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[Shri P. Ramamurti.]
Such a thing has happened because
of certain laws passed by the States.
What are they going to do about this?
That is what I wanted to know.

SHRIMATI TARKESHWARI SINHA:
The hon. Member will get many op-
portunities of saying these things
again and repeating these arguments
and Government will also find a
better opportunity than this Bill to
defend itself and the Government has
also much substance with which to
defeng itself. Therefore I do not
want to take the time of the Ilouse
in replying to such matters now.

THE VICE-CHAIRMAN
"DAHYABHAI V. PATEL):
1is:

(SHrr
The question

“That the Bill further to amend

. the Estate Duty Act, 1953, as passed

‘by the Lok Sabha, be taken into
consideration.”

The motion was adopted.

THE VICE-CHAIRMAN (SHRI
‘DAHYABHAI V. PATEL): We shall now
take up clause by clause considera-
tion of the Bill

Clauses 2 and 3 were added to the
Bill,

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

SurvaTI TARKESHWARI SINHA:
Sir, I move:

“That the Bill be returned.”
The question was put and the
-motion was adopted.

THE RESERVE BANK OF INDIA
(AMENDMENT) BILL, 1960

Tre DEPUTY MINISTER oF
‘FINANCE (SHRIMATI TARKESHWART
“SmwEa): Sir, I beg to move:

“That the Bill further to amend
the Reserve Bank of India Aci,
1934. as passed by the Lok Sabha,
be taken into consideration.”

Sir, this is a very simple Bill, and
the House, I believe, is already aware
of the circumstances in which it has
been considered necessary to intro-
duce these amendments in the Re-
serve Bank of India Act. I shall not
therefore, take up a great deal of the
time of the House.

Of the two amendments which have
been proposed, the one relating to
small-scale industries is more impor-
tant.

It is not necessary for me to
point out that small scale indusiries
all over the world are faced today
with problems which are somewhat
different from those of large or
medium-sized industry. Even in the
Unitedg States, the need for the special
treatment of these units hag been re-
cognised. The Small Business Ad-
ministration in that country has been
doing useful work for several years,
and small scale units are also given
some preferential treatment by Gov-
ernment departments. In Japan,
where particular attention is being
paid to the credit needs of small-
sized industrial untts, financial support
is available to these units from vari-
ous sources, such as the Trust Funds
Bureau Special Account, the Indus-
trial Bank the Peoples’ Finance Cor-
poration, the Credit Guarantee Asso-
ciation and the Credit Insurance Or-
ganisation. Commercial banks, I
understand are also enabled to func-
tion as the agents of various specialised
credit imstitutiong in Japan for the
purpose of granting loans to indus-
try.

As this House is, perhaps aware,
we have in our own country ftried,
both in the First and the Second Five
Year Plans, to provide for a substan-
tial measure of assistance to small-
scale industrial units. This assistance
has taken various forms. We -
have been encouraging the State Gov-
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ernments, for example, to grant loans
40 such units, under the State Aid
to Industries Act. There is ap Act
specifically for this. Where the amounts
involved are small these loans are
being granted at concessional rates of
interest and against personal bonds
and sureties, if necessary. The loans
are also available for comparatively
long periods, that is up to 7 or 10
years. In view of our initiative and
the financial responsibilities which we
have undertaken in regarq to this
matter, the Industries Departments in
the various States and Union Terri-
tories are now quite active, and I
believe that a sum of Rs. 7 crores
has been lent to the various units in
the three years ending 1958-59.

We have authorised the construc-
tion of nearly a hundred industrial
estates. 'This experiment, I am glad
to say, has been so useful and success-
ful that the mnewly established Re-
habilitation Industries Corporation has
also been encouraged to undertake
similar or comparable schemes. The
National Small Industries Corporatiou,
which we brought into existence
about five years ago, has also ex-
panded its activities recently and Is
now providing assistance to the small
and relatively unorganised sector of
Indian industry in several directions,
-for example, by securing Government
contracts for the products of these
small-scale units, by establishing
marketing depots where these pro-
ducts can be received and sold other-
wise, and also by the sale of import-
ed machinery on hire-purchase terms
to new or expanding business units.
1 should also perhaps add that it also
guarantees a portion of the IJloans
granted to these units by the State
‘Bank of India.

The State Bank for its part has
been operating since 1956 a scheme
for the grant of liberalised assistance
at its branches and since the 1st Janu-
ary, 1959, this scheme has been ex-
tended to all its branches. The Bank
has set up a Central Coordination

196 RS.—6.

Committee for supervising the imple-
mentation of this scheme and for in-

troducing such improvements as
may be necessary or  possible
from time to time. The subsidia-

ries of the State Bank of India are
now in the process of extending these
benefits to the areas in which the
State Bank of India is for some
reason or other not adequately repre-
sented.

We have been reviewing the re-
sults ‘of these efforts from time to
time. We feel in the context of the
rapid development which is now tak-
ing place and the size of the invest-
ment, particularly in this sector,
which is ‘envisaged in the Third Five
Year Plan, the credit facilities which
are now available to small-scale in-
dustrial units should be further libe-
ralised. The commercial banking
system, in our view, can be encourag-
ed to lend relatively greater amounts
to these units and also to take some
special interest in their problems, if
a system of guarantee of the loans
granted to deserving enterprlses can
be brought into force.

This particular problem has accord-
ingly been examined at some length.
Qur task has been facilitated to
some extent by the first-hand study
of similar problems by the two dele-
gations of Indian bankers which
visited the U. S. A. and Japan in
1958 and 1959 under the training pro-
gramme of the Technical Cooperation
Mission of the United States, and by
the discussions which were held
last year at Hyderabad. We
have also had the benefit of the
advice given to us by the Reserve
Bank and by certain other leading
banks, including the State Bank of
India.

The detailed scheme, ag it has now
emerged, provides for the levy of a
small fee from the industrial units
which are being assisted for limiting
the guarantee to a portion of the loans
and also to a fixed amount in each
case and for a relatively greater mea-

A
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[Shrimati Tarkeshwari Sinha.]
sure of help to the smaller units. We
hope to finalise the scheme and to
bring it into force in the very near
future. It will, I am sure be adequate
and satisfactory from the point of
view of all progressive and well-run
enterprises.

Sir, we have entrusted the day-to-
day management and implementation
of this scheme to the Reserve Bank
of India because it is the agent and
expert adviser of the Central ° Gov-
ernment in all financial matters. I
should perhaps point out that the in-
terest which the Reserve Bank has
taken in this matter has been so great
and the Bank's outlook and approach
in regard to the problems of small
and medium-sized industries generally
has been so constructive and sym-
pathetic that the choice of the Re-
serve Bank, as the agent of the Cen-
tral Government for this purpose, can,
even otherwise, be abundantly justi-
fied.

We are going to try out this credit
guaraniee scheme as an experiment
for some time. We hope that when the
period for which this experiment is
to be tried comes to an end, the
scheme will have become popular,
well-established and also self-balanc-
ing, so that the permanent arrange-
ments which are intended to replace
the scheme need not involve any
substantial or recurring loss.

Sir, the other provision in this Bill
is intended to enable the State Fin-
ancial Corporations and certain other
notified institutions to borrow from
the Reserve Bank of India for periods
up to eighteen months. This is based
on the existing provision in regard to
similar loans in the case of the Indus-
trial Finance Corporation and it does
not need any further explanation.

I move that the Bill, which has been
passed unanimousiy by the’ other
House, be taken into consideration.

The question was proposed,

Dr. R. B. GOUR (Andhra Pradesh):
Mr, Vice-Chairman, I would surely not
allow my friend, the Deputy Finance
Minister, to go away with the idea that
this House is not going to give its
unanimous support to this Bill, be-
cause after all when the Government
is trying to draw upon the liquidity -
of the banks, it is good, particularly
more so if it is for the purpose of
developing our small-scale industries,
which are most neglected at present
and whose financial difficulties are
well known, But I would like to take
this opportunity to ask the Govern-
ment to have a little more courage in
these matters. We know that the
liquidity of the banks or the deposits

in the banks have increased from
Rs. 1500 crores in 1958 to Rs. 1845
crores by the end of 1959. That is

the position. Now, this vast liqui-
dity of the banks is coming 1n the way
of the healthy development of the
barnking industry itself. For example,
it is quite evident that with this
great liquidity, their dependence on
the Reserve Bank of India is becoming
less and to that extent they are getting
out of the control of the Reserve
Bank., In fact, it is the other way
round. The Reserve Bank is passing
under the control of private bankers.
As we know, for example, Mr. M. M.
Chokshi himself said—it is an article
in the industrial survey number of
the “Hindu”—that the Reserve Bank
is consulting the bankers as to what
steps the Reserve Bank should take.
Later on, Mr, Mody has picked up
courage, has asked the Reserve Bank
to form a joint council and has said
that the steps that the Reserve Bank
take should be taken after consulting
the bankers. Therefore, it is in the
interests of the bankers that the Re-
serve Bank has to act. Now, the
bankers themselveg are worried as to
what to do with the huge money that
is being deposited with them. So, the
Reserve Bank came forward and said:
“We guarantee, you come round and
pay this amount to the small-scale in-
dustries, Your interest is safe.” Tt is
useful in two ways. It serves the
small-scale industries as well as the

poor commercial bankers. [ stress
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the word “poor”, However, is this
enough for you? So far only the
State Bank of India and its subsidia-
ries were trying to help the small-
scale industries through the counter-
part funds, the P.L. 480 funds, that
‘are deposited with them, and every
year the question was being raised
that the private commercial banks
should enter the field. We know from
the advances position of the banks
that industrial advances are hardly a
_matter of attraction for the private
banks. When I say this, they will
jump up and say: “From the Reserve
Bank figures you can see that so much
money is advanced to industiries.”
But they are only short-term loans to
industries. They are meant only for
working capital. It is also quite true
that industrialists convert these short-
term loans into medium-ferm loans.
That is a different matter altogether,
but they are short-term loans.

The Governor of the Reserve Bank
in his speech to the Institute of
Bankers last year said that the banks
must now enter the field of advancing
medium-term loans or long-term loang
to industries. With so much of public
savings in the private banks, to the
tune of Rs. 1,845 crores, you can see
very well that a developing economy
must have to draw on the resources
so garnered by private banking con-
cerns. After all that is the saving of
the country. The depositors in our
country have deposited that amount
with the banks, and the banks are the
instrumentg for mopping up the sav-
ings of the people. Therefore, it is
but natural that a Government which
is guiding the destinies of a Plan in a
developing economy of a country has
the right to draw on the liquidity of
the banks. Therefore, morally the
Government of India will be amply
justified to draw on this ligquidity. In
fact I want that the Government of
India must do mrre. After all private
bankers are not creating money. 1t is
only public deposits. When the
Reserve Bank is guaranteeing these
loans, it means that the private banks
are to that extent saved of the risk.
If any commercial bank in the ordi-
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nary market advanccs a loan to any
small-scale industry or for that matter
to any business concern,'it 1s laking
a risk on its own accord, and there-
fore it is justified in charging a cer-
tain amount of interest. But when
the State 1s entering into the field,
when the Stale is entering as a
guarantor to these loans, obviously
the risk part of it goes. The returns
are guaranteed. Therefore, T would
like to know from the Government
whether they would say that the
commercial banks will be allowed to
charge the same interest which they
are normally charging to a party who
is drawing on them.

When the Government is coming
into the picture through the Reserve
Bank of India for guarantecing
these loans, the Government will be
obviously spending something on it.
I think the Government will be
justified wn asking the commercial
banks to charge less, because the
small-scale 1ndustries need that con-
cession, The small-scaie  industries
suffer under a very great disability
from the point of view of finance.
Even if the loans are to go to  the
small-scale  industries as medium-
term loans for expansion, for building
up fixed assets, and so on, they would
then be more particularly requiring
a concession in the interest. Now I
would like to know, when the Gov-
ernment is coming in as a guarantor,
why should the commercial banks be
allowed to charge the same interest
as they normally charge a party where
they are taking a risk because if is
quite possible that the party may go
into liquidation? In that case they
may lose the amount{, I would like
to know what guarantee they are
taking in this respect.

Another guarantee that I would
like to seek from the Government is
this, Already bankers are discussing
certain things. When they see that
the deposits are rising, they are dis-
cussing how to curb this tendency
for deposits and how to earn more
from advances. They are discussing
that the October 1958 Agreement has
not helped them, They say that. They
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are not sure whether that has helped
them or not. Now they say: “Let
us further bring down the interest on
the deposits”. They want to reduce
the cost of the deposits by bringing
down the interest on the deposits or
by closing down certain branches.
They want to reduce the cost of the
deposits, and they want to increase
their earnings from lending. These are
the two points they are discussing. In
fact no less a pemson then Mr. Kul-
karm: Financial Adviser to the State
Bank of Indi», wruic aa arlicle in the
“Hindu”, Industrial Survey Number,
suggesting reduction in the cost -of
deposits and increase in the cost of
lending. This is what he himself sug-
gested. If the interest on deposits is
reduced, do you not think, Sir, that
the tendency to depcsit will be cur-
bed? Is it a proper thing? The second
point is, if they are allowed to in-
crease their lending rate, do you not
think that the parties who are in
great need of advances will be under
a handicap? If the bankers are allow-

ed to raise their lending charges,
what will happen in that case? Will
the small-scale industries also give

the increased interest on their borrow-
ings, even though the Government of
India is the guarantor? These are very
valid points. I would, therefore, re-
quest the hon. Finance Minister to say
categorically that both these tendencies
are not proper and healthy. In fact
the tendency to reduce the interest on
deposits or to raise the interest on
lending is going to act against the
depositors as well as the needy party
who wants to carrv on his business,
Therefore, this is another valid point
to consider as to whether you are go-
ing to put your foot firmly down or not
on this anti-national tendency on the
part of the private bankers who want
to earn more at the cost of the deposi-
tors as well as at the cost of the needy
partv who wants advances.

Another point I would like to raise
in this connection, because the total
picture is not before us, is this,

!

evident now that the Government of
India is coming in as a guarantor for
the small-scale industries. When the
Government of India comes into
the picture, red-tape begins to in-
crease, After all the small-scale in-,
dustries are directly catered to by
the State Governments. The  State
Governments examine their position.
The Reserve Bank as a guarantor for
the Central Government  will be
drawn into the picture. For example,
speaking about the State Bank  of
Hyderabad, from which place I come,
the State Bank of Hyderabad draws on
the PL 480 Funds and advances credit
to the small-scale industries, Even so
there is great delay and the small-
scale needy concerns find it very
difficult to get the money. When the
Government of India comes into the
picture, what is the guarantee, what
steps would be taken, that the amount
asked for would be given to the party
concerned with the least possible
delay? Are you going to accept the
position that the .State Government
which is your own Government will
on your behalf act as an agent to
guarantee, to tell the Reserve Bank
“here is a small-scale industry in our
State which needs this lean and this
advance”? Or, will it be necessary
that all the schemes should be sent to
the Government of India? 1 have
got some experience of small
irrigation scheme loans. A small
irrigation scheme is an entirely
State subject. In a case where the
Central Government 1is giving the
loan, all schemes would be sent to
the Government of India, to the Tech-
nical Committee of the Central Water
and Power Commission, and all sorts
of things are brought in. The result
is that by the time your grant comes,
the financial year is over and the
small irrigation scheme is not taken
up. Therefore, in these days of small-
scale industries, will you or will you
not accept the recommendation of the
State Government as final? And it is
only on the basis of that recommenda-
tion that the Reserve Bank will stand
guarantee and the amount will be

forthcoming. Or, will the Finance

It is | Ministry of the Government of India
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step in and like to get the whole thing
re-examined or examined de novo for
turther details to be furnished?

\

The last point that I would like to
make in this connection is that here
also I should say a certain discrimi-
nation will have to be made in
advancing these moneys.
we have got certain States or certain
regions which are very very back-
ward. So, special attention will have
to be paid to the small-scale indus-
tries of those regions where the aver-
age per capita income is very low,
Syppose, for example, there is a
small-scale industrial scheme from
Bombay City and another from some
part—say in the Parbhani District in
Maharashtra—then priority will have
to be given to the small-scale indus-
try that exists in that backward re-
gion of the State. Therefore, there
must be explicit directives to the
State Governments concerned and the
Reserve Bank in regard to this. These
are the points which are very valid
and these have to be considered when
advances are made to small-scale in-
dustries for their development.

With these words, I commend this
Bill and I expect that the Deputy
Minister will be kind encugh not to
make haste and give some sort of a
reply. If proper con ultation and dis-
cussion are needed at the Ministerial
level, let her do so but let her not
simply wash away her hands by say-
ing that there is nothing to be wor-
ried about.

These are the points that I wanted
to make out. :

Surt K. SANTHANAM (Madras):
Sir, I wish to make only one point. I
entirely agree that it is essential to
assist the small-scale industries and
to give them the utmost possible help
But the main issue that I want to raise
is, which is to be the authority that
is to take the primary responsibility

We know |

| 28 APRIL 1960 ] (Amendment) Buil1.1960 2516

as the agent of the State Government
for underwriting the small-scale in-
dustries? If it is to be the Cen...:
Government which underwrites t

. small-scale industries, I think the pro-

cess of centralisation will cause a
great deal of havoc. My hon. friend,
who spoke before me has already
raised a pomnt—there will be State,
rivalries, One State will say that the
Centre is favouring that State and the
other will say that they are not giv-
ing loans to its industries. Sir, it is
said in sub-clause (d) of clause 2—

“any small-scale’ industrial! con-
cern approved by the Central Gov-
ernment.”

Why should every small-scale indus-
trial concern come to the Centre for
approval? I think the whole principle
i3 wrong. This process of centralisa-
tion is going on while all our leaders
are speaking about democratic de-
cenfralisation. This is neither decen-
tralisation nor democracy. The Indus-
tries Department wants to establish its
empire over all industries. The pro-
per region for the Centre.to have its
control over is that of the big indus-
tries, not even the medium industfies.
To some extent I can grant that they
should interfere in medium industries.
But why should they go and have
any direct connection with the small-
scale industries? Why should we
not entrust the State Governments
with this? Give them whatever assist-
ance, whatever funds, whatever loans
are needed and tell them that if any
small-scale industry does not make
good its loss and goes into ligquida-
tion, the liability will be theirs, that
they must be responsible to their
legislature and that they must make
good the loss. Why should Parlia-
ment here make good the loss of some
match factory in some corner of the
country or some leather concern?
These concerns must be developed.
We want thousands and thousands of

for the development of the small-scale | these concerns. Do we want the Cen-

industries? Is it to be the State Gov-
ernment or the Central Government?
If it is to be the State Government,

tral Government to keep a watch over
every little concern and guarantee
the loans which any bank may give to

why should not the Reserve Bank act i that concern? The Reserve Bank and
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the State Bank are the proper agen-
ciet for this purpose. I agree that
the Reserve Bank

Dr. R. B. GOUR: May I interrupt
the hen. Member? 1t is because the
banks are refusing to accept the
guarantiee of the State Government so
far as my knowledge goes. In fact, the
debemtures of the Land Mortgage
Banke have a guarantee from the
State Government but even against
those debentures the banks are not
advancing any loans. 1 do not know
why.

Sarr K. SANTHANAM: I do not
believe that the Reserve Bank has
not enough trust in the State Govern-

ments to guarantee the loans. As a
matter of fact, the State Govern-
ments are drawing large amounts

from the Reserve Bank for all kinds
of purposes.

Dr. R. B, GOUR: The Scheduled
Bank is there.

Ser1 K. SANTHANAM: The point
1s this. If a small concern fails on
account of inefficiency or mismanage-
meni, why should the Centre take up
the responsibility for it? Is it to have
a large agency of supervision? Then,
another thing is that if it is centralis-
ed, the small-scale industries will
become the preserves of large-scale
capitalists. This is already happening
in the case of the Industrial Estates
If you take a census of the so-called
small-scale industries started in these
Industrial Estates, you will find that
many of them are simply ancillary
coneerns started by large-scale indus-
trialists. The small entrepreneurs will
not have any deal if they have to go
to the Centre. You must leave it to
the States, this question of the deve-
lopment of the small-scale industries.
Give them all the technical assistance,
all ihe financial assistance, Help the
States to encourage them but fix the
responsibility upon them and tell
thema that the Cenire will not be
responsible for any loss. That is why
1 have tabled an amendment saying
that for the words "“Central Govern-

8
| ment” the words “State Government”
be substituted, Whether the Minister
accepts it or not, it does not matter
to me. I want to make my voice
heard that the principle of centralisa-
tion is wrong, and the Central Gov-
ernment should persuade the State
Governments to take upon themselves
the main responsibility for financing
the small-scale industries or for
underwriting their capital and expen-
diture.
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I QY I T8 F WG 9T TAAT §
. AT qTiaETHE § st AT Qom-
faw § A< suwT frae ag TRTTeR
g | WX EAe w1 Tay faer ardy §
AN 5 TS HEW AR qF ¥ e
fawr & foa & o sotsia =i & gy
4 f FedstZam e fige (wdedz)
fas & ar @ = A B ERdE ¥ o
TG FEH ISTAT AT ITH gAA @A~
w1 A | AT a& F EAdE wroqiEf
F AW A A 78 A R T 3 e
FqH ST § | ot fwe o wawdie
9T g5 9T FTIH G |

TR TH TEELT NG T § |

W GO gF T H{IT qoAy
Ffedy & R 9 FOET | 9g 0F
Y JHART AR qTHA IS HET |
TR T T AAGN & 919 § 39
faer =Y g wav g1 ]

Ssrr  JASPAT ROY KAPOOR
(Uttar Pradesh): Mr. Vice-Chairman,
Sir, I extend this measure a cordial
welcome and extend to it my whole-
hearted support. Sir, this measure was
declared by the hon. the Deputy Min-
ister to be a simple measure. No
doubt it is a simple and a very small
measure, but it is full of potentialities
for industrial, particularly small-
scale-industrial development. I think
our Finance Minister had a fine stroke
of imagination when he entrusted the
piloting of this measure to the hon.
Deputy Minister, because this measure
is going to shower and confer pros-
perity on the small-scale industria-
lists, and a large number of un-
employed persons will be employed,
and according to Indian tradition and
belief prosperity is showered by
Lakshmi, and Lakshmi could not be
better represented than by our hon.
the Deputy Minister, who is piloting
this measure

~
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- Shastri.
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Suri AKBAR ALI KHAN (Andhra
Pradesh): Which Lakshmi you are
referring to? Here is Lakshmi Menon
also before me,

Sarr JASPAT ROY KAPOOR: We
have Lakshmi of this measure before

our own eyes. .
Surt H. P. SAKSENA (Uttar Pra-
desh): Anybody who brings money

is Lakshmi to my friend.

Suri JASPAT ROY KAPOOR:
Small-scale industries, Sir, are rapid-
ly developing in our country; they
have developed to a very large extent,
even beyond the expectations of many
of us, during the last two years or so.
1t is all due to the very great patriotic
urge and dynamism of Mr. Manubhai
Shah who is dealing with this depart-
ment under the wise and sagacious
leadership of Shri Lal Bahadur
Sir, for the development of
an industry, for running an industry
successfully, capital is needed, and
capital is needed for three things— -
firstly, for machinery; then, secondly,
for land and buildings;- and thirdly,
capital as working capital. Now, so
far as the financing of machinery is
concerned, the National Small Indus-
tries Corporation is rendering very
useful help in this direction. This
Corporation under its hire-purchase
scheme provides new machinery to
any entrepreneur by advancing 80 per
cent of the price of the machinery;
only 20 per cent. of its price has to
be found by the entrepreneur, But
so far as land and buildings are con-
cerned, this Corporation cannot rend-
er any assistance And, thirdly, so far
as working capital is concerned, the
small-scale industrialists find them-
selves in a very difficult position.
Now, Sir, so far as land and buildings
are concerned, neither the State Bank
nor the ordinary commercial banks
provide any money—they are very
conservative in this respect. And
even so far as the working capital is
concerned, it is only the big industria-
lists who can pledge large quantities
of raw materials which can get any
money from the commercial banks or
the State Bank. But the small-scale
industrialist whose raw material is of -
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a very limited quantity can hardly
afford to put it under lock and key
with the bank. Therefore, Sir, so far
as these two difficulties are concern-
ed, to obtain money for land and
building and to obtain money to serve
as working capital, this measure will
go a long way to remove these diffi-
cultiez. Then again the ordinary
“commercial banks, being merely com-
mercial banks running on purely busi-
ness lines, can ill-afford to advance
money with a very small margin.
Ordinarily, they do mnot advance
money to the extent of more than 50
per cent. of the goods or property
pledged with them. That hardly
serves the need of the small-scale in-
dustriatist. It was therefore found
necessary, Sir, that in order that these
small-scale industrialists may be able
to have their full financial require-
ments satisfied that these commercial
banks should be persuaded to advance
money cven up to the extent of 70, 80
or 90 per cent. of the assets mortgag-
ed, Therefore, it was thought that
Government should guarantee the risk
which these commercial banks would
be ineurring by advancing a larger
‘percentage; it was considered neces-
sary that some guarantee should be
given to them. I hope and trust, Sir,
thai this scheme will be fully made
use of by the commercial banks and
they will now be not so conservative
as they have been hitherto and they
will advance money on much simpler
{erms. Not only they would be
advaneing, I hope a higher percentage,
but I hope they will also be charging
a sHghily smaller rate of interest. I
say, Sir, a slightly smaller rate of
interest because, what is more impor-
tant from my point of view, is the
facilities that should be provided to
the entreprenecur rather than a large
reduction of interest. If the interest is
to be reduced to a large extent, the
facilities would be restricted. Sir, 1
had something to do with the discus-
sions that took place Dbetween the
Reserve Bank and the State Bank,
and ihe National Industries Corpora-
tion and the Small-Scale Industries
Board, and I could inform this hon.
"House that the consensus of opinion

there was that we should not be very
particular to insist on reduction of
interest but we should particularly
insist on and see that the other facili-
ties are increased so that the small-
scale entrepreneur may be able to get
the necessary money in a short time
and to as large an extent as possible.
Sir, my hon, friend, Mr, Santhanam’s
fears appear to be
seems to think that every application
for loan to any bank would be consi-
dered by the Central Government.

[MR. DEpUTY CHAIRMAN in the Chair.]

That is not the scheme. The Central
Government would only provide the
necessary fund to cover the guarantee.
The Reserve Bank would act as the
agent of the Central Government,

Now, a question was put by Mr.
Santhanam, viz. why should the Re-
serve Bank not act as agent of/ the
State Government. The answer to that
question is that since the Central Gov-
ernment is providing the necessary
finances to cover the guarantee,
naturally the Reserve Bank will act
as an agent of the Central Govern-
ment.

Sart K. SANTHANAM: No finances
are needed for a guarantee. It is
only a promise to pay the loss, if
necessary.

Sarr JASPAT ROY KAPOOR:
Exactly, the promise is there, but the
promise is not a hollow one. It has
got to be fulfilled, and naturally
every year some amount will have to
be earmarked and actually spent in
meeting the risk which the commer-
cial bank will undergo,

As I understand the scheme, Sir,
an application will be considered by
the Reserve Bank or by the State
Bank or by any commercial bank to
whom the application would be made.
Just as these banks have been hitherto
considering™ the applications on their
individual merit, they will continue
to do even hereafter with this differ-
ence only that hereafter they will
adopt, while considering these appli-
cations, a more charitable, a more

unfounded. He .
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generous, a more helpful attitude par-
ticularly in the matter of the margin
that they have been insisting on so
far. In some sound cases, of course,
it ig hoped that the commercial banks
would be willing to extend advance

even up to hundred per cent. of the
properiy mortgaged.

One important benefit that will
arise from this scheme is that the

small-seale entrepreneur would now
be able to get loan against fixed
assets not only against machinery, not
only against ordinary movable raw
material but even against fixed assets
sand even old machinery, provided the
old machinery is gserviceably good and
of good value. These are very good
concessions which are going to be pro-
vided for the development of the
smadl-scale industry.

1 know, Sir, you are about to call me
to stop.

Sart AKBAR ALI KHAN: You had
better yourself stop.

Surt JASPAT ROY KAPOOR: My
friend’s advice is a very useful one.
I will myself stop instead of being
asked to stop by the Chair.

Sir, 1 only want to say one thing
in this connection. Though initially
thig scheme is going to be made opera-
tive only, as I understand, in about 21
districts, I hope and trust within the
next six months or at the most a year
this scheme would be extended to 50
or more districts in the country. This
has got to be extended. 1 realise that
this is a new scheme which ig being
launched and a certain amount of
risk is eertainly involved therein, but
if we do really mean to help our
small-seale industries, a small entre-
preneur who is intelligent enough,
who is capable, who is enthusiastic
enough, who has the necessary capa-
city to run the industry, he must be

generously helped even if in that
attempt we lose something.
Sir, 1{hese small-scale industries

‘have exlended very widely. We have
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already established about a hundred
estates in the country. There are hun-
dreds and thousands of small-scale
industries which have been helped by
the Corporation and by the State Gov-
ernments and by other industrial com-
mercial banks. During the nexti Five
Year Plan, the scheme is to have
about 500 industrial estates. Those of
us who have the opportunity of see-
ing some of these indusirial estates—
I hope my hon. friend, Dr. Gour, has
had the opportunity to see thes. in-
dustrial estates flourishing in his own
Hyderabad

Dr. R. B. GOUR: In Hyderabad the
sheds are lying vacant.

SHrt JASPAT ROY KAPOOR: The
hon. Member has not been there for
a long time. I have been there only
recently. I found all those industrial
units working so profitably. Sir, if
one goes to these industrial estates
and looks at the young men with
bright faces and with bright hopes
for their future career, his heart will
be full of joy and exultation. I hope
and trust that this schome will be
extended rapidly.

SurivMAaTI TARKESHWARI SINHA:
Mr. Deputy Chairman, Sir, I once
again express my gratefulness for the
approval that the House has given to
this Bill. Sir, the first point, with
regard to liguidity was raised by
Dr. Gour. On this point I want to say
that according to a notification issued
on the 11th March, 1960, to which he
pointad out, 25 per cent. of the in-
crease in commercial banks’ deéposits
are to be deposited with the Reserve
Bank. As the House knows

Dr. R, B. GOUR: That is subse-
quent to 11th March 1960,

SarrvatTi TARKESHWARI SINHA:
If the hon. Member will allow me to
proceed, I might be able to explain
because I have just started.

SHri AKBAR ALI KHAN: He is
very impatient. -
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SarmvAatTi TARKESHWARI SINHA:
As the House %nows, under sec-
tion 42(1)(a) of the Reserve Bank of
India Aect, this is purely an anti-
inflationary measure and has no con-
nection whatsoever with the credit
guarantee scheme for which the pre-
sent Bill has come. The credit guar-
antee scheme was recommended long
ago, in July 1959, at a conference in
Hyderabad, which the hon. Member
is very well aware of, and was accept-
ed by the Small-scale Industries
Board at its Pur: session held in
October, 1959, long before this noti-
fication regarding special deposits
was issued in March 1960, It has
absolutely no connection or no over-
lapping business.

Now, so far as this question of in-
terest is concerned, I may inform the
hon. Member here, the State Bank
ang other financial institutions which
are in the public sector are trying to
work out, a formula of 6 per cent.
interest for lending to small-scale in-
dustries. I think the hon. Mem-
ber. ,

Dr. R. B. GOUR: Will it apply to
commercial concerns also?

SHRIMATI TARKESHWARI SINHA:
I am just coming to thal. I expect
somé patience from the hon. Member.
I shall try to satisfy him on all the
points that he has raised.

Sir, I think the hon. Member has
been inspired by some of the words
of the Estimates Committee in their
T7th Report. While speaking of this
guarantee, they themselves appreciat-
ed this fact and felt concerned about
this. 'They say that the success of this
scheme will largely depend on the
rates of interest and the terms relat-
ing to the scheme allowed by the
credit institutions being placed on a
parity with the terms on which loans
are given by the Government. I do
appreciate the concern of the hon.

Member and also the concern of the |

The Govern-
concerned

House in this matter.
ment is also very much

that something should be done in re-
gard to the rate of interest. But the
Government can advise the credit
institudons only in the public sector.
Therefore, we have been trying to
work out a formuly by which we can
fix up the rate of interest to an ave-
rage of 6 per cent. But we do not
want to make this guarantee scheme
rigid by imposing too many restric-
tions because this scheme, as it is
just coming into operation is a very
infant scheme, going to operate in 21
districts. We want that all the com-
mercial banks should fully co-operate
with this scheme and they should not
feel, from the very beginning, dis¥
couraged in accepting this scheme.
Therefore, we think that this is not
the opportunity for making conditions
so rigid as the commercial banks
would not come forward to agcept
this condition. Actually we cannot
compel the commercial banks to give
loans on a particular rate of interest.
It is only by their discretion that they
come fo an agreement for lowering
the rate of interest or making the
rate of interest a little higher. That
is their discretion. But we can cer-
tainly enforce this consideration on
our part by making our own public
sector institutions more credit-worthy,
and we shall try our best to follow
it up by trying to work out a for-
mula in which the rate of interest
will be brought to 6 per cent. average.
Sometimes, it may be a little higher,
sometimes it may be a little lower.
I think the other commercial banks
will follow the example of the State
Bank and other financial institutions
but we must await that time.

5 p.M.

Then the hon. Mr. Santhanam and
one other Member raised the point
about the delay that will be caused
by this scheme being operated by the
Central Government. So far as Dr.
Gour is concerned, he said something
about red tape. I do not know how
he considers that red tape will come
into this, We are not interfering in
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this scheme except for laying down a
broad- groundwork that such and such
industry will come under small-scale
industries, with a particular capital
for a particular industry. For exam-
ple, we are to see if it goes peyond
Rs. 5 lakhs or not. The criterion of
small scale industry is up to Rs. 5
lakhs. It the capital of ap industry
is below Rs. 5 lakhs, it is considered
small scale ang if it goes beyond and
goes up by Rs. 21 lakhs but less than
Rs. 21 lakhs, it is medium size indus-
try and it it goes further up by more
than Rs. 21 lakhs, it is big size in-
dustry. ‘Therefore, the Government
can only lay down certain basic and
general criteria for working out the
whole system but only the Reserve
Bank will act as the agent of the
Government and it is the commercial
banks which have to come forward
and implement this scheme. What we
want to take as our responsibilivy is
that we want to give a general
guarantee to the small-scale indus-
tries coming under that criterion. We
de not go beyond that. We do not
really interfere in the actual working
of the scheme as to which industries
are to be helped or what criteria
should be followed. If the Reserve
Bank or the other commercial banks
follow some general principles, we are
not going to interfere with that.

Surt K. SANTHANAM: For what
purpose is this approval of the Cen-
tral Government required?

Surimatl TARKESHWARI SINHA:
It is only the general approval of the
Central Government that will be re-
quired, not for every unit but for
every industry. We might call it
every industry. For example, take
the coir industry or match-stick in-
dustry. There might be thousands of
units but they are units and we
would not be going and scrutinising
the applications and the working con-
ditions or the financial conditions of
every unit operating in this country
ungder -the small-scale sector.
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SHrl K. SANTHANAM: Will she
please read the clause as it is? It is
not ‘any small-scale industry’ but it
is ‘any small-scale industrial concern’.
So every single small-scale industrial
concern should be approved by ~the
Central Government.

SHriMaTI TARKESHWARI SINHA:
Because the Government is acting as
a guarantor, it has to be very sure
about the financial soundness of a con-
cern but that does not mean that the
Government will go and interfere in
the day-to-day working of that unit.
The Government will certainly be
guided by

Dr. R. B. GOUR: What will be
your machinery to know whether you
can approve of it or not? Will it be
the State Government recommenda-
tion or something else?

SHRIMATI TARKESHWARI SINHA:
The Reserve Bank is going to create
a cell for this purpose. I was just
coming to that. I do not know why
he is losing patience so much. We
cannot also accept the amendment
which has been given by Mr. Santha-
nam, due to certain difficulties that
we have felt. I might inform the
House that regarding the question
that he has raised, we have ourselves
considered it very carefully because
that very point came up while we
were deliberating on this scheme and
while we were finalising it but we
found that there were many obstacles
which will not really make for the
efficient working of this system and
therefore we had to abandon that
proposal and we have confined this
guarantee only to the Central Gov-
ernment. The reason for those diffi-
calties that we apprehended is that
this operation of credit guarantee
scheme, wholly or mainly on the res-
ponsibility of the various State Gov-
ernments—if we gave that responsi-
bility to the various States—is likely
to lead to some lack of co-ordination
and also to regional variations to the
extent of the guarantees or the con-
ditions on which they are provided.
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A particular State may be interested
in a particular kind of industry which
is flourishing in that State or which
is acting as the economic feeder to
that State but the Government of
India or the Reserve Bank has to look
to the economic structure of the
whole country and therefore by giv-
ing the responsibility to the State for
working out this scheme, we thought
that we might face or the country
might face or this scheme might face,
a lack of co-ordination and variations
of conditions and therefore we can-
not really take that risk because, if
the scheme from its very infancy,
starts tumbling like this, facing con-
tradictions, it is not really fair to that
scheme.

Also, as Mr. Santhanam, himself a
great financier, knows, the commer-
cial banks do not operate on the
regional basis. They operate on an
all-India basis, on some general prin-
ciples and on some practices which
are uniform all over India. They do
not vary from State to State and
therefore if the condition applicable
to the loans granted by them in one
State are different from those appli-
cable to similar loans granted in other
States, some degree of confusion and
even embarrassment may be caused.
That was another reason for us to
decide not to really take the States
into the guarantee scheme.

Then, the State Governments are
also not in a position to finance the
expenditure, if any, on account of
these guarantees. They will come, as
the hon. Member knows, for assist-
ance for this purpose and they will
try to obtain assistance for this pur-
pose from the Central Government.
It is a matter of reason, and a very
justifiable reason, that it is quite
natural for the Central Government
to provide the resources for that pur-
pose and if the Central Government is
there to provide the resources for that
purpose, it has to lay down uniform
principles applicable to loans granted
in all the States. I think it is very fair

for the Centre to do so because the
Central Government will have to
take the responsibility of meeting the
States’ expenditure in case the States
were asked to participate in  this
scheme.

If the hon, Member means that this
guarantee should also come from the
Government of India as well as the-
State Governments, it will only add
to the duplication of administration,
that is to say, one thing should be
guaranteed by the Government of
India and the same thing should be
guaranteed by the State Government.
It will only give the satisfaction that
the States will have the authority to
guarantee without giving any benefi-
cial results to anyone.

Then comes the question of loss.
As the hon. Member himself under-
stands, this is a risky busines:. When
we are going to guarantee tnousands
of small-scale industries who:e ope-
rating condition will be very difficult
to know because there are various
units spread all over the country, this
scheme ijtself invites a certain amount
of risk. Now, it is evident from the
very nature of the scheme that the
losses will be borne by the Centra?
Government. The Reserve Bank will
have to take the responsibility of
bearing the losses. Now, if the losses
are being borne by the Central Gov-
ernment, the Central Government
certainly should have 4 say in approv-
ing the criteria on which the indus-
tries will be given this benefit of
guarantee.

Then also I might point out that
this scheme is experimental at this
stage. The ultimate intention is to
broad-base this scheme and to make
it a permanent arrangement. 1 am
not in a position to really inform the
House about the details of this
scheme but I think it may take the

form of a certain insurance scheme,

the contribution levied in respect of
locans guaranteed under the scheme
being adequate, over a period of
years, and we shall have to provide
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quite a handsome sum to compensate
for the losses because this will act as
an insurance against those industries.
Therefore, in view of this possibility,
some degree of flexibility in arrange-
ment must be there. If we com-
pletely give this responsibility to the
State Governments, then we are not
sure if that amount of flexibility
would be maintained by the various
States. They may start interpreting
this guarantee scheme in their own
way.

Then there is another argument.
This scheme has just now been start-
ed and it has to be very flexible now.
We have not yet given the full colour
to this scheme. It is yet in its in-
fancy. Only the ground-work has
been laid. We have to come before
this House and after it becomes an
Act all the details will have to
be worked out. Therefore in the
beginning a certain degree of flexi-
bility is very necessary. I do not
think the State  Governments will
be in a position to give it that fexi-
bility in the beginning. These are the
reasons which led us to believe that it
would be proper if this scheme is
worked under the Central Government
rather than under the State Govern-
ments. I think I have been able to
satisfy hon. Members in this regard.

Another hon. Member raised the
point about the difficulties that the
small-scale industries are facing. I do
appreciate the difficulties that they
have to face. There is no doubt that
they have not been able to get as
much help as they should. But I
think T may inform the House that
the quantum of aid or loan provided
in the Second Plan has been very
much more than was originally provi-
ded in the First Plan and the quantum
of aid in the Third Plan is going to
be very much bigger than what has
been provided in the Second Plan. I
am not in a position to give the exact
figure, but speaking subject to correc-
tion, I may say that it is going to be
about Rs. 600 crores, to be given as
aid for small-scale industries. '

For the information of the House I
may give certain data which are pro-
vided in the HEstimates Committee’s’
Report which give us a picture as to
how much aid has becn provided by
the different agencies which are trying
to help the small-scale industries.
The amount of finance lent to smali-
scale industries has been:

By State Directorates of Ligas-
tries (Under the State Aid to In-
dustries Acts/Rules)—Rs. T28-04
lakhs during the financial years
1956-57, 1957-58 and 1958-59.

By State Financial Corporations
of Bombay, Andhra Pradesh, U.P.
and Cooperative Banks in Mysore,
acting as Government =agents—Rs.
98'40 lakhs (as on 31-3-59).

This is the total aid provided by the
State Financial Corporations and other
agencies. The State Financial Cor-
porations have given aids totalling
Rs. 3:37 crores upto the end of June,
1959. The State Bank of India
has provided Rs. 3:76 crores up to the
end of November 1959, and this is
only in intensive centres. The aid
given by cooperative banks comes to
Rs. 2 crores, lent to  industrial co-
operative societies other than
weavers’ cooperatives, by the end of
June, 1958. These are the figures and
even the Estimates Committee have’
expressed satisfaction about the pro-
gress that has been made with regard
to the giving of loans to the smaill-
scale industries. They have expressed
their satisfaction and I would like to
guote what they have said:

“The condition under which loans
can be obtained from the  State
Directorates of Industries, under
the State Aid to Industries Acts/
Rules, have Dbeen considerably
liberalised and this has liclped
larger utilisation of this source of
assistance.”

So far as the State Bank is concerned,
the number of applications received
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up to the end of December, 1959 is 2,793
and the number of applications receiv-
ed by the State Bank and handed
over to the Directors of Industries, the
State Finance Corporations, the Co-
operative Banks, the Assistant Direc-
tors of Cottage Industries, the Assis-
tant Registrars of Industrial Coopera-
tives, all these total up 4,225. The
limit sanctioned by the State Bank
to small-scale mdusiries has risen to
Rs. 462-2 lakhs. That is the sanction-
ed amount and the outstanding
advances in respect of these accounts
amount to Rs. 1'78 crores. These
represent the loans and aids given to
small-scale industries and cooperat-
ives. I am giving so many details
because many hon. Members raised
this point and though this Ministry is
not concerned with this matter now,
because I have the information, I
think I may share il with the House.

Mg, DEPUTY CHAIRMAN:
have given sufficient details

You
now.

SurimaTt TARKESHWARI SINHA:
Under the hire-purchase scheme, so
far as the National Small Industries
Corporation is concerned they have
given Rs. 2:33 crores and a number of
marketing depots have been organised
by the Corporation. That is a very
important work. The Small Indus-
tries Corporation organized  eight
marketing depots. And the value of
the contracts secured by them up to
July 1959 came to Rs. 3 crores and
loans to State Industrial Finance Cor-
porations including the Madras Indus-
trial Finance Corporation comes to
Rs. 25360 lakhs. All this statistical
information shows us the loans and
aids given 1o the small-scale indus-
tries' by the various agencies.

Dr. R, B. GOUR: It seems the
small-scale industries do not stand
in need of any more aid.

SHriMATI TARKESHWARI SINHA:
That does not mean that the small-
scale industries do not need any more
aid. Certainly, I will not say that

and nobody does. We are all unani-
mously of the opinion in the country
that these small-scale industries must
be helped as much as possible, at the
same time making them creditworthy.
We only give the necessary advice to
make them credit-worthy.

One mmportant point raised by Dr.
Gour, I find, I forgot o answer and
that was about the advances by
scheduled banks against securities and
in that connection e mentioned
about shares of joint stock companies.
I have got certain figures here which
I would like to quote. I may point out
that there is no particalar drift in the
matter of advances on the share and
debentures of joint stock companies.
For his information I may point out
that advances against shares of joint
stock companies comes to Rs. 6877
lakhs, for January, 1959. In February
it is Rs. 69-07 lakhs and in March, it
is Rs. 7125 lakhs and in April it is
72-48 lakhs, They have to be divided
between two heads. One is the stock
and share brokers and dealers and the
other, the various miscellaneous
things, The figure for the stock and
share brokers and dealers comes to
Rs. 11:67 lakhs in January, Rs. 1143
lakhs in February, and Rs. 12:59 lakhs
in March and Rs. 13-27 lakhs in April.
For the others the figures are:
Rs. 57°10 lakhs for January, 1959,
Rs. 57-64 lakhs for February,
Rs. 5866 lakhs for March and
Rs. 59'21 lakhs for April. Against the
debentures of joint stock companies,
the figures are Rs. 1217 lakhs for
January, Rs. 13-16 lakhs for February,
Rs. 1288 lakhs for March and Rs. 12:65
lakhs for April. That means that
there has not been any appreciable
increase about which the hon. Mem-
ber was appr.hens.ve.

I think, Sir, that I have answered
all the points that were raised and I
have tried to answer them to the best
of my ability.

Dr. R, B. GOUR: The general trend
is there . . . L
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Mz, DEPUTY CHAIRMAN: Order,
order. I am pu{ting the motion.

SuariMAaTI TARKESHWARI SINHA:
I was only quoting about the shares
and debentures to which the hon.
Member made a particular reference.
If he had talked of the general thing,
I would not, have bothered to have
mentioned this, for 1t does not come
within the scope of this Bill.

With these words, Sir, I once again
thank the House for the unanimous
approval that it has given to this Bill.

Mr. DEPUTY CHAIRMAN: The
question is:

“That the Bill further to amend
the Reserve Bank of India Act, 1934,
as passed by the Lok Sabha, be
taken into consideration.”

The motion was adopted.

GMGIPND~—RS8—196 RS—18-6-60—550.

Mz, DEPUTY CHAIRMAN: We
shall now take up the clause by
clause consideration of the Bill.

Clause 2 was added to the Bill.

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

SHRIMATI TARKESHWARI SINHA:
Sir, I move:

“That the Bill be returned.”

The question was put and the
motion was adopted.

Mr. DEPUTY CHAIRMAN: The
House stands adjourned till 11 a.m.
tomorrow.

The House then adjourned
at twenty-one minutes past
five of the clock till eleven of
the clock on Friday, the 29th
April 1960. ] -
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