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Shri Dasappa: I beg also to pre-
sent the Hundred and forty-second 
Report of the Estimates Committee on 
Action taken by Government on the 
recommendations contained in the 
Fifty-eighth Report On the Ministry of 
Home Affairs--Administration of 
Union Territories. 

12.871 hrs. 

COMMI'ITEE ON PETITIONS 

THIRTEENTH REpORT 

Shri Barman: I beg to present the 
Thirteenth Report of the Committee 
on Peitions. 

Mr. Speaker: Sardar Swaran Singh: 

The MinUer of Steel, Mines and 
Fuel (Sardar Swaran Singh): I have 
already laid the statement. 

Mr. Speaker: Yes. Next item. Bills 
for consideration and passing. 

12.071 hrs. 

DEPOSIT INSURANCE CORPORA-
TION BILL 

Mr. Speaker: The House will now 
take up Legislative Business. 

The Deputy Minister of Finance 
(SM B. B. Bbagat): Sir, I beg to 
move: 

"That the Bill to provide for 
the establishment of a corporation 
for the purpose of insurance of 
deposits and for other matters 
connected therewith or incidental 
thereto, be taken into considera-
tion." 

As hon. Members are aware, the 
Committee on Finance for the private 
sector which was constituted in 1954 
recommended the introduction of a 
scheme of deposit insurance, and the 
suggestion has also been repeated from 

tion Bilt 
time to time since then. When this 
matter was examined some years ago, 
it was considered desirable to wait for 
some time, before a final decision re-
garding the Committee's recommen-
dation was taken. It was anticipated 
that with the steady improvement in 
the financial position of the banks as 
a result of the control and supervision 
exercised by the Reserve Bank, the 
responsibility which was likely to be 
thrown on the proposed Deposit In-
surance Corporation was likely to be 
reduced after some time· and it was 
also thought that the m~jor Indian 
banks in the private sector, which 
were likely to be affected by the pro-
posals under consideration should be 
consulted, and persuaded, if possible, 
to accept the more importan t features 
of the scheme, before it was brought 
into force. 

As hon. Members are aware, there 
is now a consensus of opinion among 
those interested in the bank industry 
that the time is opportune for the 
establishment of the proposed corpora.. 
tion. The main outlines of the scheme 
of insuance haVe also been examined. 
in detail by the Reserve Bank and the 
two banks associations and the State-
Bank of India haVe been consulted. It 
is now generally agreed that if the 
scheme is implemented early, it will 
increase stili further the protection 
which became available to the deposi-
tors sinCe the provisions of the present 
Banking Companies Act were brought 
in to force, and will incidentally facili-
tate the strengthening and improve-
ment of the banking and financial sys-
tem of the country. 

Sir, the Deposit Insurance Corpora-
tion which this Bill seeks to establish 
will be a very speciai'Sed institution. It 
will, So far as our information goes. 
be the second institution of i's kind 
in the world, the Federal Deposit In-
suranCe Corporation of the U.SA. 
which was established in 1933, being 
the other corporation entrusted with 
similar responsibilities. It will be use-



7759 Deposit BHADRA 16, 1883 ($AKA) Insurance Corpora-
tion Bm 

7.,00 

ful, therefore, if I indicate very briefty 
the background against which the de-
cision to establish the Corporation has 
been taken. 

I would like to make it clear, if 
may, that the Corporation is not be-
ing established becaUse of a feeling 
that there is any kind of crisis in the 
Indian banking industry. The record 
of joint-stock banks in India since 
about the beginning of the 19th cen-
tury, when such banks were first estab-
lished, has been, on the whole, quite 
satisfactory. Bank failure in India, 
whether we take into consideration 
the number of the institutions involv-
ed Or the amount of the loss to the 
depositors, have been neither frequent 
nor very significant, in comparison 
with the experience of several other 
countries, including the U.S.A. 

In broad terms, more than 96 per 
cent of the deposits of the commercial 
banks in India at the present time 
are with institutions, which on the 
basis of their OWn experience and per-
formance in the past, have been able 
to inspire and to maintain the confi-
denCe of the constituents as well as 
the general pUblic. The deposits which 
may be regarded by pessimists as 
vulnerable constitute perhaps 4 per 
cent or even less of the commercial 
banks' total deposits at the present 
time. In actual quantum, the loss or 
erosion in deposits is not, on our 
estimation, so great as to cause any 
serious concern. 

The decision to introdUce a scheme 
of insurance has been taken, in these 
circumstances, primarily with the ob-
ject of removing any anxiety or mis-
giving on the part of the individual 
depositors regarding the safety of the 
deposits in which they are, or may 
be, particularly interested. If the 
banking industry is to develop and 
to maintain a rate of growth com-
mensurate with the responsibilities 
which are likely to be entrusted to it 
during the third Plan, Or the oppor-
tunities which may be provided for it 
during the period of that Plan, it 

must be able to offer a guarantee or 
assurance of protection in respect ot 
every deposit, whatever the position or 
status of the bank or the depositor 
may be; and the depositor should also 
be enabled, in the event of any un-
foreseen loss, to obtain as large a por-
tion as may be possible of the amounts 
due to him, without waiting for the 
process of liquidation Or the realisa-
tion of the assets of the bank to be 
completed. 

A guarantee of the kind which is 
now envisaged and the assurance of 
immediate paymeQt in the event of a 
loss are necessary to encourage the 
banking habit peraticularly on the 
P""t of those small savers, who gene-
rally deal with unit-banks Or other re-
latively small institutions. If, as we 
expect. this guarantee encourages the 
growth of deposits and enables the 
banks to mobilise the available finan-
cial resources, and to extend and in-
crease the area and SCOPe of their 
operations, the object which We have 
in view will be attained. 

I shall now indicate very briefly the 
salient features of the present Bill. 
As the Statement ot Objects and Rea-
SOnS and the notes on clauses make it 
clear. the intention is that all the de-
posits in all the commercial banks, 
excluding Government deposits 
and the deposits of the insured 
banks themselves. should get the be-
nefit of insurance cover within thirty 
days of the commencement of the Act. 
The present limit of the Corporation's 
liability will be Rs. 1,500. The maxi-
mum permissible amount of the in-
surance premium will be 15 naya 
parise per Rs. 100 per annum. The 
Corporation's liability, according to 
the scheme of this Bill, will arise as 
soon as a bank has been taken into 
liquidation, or as SOOn as a 
scheme of reconstruction or 
amalgamation p-oviding for 
any scaling down of the deposits 
has been smctioned in relation to it. 
The Bill provides that in the event of 
liquidation. steps will immediately be 
taken by the Corporation to disburse 
the entire deposit upto the limit of 
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the insurance, and that in the event 
Qf the enforcement of any scheme for 
the scaling dOWn of the deposits, the 
deficiency will likewise be paid. The 
amounts, if any, which will normally 
be dUe to the depositors wi! be divert-
ed subsequently for payments to the 
Corporation, until such time as the ex_ 
penditure incurred by the Corporation 
has been completely reimbursed to it. 

I do not think it is necessary for me 
to detai~ the House by explaining at 
length the minor details of the Bill. 
These are fully explained in the notes 
on clauses and I do not think that 
these provisions call for any particu-
lar remarks. 

The number of accounts with com-
mercial banks is now estimated at 
about 6 millions, The size of the 
average deposit, however, varies from 
time to time. On the basis of such 
information as we have, We estimate 
very broadly that 5 per cent of the 
number of accounts and 20 per cent 
Or one-fifth of the entire deposits ex-
cluding the PL-480 funds may be 
covered by the scheme, which has now 
been proposed, 

Sir, it is our intention that although 
the Bill provide for a ceiling of 15 
nP per Rs. 100, the actual rate of the 
premium should be fixed at 5 nP for 
the time being. The HOUSe will agree 
that the cost of the insurance at this 
rate will. be relatively cheap. 

We expect that having regard to the 
time at which and the circumstances 
in whiCh the scheme is being introduc-
ed, the strain on the resources which 
lire being placed at the disposal of 
the Corporation will not be very 
great. The Bill, however, provides 
for an increase in the premium rate, 
in case this should become necessary 
at any later stage, and the limit of the 
insurance can also be increased, in case 
this is c'Jnsidered really necessary and 
the Corporation's finances permit this 
in the future. The cost or the extent 
of the insurance cover can thus be re-
adjusted., if necessary. from time to 
time, in the light of actual experience 

regarding the working of the Corpora-
tion. 

I would also like to invite the atten_ 
tion of the House at this stage to an 
important departure from the details 
of the scheme as they were published 
in the Press a few months ago. It 
will be noticed that the scheme of de-
posit insurance noW outlined in the 
Bill covers the deposits of all banks, 
including the State Bank of India 
and its subsidiaries. Earlier, the 
Government of India had decided tn 
exclUde the deposits of these latter 
banks from the purview of the scheme, 
and in May, 1961 an announcement 
had also been made to that effect. It 
had also been indicated at that time 
that these banks would make appro-
priate contributions in support of the 
scheme in the wider public interest. 
The State Bank and its subsidiaries 
are constituted as public corporations 
by the Central Government under 
special charters. This distinguishes 
them from other commercial banks, 
and it is not necessary to cover the de-
posits of these banks by an insu"ance 
scheme, the primary object of which 
is the restoration of the confidence of 
the depositors. 

However. certain legal and other 
difficulties have been encountered in 
implementing the decision in the form 
in whiCh it was originally announced. 
Accordingly, the deposits of the State 
Bank of India and its subsidiaries have 
also been formally included in the 
scheme and the contributions which 
these banks would have made 
in accordance with the previous 
decision will now be made by them in 
the shape of premia. 

Although the State Bank and its 
sub3idiaries notwithstanding their 
special p~ition. haVe been called 
unon to participate in· the scheme in 
the larger interests of the banking 
system, financial institution accept-
ing deposits, other than banks which 
are governed wholly or in part by the 
provisions of the Banking Companies 
Act, will not be included withill the 
scope of this insurance scheme. I 
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would like to indicate very briefly the 
reasons why it has not been possible 
to cover these deposits. 

As hon. Members are aware, the 
powers of inspection and control, 
which the Reserve Bank exercises 
Over the banking system are limited 
to banking companies Or statutory 
corporations carrying on the busine.s 
of banking. Co-operative societies 
carrying on similar functions are 
speciafically exempted from the pro-
visions of the Banking Companies 
Act; and they are not, therefore, sub-
ject to the same degree of control as 
in the case of the other commercial 
banks. The number of co-operative 
societies accepting deposits from non-
members, with which the new Cor-
poration will have to enter into work-
ing arrangements in case they are 
to be covered, is also relatively very 
large. The size Of the net insurable 
public deposits with these and other 
institutions is, on the other hand, not 
very considerable. Having regard to 
these and other relevant considera-
tions and the legal and other difficul-
ties of extending the arrangements 
now proposed, so as to include these 
institutions also, it has been decided 
that the scheme should fOr the time 
being be confined to commercial 
banks. 

We beUeve that the Institutions 
which are outside the scheme and 
which serve On the whole only the 
specialised needs of particular mem-
bers or groups will not be affected 
adversely by these decisions. The 
position can, if necessary, be review-
ed at a later stage after the Corpora-
tion has been established and has 
built up the necessary financial and 
other resources for enlarging the scope 
of its responsibilities. 

I indicated at the beginning of this 
speech that the Corporation which this 
Bill seeks to establish will be the 
Second institution Of its kind in the 
world. The scheme of deposit insura-
nce in the U.S.A., On which ours is to 
some exten t modelled, has justified 
itself, in the sense that it has facilita-
ted a remarkable growth in bank 
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deposits and in the nation-wide deve-
lopment of banking institutions of all 
kinds. The American bainking system 
has found it possible to achieve a con-
siderable measure of stability over a 
period of about twenty-eight years 
since the scheme was first introduced. 
This stability, it is also relevant to 
add, has been achieved and ma;ntain-
ed under varying conditions of boom, 
recession and readjustment and at 
comparatively very little cost in terms 
of the effective premia or payments by 
the Deposit Insurance Corporation. 

It is my hope that the experiment 
which we are trying will be equally 
successful. By ena_!ing Indian banks 
to participate fully in our economic 
growth and to contribute effectively 
to it in such a manner as to accelerate 
it, the Corporation which is proposed 
to be established according to this Bill 
will. I am sure, abundantly justify 
itself. 

Sir, I move. 

Mr. Speaker: Motion moved: 

"That the Bill to provide for 
the establishment of a corporation 
for the purpose of insurance of 
deposits and for other matters 
connected therewith or incidental 
thereto, be taken into considera-
tion." 

Now, I have received notice of two 
amendments to· the motion for consi-
deration. Are they being moved? 

Shri Naldurgkar (Osmanabad): Sir, 
beg to move: 

"That the Bill be circulated for 
the purpose of eliciting OpinIOn 
thereon by the 10th November, 
1961." (1). 

Shri L. Achaw Singh (Inner Mani-
pur): Sir, I beg to move: 

"That the Bill be circulated for 
the purpose of eliciting opinIOn 
thereon by the 1st November, 
1961." (7). 
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Mr. Speaker: Both the amendments 
as well as the original motion are 
now before the House. 

Shri Tyagi (Dehra Dun): Sir, may 
I seek a clarification-I do not want to 
participate in the debate-with regard 
to the premia? Will the hon. Deputy 
Minister make it clear that while 
assessing income-tax on these banks 
the premia amount paid to this orga-
nisation shall be deducted from the 
total income assessable to income-tax 
as is the case in the maintenance of 
property, fire premia and other things? 
Will that concession be available to 
these banks, because after all this 
will be paid with a view to protecting 
their capital? 

Shri B. R. Bhagat: Does the hon. 
Member want to know whether they 
will be given deductions to the extent 
of the premia paid for purposes of 
income-tax? 

Shri Tyagi: I want to know whether 
in assessing the total income for cal-
culating the income-tax the amount of 
premia paid will be deducted. 

Shri B. R. Bhagat: I will clarify 
that when we take up the detailed 
examination of the Bill clause by 
clause. 

Mr. Speaker: In all, four hours 
have been allotted for this Bill. May 
I know how much time hon. Members 
would require for the general dis-
cussion and how much for the clailse-
by-clause consideration? 

Some hon. Members: Three hours 
for general discussion and one hour 
for clause-by-clause consideration. 

Mr. Speaker: All right. May I know 
how many hon. Members would like 
to participate in this debate? 

Some hon. Members rose-

Mr. Speaker: I find there are ten 
hon. Members including the hon. 
Deputy Minister. 

Shri Naushir Bharucha (East Khan-
desh): It may not last for three hours. 

Mr. Speaker: Shri Vasudevan Nair-
hon. Members may confine their 
remarks to 15 minutes. 

Sbri Naldurgkar: Sir, my amend-
ment is No. 1 on the list. 

Mr. Speaker: I know it is there. 
Does the hon. Member mean to say 
that therefore he should be called 
first? That does not matter. Both 
the amendments as well as the ori-
ginal motion are before the House 
and all hon. Members can speak on 
them. Shri Vasudevan Nair. 

Shri Vasudevan Nair (Thiruvella): 
Sir, I hOPe this is one of the various 
steps intended to stabilise Our banking 
industry. The hon. Minister has just 
now stated that this Bill should not 
giVe an impression that our banking 
industry is in a crisis. Nobody would 
like to say that the Indian banking 
industry is in a crisis. But, at the 
same time, We will have to face facts. 
The very fact that the leaders of the 
banking industry both in the public 
sector as well as in the privatee sector 
met several times during the last one 
year to discuss ways and means of get-
ting out of some difficulties-I should 
put it in that way if the word 'crisis' is 
not to be used in this context-shows 
that there are some very serious prob-
lems facing this vital industry. 

And, apart from this proopsal to 
have this deposit insurance corpora-
tion, I think the Reserve Bank has 
proposals and the banking industry as 
a whole has various other proposals. 
For example, I hear that there is a 
proposal to increase the interest rate 
so that deposits are mobilised much 
more than what was done, for example, 
last year. 

Now, the report of the Reserve 
Bank regarding the trends of the bank-
ing industry in 1960 bas ,brought out 
very important problems. They have 
posed very important problems, and it 
is to a certain extent disturbing to find 
that at least in the second half of 1960 
the deposit position was not very good, 
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was not very encouraging. Therefore, 
this proposed legislation, let us hope, 
will help at least to a certain extent 
to stabilise the deposits, will help in 
mobilising the deposits much more 
than what was possible in the last 
year. 

Sir, it is a fact that this deposit in-
surance scheme wilI not be a guran-
tee against bank crashes-I hOPe the 
Government also is aware of that 
fact-because in spite of this deposit 
insurance scheme in the United States 
of America for the last SO many years, 
nearly thirty years, we have heard 
stories of bank crashes. Of course, it 
is entirely a different problem. When 
the banking industry is mainly in the 
clutches of some people who are con-
cerned mainly with their profits ond 
who carry on the business-I do not 
say all of them, but at least many of 
them-not in a proper way, then it is 
quite natural that there will be some 
crashes. 

We had the painful experience of 
two important banks crashing last 
year~one was the Luxmi Bank before 
and the Palai Bank afterwards-and 
as far as my State is concerned per-
haps we were the worst hit as a result 
of this bank crash and afterwards as 
a result of the moratorium for five or 
six banks. 

Now, in the present situation, we do 
not believe that all these schemes 'by 
themselves wilJ help to create full 
confidence in the dep(lsitors, in the 
public, as long as the banking indus-
try is mainly in the hands of the pri-
vate sector. As you know, Sir, our 
position is well known in this regard, 
and even at this statge We would like 
to re-emphasise our faith in the ulti-
mate nationalisation of banking indus-
try, especially the scheduled banks. 
We are really sorry that the Govern-
ment is fighting shy of it even now 
after so much of experience, and at a 
time when the resources position in 
'fbis country as far as the Plan is con-
cerned is very difficult it would have 

been worth while, it would have been 
a very proper step on the part of the 
Government to nationalise the sche-
duled banks and to get hold of such 
a large amount-nearly Rs. 2000 
crores. But, unfortunately, the Gov-
ermnent is taking up a very conser-
vative and rigid position on this ques-
tion. May be, we hope, that in course 
of time they will come round, wisdom 
and good sense will dawn on them 
aud proper steps will be taken to see 
that this vital industry in the national 
economy is properly managed, is in the 
hands of the Government and is pro-
perly lItilised for the development of 
Our country. All the same, in the 
present set up I would like to welcome 
this legislation, becaUSe this will help 
to create confidence, at least in the 
minds of a section of the depositors 
that at least up to Rs. 1,500 would be 
saved. At present, there is a guaran-
tee only about Rs. 250 and, by virtue 
of this legislation, that limit goes up 
to Rs. 1,500. In that sense, this is a 
good step and this has to be welcomed 
in that limited sense. 

But I have to offer a very serious 
criticism about this particular piece of 
legislation. The hon. Minister tried 
to explain why they have decided to 
include the State Bank and its !!Ubsi-
diaries also in this deposit insurance 
scheme. Weare totally opposed to 
this step. We are opposed to it both 
in principle and on practical conside-
rations. There was a demand from 
the leaders of the banking industry-
in the private sector that the State 
Bank should be dragged in. The han. 
Minister himself told us now that the 
Government were not in a mOod to do 
so in beginning and that they did 
not want the State Bank to be includ-
ed in this. I should say that their ori-
ginal thinking was very correct and 
they ought to have stuck to that 
decision. I am sorry, they have suc-
cumbed to the pressure from some of 
the leaders of the banking industry 
in the private sector. They wanted 
to club all these banks together and 
treat the State Bank on a par with th' 
private banks. I have no pn-jud:ce 
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against the private banks as as whole 
but, as we know the situation in the 
banking industry, there is the seri-
ous danger of bank crashes only in 
the private sector. I do not think the 
G<:lvernment have any fear that there 
is going to be a bank crash, as far as 
the State Bank is concerned. Then 
everything is finished. There is no fear 
On the part of anybody in this coun-
try about the soundness of the State 
Bank. If the State Bank crashes, then 
the Government also crash; there is 
no doubt about it. 

When that is the situation, what is 
the principle behind clubbing together 
the State Bank as well as the private 
Banks? I am not at all satisfied with 
the explanation given by the hon. 
Minister in his opening speech. So, 
as a principle, Government ought to 
have treated the State Bank on an 
entirely different qualitative level. 
Otherwise, what is the fun in pointing 
out that the private banks, because of 
their behaviour, created the danger of 
bank crashes? So as a principle, it )S 

wrong to include the State Bank along 
with the private banks. 

. Secondly, on practical considera-
tions also, we are opposed to it. 
Because, even if it is 5 nP. for hundr-
ed rupees. , . 

Dr, Krishnaswami 
15 nP. 

(Chingleput) : 

Shri Vasudeven Nair: The Minis-
ter stated that, for the time being, 
they are going to have only 5 nP. 
which may go up to 15 nP. For the 
time being, it is only 5 nP. Let it be 
even 1 nP. The State Bank being 
such a major institution, I am sure, 
it will have to set apart a considerable 
amount for this premium. I would 
Jike to know the amount from the hon. 
Minister, if he could furni<h that 
information. :', .~ fl 

Shri B. R. Bhag"t: It will be Rs. 30 
lakhs to 35 lakhs. 

Shri Vasudevan Nair: So, ....,. 
should that amount be unnecessarily 
diveretd to this Corporation? Of 
course, Government may say that 
that Corporation is also managed 
mainly by the Government, Reserve 
Bank etc. and that there is a provisioD 
that they can invest their money in 
Government securities and things like 
that. But why should We invite aU 
these complications simply to satisfy 
the demand of the leaders of the 
banking industry in the private sec-
tor? So, for these two considerationtl. 
we would urge upon the Government 
to go back upon their present pcsitioD. 
and to stick to their original 1ecisiao 
of not clubbing the State Bank .... ith 
the private banks in this country. 

Then I want to refer to the inade-
quacy Of the amount insured in this 
Bill. After all, what is Rs. 1,500 in 
India today? Here We have to take 
into account the value of th,~ rtJ}Jee-
Even a midle class family in our 
country can deposit a much bigger 
amount. 

12.37 hrs. 

[DR. SUSHILA NAYAR in the Chair} 

My own view is that even at this iDi-
tial stage we ought to have covered a 
bigger amount in this legislation. Tile 
Minister has stated that the deposits 
covered will be only 20 per cent of the 
total. We are trying to frame this B""dl 
on the basis of the American legisla-
tion, to a certain extent. I am tohl 
that under the American Deposit In-
surance Scheme the amount insured! 
is quite substantial, up to 10,000 dol-
lars, and the percentage of deposits 
covered is well over 75 per cent. That 
is a very substantial amount. This 
meagre 20 per cent of the total de-
posits in India will not go verv far 
in re-establishing the confidenee 
among our depositors. So, I would re-
quest the Government at least to 
double the percentage covered. 
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Shri B. R. Bbagat: The hon. Mem-
ber quoted America. For hi! 'nfor-
mation, I may say th'lt they also 
started with 2,500 donars and, over 
a period of years, they raised it to 
10,000 dollars. Our intention also is to 
start in that way and raise it later on, 
if necessary. 

Sbri Vasudevan Nair: Even then it 
was 2,500 doliars, whiCh is not a very 
small amount. Here We wa!1t mainly 
to protect the small and mind,( class 
depositors by this legislation. Of 
course, the result of this will obvious-
ly be, as some newspapers ha,e com-
mented, people would be d;,strlbutmg 
their deposits in various banks and 
there will be many more accounts. 
I am not an expert and I do not 
know much about it, but I thiuk that 
will be the natural tendency. So, it 
would have been much b?tter and 
advisable if We had ~t lea,t dcubled 
the amount. Of cour.e. Government 
may say that we cannot be very ambi-
tious at the initial stage. but I would 
request them to realise that this 
amount is only 20 per ce!1t of 1.3C total 
deposits. 

The Banks, accordhg to thi~ Bill, 
will have to pay a premium. I would 
like to know from the Gov~~nment 
what the impact of this will bE', all the 
individual depositors, as it is 'lot at 
all clear in this Bill. 

How are they going to pay this 
premium? From where? What is the 
source? Is it to be p:tid from the 
profits of the bank? Or, will they find 
out some method of extracting it from 
the depositors themselv~>? We have 
the experience of sales tax, for exam-
ple. Of course, there the consumers 
are not directly taxed by the Govern-
ment But virtually all the tax is borne 
by the consumers. We have very clever 
businessmen in this country. We have 
very clever bankers in this Cl'un try 
who will very easily devise methods 
to get that much amou", fr'lm the 
depositors themselve,. So, I would 
like to get a clarifica:;ion fr,'1'1. the 
Government. I would like the Gov-

ernmcnt to assure Us that this win 'lot 
be an additional burJcn on til(' ::Iepo-
sitors but that it wou:d be bo~~e by 
the banking industry because ulti-
mately even this measure is made 
necessary because of the banking in-
dustry. I think, if we accept this Bill 
with these changes, it would at least 
go a little way in re-establishing the 
confidence among our depositors. 

Dr. Krishnaswami: Madam Chair. 
man, I must congral·.l!3te rr.y h(n. 
friend for the very moderate tone that 
he adopted in introduci"g thi; BII]. 
In many ways this is a satl.>factory 
measure, but at the ()u~sd I ,hould 
like to point out that ""d~r a d'iTcrent 
scheme we might have insured 'he 
bulk of deposits in ou~ b'i;,k>, Had 
we decided on the Reserve Bank 
paying an interest of 2 per cent, a 
nominal amount, on the statutory 
balances held by VariOti3 bank, into 
an insurance fund we m;ght h;·.'e had 
ample resources for i'l3uring d;-posits 
upto practically any amount. But this 
scheme is not before the l"~()u'E. The 
Deposit Insurance Corporati,_" P"OP03-
ed to be set up by the GO\'tmment .s 
a step in the right dn·ectioll. We a"e 
taking a step to inspire confidence 
among large numbers (Of 5aVe"s. The 
test of any sound insurance is that it 
should work wcll. An ;nsurarcce 
scheme is said to work well when 
there is no need to pay a d(>positor. 
That, after all, is the real te;;t of a~y 
sound insurance scheme. My hOD. 
friend, Shri Vasudevan Nair, in a vpTy 
strongly worded attack on the Govern-
ment pointed out that the State Bank 
and other institutions should have 
been excluded. I totally disagree with 
him. If the strong have to go to the 
rescue of the weak-this is the basis 
of insurance-why, in what name can 
we exclude the State Bank from the 
category of other banking institution? 

Now I should like to take for a wry 
short while the definition of 3 deposit 
as laid down in the Bill. Acc.)t·dmg 
to my han. friend, a deposit is defined 
"as an aggregate amount of ali the 
unpaid balances dUe to 3 depositor but 
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excludes deposits received outside 
India and amounts due to the Central 
Government or to a State or a foreign 
government or to an insured bank." 
What is the logic behind the exclusion 
of foreign deposits of Indian banks? 
It may .be argued that only the bigger 
-or the more solvent bank., have 
branches abroad and these are unlike-
ly to fail; to insure such deposits 
would only add to the cost, of bank_ 
ing. But as against this powerful 
consideration, may I not suggest that 
insuring these deposits will add (0 (heir 
attractiveness, particularly in count-
ries where banking is under develop-
ed? May not the extemion of insu-
rance lead to an expansion of Indian 
banks in Africa and South-East-Asia? 
Therefore, I suggest and I request 
:my hon. friend t') consider this sug-
gestion that it would be desirable to 
give the option of insuring foreign 
deposits to Indian banks SO that we 
might really have attractivene:;s of 
Indian banks at least in many of these 
new areas. 

Under this scheme we lire insuring 
"lIpto Rs. 1,500. I take it from my hon. 
friend that excluding those categories 
which fall outside the purview of 
insurance the deposits in accounts with 
balances of Rs. 1,500 and less than 
Rs. 1,500 represent 75 per cent of the 
accounts in our banking system. I 
would like to ask one or two ques-
tions. How are these accounts distribu-
ted as between the banks? Do the 
large banks have the bulk of these 
-deposits? Or are they distributed 
amoung the smaller or the weaker 
banks? If the bulk of such accounts is 
distributed among the larger banks, 
this insurance cover is not-nkely to be 
necessary in practice. On the other 
hand if the major portion is with the 
weaker banks, the contingent liability 
may be very large. Let us realise that 
deposit insurance, althOUjlh valuable 
is only one measure for inspiring con-
fidence among the savers in our com-
munity. The crashes of the Lakshmi 
Bank and the Palai Bank some time 

ago shook the confidence of many 
savers in the banking structure and al-
though from the statistical point of 
vIew it might be pointed out that the 
collapses are few, when financial ins-
titutions collapse, even one or two 
they tend to have a very, very pessi~ 
mistic influence on the t!ommunity. It 
is from that point of view that many 
of US demanded that there should be 
a deposit insurance corporation and 
(ha I other energetic steps should be 
taken by the Reserve Bank. I do 
feel that th.e other and equally im-
portant-if not more important,-
measure is for the Reserve Bank to 
act effectively to re-organise the 
banking structure in our country by 
attempting to assist the smaller banks 
which show a tendency to be solvent, 
and by bringing about voluntary mer-
gers where they are necessary. In 
another few years we should have 
no non-scheduled banks in our coun-
try at all. There ought to be only 
one category, and the soundness of 
the5e banks should be ensured 
through constructive inspection and 
friendly assistance by the Reserve 
Bank which has sufficient powers 
already given it. 

UnfJrtunately, there is a fatality in 
our approach to financial institutions 
in our country. I have always felt 
th .. t We take interest in financial in-
stitutions only when they are in 
trouble. Then, of course, our pana-
cea is to suggest either a committee 
of inspection or a demand for nation-
alisation. I venture to think that these 
are not by any means the sole re-
medies for our banking structure. 
When I say that we take a fugitive 
interest in this problem I include 
among the 'we' that body of our ora-
cular wisdom, the Planning Commis-
sion, which is said to indulge in pers-
pective planning over numerous in-
dustries. But it has, as yet, not de-
voted any attention to banking in-
dustry as one meriting attention. 
Neither in the First Plan nor in the 
Second Plan nor in the Third Plan 
have we had the foresirn,i or the 
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wisdom to recognise bank1ng as a 
sector meriting analysis a1'ic! prescrip-
tions for development. We are con-
tent to assume that there are banks in 
our country and, like that famous 
character of Harriet Beecher Stowe, 
"Topsy", we assume that they wiII 
grow, uncared for and that the regu-
lations of banking law wiII do the job 
of ensuring their growln. tiut we have 
to take a fresh look at batIKing. We 
have to look at its proble-ms, prOCe-
dures and practice, from a different 
perspective. The Reserve Bank, and 
the Government in consultation with 
the banking community should evolve 
a long-term plan for the development 
of b3nking in Our country. It is ur-
gent that we should do so, especially 
as much as our development is de-
pendent on the growth of a resilient 
banking structure in our COWl try. 

What are the problems that banks 
have to face in promoting exports 
which we want to double? Hitherto 
we have had no thought given to this 
question. But Members of Parlia-
ment, Ministers have been suggesting 
that they think that they can plan 
doubling our exports without realis-
ing tha! the financial structure also 
plays very important part in promot-
ing the growth of exportS. How can 
banking be made to contribute shaIl 
we say, in the next five years to the 
mobilising of resources in the grow-
ing rural and new urban communi-
ties? It is not the contention of any-
One who has given any thought to 
this problem that the State Bank by 
itself will be able to do this job. We 
have to find out what the relation 
should be between different branches 
of banks, and how growth of the 
banking habit in many of these new 
rural and urban areas should be 
brought about. 

Let us also realise that just as in 
the textile industry the problems of 
modernisatiOn have come like a flood 
On us, so too in banking will they 
come on us unless We plan ahead. 
Why, for instance, does it take half 
an hour for a customer to obtain 
eash from the counter whereas in the 

United Kingdom or other centres it 
takes only about five or ten minutes! 
Also let us realise that the cost of 
banking will rise. The bank employ-
ees, like other sections, will obtain 
increased emoluments. That is a legi-
timate demand which We will have to 
concede and this will lead to a rise 
in bank charges which the depositors 
wiII have to pay. In fulure banking 
may be a I uxury, restricted' to _ a few 
areas, or at any rate, its growth may 
be very slow, unless we followed a 
rational policy of modernisation, 
which takes into account, not only 
the latest techniques evolved in differ-
ent parts of the world, but adopts 
them to the needs and reasons of our 
country. While undoubtedly wedded 
to the principle of having labour in-
tensiveness in most of our enterpris-
es, We should at the same time, take 
into account the growih of moderni-
sation which would be necassary for 
effecting very many rational improve-
ments. 

Let me ask another question of my 
friend. He has spoken very eloquent-
ly of the future and how he expects 
it to develop. What, for instance, 
are the steps that we intend taking 
to integrate the un-organised with 
the organised banking sector? We all 
know that the shroffs today, play a 
very vital part in the' wholesale and 
retail trade. They finance, if my 
memory serves me aright, according 
to information that has been sup-

. plied by the Reserve Bank and vari-
ous other banking institutions, a lit-
tle O"er 75 per cent of our wholesale 
and retail trade. No doubt, the costs 
are very high. If, in future, we wish 
to reduce the costs of distribution-
and it is necessary that we should 
reduce the costs of distribution-both 
for internal trade and for export 
trade then, undoubtedly, there is 
need for our thinking afresh on how 
We are going to integrate the un-or-
ganised with the organised sector in 
our banking. Up to now, I regret to 
say, the Pundits of the Planning 
Commission have had neither the 
wisdom nor t.he time to devote any 
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attention to this problem but they 
have contented themselve~ with issu-
ing long-winded directives on how 
costs of distribution should be 
brought down. But, this is essentially 
a practical issue which ought to be 
considered by the banking community 
and by the Government, so that we 
may be able to evolve some way of 
having an integrated structure. 

From another point of view, it is 
essential that we should integrate 
the un-organised and the organised 
sector. The Radcliffe Commission has 
pointed out that it is more than ever 
necessary that We should consider all 
financial institutions and find out how 
far they can really be subject to con-
trol form the Bank of England. I sug-
gest that the very effectiveness of our 
monetary policy depends upon how 
we are able to integrate both the un-
organised and the organised sector. 

Now, a great deal has been said 
about co-operative banks. I yield to 
none in my desire to have them deve-
loped. I am very glad that the Re-
serve Bank has encouraged co-opera-
tive banking in our country. But, 
do let us realise that any bank, in 
order to fulfil its legitimate function, 
would have to attract deposits and 
deposits in large measure, before it 
can be said to be solvent. Up to 
now, cooperative banks have not been 
able to attract sufficient amount of 
deposits. Have the Reserve Bank, 
has the Government, have the Mem-
bers of the Planning Commission 
given any thought to this matter? 
Sooner or later, We will have to give 
some thought to this matter, since, 
we cannot ensure a continuous flow 
of assistance to financial institutions. 
Unless we are reasonably certain 
that they will stand on their feet 
after a while, assistance is not likely 
to do good. 

I believe that this Bill modest 
though it is in its scope, ha~ a valu-
"',', function to fulfil. I am very 
glad to hear that, as my hon. friend 

the Minister pointed out, he does not 
propose to re.;t on his oars and 1hat 
he will take into account the various 
aspects Of banking. My grouse 
against the Planning Commission- and 
the Government is that they react 
only to ad hoc situations and that 

'. they do not take a long view of the 
problems of banking. Even the Re-
serVe Bank which includes directors 
who ought 'to be knowledgeable have 
not given sufficient thought to the 
basic problems of banking. I hope 
that in the near future, the Minister 
and the various members of the bank-
ing community and others will exa-
mine theSe questions and find out 
what the solution are. Maybe, all 
their solutions will not appeal to us. 
But, at any rate, we in the legislature 
will have something to work upon, 
and as a result of theSe suggestion~ 

being constructively criticised in the 
nation's forum, let Us hope that bank-
ing will become more progress:ve 
and that we will have a greater 
amount of integration and a greater 
amount of foresight devoted to the 
long term development of banking as 
a sector. .-:: •. 

Shrl A. C. Guha (Barasat): While 
welcoming this Bill, I cannot but 
look to the events that occurred 
about 10 or 11 years ago in my own 
State. Just after the economic and 
financial loss of Partition, there was 
an epidemic of bank failures in Ben-
gal. A large number of banks failed 
and quite a considerable number of 
middle class people were ruined be-
cause of the bank failures. I raised 
this question On the floor of the 
HOUSe on several occasions and I 
suggested that there should be a sys-
tem of deposit insurance. The 
Reserve Bank was so rigid in its out-
look. At least on this point, they did 
not agree. Two committees, the Rural 
Banking Enquiry Committee and the 
Shroff Committee made some sug-
gestions a bout this scheme. 
12.57 hrs. 

[PANDIT THAKUR DAS BHARGAVA in the 
ChILir] 
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Anyhow, the bank failures of the 
last few years, I think, have served 
as a sort of shock treatment for the 
Reserve Bank and they have now re-
conciled themselves to this position. 

I should, in this connec~ion, also 
congratulate the Members of this 
House for the chorus of indignant 
protests that this House raised over 
two bank failures and also over the 
rUn on another important bank of 
the country. Without those protests 
from this Hous~, I am yet doubtful 
whether the Government or the Re-
serve Bank would have come forward 
wi,h this BilJ even now. While lend-
ing my support to the scheme, I have 
some words of criticism also. 

It has been stated that the cover-
age of insurance will be only Rs. 1500. 
It is apparently low. They should see 
if the limit can be raised. My hon. 
friend the Minister piloting the Bill 
has mentioned that it will cover 20 
per cent of our total deposits. If you 
consider only the personal accounts 
excluding business accounts, the 
coverage may be somewhat more. The 
Members of the House would be more 
interested in the personal accounts, 
particularly the smaller accounts than 
the business accounts. While COn-
sidering this Bill, we should see how 
far the poorer sections or middle 
class sections of the depo'tors will 
be protected by the provisions of this 
Bill and also how far tho" insurance 
scheme will encourage the banking 
habit among the people of the coun-
try. ThEre wa~ a sort of panic that 
bgnks may hi! and the poorer people 
generally would not like to put their 
money in banks. By this insurance 
scheme, at least up to Rs. 1500 is be-
ing ensured and I hope it will be an 
encouragement for the middle classes 
and the poorer sections of the people 
to put their money in banks and not 
under the ground or in some other 
dubious W1:ly. MentiOn has been made 
about the U.S.A. scheme. They 
started with about $2500. Now, the 
amOU'lt has been raised to about 
~1O.000. Of course, if they have 
~2500 then comparing the e(;onomic 
condition and the standard of living 

tion Bm 
of our country, it may be quite pro-
per that our coverage may be only 
Rs. 1500. But it is no use making an 
absolute comparison between the 
American figures and the Indian 
figures. We should take into con-
sideration also the economic condi-
tion of the two countries concerned. 
13 hrs. 

The hon. Member who spoke first 
objected to the State Bank and its 
subsidiaries being included under 
this scheme. I think that if the State 
Bank and its subsidiaries had been 
excluded, this measure would have 
proved a sort of dis~riminatory mea-
sure adversely affecting the other 
commercial banks. I do not know 
what legal matters the hon. Minister 
had in view when he said that there 
were some legal difficulties. I do not 
know what the legal difficulties are, 
but, in any case, if the provision 
would haVe been to exclude the State 
Bank and the subsidiary banks of 
the State Bank from the operation 
of this Bill, that would have meant 
a sort of discrimination against the 
other commercial banks. It is better 
that the State Bank also has been 
included under this scheme along with 
its subsidiary banks, so that, as 
regards the working expenses, the 
commercial banks may not be put in 
a disadvantageoUS position On ac-
count of the State Bank and its sub-
sidiaries being exempted from pay-
ing this premium. 

While welcoming this Bill, we 
should also see how far this Bill can 
be effectiVe in stabilising or banking 
industry. The main thing is that the 
Reserve Bank has to do its inspecting 
properly and see that no unsound 
banking is encouraged. This Bill 
should not be taken as an encourage-
ment to unsound banking. In fact, 
such apprehensions have been ex-
pressed by some people that lhis 
Bill, having put the unsound and 
the sound banks on a parity or at the 
same level, may encourage unsound 
banking. I believp that there is such 
a danger, and I. therefore, feel that 
the Reserve Bank should take suffi-
cient precaution to see that under the 
protection of this Bill no unsound 
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banking is indulged in, particularly 
by the smaller banks. 

In this connection, I would like to 
draw your attention to the position 
prevailing in the banking industry. I 
think more than ten years ago the 
Banking Companies Act was passed, 
and in that Act, there was a provision 
for inspection and also for the licens-
ing of banks. But. as yet, I think 
that about 80 per cent even of the 
scheduled banks hav," not been 
licensed. Only just a few of them 
have been licensed. A'ld most of the 
non-scheduled banks ;>.re non-licens-
ed. The mentioning of the names of 
the licensed and non· licensed banks 
is a dangerous thing. So, I do not 
like to mention those names But it 
is a fact that only ab~ut 67' banks 
have been licensed so far, ou t of a 
total number of 95 scheduled banks 
and 284 or sO non-scheduled banks; 
of the 95 scheduled ronks. 86 are 
non-licensed as yet. 

The plea of the R, serve Bank is 
that they have not got sufficient staff 
to do the inspection. I am afra;d 
that that is not a valid plea. Within 
ten years. the Reserv£ Bank should 
have completed this pr<>eess of licens-
ing. and if any bank is found to be 
not fit for licensing ev,"n after these 
ten years, then, certain steps should 
be taken about that ba"k. 

Under the amendme~t enacted in 
this House during the last year, there 
Were enough provisions whereby the 
Reserve Bank could amalgamate an 
unsound bank with annther bank or 
put it under moratorium or do some 
such thing. It is not necessary to 
send that bank immedi;>.tely to liqui-
dation. There are othe~ courses also 
open to the Reserve Bank now to put 
an unsound bank on tre right track, 
so that all the banks m"y be licensed, 
within a reasonable pe-iod of time. 
I would like the hon. Minister to as-
sure this House that at least the 
scheduled banks will be licensed with-
out any delay. I would like to know 
how long this process ill going to be 
continued. 

About the composition of the Cor-
poration. I must Say that it is rather 
not very definite and clear. It has 
become the practice of Government 
to make all these bodies filled with 
high-browed and top people and 
costly people also. That should not 
be the practice which should be fol-
lowed in the case of this Corporation 
in pnticular, and the administrative 
expenses of this corporation should 
be kept at a very low level. 

I do not think that this corporation 
will haVe much of office work to do, 
because I do not expect that there 
will be any bank failures in the near 
future. If there is any bank failure 
now, the entire responsibility will be 
on the Reserve Bank. If in spite of 
the several amendments ~ade to the 
Banking Companies Act and in spite 
of the drastic powers conferred on 
the Reserve Bank, there are any bank 
failures, the Reserve Bank shoulld 
take the entire responsibility for 
them. So, unless there is any bank 
failure, this corporation would not 
have much of administrative work. 
So. it is very necessary that the ad-
ministrative expenses should be kept 
down. 

It has been stated in clause 25 that 
the General Fund shall be invested 
in promissory notes, stock or securi-
ties of the Central Government. From 
our point of view, I welcome this 
provision, that there would not be 
any investment in the private sector. 
But. at the same time. I should like 
to say that a pertinent question may 
be raised that the fund being contri-
buted almost solely by the private 
sector. they will not get any advant-
age of this fund by way of invest-
ment in the private sector. That is 
also a point which Government should 
consider. The money is contributed 
mostly by the private sector. Even 
though personally I would agree :hat 
investment should be mostly in the 
public sector. the question m~~. how-
ever. be pertinently raised by the 
banks and bv the private sector that 
having contributed the monoy them-
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selves, stiU they would be denied of 
any advantage from this fund. This 
Fund will have a fairly large investi-
ble amount in it. 

lt has been stated that at present 
the rate of premium would be 5 nP. 
Our total deposits, including those of 
the State Bank and the subsidiary 
banks, would be over Rs. 2,000 crorell. 
At the rate of 5 of one rupee per 
hundred-5 per cent of one per cent-
I think the total annual premium 
would be about Rs. 1 crore. 

Shri Prabhat Kar (Hooghly): It 
is nat the total deposits that will be 
insured. 

Shri A. C. Guha: Premium will be 
paid on the total deposit of the banks, 
not only on the amount insured. I 
t.'link that is the position. 

Shri B. R. Bhagat: Yes. 

Shri A. C. Guha: 5 per cent of one 
per cent wouid amount to Rs. 1 crare 
annually if the deposit is Rs. 2,000 
crores. Assuming that there will not 
be any bank failures in near future, 
within a few years this Corporation 
will have a fairly big amount. 

I think there is a provision in the 
United States that the banks will get 
a refund from the premium paid by 
them. The original capital has also 
now been repaid by the Corporation. 
The Corp' ration in America, the 
Federal Deposit Insurance Corpora-
tion, is now a mutual body. This Bill 
does not con tain any such provisian. 
The capital contribu~ed by the Re-
serve Bank will be a permanent con-
tribution. There is no provision for 
refund of the am:unt by the Cor-
poration and the Corporation being 
converted into a mutual body. I 
think Government should consider 
whe'her this may be possible to be 
done, if not today, at least at some 
future time. Mter a few years' ex-
perience, they may see that this Cor-
porathn can also be converted into 
a mutual body by refund of the 
capital paid by the Reserve Bank. 

Then there is a system of rebate 
in insurance. If a car is insured and 
if there is nO claim, then next year 
the insurant gets a rebate over the 
insurance premium. I feel if a bank 
has done well and there is no loss 
on account of the unsound working 
of the bank, at least as an encourage-
ment to sound banking, such a bank 
should get a rebate. I would suggest 
to Government whether a system of 
rebate for there being no claim can-
not be devised and that no claims 
rebate granted to the insured bank. 

Under clause 6(3) (a), a person 
will be disqualified from being a 
director if he has been dismissed 
from the serv:ce of the Government 
Or of a local authority Or of a cor-
poration Or company in which not 
less than 51 per cent of the paid up 
capital is held by Government. Why 
should this disqualification be con-· 
fined to only government employees 
in government concerns being found 
guilty of misconduct? I think any 
bank employee found guilty of mis-
conduc~ in any bank or dismissed 
from the service of any bank shouM 
also be debarred from being a direc-
tor of this Corporation. 

Last year there was a run on a' 
very important scheduled bank-~>ne 
of the t: 'P four or five banks in the· 
country-and it was stated on the-
floor of th's House that an employee' 
dismiSSed from that bank had joined' 
another bank and he was at the root 
of the mischief. The Finance Minis-
ter gave the assurance that they 
would make an inquiry about that 
emplOYee and steps would be taken. 
But I think nothing has been done. 

As far as my knowledge goes, that 
employee is still in a very,comfortable 
pastion in the bank from which he 
did that mischief to the previous 
bank in which he was employed. So 
persons fe,und guilty of misconduct 
not only in governmenc concerns or 
government establishments but also in 
other banks should be disqualified 
from be'ng directors in the Corpora-
tion. 



Deposit SEPTEMBER 7, 1961 Insurance Corpora- 7786 

Shri B. R. Bhagat: That bank did 
not consider it so. 

Shri A. C. Guha: That is the bank's 
opinion. What is the opinion of the 
Reserve Bank? 

Shri B. R. Bhagat: We have no 
-power 1<:> force a bank to dismiss an 
<>mployee who is found gUilty. 

Shri A. C. Guha: That I don't like 
to accept; the Reserve Bank has got 
enough power. Yet I want to put in 
that in this Bill, that employees who 
have been found guilty of mIscall duct 
in private banks also should be de-
barred from being nominated direc-
tors in this Ccrporaf on. Here the 
disqualification is limi:ed only to em-
ployees of Government, local autho-
rities Or companies in which Govern-
ment have 51 per cent share, but a 
bank employee found guilty of mis-
.conduct in a private concern may be 
employed as Director here. My 
suggestion is that this disqualification 
.. hould also cover bank employees 
found guil ~y of any misconduct or 
~ismissed from any bank. 

Then there is another point. Because 
of this premium, the Reserve Bank 
should see to it that the banks do not 
raise their interest rates and shift ~he 
burden on to the borr:·wers, which 
would mean that the cost of produc-
Lon of other articles would go up. 

Lastly, I have a few words to say 
abou~ the general condition of the 
banking industry in India. This Bill 
is a protection mainly Lr the small 
depositors and the smaller banks. The 
present position of the banking in-
dustry is that the deposits of five or 
six big banks, which control more 

.' {han 70 per cent of the deposits of 
commercial banks excluding the State 
Bank. are generally big deposits, and 
flO sma11 man can approach the big 
banks. They are m -re or less un-
approachable or untouchable to the 
big banks. The position should not 
be like this. The smaller man should 
also have the facility of having pro-
per banking upportunities. If they 

tion Bill 
cannot approach the big banks, then 
the smaller banks should be put on a 
sound banking basis. This Bill should 
n:t be a plea for weeding out smaller 
banks. We need smaller banks be-
cause the smaller people cannot have 
business connections with big banks, 
nor can they get any advances from 
the big banks. I am no~ sure about 
the exact calculation, but I think it 
will be more or less correct to say 
that about 80 per cent, if not more, 
of the bank advances have gone to 
people wh 1 have go~ enough. The 
Planning Comm'ssion have repeatedly 
said that new entrants, the smaller 
people, should get banking facilities 
and financing institutions should help 
them. But not to speak of other 
financing ins~itutions. the smaller peo-
ple, the new entrants, cannot get any 
accommodation even from the big 
banks. and the banking facilities 
available in the country are mostly 
available only to men who have got 
enough and who can afford also to 
raise money o:herwise. So. I re-
quest the Government and the Re-
serve Bank to see that the small-
er banks are not weeded out, but are 
encouraged to finance the smaller 
people and the new entrants in busi-
ness and indus:ry. Th's Bill should 
not be an encouragement hr unsound 
banking, nor an inducement to weed 
out the smaller banks. There should 
not be any inclination on the part of 
the Corporation to think that the~e 

may be some risk about the smaller 
banks. and so the smaller banks should 
all be am~lgamated. I was one of the 
first b advocate the policy of amal-
gamation, but amalgamation only upto 
a point. That policy should not mean 
the weeding out of the small banks 
wh'ch alone can help the smaller peo-
ple. 

With these words, I commend this 
Bill to the acceptance of the Bill. I 
hope that at least after gaining some 
expprience by working this Corp-ra-
tion. some of the modifications 
suggested by me will be accommodat-
ed, particularly to see Jf this C"r-
poration can be converted into a 
mutual body, and jf some sort of re-
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bate can be given to banks for not 
putting in any damage claim on the 
'Corporation. 

Shri Naushir Bharucha: I think 
there is no dispute sO far as the prin-
-c:ple underlying the Bill is concern-
ed, which is acceptable, and I am sure 
that, as the hon. Minister in charge' 
of the Bill has said, this Bill will 
butress the confidence of the public 
in our banking system and that, in 
particular, at a t'me when we are 
trying to encourage smali savings, 
this will 1(0 a great way in boosting 
up the morale of the small saver. 
With all that, I am frankly nct satis-
fied with the provisions of this Bill, 
which, I believe, are, in a manner, 
halting and not calculated fully to 
achieve the purpose Government has 
jn view. 

Before I proceed further, I would 
like :0 refer to the important point 
made by my hon. friend Dr. Krishn3-
swami. namely that the shroffs who 
form an important part of the un-
c.rganised banking sector in thos coun-
try have not been included in the 
Bill. I am afraid that, having regard 
.to the nature of the business carried 
{)n .by the shroffs, it is rather difficult 
~ incorporate them in the scheme. 
Even though they may be supplying 
credit to the extent of 80 per cent, 
the fact remains that shroff business 
is done largely by firms and not by 
limited corporations, and the consti-
1ution of the firm partnerships changes 
frequently. This might intrcduce 
considerable complications. What is 
more, the shroffs establiSh their 
business on the basis of personal 
confidence reposed by the depositor 
in the particular firm. Still, I am of 
opinion that the time must eventually 
come, if the purpose of the Deposit 
Insurance Corporation is to be ful-
filled, when some method will have 
to be found to bring at least the bigg-
"r shroffs within the ken of this legis-
lation. I think a beginning can be 
made by a licensing system and a pro-
VISIOn for deposits and gradually 
some sort of compounded liability 
1172 (Ai) LSD--7. 

for payment of premia may be im-
posed upon the firms as entities. 
Some such method will have to be 
found and I think it is not beyond 
the s~ope of the draftsmen to devise 
a scheme whereby ai least some part 
of the indigenous banking system can 
be brought within the purview of this 
Bill. 

Coming to the scheme of the Bill, 
it follows the usual pattern of esta-
blishing a deposit insurance corpora-
tion, but I do not understand why the 
capital of the Corporation has been 
provided by a specific clause in the 
Bill. Clause 4 says that the autho-
rised capital of the Corporation shall 
be Rs. 1 crore. That means, if at any 
time this authorised capital has to be 
increased Government will have to 
come to 'the Houses of Parliament to 
amend the Act. I am of opi-
nion that this thing should have 
been left to be done by a 
resolution passed by Parliament, and 
on the passing of such a resol ution, 
without the Act having to be amend-
ed it should be possible to increase 
th~ authorised capital. Because, per-
sonally I feel that an authorised 
capital of Rs. 1 crore for such a Dur-
p: se is very small, and very soon 
probably th's limit will have to be 
exceeded. Therefore, ins!ead of hav-
ing a procedure whereby you incor-
porate in a section of the Act the 
authorised capital, it might have been 
much better if it had been provided 
that the Corporation shall have such 
au~horised capital as Parl'ament, by 
resolution, from time to time, may 
determine. That would have made 
the thing more flexible. 

The second point in connection 
with the Corporation is the cons!itu-
lion of its directorate. I find Govern-
ment have made it a sort of closed 
preserve. In an institution like this 
where you require to tap the experi-
ence of severai bankers, it is very 
necessary that representatives of the 
insured banks should also be there. 
What is this directorate going to be 
composed of?-the Governor and the 
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Deputy-Governor .of the Reserve 
Bank, some nominee of the Centra! 
Government, and two directors to be 
nominated also by the Central Gov-
ernment. Why is it that the insure" 
banks who pay f&r all this insurance 
should not have their representatives 
included on the board? I think that 
is an omission which requires to be 
carefully looked into, and 1 think 
that at least two directors should be 
from the insured banks. It should 
not be difficult to provide a sch~me 

Whereby representatives of the insur-
ed banks can be taken on the board 
of directors. 

Coming to the question of premium, 
am afraid 15 nalle paise is simply 

scandalous. I do not think a proper-
ly managed corporation would require 
to exceed 5 naye paise even. The 
hon. Minister said that in actual 
practice it will not be more than 5 
nalle paise. 

Shri Prabhat Kar: At present it 
will be only 5 naye paise. 

Shri Naashir Bharucha: That is 
what he says, but in the Bill it has 
been put down as 15 nalle paise. My 
objection is that once you put a ceil-
ing on insurance premium at a high-
er figure, the temptation is always to 
be extravagant and reach that figure. 
My experience is that in the Bombay 
Municipal Corporation the ceiling on 
general taxes was raised and kept at 
21 per cent, and we very soon reach-
ed 21 per cent. Then it was increased 
to 25 per cent, we reached that figure 
also. So, you should imp)se on the 
Corporation an obligation to come to 
Parliament to have the Act amended, 
when Parliament will review why 
more premium is necessary. ThE're-
fore, I submit it should be out down 
at not more than 7 or 8 naye paise. 

On the question raised by my hon. 
friend Shri Tyagi, I am also of the 
op'nion that this amount of pr~mium 
paid by banks should be eligible a~ 

expenditure for the purpose of busi-
ness. Obviously, for income-tax pur-
poses this would be admissible. 

Now, what is the extent of protec-
tion that we are givine to the depo-
sitors? It is Rs. 1,500. It is true the 
hon. Minister has said that even 
keeping the Jimit at Rs. 1,500; we are 
covering 20 per cent of the deposits 
or 75 per cent of the six million 
accounts, if I understood him correct-
ly. But 75 per cent of the six mIllion 
accounts does not mean that 4~ 

million acc~unts will be actually 
covered. It may not mean that. It 
also indicates the poverty of th~ 

nation that when you take the fignre 
of only Rs. 1,500 so many accounts 
are covered. But is this sufficient? r 
submit it is not. 

Let us take into account the fact 
that the value of the rupee has depre-
ciated by 20 per cent in the last five 
years, and in the coming Third Plan 
I have no doubt that it will depre-
ciate by another 20 per cent. If we 
take 1939 as the base, this figure 
of Rs. 1,500 really represents only 
Rs. 300 in value. What is the 
objection to raising this limit to, let us 
say, Rs. 3,OOO? It you raise the limit 
a great deal of protection will be 
given. Supposing you raise the limit, 
then the premium will be higher but 
not the rates of premium. But this 
premium the banks will invariably 
recover from the depositors, because 
there is absolutely no prohibitioo in 
the Bill that this shan not be so re-
covered. 

And I shall tell you the usual 
method for recovering it. Even if it 
be just a small account, the banks 
charge a particular amount half-
yearly. Formerly, it used to be Rs. 3 
per account 'every six months. Now. 
they have made it Rs. 5 per account, 
every six months. They will just make 
it Rs. 6 and more than cover it; 
because if there are 45 lakhs of 
accounts. Rs. 45 lakhs will be avail-
able to the bal:lk every six months. ~ 

am not sure; but, I think that if the 
depositor payS a small additional 
amount then, why not give him great-
er cover up to Rs. 3,000, Or for the 
matter of that up to Rs. 5,0007 It can 
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be done. I am of opinion, therefore, 
that the cover should extend at least 
to Rs. 3,000 if not to Rs. 5,000. 

The banks do not have to lose any-
thing. Maybe the depositors may pay 
one or two rupeeg per annum and 
they may be covered up to Rs. 5,000. 
This question has to be ultimately 
worked out by the actuaries. That is a 
point to be borne in mind. I do not 
want my hon. friend the Minister 
here and now to say that he will ex-
tend it. But, that is a point which he 
should bear in mind. 

8hri Warior (Triehur): Why not 
they accept It now itself? 

8hri Naushir Bharueha: It has to 
be worked out by the actuaries. The 
other point I am making it this. The 
liquidatOr has to furnish a list within 
3 months and then, within 2 months 
after that the Corporation has to pay 
the amount. I do not understand Why 
the liquidator should take 3 months 
to furnish the list. Surely. what is at 
the foot of the account of an indivi-
dual can be made out immediately. 
Every week the pass books are 
written up and nobody imagine. thIt 
is a difficult task. I do not think it 
should really require more than one 
month, to send in a complete list of 
depositors. 

In the case of a bank failure, the 
first point is that the party is render-
ed absolutely helpless for immediate 
requirements also. And, if you take 
3 months to furnish the list and 2 
months more to pay, then in that 
case, 5 months will elapse' by which 
period the party will have contracted 
debts from indigenous lenders such as 
shroffs. The purpO"e is quick and 
speed relief. 

Why should the insurer require 5 
months? Why not pay within one 
month? Why should the Corporation 
take two months to pay after the list 
is furnished. becaUSe the Corporation 
does not lose? If at alI there is loss, 
the bank loses. The Corporation is 
subsequently reimbursed by the bank 

tion 13m .. r3 
to the extent that it pays. I do not 
understand why payment should not 
be made within one week after the 
list is furnished. The purpose of 
insurance is defeated if you delay the 
payment because delayed payments 
are as bad as payments denied. This 
thing requires to be looked into care-
fully. I do not think all these things 
should be put down in the Bill. If it 
is said that it should be within such 
time as the Government may by noti-
fication fix, they can be adjusted. 
Otherwise, every time you will have 
to come to the House to amend it. 

There are other provisions regard-
ing the registration of existing bank-
ing companies and registration of de-
funct banking companies. All these 
things will also require to be care-
fully looked into. 

Of course. until and unless the Act 
i. put into operation, it is difficult to 
visualise all the difficulties that will 
crop up. I have no doubt that the 
Government will come here again 
with a revising Bill. They cannot at 
present foresee the difficulties that 
may arise and which they may have 
to face. 

While I welcome this Bill as a step 
in the right direction, : say that Gov-
ernment is taking this step in a halt-
ing and faltering manner; and it is 
very necessary that an insurance Bill 
of this type should move forward 
boldly so as to instil confidence in 
large sections of the depositors. 

One word finally regarding the in-
clusion of the Sate Bank also as an 
insured bank. I fully agree with the 
observations made by my hon. friend. 
Dr. Krishnaswami that the basic prin-
ciple of insurance is that the strong 
must come to the rescue of the weak. 
Even if it is health insurance, if 
healthy people say that they will not 
insure, then, what will happen? 
Therefore, that is basic. 

Secondly, if you exclude the State 
Bank. constitutional difficulties will 
arise. The State Bank not having 
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to pay a premium will be at an 
advakl tage with respect to the other 
insu,-ed banks. Therefore as a com-
mercial institution doing banking 
business, the State Bank should pay. 
Otherwise, there is discriminatory 
treatment and that might attract the 
mischief of article 14. 

Taking all these things into coosi-
deration I am of the opinion that Gov-
ernment would do well in bringing 
the State Bank also within the pur-
view of the measure. 

I do not expect the Government 
just now to say that they will do this 
Dr that they will do that. They should 
bear in mind that a little bolder 
approach will enable a larger cover 
being giVe:! to small depositors. And, 
if they do that they will serve a very 
useful purpOSe and our banking sys-
tem will be placed on a sounder 
footing. This does not mean that 
with the passage of this Bill there will 
be no failures in banks. But I am 
sure it will help considerably to stop 
the rot at the very start. 

~ ~ ; ~mqfu ~~, 1l 
~ m:r 'liT ~ <tmIT ~ ~ ~ 
ii~ rn il; m li'!T ~ 'liT ~
~ <tmIT ~ I lij! m:r it~ 'I'ffl" trn ~ 
~ ~ , ;;r;r fit; ~ ~ ~~ ~ ~ I 
WI"( ;j'fiIm ~ ~ rnm on: ~ 
m~'ffiT~m ~ ~ ~ ~ 
(~) +IT g-m ~-fll; qf'if;Tf ~ 
if ijR ~ ~ ~ org<r ~ ;j'~ fui'fq-
m if ~ zN ~ ~ <!iT~1;rnTif 
pIT, ~ ~ ~'l 'liT sm I 
~ 'liT ~ ~ on:org<r ~ 
~~ I ;;r;r~~~ifG"m~~, ciT 
'lWil;m~~~'i~~fll; ;;r;r~ 
.fm liT ~ m "'~ if <:!lI(f ~, a-) 
~ ~ ~ ~ il; ~ if '1m ilITGT 
~ ~ ~ ~ ;f~ if fu"q-Tf.;rc ~ 
~, ciT ;f~ f<:rf.niOf'f if ~ ~ f., 
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"Every insured bank shall, so 
long as it continues to be register-
ed, be liable to pay a primium to 
tbe Corporation on its deposits .. " 

1l ~lwr ~ <mr lj?,T lfQJ~li il; ~ 
<:llI'l1 ~ ~, mfll; ~'IiT GfOrT<i ~ 
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every existing banking company 
as an insured bank . . . n. 
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"The Corporation shall have 
free access to all such recor.u of 
an insured bank perusal whereof 
may appear to the Corporation to 
be necessary for the discharge of 
its functions under this Act .... 
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"For the purposes of this sec-
tion, the amount of the deposits 
shall be determined after deduct-
ing therefrom any ascertained 
sum of money which the insured 
bank may be legally entitled to 
claim by way of set off against 
the depositor in the same capacity 
and in the same right." 
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f;:rc ~ ~ I 

ssiI' I( 0 U 0 ll'f(f : fit;« ~ m it 
iJTq' ~ <:~ ~ ? 

"For the purposes of this sec-
tion, the amount of a deposit 
shall be determined after deduct-
ing therefrom any ascertained 
sum of money which the insured 
bank may be legally entitled to 
clai'm by way of set of!' against 
the depositor in the same capacity 
and in the same right.". 

~'t>T ~ 'f<1 ~ f'!; WR ~T 
~r~Ti ~'" <tft ~ t;RT rn if 
i.'fIlifn: ~) Ufl'1f, WR mf~ t;RT rn if 
~ ~ ~) ;;rr f a) ~ <n: ~ 'FTTf ;f.t 
1<: ~ ~ ~ f.!;1n;;rr ~'f>i.'fT ~ if)1(ql"(~I"1 
'f; ~ ~ I 9;pJ'<: f.!;,cft &r ~ 
~ ~ ~ ~ ;;rrq m<: ~ 3m: 
~ ~ f.!;1n ;;rrl'f ffi ~ ~ it;;r~ 
~ &r ~ ~ ~ ;f.t orr:r~ 
rn <tft ;ITorn mitTfr, 'f1fT ~) ~ 
mmrc lfq ~ ~ 'from f.!;1n ~ ? 
~ ~Cf ~ &.~ ~ ~ ~1"Ii ~ 
<n: ~ ifilTf fu; ~ ~ if 'ill ~ t. 
~ ~ <rm ~ m<'pf ~ ~Wt 
~I 

~~ 't>T1,if ~ '!~ ;;it ~T ~ 
~ cr;r ~ ~ f.!; q1f<: &r if)l'q;fi ~ 
t[f;;rRIT ~ ffi fn~ <tft ~ X 00, ~ X 0 0 

~ 0 flr<;r 'lfI'lfiT I ~ ffi'1f ~Tl1' ;;it IPl" 

~ ~ ~ f.f; ~.f.t;1r ~ wf.t 
'f'Rtm if.) ~ ~~ ~ ~!fr, 
cr;r ~ it 'fflT m'lJT <rf ~T, 
~ lIfR;;rif if.T '1'i.'fT ifQT 'i!<'fi.'ff, ~ 
't~ ~ X ;;rh: ~ 'i, ~ I s~ ~r 
~ ~ ,,;;rrfur ~ f.!; fira'r"liT if.~

~~~, fi;r'fif.T~ ~ 

mTI'm m<: ~ if)l'tR'" ~ mi.'ff 
~, m<: f~ i.'f<:'Ii It'i'j ~ "'T ~~ 
If~ ~ ~, ~ ifft ~ ~<rf 
;;rr<r om fffif.;mf;;rh: if)l"!fifllr ;f.t 
~ <tiT ~ rn ~ CfR "1ft, 
~ ~"I w~ ~ CfR"Ift, 9;pJ'<: ~ 
ifIl¥ it ~ ~T ",<:>i <tft ifm 'ill 
;;rrq, <:11 ~ "I'nl:c it ~~if \'f""<OO <tt 
~I 

~ ;;r<"F.1'lf ~ mw 'Ii' wr.rr "liT&1!f 
~·i.'fif)<:i.'fT~1 

8hr! N. R. Muniswamy (Vellore): 
Mr. Chairman, Sir, I welcome this 
Bill, as it is going to give a good deal 
of relief to the small depositors. Go-
vernment has taken this responsibi-
lity, because it has seen some of the 
premier and leading banks going into 
liquidation. That is why this De-
posit Insurance Corporation Bill has 
been introduced in this House to sa-
feguard the interests of the deposi-
tors. 

The basic principle is this. This 
has been exercising the minds of the 
people for a very long time-over a 
decade-that there should be some 
sort of insurance for depositors, just 
as we have life insurance or fire in-
surance or other types of insurance. 
Mostly small depositors need some 
sort of help. Views can be expressed 
both for and against the deposit in-
surance scheme. A controversy hag 
been raging for a very long time. 
Even in America, I am told, after 
1953 liquidation or crashing of banks 
has been very small and the money 
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paid by the corporation was of a very 
ne/!Ii~ible order-O.4 per cent or some-
thing, compared to the entire busi-
ness undertaken by the banking ins-
titutions. 

In India, after 1953, there have been 
a good deal of deposits all over, but 
after the crash of the Pa1ai and some 
other banks, the deposits have been 
going down. There was not much to 
be said in favour of it, as the people 
were not assured of the money de-
posited by them in banks. Thl're are 
banks and banks and people, without 
knowing the soundness of of bank, 
without verifying its antecedents, 
deposit money, enticed by the large 
amount of interest advanced hy the 
bank. People are more concerned 
about earning interest than about the 
principal. In Bangalore, a particular 
gentleman started a private bank and 
he used to give 5, 10 or even 25 per 
cent interest. People in high posts 
had deposited money in that bank; 
they were more concern-
ed about the interest than 
the principal. Of course, there 
are also persons who are more con-
cerned about the principal rather than 
the interest. Huge interest is one of 
the incentives offered by banking con-
cerns to create a sort of liking for a 
particular bank. So, whatever they 
have got in their possession-eash or 
Jewellary-they deposit for the sake 
of getting interest. But when the 
amount deposited by them is not re-
funded in time, there is a crash. So, 
this is a vety good Bill which has 
come at the correct time to safeguard 
the interests of the depositors. 

There is one snag in the Bill. From 
the several provisions of the Bill, they 
seem to equate all types of banks-
good, bad and indifferent-and place 
them on equal footing. Even banlc8 
not run according· to sound banking 
principles will be encouraged, because 
the insurance cover by the Corpora-
tioo is extended to them also. Banks 
doing honest work wil~ be brought on 

the same level with dishonest banks_ 
So, there will not be any incentive 
for the people to discriminate good 
banks from bad ones, because in any 
case, they will get back the money 10-. 
the extent of Rs. 1500. I do not know 
how to elimil'late bad banks, but we 
must distinguish bad banks from hon-
est ones. 

The other point is this. PeoPle who· 
deposit in small banks are assured of 
the return of their deposits to the 
extent of Rs. 1500. So, it looks .-
though the people would begin to de-
posit their amounts in various banks. 
to the extent of Rs. 1500 in each bank. 
because the insurance cover extends 
to that extent. If a particular person 
wants to deposit Rs. 50,000, say, then 
he may deposit Rs. 1000 or Rs. 1500 
each in 50 ba.'lks or Rs. 3,000 in each 
bank. because the limit can be raised 
with the approval of the Central Gov-
e1"nment. So, according to these pro-
visions, the risk is increased so far as 
the Corporation is concerned and also 
the deposits are dissipated and diver-
sified in a piecemeal manner. Till now 
people were assured of getting back 
Rs. 250 and after the passing of this 
Bill, they will be assured of getting 
back Rs. 1500. But as I said, we have 
to bear in mind this aspect that we 
are increasing the risk of the Corpor-
atioo and the deposits will be dissI-
pated and diversified in a piecemeal 
manner. Therefore, Rs. 1500 should 
not be put as the limit or it shOUld be 
on a difl'erent basis. I am not going 
to suggest how it can be done. This is 
akmt lj n,. snag to be looked in to by the 
Government. 

Thirdly, so many offices are located 
in Bombay including the Life Insur-
anCe Corporatlon. I do not want that 
this Deposit Insurance Corporation 
also should be located in Bombay. It 
should be located in some other place. 
Instead of locating all big corpora-
tions in one particular city, it is better 
to have them in different cities, so 
that the administration may be well 
looked after. It is not right to have 
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the head office of this Corporation in 
Bombay_ 

14 hrs. 

The other point I want to mention 
is about inspection of insured banks 
by the Rese;ve Bank. At the instance, 
of the Corporation, the Heserve Bank 
wilJ supervise or inspect these banks. 
Clause 36 (3) says: 

"When an inspection Or investi-
gation has been made under this 
s~ion, the Reserve Bank shall 
furnish a copy of its report to the 
Corporation and neither the bank 
inspected or investigated nor any 
other bank shall be entitled to be 
furnished with a COPy of such 
report." 

It looks as though this investigation 
is being conducted with the know-
ledge of the insured bank, but when 
the report is submitted by the Re-
serve Bank to the corporation it is 
not disclosed to the bank concerned. 
The particular bank, it will appear, 
would be allowed to continue its 
busir -, co. whether it is in sound bank-
ing business 'or otherwise. There-
fore, unless it is brought to the 
notice of the Bank to which the re-
port relates the defects in the work-
ing of the bank as a result of which 
many of the depositors have been 
losing, it is not right to keep the re-
port secret. When the inspection has 
taken place, when the books and 
tither things have been checked by 
the Reserve Bank, why should the 
report be withheld without being dis-
closed to the bank concerned? That, 
as I have already pointed out, might 
lead to serious consequences as far 
as the depositors are concerned. The 
depositors might suffer due to that. 
The moment the report is placed 
before the bank, the shareh'Olders, the 
depositors and others will com.. to 
know of it. They will question the 
management on the points raised in 
it. Without such questioning on the 
part of the shareholders and deposi-

tors, the mismanagement m;ght be 
allowed to c'Ontinue resulting in bank 
crd5h~,;. That i,; why I say, Sir, that 
it is always better to place the report 
before the bank concerned so that the 
management may know its defects 
and try to rectify them. 

There is one other provision which 
say.;:: 

"Notwithstanding anything 
con tained in any law for the 
t;me being in force, no court, 
tribunal or 'Other authority shall 
compel the production or dis-
closure of a r$ort under this 
section or of information or 
material gltthered during the 
course of an inspection Or investi-
gation under this section." 

If due to mismanagement the de-
posi tors in a particular bank are 
losing and if a particular shareholder 
files a suit against that bank for 
liquidation or anything like that, the 
COUTt will be helpless, according to 
thi, provision in the Bill, to compel 
the bank to produce any report that 
may be needed by that shareholder. 
This wHi lead to other difficulties 
alro. Of course, I understand that 
banking must be kept highly secret, 
the transactions and other things 
must be kept secret. But when the 
matter has gone to the court where is 
the secrecy? The tTial can as well 
be done in camera. but the position 
Or situation of the bank must be clear-
ly known. Therefore, these two pro-
visions seem to me to be unhealthy 
provisions and they must be deleted· 
from the provisions of this Bill. 

The other point which I wish to 
bring to the notice of the House ;s 
about the constitution of committees. 
Here it is said: 

''The Board may constitute :m 
Executive Committee consisting 
of such number of directors a~ 
may be prescribed". 

We are aware that the Board bl 
Directors is constituted by the 
Governor of the Reserve Bank, thf' 
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Deputy Governor of the Reserve Bank, 
one officer nominated by the Central 
Government and two non-officials to 
be nominated by the Central Gov-

-ernment having special knowledge of 
commercial banking ar of commerce 
etc. I quite appreciate that. The 
Board of Directors will have five 
members. But on the question of 
appointing committees or sub-com-
mittees to look after the work as 
may be prescribed or may be delega-
ted to them by the Board, it is said 
that even strangers could form such 
committees. I feel that the members 
of the BoaTd of Directors alone should 
constitute sueh committees or sub-
committees. It is not correct that we 
should have strangers in such com-
mittees_ 

An Bon. Member: Nobody is a 
stranger here. 

Shri N. R. Muniswamy: I would like 
my hon. friend to read clause 8. In 
sub-clause (3) it is said: 

"The Board may constitute such 
other committees, whether con-
sisting wholly of directors or 
wholly of other persons or 
partly of directors and partly of 
other perS'ons as it thinks fit for 
the purpose of discharging sucn 
of its functions as may be pres-
cribed or may be delegated to them 
by the BoaTd." 

There may be some reason why they 
think that such committees should be 
constituted of strangers. I do not 
mean to say that by strangers they 

. mean people who have nothing to do 
with banks or banking. It is a peo-
ple's corporatiOn and in a people's 
corporation the people are not strang-
ers. But in the Board of Directors 
you have only three officials and two 
non-officials. When committees are 
appointed, my suggestion is that two 
Or three out of these five directors 
may form committees. The rommittee 
,members must be drawn from the 
,board of directors. 

An Bon, Member: No, no, 

14.05 hrs, 

[SHRl MULCHAND DUBE in the Chair] 

Shri N. R. Muniswamy: That is 
my impress~on. The hon. Member 
can oppose it when his turn comes. 

Those are the three observations, 
Sir, that I would like to make so far 
as the provisions of this Bill are con-
cerned. I would like these provi-
sions to be modified in the light of 
my observations. On the whole, this 
is a Bill which has to be appreciated 
by every one of us. It is a long 
a waited Bill. This will encourage the' 
small depositors to deposi t their 
small savings in banks. As I have 
already said, all banks should not be 
put on the same category. According 
to the provisions here, all categories 
of banks which are theTe and which 
may c'ome up hereafter have a right 
to be insured and become insured 
banks. I only suggest that it is better 
to know their antecedents, whether 
they are running on a sound banking 
Or sound financial basis, Before 
knowing this, it is not right for us 
to give them all the status of insured 
banks. Banks which haVe gone into 
liquidation once may manage to get 
some funds from somewhere and ask 
for registration as insured banks. 
Various provisions are put in here 
whereby I can see that nO bank can 
get away from the purview of the 
corporation and all -banks can be 
somehow brought under the corpora-
tion, whether they are running on 
sound lines or not. 

On the whole, Sir, as I said, I wel-
come this Bill and I fully support this 
Bill. 

Shri Prabbat Kar: Mr. Chairman, 
Sir, as the hon. Deputy Minister has 
stated while opening this debate that 
this is the second country which is 
introducing the deposit insurance 
scheme in banks, I think the hon. 
Deputy Minister will agree with me 
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that the circumstances which led to 
the introduction of deposit insurance 
scheme in U.S.A., materially differ 
from the circumstances that are pre-
vailing in the banking industry here 
in India. I think he will agree that 
due t'o the crash of Wall Street in 
1929 5000 banks in USA failed and a 
national bank holiday had to be dec-
lared. When the banks re-opened 
there was a scramble for withdrawal 
of the deposits and there was danger 
of further collapse of the banking 
system in USA. At that time it was 
thought essential that the deposit in-
suranCe scheme should be established, 
and that is how when the Banking 
Companies Act of 1933 was passed in 
USA this scheme came. But I am 
confident the hon. Deputy Minister 
will agree with me that that is not 
the situation here in India in the 
year 1961. 

During the Sec'ond Plan period the 
Indian banking achieved a significant 
progress in all aspects of the busi-
ness. The growth of deposits during 
th i s period was to the tune of 85 per 
cent for the scheduled banks. The 
number of accounts opened, that means 
the number of new clientele, which 
reflects the trend of the banking 
habits increased during this period to 
the tune of 55 per cent. The loan 
account, the purpose for which the 
bank survives, giving advances during 
the Second Five Year Plan period in-
creased to the tune of 83 per cent. 
And, during this period, roughly about 
13,000 new branches of banks have 
been opened. To that extent, Sir, 
the number of banking personel also 
has increased, roughly by 30,000. 
Naturally, the situation in the bank-
ing system in India. when the de-
posit insurance scheme is being in-
troduced, differs materially from the 
situati'On that prevailed in America 
When the federal insurance scheme 
was introduced there. But, even 
then, this deposit insurance 
scheme was much talked about during 
the last two or three years and 
for the last /lve or six years the All 
India Banks Association have been 

tion Bill 
writting to the finance Ministry for 
the introduction of this scheme, parti-
cularly in the smaller banks. The 
depOsit insurance scheme is not going 
to save the banks from failure. It only 
assures the depositors that. in spite of 
the bank failures, thev will 'be gua-
ranteed the amount oi deposit to the 
extent insurance has been made. So, 
this is no guarantee of stoppage of 
failure of banking unit. in this coun-
try. 

Weare going to creete a corporation 
Which, according to the Deputy Minis-
ter, will undertake insurance of 20 per 
cent ClI the deposits, which will come 
to about Rs. 400 crores. Does it mean 
that with this guarantee to the deposi-
tors, the banks will be given a green 
signal to move in their own way with-
out caring whether their action will 
lead to bank failures because, so far 
as the depositors are concerned, they 
are guaranteed by th~ deposit insur-
ance scheme and the Government have 
taken care that the depositors may not 
close? That is not the purpose of in-
troducing this deposit insurance 
scheme. 

I find that today the deposits with 
the scheduled banks is Rs. 1,957 cra-
res of which demand deposits amount 
to Rs. 837 crores and time deposits 
Rs. 1,120 crores. The deposits with 
non-scheduled banks amount to Rs. 
45' 90 crores. These deposits are being 
utilised by the banks and on their 
proper utilisation depends the future 
of the banking system of this country. 
Today the ration of deposits to credit 
is 67' 7 per cent. Unless the proper 
utilisation of the 67 per cent CIf these 
advances, which is the main stay of 
the banking industry, is ensured, 
though the introduction of the deposit 
insurance scheme may guarantee the 
deposits, the proper functioning of the 
banking system cannot be properly 
guaranteed. and it will be a load on 
the Government for the misdeeds of 
the banks to the tune of Rs. 400 crores 
for the Corporation wlll stand guaran-
tee to the depositors. 

Very recently, we had to amend the 
Banking Companies Act and accord-
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have taken the powers to declare 
moratorium and also, during the periOd 
of moratorium, if the Reserve Bank is 
satisfied, in the national interest or 
in the interests a1 the depositors', or 
in order to ensure the proper manage-
ment of the banking company, or in 
the interests of the banking system, it 
can prepare a scheme for reconstruc-
tion. For that purpose, an Ordinance 
had to be promulgated. I think this 
is an admission that, in spite of all 
this progress during the Second Plan, 
ever~' thing is not 0 kay with the Indian 
banking system and, therefore, some 
more powers were required to be 
taken by the Reserve Bank, even by 
promulgating an Ordinance because 
it was so hurriedly required. ' Some C1f 
the banks were indulging in such 
habits which may result crash of some 
of the banks and that is why those 
powers were taken by the Reserve 
Bank, and certain orders of morator-
ium were imposed on certain banks 
with a view to amalgamating them or 
for evolving a new scheme of work-
ing. While We welcome this Bill for 
deposit insurance, We want an assura-
nce from the Finance Ministry that 
more stricter vigilance on the working 
of the banks will be exercised lest 
this deposit insurance scheme may be 
utilised for their own benefit to the 
detriment of the depositors.' While 
trying to put a stop to the malpracti-
ces, for which so many times the 
Banking Companies Act had to be 
amended, this is one which which I 
want the Government to take note at. 

Secondly, the hon. Minister has 
stated that there have been certain 
legal difficulties in excluding the State 
Bank and its subsidiaries. I do not 
know what those legal difficulties are. 
I do not know how article 14 can be 
invoked in this case. However, in 
every case, there are gOOd lawyers 
who can invoke any constitutional 
pravision to challenge any Act. 

I want to remind the Minister that 
when this deposit insurance scheme 
was introduced in America itself, it 

was not introduced on a national basis 
first. It started from the different 
States and, subsequently, it became a 
federal insurance scheme. 

I do not know how the question of 
discrimination arises. The deposit in-
surance scheme is to guarantee the 
depositors against the misdeeds of the 
management of the banks. Are we to 
believe that even a Government insti-
tution like the State Bank of India 
wants the Deposit Insurance Corpora-
tion to give a guarantee to its depo-
sitors? What is the necessity of put-
ting the State Bank and its subsidi-
aries under this scheme? The question 
does not arise at all of its inclusion 
under the deosit insurance scheme. 
Are we goilng to put it on par with all 
those small banks against whom sa 
many reports have been filed with th(" 
Reserve Bank? I do not know what 
legal difficulties have arisen. 

Secondly, this deposit insurance 
scheme is required to see that the 
small banks function without much 
difficulty. Although we have been 
asking fOr the amalgamation of banks, 
it is not our intention that the small 
banks should not exist. It is essential 
that the small banks should exist to 
cater to the needs of the smalI busi-
nessmen, middle class business men 
and also small traders, because it is 
impossible for the smaH businessmen 
and mall traders to approach the big 
ban.k..i"g companies and get proper 
accommodation. It is almOst im-
possible. Therefore, it is necessary 
that the small banks should function. 
In order to see that the small banks 
do not suffer from dearth of deposits. 
this deposit insurooce scheme is neces-
sary to guarantee that any one who 
puts his savings in any bank, which is 
an insured ba:n.lfo will have his depo-
sits guaranteed. This is not intended 
to give guarantee to 75 per cent of 
the big depositors, but to give 
guarantee to the depositors of small 
banks, as otherwise they will take 
away the deposit from small banks 
and the existence of the small banks 
will be at stake. Therefore, it was, 
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the purpose for which the depnsit 
insuranCe scheme should have been 
introduced and so the question of 
bringing in the State Bank within its 
fold does not arise. It is a pure and 
simple thing. 

There has been along clamour by 
the Indian Banks AssociatiOn against 
the functioning of the State Bank and 
every yeac in the annual meeting of 
the Indian Banks' Association the 
chairman goes On speaking against 
the State bank and charging govern-
ment with differential treatment. I do 
no know where that differential 
treatment exists. The State Bank is a 
national institution and it h~ got a 
special function. There is the ques-
tion of opening branches in rural 
areas. Today, though we have got 
roughly 5.000 branches all over the 
country, stilI three-fourths of the 
country has been deprived of the 
banking industry. These banks do 
not go to the countryside, to the rural 
areas, to open branches. 

It is required that the Government 
should take steps with the help of the 
State Bank to open branches. It is 
essential, it is necessary, it is impera-
tiVe that the State Bank must have 
the priority. It may be differential 
treatment. That differential treat-
ment should be in favour of the State 
Bank of India because, in order to 
safeguard the country's economy. the 
policy of the Government of India 
will haVe to be pursued through the 
State Bank of India. None of these 
bankers are going to pursue the policy 
which will be enunciated by the Gov-
ernment of India. So, it should have 
a preferential treatment. The ques-
tion of putting it at par with other 
banks does not arise. Therefore the 
question of bringing that within the 
scheme of deposit insurance is basi-
cally wrong. The Government should 
not haVe submitted to the pressure of 
the Indian Banks' Assoaciation and of 
the Exchange Banks' Association. I 
hope that the Government will coosi-
del' this. 

Coming to the question of function-
ing of the Corporation, I have nothing 
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much to add except to say that it is 
essential that We should see that the 
premium for the scheme is as small 
as possible. The hon. Minister has said 
that it will be only 5 nP. and this Bill 
has suggested that that too only to the 
tune of Rs. 1,500 that will be insured. 
Although in the Bill it is provided 
that the maximum will be 15 nP, may 
J suggest that instead of continuing 
with 5 nP let it be raised to 10 nP and 
let the R,. 1,500 li~t be raised to 
Rs. 3,000? 

An Hon. Member: The provision is 
there. 

Shri Prabhat Kar: Instead of 
Rs. 1,500 let it be raised to Rs. 3,000 
and the premium of 10 nP be there. 
As has already been suggested by 
many hon. Members who have spoken 
before me, the bankers will try to 
shift the burden on to the depositors. 
The incidental charges have no rela-
tion whatsoever. It is depetldent upon 
some officers. There is no schedule 
for that, whether it shuld be Re. 114, 
or Rs. 2 Rs. 3. WIth the incidental 
charges being raised by a few annas, 
all these premia' will be covered and 
ultimately it will be the depositor who 
will be paying the premium. If that is 
so, at least let the depositors pay the 
premium to the tune of 15 nP. 

Shri Naushir Bharucha: That wHi 
be too much. 

8hri Prabhat Kar: I am putting 
up ..... . 

Shrl B. R. &bagst: Shri Bharucha 
wants that it should be raised to 
Rs. 5,000 and the premium should not 
be raised. 

Shrl NaushirBharucha: Tb,e r~e of 
premium should not be ralseid. The 
quantum of the premium."rnay be 
raised. 

Shrl Prabhat Kar: I agree with him 
His point was that with the efl\cient 
functioning of the Corporation, they 
will not be required to pay that much 
of premium. The point that: am 
making is that the premium will ulti-



Deposit SEPTEMBER 7, 1961 Insurance Corpora- 7814 
tion Bm 

[Shri Prabhat Kar] 
mat ely have to be borne by the de-
positors. 

Shri A. C. Guha: Why do you pre-
sume that? 

Shri Prabhat Kar: Because of the 
incidental charges of the bank which 
will be debited to the account. It will 
be dOl1e without telling the depositor 
that he will be paying the premium. 

An Hon. Member: Is there any gua-
ran tee against tha t? 

Shri Prabhat Kar: Let us see. I 
do not know whether any bank has got 
a schedule at the incidental charges. 
Not a single bank, whether big or 
small, has any schedule of the inci-
dental charges. It is dependent l'pon 
the management. The incidental 
charges may vary. If they vary to 
the tune at four annas, nobody would 
bother and the incidental charges 
would automatically cover the pre-
mium for that particular amount at 
the time. Anyway, the question is 
that you are to raise the limit to the 
tune of Rs. 3,000. It may bp 5,000, 
but let it be Rs. 3,000 at mom~nt. I 
am not insisting on that. As th.e han. 
Minister said, let us start with Rs. 
1,500. Let us see for one ypsr and 
go upto Rs. 3,000. I would only re-
quest him to consider that fu. 5,000 
will be a very small amount for the 
depositors in the sense that perhaps 
the whole amount of gratuity that one 
wiIl get one will deposit in the savings 
bank. If that particular amount is not 
guaranteed, his whole life's saving the 
purpose will not be served. For a 
pensioner or a retired man this 
amount means much to his family. 
His dau~hter has to be married. If 
that part is not insured, the purpose 
will not be served. I would there-
fore request the hon. Minister to in-
erease this amount to that extent. 

Coming to the next point which is 
my main point, before you start work-

ing of this insurancl! schpme a 
thorough enquiry should be made at 
all the institutions which are going to 
insure and which are going to register 
because today the position of each 
and every institution should be 
thoroughly examined before the risk 
is taken by the Corporation as it is a 
risk that will be taken by the Cor-
poration on behalf of the depositors 
and this cannot be takeon unless the 
Reserve Bank is fully assured of the 
Position of that individual institution. 
The present way of inspection is not 
a proper way ot inspection. There are 
difficulties with which the Reserve 
Bank is faced. But apart from that, 
now the function Of the Reserv(' Bank 
is to have a more effective check. It 
is not a question of a regular check-
Ing as is done by rout.ine chp.cking. 
I would like to know this. Once the 
Irregularities are tound what steDs are 
being taken by the Resen'" Bank of 
India? I know that time is given say-
ing that they are to reguJarioe the 
amount in another five or six years 
By that time I do not know what will 
bappen in that particular instltution. 
I want the Reserve Bank to take a 
more rigid stand on the question of 
the irregularities in the functioning 
of a banking institution. So, before 
a financial institution is registered 
with the Corporation there should be 
a thorough checking by the Reserve 
Bank of India. Before that is done 
the question of taking the responsi-
bility does not arise because those 
bankers who indulge in malpractices--
there is quite a large number ot 
them-will find a plea and think, 
"Here is an escape, that the depositors 
will get the money and that so far as 
I am concerned I shall remain scot-
free". So that enquiry should be 
made by the Reserve Bank of India 
before this is done. 

You have said that a defunct bank-
ing company means a banking com-
pany-

"which has been ordered to be 
wound up; or 
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which has transferred all its 
deposit liabilities in India to any 
other institution; or .... 

in respect of which a liquidator has 
been appointed ..... 

in respect of which any scheme 
of compromise or arrangement or 
of reconstruction has been sanc-
tioned .... 

which has been granted a mora-
torium is in operation?" 

When the scheme of moratorium is 
in operation, that will rightly be con-
sidered as a defunct banking company. 
But after this moratorium period is 
over, with the arrangement scheme, 
their deposits will also be automati-
cally guaranteed by the insurance. 
That is one. Secondly, there is a talk 
of withdrawal of moratorium in the 
case of some banks. At present they 
are under the moratorium because of 
the Government. They are being ex-
cluded from the scope of deposit in-
surance scheme. But immediately the 
moratorium is withdrawn, will their 
deposits also be insured on that very 
day or will there be a time lag? If 
there will be a time lag, the money 
will be taken away, the bank will go 
into liquidation and this scheme will 
have no effect whatsoever' on those 
banks. 

Shri B. R. Bhagat: Clause 12 makes 
it clear. It says: 

"as soon as may be after the 
termination of the order". 

Shri Prabhat Kar: The question will 
be of 'as soon as'. Once a moratorium 
is withdrawn, I do not know whether 
the next day the bank will survive or 
not. 'As soon as' such a vague 
term that it will bear no meaning 
whatsoever so far as those banks are 
concerned. If the moratorium is dec-
lared withdrawn On a particular day. 
I am doubtful whether any bank will 
survive, whether it wiIJ see the light 
on the next day because the m<Jrato-
rium was declared as the bank was 
not functioning properly. There is 
already an idea prevalent, and cor-

rectly, that the bank was not properly 
functioning. If the moratorium is 
declared withdrawn and io amalgama-
tion and other things take place, if it 
is left to itself, the next moment it 
will go into liquidation and these 
depositors will be debarred because 
of the definition in clause 2(f)(vii). 
They will not have the benefit of the 
deposit insurance scheme although 
this deposit insurance scheme will be 
applicable to all banks. Had not there 
been a moratorium declared by the 
Government of India or under the 
instructions of the Reserve Bank of 
India, the depositors of these banks 
which are under the moratorium 
would have been guaranteed under 
this deposit insurance scheme. 

14030 hrs. 

[DR. SUSHILA NAYAR in the Chair] 

Today, they are being debarred be-
cause of the definition of 'defunct 
bankin~ compan!' under (f) (vii), 
and they wiJI no~ .;et the benefit the 
moment moratorium is declared. This 
will be an anomalous situation. I 
think the Government would clarif, 
this position. 

With these words, I welcome this 
Bill. As I have said, we have been, 
from the All India Bank Employees. 
Association, asking for the introduc-
tion of this scheme for a long time. 
We were asking it for the small 
banks. We find that the State Bank 
has been included. We do not want 
the State Bank to be included at all. 
We do not want that the State enter-
prise should be asked to pay premium 
for the malpractices in the other 
banks. I would request that the 
State Bank should be taken out of 
this BiJI and the question of increas-
ing the maximum amount be serious-
ly considered by the Government at 
the earliest opportunity. With these 
words, I welcome the Bill and sup-
port it. 

Shri L. Achaw Singh (Inner Mani-
pur) : I su bmi t that this Bill is a 
halting and half-hearted measure. 
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The purpose of this Bill is to regain, 
restore the confidence of the'deposi-
tors. One of the most important pw'-
poses of this Bill is also to cope with 
the bank failures in this country. 
After a long period of hesitancy as 
well as bargaining and controversy, 
the Government has come forward 
with this proposal for the formation 
of the Corporation for insuring depo-
sits of commercial banks. This pro-
posal was before the Shroff Com-
mitte appointed by the Reserve 
Bank of India to report on finances 
for the public sector. That was in 
the year 1954. This proposal also 
came up before the Rural Banking 
enquiry committee as early as 1950. 
In the meantime, we haVe witnessed 
a number of bank failures. Repeated 
failures of banks have weakened the 
banking structure of our country. 
Recently, we had to witness the 
failure of the Palai Central Bank. 
Also we had to witness a series of 
difficulties of small banks which 
necessitated the granting of mora-
torium by the Reserve Bank. Private 
bankers gave their opinion before the 
Shroff Committee and they said that 
the establishment of such a Corpora-
tion would involve higher costs, estab-
lishment costs as well as raising of 
rates of interest and that would re-
sult in costlier credit when we need 
cheaper credit theSe days. Then, 
again, before the Rural Banking en-
quiry committee. it was stated that a 
fairly well established sound banking 
system is essential before we had any 
such scheme. 

There is another question also 
which was raised before the commit-
tee and that is about the insurability 
of the risk of bank deposits. It is 
doubtful whether such a risk can be 
calculated on a sound actuarial basis. 

. The fact is that neither the risk is 
strictly an insurable one nor the allo-
cation of costs according to benefit 
derived practicable. According to one 
Banking expert, the maj or factors 
militating hazard involved. Again this 
background, I feel that this Bill should 

. be circulated for eliciting opinion. We 

have also to gain by the experience of 
the operation of the American Federal 
Doposit Insurance Corporation. It has 
been stated that our Corporation will 
be established'-on the model of that 
Corporation. But, there is a differ-
ence. Because here, our Corporation 
is wholly a subsidiary of the Reserve 
Bank, whereas in America, the Cor-
poration is different organisation al-
together. If we look into the report of 
the American Corporation for the year 
1951, it says that it would serve as an 
instrument, it would serve its purpose 
if it cauld prevent overbanking, That 
was one of the purposes of the estab-
lishment of that Corporation in 
America. They did not intend that the 
establishment of that Corporation in 
America would solve all the problems 
of banking in that country. That has 
also been stated in this House by seve-
ral speakers before me. 

Our main problem is this. The Re-
serve Bank is already well equipped 
with powers to cope with all bank 
failures and that crises which banks 
may meet. Why is it that we want 
to have another Corporation and why 
is it that the Government should be 
armed with more weapons such as this 
Corporation? The main purpose, as 
has been admitted by the Government, 
is to restore the confidenc of th depo-
sitors, In the recent bank failures 
regarding the Palai Central Bank, the 
Laxmi Bank and the New City Bank, 
we felt that the Reserve Bank had not 
done its duty 'and it had not acted pro-
perly. Because the Reserve Bank has 
enough powers of inspection as well 
as supervision over these banks and 
the balance-sheets of these banks 
would easily show that they were not 
working properly. It is learnt that for 
several years, these banks had no 
capital at all and they were function-
ing very precarlously. We fai! to 
understand why the Reserve Bank 
failed to take action in the proper 
time in a proper way. 

They Were Scheuled banks, Why were 
these difficulties there? TheReserve 
Bank could easily de-schedule them . 
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Then, the Government would know 
at least their own position. According 
to the Banking Companies Act, their 
minimum capital requirement was 
Rs. 5 lakhs. If we had a cursory 
glance at their balance-sheets, easily, 
it could be detected that most of the 
assets were not true. In the case of 
a number of these scheduled banks, 
their balance-sheets will show tha t 
they were worthless banks, and they 
ha ve no good assets. Surely, it was 
up to the Reserve Bank to have ex-
cluded them from the schedule, but 
they never took any such action. 

With regard to the non-scheduled 
banks, the Reserve Bank has enough 
powers to cope with soch difficulties. 
They can cancel the licence even of 
these banks, if they did not act pro-
perly in the interests of the depG,itors. 
There also the Reserve Bank has 
failed to m'eet the requirements of the 
situation. 

The question now is whether in such 
a situation the establishment of this 
corporation will at all solve Our pre-
sent problem. My point is that our 
banking structure is not sound, and 
the weapons provided would not be 
effectively used, and, therefore, arming 
the Reserve Bank with more powers 
would be rather superfluous and re-
dundant. The. proper remedy would 
lie rather In nationalisation. Some of 
my hon. friends have also advocat~d 
nationalisation of banks. The rna 'n 
trouble with the private banks is that 
they do not act according to thE ~
t .. re~ts of the nation. When we are In 
need of more credit, they con tract it, 
and when we are In times of pros-
perity, they just expand it. That is the 
{\ifficulty that we are facing. In order 
to solve the problem permanently, 
the only remedy would lie in the 
nationalisation of these private banks. 
That is the only way. 

Lastly, I would like to emphasise that 
th .. Reserve Bank has not been able to 
.. nforce its directives properly. To re-
move the defects of the present bank-
in,g system and to reorganise the bank-
ing structure in the country, the whole 

lI72 (Ai) LSD-8. 

responsibility should lie with the Re-
serve Bank. The Reserve Bank has 
already omnibus powers to supervise 
and inspect all the banks, and those 
can be profitably used !'ow also. In 
this Bill, we have further increased the 
powers of the Reserve Bank to inspect 
and to supervise the whole banking 
system. 

A point has been raised here that 
there is no difference between the 
weaker or smaller banks and the larger 
banks. It has been stated that the 
larger banks would not at all benefit 
but only the smaller or weaker banks 
would get the benefit, and because both 
categories are treated On the same foot-
ing, there will be some sort of premium 
on the smaller or weaker bankE. In 
order to remove this impression, it i. 
necessary that the Reserve Bank sh{Juld 
make a concerletl dme against the 
unsound practices. Of course, the Re-
serve Bank should use its power. 
sparingly, but then whenever they find 
any unsound practices or unfair prac-
tices being followed they should be 
very strict and they should take action 
against those banks with a finn hand. 
Then only the dream of having one 
sound single banking system for the 
whole country would be realised. 

With these words, I move that the 
Bill be circulated for the purpose of 
eliciting opinion thereon by the lSt 
November, 1961. 

Dr. K. B. Menon (Badagara): This 
measure has been long overdue. We 
have had in the last two decades three 
fairly big bank crasnes, apart from the 
smaller ones which brought in their 
wake heavy toll of human sorrow and 
suffering. I have reference first to the 
failure of the Travancore National 
Bank in about 1940, which was closed 
for political reasons. I still remember 
how a crowd of small workers in 
hotels and in small busines concerns 
gathered in Ferozeshah Mehta Road in 
Bombay in front of the bank, weeping 
and wailing. The same must have 
happened at the time of the failure of 
the Laxmi Bank in Akola. The m03t 
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[Dr. K. B. Menon] 
rscent is the failure of the Palai Cen-
tral Bank which has impoverished 
villages and which has also robbed the 
small-man in many a metropolitan 
centre in India of his life's savings. 

Government were aware of the ur-
gency and necessity of protecting the 
small depositors. In the Statement 01 
Objects and Reasons appended to the 
Banking Companies Bill of 1949, it 
was clearly pointed out that the bulk 
o! the depositors were from the lower 
middle class, and that it was necessary 
to safeguard their interests. During 
the next, year, namely 1950, the rural 
Banking Enquiry Committee suggested 
to Government again the necessity for 
a measure of that kind. It was fully 
supported about four years later, in 
1954, by the Shroff Committee which 
was appointed to enquire into the fin-
ancing of private sector industries. 
Apart from all these recommendations 
of these committees, Government 
themselves knew what had happened 
in the United States. A bank holiday 
was declared by Mr. Roosevelt, as 
soon as he was inaugurated as Presi-
dent and the Act that was brought 
forw'ard as a temporary measure in 
1933 was made permanent in 1935. I 
am not quite familiar with the working 
of that Act, but I do know that it has 
stopped large-scale failures of banks 
and that it has considerably reduced 
failures of banks in the United States. 

Though the Bill that has been 
brought forward now is a good mea-
sure, it is-I would prefer to use Sh!"j 
Naushir Bharucha's expression-
a rather halting one. Of course, one can 
certa;nly understand the caution of 
Government when taking a step of 
this kind for the first time. But let us 
hope that ere long Government will 
correct the shortcomings in the Act, 
and reduce the insurance fee, as sug-
gested, and make it as low as possible, 
if possible 5 nP., raise the ceiling from 
Rs. 1,500 to at least Rs. 3,000 and in-
ciude ali the banks including the 
State Bank sO that there is no distinc-
tion as between insured and non-in-

sured banks If the Corporation with 
its branches carries out proper super-
vision and examination, this enact-
ment will certainly help to prevent 
future failures of banks. This kind of 
a measure may also stop scare spread-
ing when there is a spurt of failure. I 
also feel that a measure of this kind 
may help to rehabilitate banks that 
are on the brink of failure. 

After all this is said and done, it 
cannot but be admitted that an insur-
ance scheme is only a palliative and 
not a come-limited one at that. 
Therefore, other steps are necessary to 
protect the small depositors. After the 
failure of the Palai Bank, the Reserve 
Bank, particularly its Governor, has 
been making a few suggestions. I 
think he has been doing some fur~ous 
thinking on the subject. Spea'king at 
the Institute of Bankers in Bombav in 
August 1960, lie suggested a ratio of 
7'5 per cent. between the fixed depo-
sits and capital investment. I do net 
know whether this has been brought 
into effect, and if so, how far it has 
been successful. 

Another suggestion he made after 
failure of the Palai Bank, drew partly 
from the experience gained from that 
failure and also partly from the pres-
sure outside was for the amalga-
mation of small banks. I do not know 
what progress that nas made, but I do 
know that that is a crying need of the-
hour. 

In this connection, I have to quote 
certain figures. My experience is limit-
ed to my own State. I have to 
quote certain figures to acquaint the-
HOUse with the situation. There are 
in India-I am quoting from the statis-
tical table published by the Reserve 
Bank of India-351 banks with 5,02fi 
branches with a total investment of 
Rs. 710 crores. Taking the small State-
of Kerala with a population of 14 
millions and an area of about 14,000 
square miles, there are 107 banks with 
656 branches with a total investment 
of Rs. 3-113 crores. 

Shri Tyaci: It is a very rich Statel 
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Dr. K.. B. Menou: This shows when 
reduced to percentages that 30.46 per 
cent. of the total number of banks in 
India are in Kerala with a total capital 
investment of 0.46 per cent. The 
break-up of these figures are much 
more revealing. Out of these 107 banks 
in Kerala-this figure is given by the 
Reserve Bank; sOme other figure which 
is given puts the number at 136; I do 
not know which is correct, but I take 
the Reserve Bank figure--there are 
two banks with a total capital invest-
ment :>f Rs. 27,000, there are 43 banks 
with a total investment of about Rs. 20 
and odd lakhs, whiCh means on the 
average an investment of less than 
Rs. 50,000 which is the minimum pres-
cribed by the Reserve bank; then there 
are 46 banks with a total investment 
of Rs. 80 and odd lakhs, which means 
an average investment of Rs. 75,000--
80,000. Then there are the the last six 
banks with a capital investment of 
over a crore of rupees; out of these, 
recently two have failed, including the 
PaJai Bank. 

These figures are very revealing. 
The fact that 30.46 per cent. of the 
total number of banks in the whole 
India is in Kerela itself puts a ques-
tion mark. Most of these banks are 
very small banks. Figures speak 
louder than words. I do not have to 
go very much into the details and ex-
plain the risks in the banking struc-
ture of India to the House or to the 
Reserve Bank. The failure of a bank 
like the PaIai Bank in the extreme 
south in Karala found its serious re-
percussions in Delhi and the north, 

I would conclude by inviting the 
attention of the Minister to these facts 
and tel! him that the strength of a 
chain depends on the strength of its 
weakest link. 
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Sbri Tyqi: It is as good as your 
exempting Government grain shops 
trom sales Tax. 
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Shri Ranga (Tenali): 
favoUT ot this Bill. 

am in 

Shri Tyagl: Once in a blue moon. 

8hri Ranga: am not in favour 
of the suggestion made by some 
friends that it is high time that the 
banking system was nationalised. I 
would have supported it some years 

lion Bm 
back, especially before we became 
free because then we did not have the 
experience of the working of the 
nationalised organisations and insti-
tutions. Now that we have had all 
that experience, from the LIe to 
varioUs other State enterprises, I 
am not, so very enthusiastic about it, 
and I hope the House also would 
not be too keen on nationalising 
especially this key industry and 
en terprise. 

The only exception, if I may say so, 
to the general gloomy picture of the 
working of the State enterprises is the 
State Bank, but it was a going con-
cern when it was taken over. Further, 
till now we have not had any careful 
and all-round examination of the 
manner in which it is being worked. 
whetheT the working expenses ratio 
has been going up or not, whether its 
management is efficient or not. We 
have not had any careful investiga-
tion made into it. 

8hri A. C. Guha: You are getting 
the dividend every year. 

8hri Ranga: In one respect it has 
not fuliilled our hopes, that is in 
regard to the development of rural 
banking. It was chaTged with a 
special responsibility in regard to this 
matter. It was expected to spare a 
portion of its own profits tor this 
development. I think my hon. friend, 
Arun Babu was then in charge of 
the steering Of the State Bank of India 
Bill when this assurance was given to 
Par liamen t. I do not think this 
assurance has been fulfilled. 

8hri Tyagi: He has brought back 
the assurance with him. 

8hri Ranga: Now, I am very glad 
that as a result of the working of 
this particular insurance scheme an 
opportunity would be given for our 
rural small depositors to begin to 
develop the habit of banking and alsO 
have confidence in banking and place 
their small deposits in various small 
banks that haVe the spirit of enter-
prise and daring to go to the 
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villages and open their small branches 
and run their banking business, with 
the assurance that their own banking 
business would be safe and the 
dc,pos;tors would be insured and 
their deposits would also be safe. 

Then, there is the other question 
raised by my hon. friend Shri Prabhat 
Kar who made a very learned speech 
today. That is, would not this 
insurance scheme induce quite a 
numbeT of small banks to become 
less responsible than they would 
otherwise be? There would always 
be that kind of risk, that kind of 
opportunity for bad or inefficient 
pe'ople to become worse or more 
inefficient. But generally 
speaking, a schem~ like this is 
expected to help most of the small 
concerns to develop a greater sense 
of responsibility and to carry on their 
work more carefully than otherwise. 

There are certain provisions in this 
Bill very carefully inserted. They 
are clause 45 and also the earlier 
c'miSes 36 and 37. They seek to safe-
guard the inteTests not only of the 
depositors in an indirect way but 
they seek to control the activities 
of small banks and supervise their 
activifes through occasional inspec-
tions made by the Reserve Bank of 
India either directly on their own 
initiative or more generally on thfl 
initiative of this Insurance Corpora-
tion. Therefore, I think, public 
interest would be adequately safe-
guarded through the working of these 
cla"ses--as well as the interests of 
the depositors and the interests of 
the banking industry as a whole. 

am certainly glad that the State 
Bank is also included as one Ilf the 
insured banks. And, to that extent, I 
am not able to agree with my hon. 
friend Shri Prabhat Kar when he 
wants the State Bank to be removed 
from the list of insured banks. I do 
not see any reason why the State 
Bank which has so far failed in one 
of it 5 responsibilities of developing 
banking in rural areas should he 

excluded from the list of banks to be 
insured. It must be expected to 
make its own contribution to the 
insurance fund so that small banks 
can be protected and their depositors 
could be insured. To that extent its 
contribution would come to be 
extremely valuable. If it were not 
to be included at all, then, I am 
afraid, the premium that would have 
to be charged might have 1:'0 be 
increased very much and that would 
be a burden on the depositors who 
would be interested in these small 
banks. 

I sincerely hope that as a result of 
this insurance scheme our people will 
come to have greater confidence in 
our banking system and would 
develop the deposit habit to a greater 
extent and the smaller and non-
scheduled banks WOuld begin to be 
adventurous, not in the way of 
lending money to all sorts of con-
cerns, but in going farther and 
farther into the villages starting 
their own branches and inviting our 
people to make their deposits in 
their banks and in that way contri-
bute their mite to the economic 
development of our country. 

Mr. Chairman: We have to finish 
this Bill by 4 o'clock according to 
the time schedule. May I know how 
long the hon. Minister will take for 
the reply? 

Shri B. R. Bhagat: A large number 
of han. Members have sp'oken and 
made quite valuable points; and I 
think that even if I reply to them 
briefly. it may take 15 to 20 minutes. 

Mr. Chairman: There are one or 
two other hon. Members who wish 
to speak. I would suggest that jf 
they do not mind they might take 
their turns later in the second or 
third reading. The hon. Minister. 

Shri B. R. Bhagat: Mr. Chairman, 
am very grateful to the hon. 

Members who have spoken on this 
Bill far giving unqualifiet\ support to 
this measure. It is really graffying 
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that from all quarters this measure 
has got valuable support. (Interup-
tions) . 

Shri A. C. Guha: The Communists 
and the Swantarites included. 

Shri B. R. Bhagat: I am also very 
grateful to the hon. Members who 
have made valuable contributions and 
raised certain important points during 
the course of this debate. I mU3t 
confess that the observations were not 
only enligh tening but were very 
stimulating as well. Personally, 
have been very much benefited by 
the contributions made. 

In the very beginning I made a 
promise to my hon. friend, Shri 
Tyagi, who raised the question 
whether the payment of premium by 
an insured bank would be declared 
free of income-tax. Has this point 
been considered? This was considered 
and it was found that according tll 
the provisions of the Indian Income-
tax Act, section 10(2) (xv), any 
expenditure which is necessarily 
required to be laid out for the pur-
poses of the business will be allowed 
as expenses in calculating the 
taxable income. And, it is our 
belief that premia paid by the banks 
would be covered by this section. 

8hri Tragi: So, it will be treated 
a. an expense! 

8hri B. R. Bhagat: Yes; it would be 
treated as an expense; and I think 
this Would satisfy my hon. friend. 

8hri Tyagi: Thank you. 

8hri B. R. Bhagat: The hon. 
Member who initiated the debate, 
Shri Vasudevan Nair said that 
although there is no crISIs in the 
banking industry as such, because 
certain leaders of the banking 
industry met several times and 
pondered over the difficulties facing 
the banking system and gave their 
opinion, he came to the conclusion 
that an is not well with the banking 
tndustt-y. 

1 think it is not a fair conclusIon 
to draw from the meetings of these 
banking ass'ociations from time to 
time or other organisations connected 
with banking. Because in a rapidly 
developing economy naturally, the 
monetary and banking systems have 
to be discus;ed in the light of the 
situation developing. It is quite p;'o-
per that organised banking associa-
tions, when they meet, must give 
thought to the problems connecled 
with the industry. So, this is rather 
a very encouraging or inspiring fea-
ture and not a pointer that there is 
something wrong with the banking 
system. 

Of course, during recent months 
the question of the bank deposits has 
been raised in various discussions in 
the economic field or at various meet-
ings. And, it is a very moot point 
and the bankers are naturally con-
cerned. It is not a fact that the bank 
deposits are going down but '.he 
bankers are concerned that they 
should go up faster. It should rise 
faster and they are putting their 
heads together in devising ways and 
means and to see what incentives 
should be given, what structural 
changes should be made and what 
other things should be done so that 
the deposits of the banking system 
may be increasing more and more. As 
the economy is developing, the bank 
deposits should go up, and that is 
the Very basis of the development of 
banking as a whole. So, it is another 
healthy sign. Therefore, I want to 
take this opportunity in making it 
clear that there is nothing wrong with 
the banking system. Whatever 
problem is coming up is a problem in 
the direction of development and it is 
a problem of dynamism in our eCo-
nomy. Naturally, tlie banking sector 
being an important sector of our eco-
nomy, it must deal with the problems 
as and when they arise. So I think this 
point should be borne in mind by the 
hon. House. 

The hon. Member Dr. Krishnas-
swami, made a very valuable cootri-
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Dulion to this debate, and apart from 
ralamg certain very pertinent 
questions concerning his measure, he 
has also taken this opportunity of 
pointing towaTds certain important 
problems connected with the banking 
industry. I would like to deal with 
them now. He has in mind an alter-
native system of deposit insurance. 
He said that it can be done by raising 
the interest of two per cent on the 
statutory balances required 1'0 be 
maintained with the Reserve Bank 
and by that the Reserve Bank can 
get enough money so as to insure the 
deposists to a larger extent than is 
visualised in the present scheme. 
This is a very peTtinent point, but 
we should also consider that the 
Reserve Bank is entirely a different 
body, and as the Corporation is an 
independent body, a provision for 
payment of interest by the Reserve 
Bank and for transfer of the amounts 
so recovered to the CorpOTation wiII 
be inappropri3.te. This is the 
difficulty. The Bill, it is also rele-
vant to add, covers the non-scheduled 
banks and as these banks do not 
mainta;n balances with the Reserve 
Bank, the suggestion, I am afraid, is 
not very practicable. 

Shri Amjad Ali (Dhubri): What 
about the valuable suggestion made 
by Dr. Krishnaswami? 

Shri B. R. Bhagat: The idea 
suggested by him is good, but it may 
not be practicable; s'ome times it is 
not ve'ry practicable. 

Then, the hon. Member said that 
there is no expansion of banks and 
that the banks are not doing anything 
for exports. I think this is not correct. 
For the last two ye'ars or so, the 
Reserve Bank has adopt"d a very 
liberal policy in licensing the estab-
lishment of branches and everybody 
kn'ows that the State Bank and the 
subSidiaries during the second Plan 
had undertaken a very rapid develop-
ment of the branches. I may also 
invite the attention of the hon. 
Member to the fact that the State 
Bank and its subsidiaries have pro-
posed to start 300 new branches 
during the third Plan period, and 

theSe will be mostly in the semi-
urban or important rural areas. So, 
to say that we are staying out during 
this period and are not having a long-
term p'olicy of development of 
banking is not correct. It may b2 
that this may not have been men-
tioned, in the form in which the hon. 
Member wants to be mentioned, in 
the third Plan report, but the fact is 
that we have been quite concerned 
about it, and from time to time we 
have given ad~uate and very careful 
thought to th:s matter. The result is 
that during the last few years, the 
number of branches has gone UP, to 
about 5,OOO-this is by the end of 
1960-from about 4,449 odd at the 
beginning of the first Plan. So, the 
charge that we have not been dping 
enough for the development of banks 
is not correct. 

Similarly, the charge that we have 
not done enough or adequately for 
export is also not correct. As regards 
export business, it is true that this is 
comparatively a new line for our 
banks. Most of this work was being 
looked after by what are called the 
exchange banks. But increasingly, 
this is now being handled by our own 
banks, and they are paying special 
attention and giving more and more 
facilities to our exporters. It is very 
encouraging to see that they have 
managed to captuTe a substantial 
portion of the bill bus;ness in recent 
years. They have started gIVIng 
packing credits, that is, credits against 
firm orders placed on OUr exporters, 
and they are advancing loans to 
exporters including in many cases 
new-comers who have taken out 
policies of insurance with the Export 
Risk Insurance Corp'orat;on. The 
question whether banks should be 
encouraged to extend term credits for 
exports has also baen raised and is 
now under consideration. So, banks 
are taking care about exports as well. 

Then the hon.· Member raised 
another question regarding the regu-
lation and control of ;indigenous 
bankers and the development of an 
integrated banking system in which 
both the integrated alld the non-
integrated banking sectors like 
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shroffs and others might be taken 
care of. This raises larger issues 
which have been considered several 
times in the past. The private 
bankers may not agree to' keep proper 
accounts and give up their non-
banking business and submit to 
licen. ng and inspection by the 
Reserve Bank. Unless this is done, it 
is difficult to bring in these shroffs or 
mu!ta'l'~ or others who, although 
who, although they are playing some 
part in QUr banking system, are 
charging higher rates. So far, this has 
not been possible, but I think we 
should not give it SO much importance 
as is nOW sought to be given, because 
they cover only five per cent of the 
total deposits. So far, al cur infor-
mation goes, this non-integrated 
sector does not cater to m ore than 
fiive per cent. 

Then the hon. Member raised 
another point as to why deposists 
'outside lndia have been excluded, as 
otherwise, the Reserve Bank is 
entitled to inspect the foreign offices 
of Indian banks which are about 100 
in all. The laws and regulations 

regarding the business of banking in 
these other countries are different, 
and Indian banks have to comply with 
those conditions. In the absence of 
any laws protecting the deposits in 
these countries, Indian banks cannot 
distinguish the Indian dep'ositors in 
theSe countries from other depositors, 
that is. the indigenous depositors, who 
may b'e local citizens, and it will not 
also be proper for us to protect all 
depositors, Indian as well as local, in 
respect of Indian banks abroad. There_ 
fore, it is not possible to take care of 
these accounts. As regards deposits 
in India by foreign companies, these 
deposits are made under special 
conditions, as for example, the PL 
480, and the Governments take ade-
quate care to see that the funds are 
deposited in bankS of standing and 
reputation. Instn'ance, therefore, is 
n'ot considered necessary for these 
deposits. These are the reasons why 
we have left out some Of the special 
deposits. 

The hon. Member, Shri N. R. 
Muniswamy, asked whether the 
insurance cover of Rs. 1,500 will not 
caUSe a dispersal of deposits. He 
said that they might split all the 
deposits and keep them in 20 banks. 
Sometimes it may not be possible for 
one person to split it up and keep it 
in 20 banks. He will have his own 
difficulties. But" take, for example, the 
existing position. When there is no 
insurance at all, people have large 
deposits in single accounts in many 
banks, and they have it because they 
have confidence. Even without insur-
ance, they have large deposits and I 
do not think there will be any reason 
why they should undergo all the diffi-
culties in splitting them up just for 
the mere Coverage of accounts, 
although even today, without any 
coverage they can maintain large 
deposits. So, I do not think they will 
take the trouble of splitting amounts 
into 10 or 20 parts. 

Shri Prahhat Kar: Even without 
any limit, it can be done. 

8hri B.R. Bharat: He also referred 
to bringing outsiders on the Board. 
This is the normal practice. Whe-
ther it is insurance, or banks or any 
other Board or corporation, we are 
associating in advisory or some other 
capacity some experts who are out-
siders. It is a very normal practice 
and We are not making any extra-
ordinary arrangement here. 

Then, he said the C'orporation's 
office should not be in Bombay. The 
Corporation will have to work in close 
association with the Reserve Bank 
and will be handicapped in its work, 
unless it is located at the same place 
at which the central office of the 
Reserve Bank is situated. In the 
initial period even the staff of the 
Corporation may have to be drawn 
on a part-time basis from the Reserve 
Bank. 80, at least for a few years, 
to come, it would not be a practicable 
proposition to shift it to some place 
ot than Bombay. 

hri A.C. 6aha: Reserve Bank has 
got branches in other places also. 
They can draw the staff from Delhi 
also. 



7 839 Deposit BHADRA 16, 1883 (SAKA) Insurance Corpora- 7840 non Bill 
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close vicinity of the central office. the Board. That will be taken care 

of without making any provision in 
the Act. Shri Prabhat Kar: Why not in 

Calcutta? 
Shri Tyagi: Take it to Patna. 

Shri B. R. Bhagat: I am not for 
Patna. 

Shri Prabhat Kar: But why in 
Bombay? 

Shrlmati Renu ChakravarUy 
(Basirhat): Because the Finance Min-
ister comes from Bombay. 

8hri B. R. Bhagat: I think this con-
troversy should rest, becaUSe hon. 
Members will realise that it would not 
be a practicable proposition. 

Shri Guha raised a number of points. 
lIe said the bulk of the premium will 
be drawn fropVthe private sector and 
the money v,i.i11 be invested in the 
public sector. That is quite obvious, 
this Corporation being a public 
.sector Corporation. But the 
benefits accruing to the private sector 
are also obvious. People will be en-
couraged to aeposit and their con-
fidence in the banking structure will 
be strengthened. The objective is 
that the banking sector should grow. 
So, the benefits to the private sector 
are quite obvious and significant. 

He said private sector employees 
who have been dismissed should not 
be on the Board of the Corporation. 
We could not provide it specifically in 
the Act, because when a public sector 
employee is dismissed. there is a well-
regulated system or procedure. 
Charges are framed and specific 
grounds are given. But such a definite 
system or procedure does not exist in 
the private sector. If a man is reo 
moved or dismissed in the private 
sector, we would not know On what 
grounds he has been dismissed. But 
I can assure hon. Members that any-
one who has been under a cloud and 
removed from a bank Or private sec-
tor organisation will not be taken in. 
It is very obvious. The Reserve Bank 
will see to it that no such person 

Then, he asked why this Corpora-
tion should not be organised on a 
mutual basis as in the U.S.A., So that 
it may provide rebate of premium as 
in the U.S.A. This question should 
be considered when the Corporation 
builds up a sizeable insurance fund. 
The fund in USA amounts to 0.85 per 
cent. of the deposits. Even if we 
want to accumulate to the extent of t 
per cent. of the deposits that we are 
going to cover, We would need to have 
about Rs. 10 crores for which we 
would need 10 years, because the 
annual accrual of premium would be 
about Rs. 85 lakhs. At that stage, 
this can be taken care of. 

Shri Bharucha raised the point as 
to why the capital is authorised and 
not issued. The answer is, it is not 
expected that the Corporation will 
really need a larger capital. we do 
not want to make it more than Rs. 
I crore. All Of it is paid_ up. So, it is 
authorised and issued capital. It can 
borrow to the extent of Rs. 5 Crores 
and that will take care of the need for 
resources for this Corporation. 

8hri Naushir Bharucha: that 
would not be correct. when an ins-
titution borrows money, it has to pay 
interest. If it is capital, interest is 
not paid. That should not be lost 
sight of. Also a balance has to be 
maintained between the capital fund 
and the loan fund. 

Shri B. R. Bhagat: I quite see the 
point, but our expectation is it will 
be run so well that not only we will 
not have to increase the capital be-
yond Rs. 1 crore, but also the contin-
gency of borrowing may not arise, 
to that extent. 

Then he asked why the insured 
bank's representatives are not on the 
Board. It is for the simple reason 
that this Corporation will have access 
to all the secret information about the 
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resources and other positions of the 
Jther banks. If there is one repre-
sentative of one insured bank, he 
might come to know all the secret 
information about the other bank. 
and it will not be in the interests of 
the banking system as a whole. 

8hri Naushir Bharueha: This will 
happen only when a bank is about to 
go into Iiqu;dation. 

8hri B. R. Bbagat: The Corporation 
can have information about all the 
other banks. So, it would not be 
proper to keep persons connected with 
the banking industry on this Board. 

One or two general points were 
raised which I would like to answer, 
because they are important, although 
I have exceeded the time which I 
promised I would take. One point 
was about the State Bank and its 
subsidiaries. As I explained in my 
speech, our original intention was not 
to include the State Bank and its sub-
sidaries, but on subsequent examina-
tion, we found that it would be better 
to include them also. Much has been 
said about the legal position. The 
legal position is, the State Bank would 
have paid that amount not by way of 
premium but by way of contribution. 
This could have been challenged. We 
are paying something without any 
consideration and any depositor of the 
State Bank would have gone to the 
court. So, that legal contingency 
would have arisen. 

Apart from legal difficulties, the 
other points were more valuable and 
they weighed with us, viz., conditions 
should be created so that this Corpo-
ration may be launched in a more 
friendly and amiable atmosphere so 
far as other insured banks are con-
cerned, because the other banks would 
have a grouse that they have been 
discriminated against and the State 
Bank is left out. All these considera-
tions weighed with us and we found 
that it would be better to bring in the 
State Bank and the subsidaries, so 
that this Corporation starts in a much 
bettter way and success may be en-
sured. I think the House will kindly 

appreciate this point of view and wilI 
not bring in any other consideration. 

Regarding the co-operative banks, I 
have explained the position. I would 
say that the co-operative sector is an 
important sector in our economy. 
The Reserve Bank and the Govern-
ment have done enough to promote' 
the growth of the co-operative sector. 
But it will not be possible to bring 
the co-operative sector also in this, 
because this concerns only the bank-
Ing business over which the Reserve 
Bank has control of inspection and 
regulation. The Reserve Bank has 
no control over the co-operative banks 
or the co-operative deposits in various 
States which function under different 
heads. Also, the depos;ts are not 
much. It may be a little over Rs. 100 
crores or Rs. 120 crores as against de-
posits in the banks amounting to Rs. 
2000 crores. Again, although the de-
posit amount in the co-operative sector' 
is low, it is d:stributed in tens of 
thousands of units. How is the Re-
serve Bank to know about them, much 
less to control and regulate over them? 
So it is not possible to bring the co-
operative sector here. We can take 
care of it in a different way. If the 
House is of the opinion that the co-
operative sector deposits should be 
taken care of so that there is growth in 
that sector also, well, the Government 
can think of other ways of doing it, 
but it cannot be fitted into this scheme. 

A number of han. Members asked, 
why are you keeping it at Rs. 1500, 
why not raise it to Rs. 3000 or Rs. 
5000. Simultaneously, one han. Mem-
ber said that this premium rate of 15 
nP. is 'scandalous'. My only point is, 
On the one hand he wants it to be 
raised to Rs 2000 and Rs. 5000 and, 
on the other 'hand, he wants to restrict 
the premium rate also. Well, the 
two cannot go together. 

Shri Naushir Bbarneba: May 
point out, Madam, that this is not a 
correct argument? 

Mr, Chairman: The hon. Deputy 
Minister is not yielding. 
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Shri B. R. Bhapt: I have not com-
-pleted my argwnent, I am still u'irollgh 
it. When we were considering this, 
the question was whether it should be 
Rs. 1000 or Rs. 2000. Then we said 
that :t was worthwhile starting with 
Rs. 1500 with a premium of 5 nP. 
This is one-twentieth of one per 
cent. In U.S.A. the premium rate is 
{me-twelfth of one per cent. So the 
premium is not very high. It is 
reasonable. Some hon. Members 
asked, what is the basis of it. There 
is no bas's; at least there is no actua-
rial basis as we have in the Life 
Insurance Corporation. But looking 
through various considerations--the 
rate should not be much, the burden 
on the banks should not be much and 
the maximum amount in the present 
context should be covered-we said 
that this one-twentyeighth of one per 
cent to start with would be a good 
beginning. In this we are fortified 
by the experience of USA. U.S.A. start-
ed with one-twelfth rate and covering 
2500 dollars per depositor. It was 
asked, there it was 2500 dollars and 
here you are starting with Rs. 1500. 
It is not a very high figure if you 
compare the national income of the 
two countries. The difference is about 
100 times. Therefore, Rs. 1500 to 
start with is not a very meagre figure 
or a very insignificant figure. 

But s~ what happened there. The 
corporation worked in a manner that 
it was not only able to payoff the 
loans and capital but it also accumu-
lated a sizeable fund. Similarly, here 
we expect that as the corporation 
works in a proper manner-we have 
taken other measures to strengthen 
the banking industry; we have taken 
powers under the Banking Companies 
Act to correct the working of the 
banks so that there are less and less 
failures, there are very few re-cons-
tructions or amalgamations, SO that 
the eventuality of liquidation and re-
construction is verv much minimised 
-the corporation 'is botm.d to have 
.uffic'ent funds at its disposal and it 
will not only be able to return the 
one crore capital and it may not 
burrow or whatever it has borrowed 

it will be able to return, but it will 
also be able to accumulate a sizeable 
fund. 

Then alone we can take up the 
question of raising it from Rs. 1500 
or to as. :1.000 or Rs. 5000, whatever 
the hon. Members have in view, with-
out ra:sing the premium rate. That 
may be the position at that time. 
Hon. Members should appreciate that 
we are embarking on a new field, and 
We have taken care that we must 
proceed in a manner where all the 
favourable conditions are towards the 
success of the corporation. As the 
hon. Member there rightly said, the 
test of its success is that it goes ahead, 
it goes along and, we say, it goes along 
in an admirable way and all the 
expectations of higher coverage, lower 
premium rate and successful working 
is realised. That is our hope. 

With these words, Sir, I am grateful 
to all the hon. Members for giving 
their support and for the valuable 
contributions they haVe made during 
this debate. 

Mr. Chairman: There are two 
amendments to the motion for circula-
tion. I shall put them first to the 
vote of the House. 

Amendments Nos. 1 and 7 were put 
and negatived. 

Mr. Chairman: The question is: 

"That the Bill to provide for 
the establishment of a corporation 
fOr the purpose of insurance of 
deposits and for other matters 
connected therewith or inciden-
tal thereto, be taken into conside-
ration," 

The motion was adopted. 

Mr. Chairman: The House will now 
tak" up the Bill clause-by-clause. 

Clause 2.- (Definitions) 

Mr. Chairman: There is a Gov"!rn-
ment amendment. 
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8hri B. B. Bharat: Madam, I beg 
to move": 

(i) in line 28,-

omit "of sub-section (1) "; 

(ii) in line 30,-

for "sub-section" substitute 
"section". (8) • 

It is a printing mistake. There is 
no sub-section (1), and that is why we 
have brought this amendment. 

Shri Vasudevan Nair: I beg to 
move: 

Page 3, line 23,-

omit "and include the State 
Bank and a subsidiary bank". 
(10). 

Madam, I was eagerly waitine to 
hear what the hon. Deputy Minister 
R&d to say about excluding tha State 
Bank and its subsidiary banks from 
the purview of this Bill. I am sorry 
to say that I was thoroughly disap-
pointed with his arguments, because 
practically he had no arguments to 
put before the House, 

What did the hon. Deputy Minister 
say? He said that previously the 
Government also did not want to in-
clude the State Bank but after second 
thoughts they wanted to include it 
becaUSe they wanted to introduce the 
corporation scheme in a cordial at-
mosphere and some bankers may 
have the grouse that the State Bank 
is put On a different level, is treated 
in a different manner. I really do not 
understand why there should be a 
groUSe like that. After all, what is 
the reason for such a Bill? The 
reason is that there are banks which 
unfortunately behave in such a man-
ner that" they somptimps rT~sh. Thf're 
may be only a few, but it is astonish-
ing to know that there are 297 banks 
under liquidation. That was the 
figure given by the Government in 
February 1961. When that is the 

tion Bill 
situation, and when responsible people 
who are expected to behave better do 
not behave better and there are chances 
of breakdown, as far as the banks 
are concerned, we are forced to have 
such provisions, especially when Gov-
ernment, unfortunately, do not take 
the other adequate steps which are 
proposed by Us from time to time. 
That is the very reason why this Par-
liament is forced to bring such a 
legislation. 

As far as the State Bank is concern-
ed, if it is in the same position, then it 
should also be included and there is 
logic and there is reason behind it. If 
anybody can prove, with some force in 
their own arguments, that the State 
Bank also stands a chance of break-
down, then it should also be included. 
Otherwise, on some plea to see there is 
no grouse and simply to satisfy some 
people, why should the Government 
surrender? That is what we want to 
know. Now the cat is out of the bag 
after the reply of the Minister. It 
was sheer surrender of the Govern-
ment before the pressure of the bank-
ing -industry. That is the very reason 
why We want to oppose the inclusion 
of State Bank and we want the State 
Bank to be treated on a different level. 
Because, it is a national institution 
which has functioned with credit. 
Even Professor Ranga, who is totally 
opposed to all kinds of nationalisation 
and State sector, even he is forced to 
admit that, after all, the State Bank is 
a very nice institution. Now, simply 
to see that there is no grouse, just 
to satisfy some people, we are sur-
prised to find, Government have 
surrendered themselves on this ques-
tion, and that is why I want to press 
my amendment. 

Shri B. R. Bhagat: I am sorry, the 
hon. Member has twisted my argu-
mpnt.. Thf"TP i~ no snrrenn.er. I have 
explained amply the reasons for a 
change in our opinion and what consi-
derations weighed with us. I am 
opposing the amendment moved by 
Shri Vasudevan Nair. 
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Mr. Chairman: The question is: 

Page 3,-

(i) in line 28-

omit "of sub-section (1)"; 

(ii) in line 30-

for "sub-section" substitute 
"section". (8). 

The motion was adopted. 

Mr. Chairman: The question is: 

Page 3, line 23,-

omit "and includes the State 
Bank and a subsidiary bank" 
(10). 

The motion was negatived. 

Mr. Chairman: The question is: 

"That clause 2, as amended, 
stand part of the Bill". 

The motion was adopted. 

ClaUSe 2, as amended, was added to 
the Bill. 

Clauses 3, 4 and 5 were added to 
the Bill. 

ClaUSe 6.- (Board of Directors) 

Sbri Shree Narayan Das: I beg to 
move: 

Page 5, line 34,-

add at the end-

"otherwise becomes actively 
connected with a banking 
company; or" (5). 

Sub-clause (4) of clause 6 pres-
cribes some of the disqualifications. If 
any director nominated under part (d) 
of sub-clause (1) becomes subject to 
these disqualifications, he will cease to 

non Bill 
be a member of the Board. In part-
(d) of sub-clause (1) it is stated: 

"two directors nominated by the 
Central Government in consulta-
tion with the Reserve Bank hav-
ing special knowledge of commer-
cial banking or of commerce, 
industry or finance, neither of 
whom shall be an officer of Gov-
ernment Or of the Reserve Bank 
or an officer or other employee of 
the Corporation or a director, an 
officer Or other employee of a 
banking company or otherwise 
actively connected with a banking 
company." 

So, suppose a person is actively con-
nected with a banking company, he' 
will not be nominated as director out 
of the two directors that have been 
mentioned in clause (d) of sub-clause 
(1). Here, in clause (c) we have laid 
down certain disqualifications for 
being nominated as one of the direc-
tors under part (d) of sub-clause (1). 
I would like to point out that there is 
some lacuna Clause (4) indicates 
that if a d;rector becomes subject to 
any of the disqualifications mentioned 
in clauses (a) to (d) sub-section (4), 
then he will lose his seat in the board. 
Part (b) of sub-clause (4) says that 
if a member is absellt without leave of 
the Board for more than three conse-
cutive meetings, he will cease to be a 
member. Part (c) says that if a per-
son becomes a director or an officer or 
an employee of an insured bank, he is 
removed from the board. But suppose 
a person is nominated as director 
under part (d) of clause (1). If he is 
actively connected with a banking 
company, he should lose his seat. 
Therefore. there seems to be a lacuna. 
I think that should also bEl covered. 
If my amendment is accepted, if a 
director nominated under part (d) of 
clause (I) becomes actively connected 
with a banking company, he will lose 
his seat. So, I have. moved my 
amendment and I hope the Minister 
will accept it. It only seeks to remove 
a lacuna which is present in the BilL 
If a person is nominated as a director 
under part (d) of sub-clause (1) be-
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cause at the ti~ of his appointment 
he i. not connected actively with any 
banking company, if he subsequently 
becomes actively connected with any 
bank'ng company, he should lOse his 
seat. This is the simple purpose of my 
amendment. 

Smi B. R. Bhagat: I oppose this 
amendment because in clause 6(l)(d) 
it is mentioned that two directors 
shall be nominated by the Central 
Government in consultation with the 
Reserve Bank having special kn~wledg 
of commercial banking or of com-
merce, industry or finance, neither of 
whom shall be an officer of Govern-
ment Or of the Reserve Bank etc. We 
have specifically provided the dis-
qualifications under which director 
cannot be taken in. Sub-clause (4)(c) 
refers to a person who is a director 
or an officer or an employee of an in-
surcd bank. These two are not on 
par. Both the clauses do not stand on 
the same footing. 

Shri Prabhat Kar: The point is that 
in clause 6(l)(d) you say that two 
directors shall be nominated by the 
Central Government in consultation 
with the Reserve Bank having special 
knowledge of commercial banking or 
of commerce, industry or finance, 
neither of whom shall be an officer of 
Government or an officer Or other 
employee of a banking company or 
otherwise actively connected with a 
banking company. Now, as it is, once 
he is nominated by the Central Gov-
ernment and he subsequently becomes 
actively connected with a banking 
company, he would not come under 
disqualificaion, because under clause 
clau", (4) (c) the disqualification is 
only at the time of appointment. 

Shri B. R. Dharat: I do not think it 
i c;, necessary, 

Shri Prabhat Kar: Why? This sub-
clause will become operative only at 

"the time of nomination; not subse-

quenUy. You have not provided for a 
contingency where a person, after he 
has been nominated, becomes actively 
connected with a banking company. 

Shri B. R. Bhagat: If he is actively 
connected, he is disqualified. I think 
a specific reference to it is superflu-
ous, because he will not be nominated. 
That is my point. 

Shri Prabhat Kar: Your provision 
bans nomination. But, after nomina-
tion, if he becomes actively connected 
with a banking company, he will not 
be disqualified. 

Shri D. R. Dbagat: I think he is dis-
qualified even then. 

16 hrs. 

Mr. Chairman: With regard to 
clause 6, there seems to be a little 
confusion as to whether a man who 
is disqualified from being app;,inted 
because of a certain post that he holds, 
will not be disqualified if he holds 
that post after becoming a directo,' 
As it is 4 o'clock, we have to close 
this discussion at this point. I suggest 
that this point may be looked into in 
the mean time and this clause be 
voted when the discussion on the Bill 
is resumed. 

Shrl A. C. Guha: I think this Bill 
might have been concluded. 

Mr. Chairman: There are 49 clauses 
and it is 4 o'clock. The time for this 
discussion is over. So it would not 
be possible to finish this today. 

16.02 hrs. 

MOTION RE: PRODUCTION AND 
SUPPLY OF COAL 

Shri Ram Krishan Gupta (Mahen-
dragarh): Mr. Chairman, I beg to 
move: 

"That the position regarding 
production and supply of coal in 




