) is not enough. So they
have come forward with an amend-
ment taking this opportunity. It is
good that the Finance Minisiry ac-
cepted the suggestion of the Associa-
tion which it had been pursuing for
the last five or six years.

It has been said that before the
amalgamation scheme is prepared,
power has been given to the Reserve
Bank to declare a moratorium. The
suggestion is that instead of sending
the bank into liquidation, a mora-
torium should be declared and in the
meantime the Reserve Bank should
see whether any scheme for amalga-
mation or reconstruction could be
made and then with that scheme the
bank will run. I agree that some
‘time is necessary for the Reserve
Bank to get a full picture of the bank

but when once moratorium is declar-
ed it will create a situation for that
particular bank where it will be diffi-
cult to run the bank even with the
reconstruction scheme -unless the
amalgamation scheme is prepared. I
would, therefore, request that the
Reserve Bank should use this power
of declaring moratorium before the
time it makes up its mind so that
after the moratorium when the bank
reopens, it will reopen with renewed
strength and it will not be a mora-
torium which is a step towards sub-
sequent liquidation.

Now the power has been taken; the
time-limit has been fixed and the
limit of preferential payment has
been raised to Rs. 250. I come from
a S:ate where some 50-—60 banks are
being liquidated and as the hon.
Member Shri Guha said most of the
banks have not paid dividends al-
though they are in liquidation for the
last 10—12 years and the money of
the depositors is being spent in runn-
ing the office of the liquidators. But
so far ag the deposiiors money is
concerned, nothing has been paid.

The liquidation proceedings of a
banking company, the hon. Finance
Minister while presenting this Bill for
consideration said, should not be treat-
ed on a par with the liquidation pro-
ceedings of other companies and it
requires a certain amount of differen-
tial treatment. Now, I want to draw
the attention of the hon. Finance Min-
ister and the House to the fact that in
this particular case of banking com-
pany, it is only two to three per cent.
of the whole working capital involved
that belongs to the shareholders and
95 to 98 per cent. of the money belongs
to the depositors who are not concern-
ed with the working of the bank.

Shri Ramanathan Chettiar: I would
like to correct the hon. Member. It is
not 2 to 3 per cent; it is 5 per cent.

Shri Prabhat Kar: I said 95 to 98 per
cent. of the money belongs to the de-
positors. Let it be that 5 per cent.
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belongs to the shareholders and 95
per cent. belongs to the depositors who
had nothing to do with the working
of the bank. Because of the fault or
the wrong- doings of the directors, the
bank has gone into liquidation and yet
for twelve long years not a single far-
thing has been paid to the depositors
and the liquidation proceedings con-
tinue. I would, therefore, request the
hon. Finance Minister to consider the
whole procedure laid down for the
liquidation of banks so that he may
evolve out a more easier method by
which at least the depositors may get
some amount at the earliest opportu-
nity and all this long pain of twelve
years is not wasted taking their own
money which is spent to complete ‘he
liquidation proceedings. That is my
request to the hon. Minister with the
passing of this Bill.

Shri Morarji Desai: Well, Sir, I am
thankful to the hon. Member for the
remarks he made, but it is for the pur-
pose of expediting liquidation pro-
ceed ngs that this Bill has been brought
and that is why it is being passed. So,
there is bound to be improvement and
in future there will not be this sort of
uncertainty which is there now and
any time can be spent over the preli-
minary issues so that the liquidation
proceedings are delayed. We are also
trying now to find out ways and means
of doing them more efficiently with
less cost. We are concentrating our
attention upon it, but we could not
think of that just now because that
would have delayed this very Bill and
that would not have been very advis-
able. But we are constantly thinking
about this and trying to see that in
future the difficulties that we have
undergone in the past we do not
undergo.

Shri A. C. Guha: Can anything be
done in respect of those banks which
have been under liquidation for seven
to eight years now?

Shri Morarji Desai: As I said, those
banks which have not paid any divi-
dend will be covered by this.
1030(Ai) LS—9.
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Shri A. C. Guha: Those which have
paid some nominal dividend?

Shri Morarji Desai: There I am
helpless.
\
Shri A. C. Guha: I want to know
whether the Government can do any-
thing about them?

Shri Ramanathan Chettiar: In regard
to the future, may I know whether the
Finance Minister will consider the
question of appointing full-time direc-
tors and not observers to such banks?

Shri Morarji Desai: This is always
considered. That is what the Reserve
Bank does. It is not always observers;
sometimes there are directors, some-
timeg observers and sometimes mana-
gers. All sorts of proceedings are
taken by the Reserve Bank.

Mr. Chairman: I shall now put the
motion to the vote of the House. The
question is:

‘“That the Bill, as amended, be
passed.”

The motion was adopted.

16.44 hrs.

DELHI PRIMARY EDUCATION BILL

The Minister of Education (Dr.
K. L. Shrimali): Sir, I beg to move:

“That the Bill to provide for
free and compulsory primary edu-
cation for children in the Union
territory of Delhi, as passed by
Rajya Sabha, be taken into consi-
deration.”

Sir, before this House takes the re-
port of the Joint Committee into con-
sideration, I should like to draw the
attention of the House to some of the
major changes that have taken place
and that have been introduced by the
Joint Committee.





