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PREFACE 

In this book an attempt has been made to explain and com
ment upon the provisions of the Reserve Bank of India Act both 
in their legal and eoonomic aspects. It is hoped that it will be 
found useful not only by the officers and employees of the Reserve 
Bank and Scheduled banks and bankers in general who may be 
directly concerned with the business and everyday working of the 
Bank, but also by its shareholders who will be interested in the 
elections and general meetings, and members of the public includ
ing businessmen, economists and politicians who may like to have 
a general idea of the structure, functions and activities of the Bank 
as the regulator of the ourrcncy and credit system of the country. 

From a legal point of view, the book has been rather a hazar-. . 
dous enterprise in view of the fac~ that I have had to explore a 
practically little known field of law; and this will be some excuse 
for the many imperfections and shortcomings of which I feel I may 
be guilty. 

In view of the fact that some of the essential provisions of the 
Act are based on principles underlying similar provisions governing 
the Federal Reserve System of the U. S. A. the law and practice 
associated with the operations of that System for the past more 
than twenty years have been found to be a valuable guide within 
limits, to U\e interpretation of the purposes, structure and functions 
of the Indian Reserve Bank also. In preparing this Commentary 
I have aocordingly made use of references to the Federal Reserve 

Act, the Federal Reserve Bulletins and Annual Reports of the Fede
ral RE'!'erve BOIU'd and the very valuable studies of Doetors E. A. 
Goldenwt'iSt'r, Randolph Bu~ and H. Parker Willis on the work
ings of the Federal Reeerw System. I also owe II dl'bt of gratitude 
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, . 
to Dr. Leon Fraser, President of the Bank for InternatIonal Set-
tlements for having made available to me some very valuable 

papers on Central Banking.' i'ractice ·not· ordinarily available to 
other than its own member Central Banks. 

In order to make the book fully useful to those whom it is 
intended ~ serve, I have added in the Appendices the texts of the 
Indian Coinage Act and the Imperial Bank Act 88 amended up to 
date, 88 well as a memorandum on Central Banking policy pre

pared by the Bank for International Settlements. 

My thanks are due to Mr. K. Muthuswami, who is assisting 
me in the Bureau of Economic Research here, for the compilation 
of the Table of Cases, Table of Statutes and Index and for other 
help in connection with my task. 

August, 1934, 
Madura. 

A. R. 
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REPORT OF THE LONDON COMMITTEE 

ON 

INDIAN RESERVE BANK LEGISLATION 

1. It WIlS recomDlend~d by the Federal Structure Sub-Com
mittee of the First Round Table Conference that, "with a view to 
ensuring confidence in the management of Indian credit and currency, V' 
. . . .efforts Hhould be made to establish on sure foundations and 
free from any political influence, as early as may be found possible, 
a Reserve Bank, which will be entrusted with the management of 
the currency and exchange.'" The Financial Safeguards Committee 
of the Third Round Table Conference recommended "that steps 
should be taken to introduce into the Indian Legislature a Reserve 
Bank Bill conceived on the above lines as soon as possible."t In 
the Report of that Committee it wus also placed on record that 
"The Secretary of State undertook that representative Indian opi- v 
nion would be consulted in the preparation of proposals for the 
l'stablishmcnt of the Reserve Bank including those relating to the 
l"C8ervcs." The pfl'Cent Committee has been set up in pursuance of 
that undertaking. 

2. We understand that the Bill, when drafted, is to be placed 
bl'forc the prl'scnt Indian Legislature with a view to its being brought 
into fOrl'e before the expiry of the existing Constitution. The pro
vi.ions of the Bill, therefore, will ha\'e to be designed to fit in with 
Ule existing ConstituHon, but in discussing thcm we have kept in 
view the conditions contempillted under the new Federal Constitu
tion and endeavoured to fmme proposals on lines which will require 
the minimum of adaptation to those conditions. 

A complication arises from the uncertain future of Burma. We 
l1a\'o, however, as.mmcd that Burma, if separated, will continue to 
utili.'C U,e Indian currency system, and that no material changal 
in the Rcscr\'C Bank Act will be required. 

3. \\' e fully acCl'pt the prineiple that the RC$Cl'\"e Bank should 
be ffl'C from any political influence. The best device ","bich the v 

• ~'<OIld R'I"'" of the F ..... ral St!u<ture Sub-Commi\Iee, ~pb 18. 
t Report of the Commitl.., on FiDlUU:ial Sof .... oardo. ~pb .. 
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practical experience of other countries has evolved for achieving this 
i object is that the capital of the Bank should be held by private 

I
· shareholders, and we recommend that this plan should be adopted 
in the case of India. 

4. In formulating a scheme for the constitution of the Board 
V of Directors, we have borne in mind the importance of securing the 

• representation of the economic life of India as a whole, while at the 
same time guarding against undue influence in the affairs of the 

,Bank by sectional interests, acquired through the control of votiDg 
power. The proposals below are designed to fulfil these aims, but 

I their efficacy will depend in the first place upon proper restriction 
of voting (lOwer. We propose that the denomination of the share 
should be Rs. aOO. On this basis we recommend that the minimum 
voting qualification should be two shares, which must bave been 
held for at least six months, and that the maximum number of votes 
that may be exercised by anyone shareholder should be ten. If 
such Ii limitation is imposed on voting power we do not think it 
necessary to place any restriction on the amount of capital to be 
held by anyone shareholder. Such a restriction would place un
desirable obstacles in the way of free marketing of the shares. 
[Section 4] 

THE BOARD OF THE BA~K. 

5. We consider that the Board should be as small as practi-
• cable. The majority of· the Board of Directors should in our opi-
• nion derive their mandate from the shareholders. We do not 

recommend that any special provision should be made for the 
. representation on the Board of commercial bodies as such. In view, 
however, of the fact that in the particular circumstances of India 
election may fail to secure the representation of some important 
clements in the economic life of the eountry, such as agricultural 

"/interests. we recommend tbat a minority of the Board should be 
I nominated by the Governor-General-in-Council under the present 
I Constitution and by tbe Governur-Gmeral at bis discretion under 
i tbe new Constitution, it being understood tbat tilis (lOwer would be 
exerciseu to rcdress any 8uch deficiencies. 'Ye agrec generally that 
!be Board should be constituted as follows:-

8 Directors representing the shareholders; 

4 Directors nominated by the Governor-Gencral-in-Couneil; 
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-1 Governor; 

1 Deputy-Governor (or two, if two are appointed), with no 
voting power; 

1 officer of Government with no voting power. 

We contemplate that the Governor would ordinarily attend all 
meetings of the Board, but if he is unable to do so on any particu
lar occasion we consider that his vote should be exercised by a 
Deputy-Governor authorised by him to act as his substitute. [Sec
etion 8) 

6. The plan which we recommend for the appointment of 
Directors to represent the shareholders is set forth in the next para
graph. It involves the division of India (including for this purpose 
Burma) into five "areas"; the election, by the shareholders resident II 
in each area, of members of a Local Board; and the selection by the 
latter, from among themselves, of Directors to represent the respec
tive arens on the Central Board. 

7. In Appendix II will be found, in tabular form, our propo-
· sals for the geographical division into areas, and for the allocation 
.among them of scats on the Central Board, and the initial alloca
tion of share capital. It is suggested that Bombay should be the ' 
headquarters for the western' area (two seats on the Central Board), I 
Calcutta for U,e Eastern area (two seats), Delhi for the Northem I 
.area (two seats), Madras for the Southem area (one seat), and Ran
.goon for the Burms area lone seat), (The number of Local Boards 
for this purpose should not be capable of increase), The electoral 
scheme in the 1928 Bill provided for the inclusion of all the Indian 

.States in the "Delhi Area." We consider, however, that the States 
· should for this purpose fall into their natural geographical divisions, 
and our prol'osals, shown in detail in Appendix II, have been made I 

· on U,is basis, We propose tha\ five members should be elected to 
· carh Loral Board by the shareholders "resident" in the area accord
ing to t1w definition given in clause " \ 4) of the 1928 Bill. The 
members so e1e<-ted should al'point, from among themsch'es, the 
Dil'l'('tor tlr Dil'l'('tors to rel'resl'nt the area on the Central Board. 
PrO\·ision should be made to enable a substitute Direetor to be ap- I 

pointt><i from lmd by a LO<'nl Board in case a Director representing 
it is un"bl" to altt-nd a particular Dlt't'ting. [&"edul~ 1 mod &~
hOM 9 &: 12 121] 
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8. Clause 6 of the 1928 Bill provides for the opening of offi
ces at the headquarters of the five areas which we propose. We 
observe that this clause as it stands would oblige the Bank to esta
blish a branch in London. We understand that it is the recognised 
practice of Central Banks to conduct their operations in another· 
country through the agency of the Central Bank of that country. We· 
do not consider that the Board should be precluded by statute from· 
following this practice. We therefore recommend that the words. 
«and London" should be omitted from clause 6, the effect of which· 
will be to make the establishment of a London branch optionaL 

:'Should the Bank arrange to employ the Bank of England as its· 
agent in London, we contemplate that the arrangement would be , . 

I
'reclprocal and that the Bank of England woyld employ the Reserve-
Bank. as its agent in India. [Section 6] 

9. Apart from their functions in the machinery by which Direc-· 
./ tors are appointed, the Local Boards would have no executive duties,. 

except as may be delegated to them by the Central Board. Other-
• wise they would be purely advisory bodies. In particular, they 
• might play a valuable part in the security of commercial paper,. 

analogous to the functions of the discount committees established. 

~
. Belgium, Bulgaria, Japan and Lithuania. With a view to eft

suring that all appropriate interests, agriculture and the Indian. 
·tates in particular, are adequately represented, the Central Board 

should .be empowered to nominate to each Local Board not more 
than three additional members who should be full members of the 
Local Board, except that they should not be eligible to be returned 
as representatives of the area on the Central Board, nor to take 
part in the selection of such represmtatives. [Section 9) 

10. As regards the qualification of elected Dire<:tors, we con-· 
sider a provision on the lines of sub-clause 2 of clause 11 of the Bill 
of 1928 to be desirable. We WlJUld also pro,'ide that within six 
months of their appointment to the Central Board the four nomi
nated Directors must become possessed of the same share qualifica-. 
lion as is prescribed for Direetors elected by the shareholders. We 
do not, of course, suggest that a share qualification must be acquired 
by the Governor, the Deputy-Governor or Governors, or the Gov
ernment officer. We accept the disqualifications set out in clause 8 
of the 1928 Bill, to which, however, we eould add "Insoh·ency." 
,,-e have con..iderro whether the disqualification of Go,·emment 



~fficials should apply also to officials of Indian States. 'We are all 
agreed that, so far as elected members of Central or Local Boards 
are concerned, this disqualification should apply, but as regards 
nominated directors, either on the Central or Local Boards, the 
lndian States representatives have pressed that an ex~eption should 
be made. Recognising that there might on occasions be practical 
difficulties in finding suitable non-official representatives of the 
Indian States, a majority of the Committee are prepared to recom
mend an exception in this case, provided that it shall not apply to 
.officials of the Government of India lent to an Indian State. [Sec
tiona 10 and 11] 

11. The qualifications and disqualifications applicable to mem
,hers of a Local Board, whether elected or nominated, should, sub
ject to what is said in paragraph .to above, be the same as those 
applicable to the clootedmembers of the Central Board. [ScctiOfl8 
10 and 11] , 

12. We recommend, in order that the Reserve Bank may be 
.able to commence operations, that t.he first appointment of Direc
tors should be made by the Governor-"General-in-Council, suitable 
;arrangements being made for retirement in rotation. [Section 151 

is. The method of appointing 'the Governor is a matter of the v 
))iglroSt importance, It is essential thRt thill officer should command 
.general confidence, both in :roma and a'bl'oad. l\s regards the ap
pointment of the Governor and Deputy-Governor (or Deputy.J(]over
nora), the majority of the Committee hold that the Governor

-General in his disoretion should be the appointing authority when 
the new Constitution comes into foroo. Those who wwe of this 
opinion felt no doubt that before making these appointments' the 

-Governor-General would ascertaiJl the views of the Board of the 
Bank. A minority of the ColllDlittee, oowe\W, hold that these ap
poinuut'nts shauld be made by the Board efDir'ectors, BUbject to 
the approval of the GQ\-ernor-Generai. An &ttempt to ~ann(jlliee 
\·iews was made by proposing that the existing provision of the 
Im~riRl Bank ~onstitution should be followed to dfBftint the Bill, 

. tI'IId that the Qo\'I'mot eel beputy-Go\'I'l'IIO!!! Should be appointed , 
lJ., the tlo~MleIlM'R1 11M ronsielel'8tioll of thl! t'eMmmenda- i 
tiona of the Board or the nank. 'rhis l!oIutiOll, as a compromise., I 
'was ac!'t'ptable to all members of the Committee except four. {Sec
lima II OJ (a)) 
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··SHARE CAPITAL AND SHARE REGISTERS. 

v' 14. We recommend that the original share capital of the Bank: 
.hould be Rs.5 crores, divided into shares of Rs.500 each, which. 
should be fully Raid: that the initial allocation as between the five. 
areas should be on the lines indicated in Appendix II; that a sepa-· 
rate share register should be maintained in each of the five areas; 
and that shares should be transferable from one register to another" 
so that there would be a free market in them, but shareholders 
should only be entitled to vote in respect of the areas in which they 
are resident. [Section 4] 

STRUCTURE OF THE BANK. 

15. The two previous Bills provided for separate Issue and 
Banking Departments as in the case of the Bank of England, and 
we understand that this provision has met with general approval in. 
India. We recomm·end that the new Bill should be drafted on this. 
basis. 

BUSINESS OF THE BANK. 

16. We approve generally of the provisions of clauses 17 and 
1.8 of the Bill of 1928, but we consider that some extension may be. 

0/ .required to enable the Indian States to participate in the Reserve. 
Bank Scheme, and detailed suggestions of this nature are included 
in Appendix 1. .. 

.; 17. The Banking Enquiry Committee recommended" that addi-
tional provision should be made enabling the Bank to make loana. 
and advances on the security of moveable goods, wares and mer
"handise, as well as against the warehouse warrants and warehouse 
rec'eij>ts representing such goods. We do not feel able to recommend 
any such provision, since it would tend to render the Bank's re
sources less liquid, and might involve it in undesirable competition.. 
with commercial banks. [Section 17] 

18. An important question arises in regard to clause 18. Since· 
the Hilton Young Commission reported and the previous Bills were 
drafted, Central Banking practice in other countries has developed' 
in the direction of utilising open market operations to an increasing-" , -

-60'1. 
"Report of the Indian Central Bank Enqniry Committee of 1931. paragrapb. 
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extent for the purpose of regulating credit. Clause 18 as it stands 
might be read as ne!)essitating a meeting of the Board on each occa~ 
Ilion' on which such operations are required. Since action may be 
necessitated, for the purpose of regulating credit, with a degree ot 
urgency which does not permit prior 'consultation with the Board, 
it should be made clear that the Board is not precluded from dele
KIIting to the Governor powers in this behalf for the above-men
tioned purpose. [Section 18] 

EXCHANGE OBLIGATIONS OF THE BANK. 

19. The questions which arise in connection with the exchani;e 
obligations to' be imposed on the Bank present special difficulty in 
existing circumstances. In the prevalent state of monetary disor
ganisation throughout the world, it is impossible to incorporate in 
the Bill provisions which would necessarily be suitable when mone
tarr systems generally have been re-cast and stabilised. In these 
oircumstances we consider that the only soUnd course for India is 
to remain on the sterling standard. On this basis the exchange v 
obligations incorporated in the Bill must necessarily be in accord 
with the rupee-sterling ratio existing at the time when the Bill is 
introduced. This statement does not, however, imply any expression 
of opinion on the part of the Committee on the merits or demerits of 
the present ratio. The ratio provisions in the Bill are designed to v 
make it clear that there will not be any change in the de focto -situ
ation by the mere coming, in~ operation of the Reserve Bank Act, 

A considerable majority of the Indian Delegates feel it their 
duty to record their view t,hat a suitable exchange ratio is one of 
the essential factors for.thesuceessful working of the Reserve Bank. 
They point out tha\ considerable changes have occurred iii the cur
rency bases and policies of almost all the countries of the world in 
the last few years, In' ti!eir, view it is for the Government of India 
and the Legislature to examine thl'Se and all other relevant consi
,tt"rations with a view to ensuring that the minimum possible strain 
is placed on the currency Il)'Stt"m of India. 

We are all agreed that it should, 'many case, be made clear in 
the Preamble that' the whole question' ot the monetary" 'standard 
\wet suited' to India Will have to be reviewed when the international 
ftlOIietary position l\a.n:laii6ed itself and become sufficiently Stable 
to make it JIMl'ible to framt" more perml\Den\ provisions..' ,~ 
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20. It' will be necessary in the Bill to provide limits to u.e 
v range of exchange fluctuations by prescribing upper and lower points 

at which the Bank will be required to buy and sell on demand ster;
ling for immediate delivery. According to the practice now prevail
ing upper and lower points have in fact been retained as tilough the 
rupee was still on a gold basis. As the fixing of new points wouhI 
in any case have to be on an arbitrary basis we recommend' that 
this practice, to which the public have become accustom~, should 
be continued. [Sections 40 &: 41) 

ASSETS AND LIABILITIES OF THE ISSUE DEPARTMENT.' 

21. The addition of 40 crores to the liabilities of. the Issue 
Department for the purpose of providing for rupee redemption re
quires reconsideration in view of ,the large return of rupees from. 
cixeulation since the Hilton Young Commission reported and the 
indications as to the probable trend of the movement of rupees ia 
and out of circulation in the future. We recommend that, as 'the 
future return of rupees over a series of years is likely to be coo.-

,I siderably less than in the past few years, the rupee redemption fllAd 
v' should be dispensed with and in its place the following scheme 

should be adopted:- ' 

, (1) The amount of rupees transferred at the outset to tbe 
Bank should not exceed Rs. 50crotes. 

(2) Any surplus of rupees which· this arrangement would 
enable Government to remove from the reserve should be held 
by Government in a separate account, the ~lver ooing held as 
bullion, not as coin. Subject to further Consideration, ~ueD 
rupees should not be used, except for the purpose specified m 
(3) below. 

(3) In any year in which the minimum holding of silver 
rupees by the Bank exceeding 50 crores of rupees or one-tenth 
of the total amount of the reserve, the Bank would have the 
right to make over the. surplus to Government to an. amount 
not exceeding 5 crores of rupees in any year, and Government 
would be required to pay full "alue fot these {to the extent of 
4l} per cent. in sterling or otber externlll _eta 80eeptable ID 
the Bank if the Bank so required, and if the Bank's externat 
_ts at the time did not exceed 50 per cent. of its total reo 
lJerVe). 



.1EOO!U nF XHE LONDON 'ClmlII:n:U: 

{4) If in any year the BalIk'. maximum ho1d1ng fdlbe-
10W the ,.mounts ind.icated above., G1>vermnent would similarly 
have the right to sell rupees to the B:ank up to " mrucimumf1f 
a crores in anyone year. 

We observe in this connection that the omission of any .provi
:sion for a specific rupee redemption fund makes it all the more 
necessary that the reserves of the Bank should at the outset pro
vide an ample margin over the statuwry amount. Under tire :pre
viso to clause 33 of 1928 Bill, the initial proportion of gold and 
"terJing asset'S must be not less than one-half of the liabilities of too 
Isstie Department. We do not propose ally 'alterationin this ~ 
:in !:he new Bill, but we think that 'this proportion may not neces
sarily be adequate, and we recomtnend that theq1ielltion whether .. 
higher proportion is required at the outl!et should, befortl ·the Bank 
is set up, be carefully considered by Government in the light ·of all 
the prevailing circumstances. 

22. As regards the holding of Government of India rupee "ecu- v 

rities, the question was raised whether the limits proposed in the 
:second prQviso of clanse 31 (3) might not prove unduly restrictive ('/ 
of the Bank's open market operaticms ; and we recommend that this 
point should be further considered in India. 

23. With regard to the retnainder of the reserve, we recotn
mend. that "Gold Securities" should be replaced by ''Sterling Secu- .,; 
rities:" The holding of gold securities would be not nrerely in
appropriate to a sterling standard, but, in the present state of. un- ' 
certainty,a possible source of weakness. As regards the aggregate 
proportion of gold coin or bullion anJl sterling sec!lrities to be .held, 
we recommend that the minimum figure of 40 per cent. proposed 
'by the Hilton Young Commission and adopted in tbe previous Bt"TIs .i 

should be retained. 

'24 .. ' As regards the distrIbution of this minirnum ~tweefl. 1Ittir
ling.nd gold va;rioUi3eonsiderlltians have to be takell m~o '&~. V 
<OB . t1te one halld ,t Must be l'Ileognised that £lreiBair'kwitl.a:)ws:ys 
~e "00 !mid a Sub!AAntiallllll(lrim of "literling in ~ 'tOlenable 
it tcfulIilits sterling obligations .. Indeed it might !be ~~ed that i) 
~ _&8 therllpeJe is!lI'lt based 1m !l goldlitllrld&rd 'lJ.ere .is 'ft\) 

~. irete!!sTty til -prescribe !l lI'lil!Unum Imldingof gOO! .$4 thHl; 
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-any such limitation would restrict the freedom of the Bank's opera-
;; tions and would, to that extent, be a soun:e of weakness in relation 

to its obligations to maintain the currency standard. There is, more
over, a further argument that as gold carries no interest any undue 
proportion of gold holdings would unjustifiably reduce the Bank's 
profits and so impose, indirectly, an unnecessary burden on the In
dian taxpayer. AJJ against these considerations, must be weighed 
! the deep and widespread feeling in India in favour of holding gold 
I BS alfonling ultimately the most reliable form of reserve, a feeling 
which may necessitate some provision for a minimum gold holding 
in order to secure the confidence of the Indian public in the stability
of the Bank. While individual members of our Committee ba,-e
been inclined to attach varying degrees of importance too these
different considerations we have been able to reach agreement on a 
recommendation that the Bill should prescribe a minimum gold bold
ing of Rs. 35 crores. 

The minimum of Rs. 35 crores rep~nts actuaIly about 20 per
cent. of the present note liability. Should, however, through any 
considerable expansion of the note issue, this pereentage faIl below 
15 pt'r Ilent., some members of the Committee are of opinion that 
the position should be immediately re\'iewed. 

25. The question of """lation of the gold assets presents some 
difficulty. At a time w!len monetary standards are completely dis
organised, there is, in iact, no logical figore applicable to the \"8lua
tion of gold reserves. "" e ronsider that the best course 'Would be 
to retain the valuation laid down in sub-clause (4) of ciaa-<e 31-
This would be in accordance With the practice at pre5ent followed 
by the Bank of England and in India, where gold continues to be 
valued at the old parity. Under this arrangement the exi-oting hold
ings would be co.-ered against loss by a wide margin. The possibi
lity would obviously be present that the Bank might gain a large
premium on the gold handed over to it by Government. The ques
tion as to how such premium should be dealt with, espeeially in the 
e\"eDt of aales being made in the intermediate period pending re
valuation of the gold, raises, complex practical issues which we ha.-e 
Dot fully diseuased. In principle such profits should belong rather
to the Government than to the Bank, but our view is that this un
reaIised margin should in some way or other be kept available for 
sb-engthening the position of the eurrenq HOC...... We recommemr 
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that detailed proposals should be worked out by' the Government of. 
India for consideration during the passage of legislation on this
subject. [Sections 33 &; 34] 

26. We approve generally of the provisions of clause 41 of the-
1928 Bill, relat.ing to the suspension of reserve requirements and the· 
connected tax provision. We think it would be well to bring clause-
41 into a closer connection with clause 31 in order to make it clear
that the "minimum" reserve can, and should ke utilised whenever 
this is called for the circumstances. [Section 37] 

RESERVE FUND AND AL1I.OCATION OF SURPLUS. 

27. We approve, generally, the provisions for "Reserve Fund. 
and Allocation of Surplus" in clause 46 of the 1928 Bill, subject to 
the follOWing modifications in regard to the distribution of divi
dends. The appropriate rate for the fixed dividend mUllt depend to. 
some extent on the return on comparable securities at the time of 
issue of the shares. We recommend that the Bill should empower
the Governor-General-in-Council to fix this rate, subject to a maxi
mum of 5 pel' cent. Provision should also be made, on the lines of 
the Third Schedule to the 1928 Bill, for a gradually increasing divi
dend up to a maximum of 6 per cent. In determining the fixed rate 
of dividend the Govemor-General-in-Council should take into ac
count, not only the yield on Government long-term aecurities, but 
also tile desirability of attracting the small investor in the mofussil: 
and thereby sceuring a wide distribution of the shares (Sectiona 4Q. 

&; 471 

SCHEDt7LED B.UIi"KS. 

28. '" e approve the principle of clause 44 of the 1928 Bill .. 
under which Scheduled Banks are required to maintain minimum 
balances with the Reserve Bank. Some doubts have been expressed 
as to the appropriateness of (a) the criterion for inclusion in the-
schedule, t·u., Ra. 3 Iakhs paid-up capital and reserves; and \b) the 
perceutages prescribed in suIHlalL"8 (1) of that clause. We recom
DU'nd that tb_ two questions should be reronsidered in India to
gt'ther with the question whether tile criterion should be based ~ 
tht' amount of deposits rathl'T than on the paid-up capital and: 
~1'\'eS. (&clio" 42] 
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. RELATIONS 'OF THE RESERVE ·BANK 'WITH THE IMPERIAL 
BANK 'OF INDIA. 

29. We recommend that the Reserve Bank should be required 
1;0 enter into an agr<lement with the Imperial Bank on ·the general 
lines ofclaUS<l 45 of the 1928 Bill,but we 'oonsider that the period 

.>Of 25 years prescribed in that clause is too long, and we suggest 
1;hat this point should be further :considered by the Government of 
llndia. The initial .period, however,should be of substantial dura~ 
tion, with provision thereafter for termination on several years' 
notice given by either side. The agreement should further contain 
a stipulation that .its-eontinuancll is dependent on ·the maintenance 

-of a sound financial position by the Imperial Bank . 

. ·30. With regaord to the :Second Schedule Ito the 1928 Bill, we 
v·approve of the provision that the imperial Bank should be the sole 

.;agent of the Reserve Bank .at all places in British India where there 
iis a hranch ,of the Imperial Bank of India lmdnobranch of the 
.Banking Depattmentof the Reserve Bank. :rt sbould be understood 
-that this only applies to branches that are in existence at the time 
when the Act comes in't0 force. We also agree that the Imperial 
Bank shall not, without tlhe approval of the Reserve Bank, open 
.any 'branch in substitution a"or a branch existing at tbetime when 
-the agreement comes .inte ,force. As regards other branches thst 

I maybe opened il:l the :future, the R<lserve iBank should ·be under no 
""bligation ito employ the Imperial Bank and should be ·free to make 
frts own arrangements. The agency terms provided for in paragraphs 
2 and 3 of Schedule II will require reconsideration in the light df 
present circumstances, and we recommend that the Government of 
India should frame revisod t.ermsin >consultation with the Imperial 
Bank. 

31. It was 'submitilled to US" that, .8J'II1't from the question of 
remuneration for services ·110 be rendered, the Imperial Bank of India 
'has a moral ~Iaim for ·eo1Il)'enSlltion in respect of its disappointed 
'eXpectations and <;f 'cOJilb}itmellts which it undertook, by arr8ng~ 
ment with Government, befol'll the mstitntion of the Reserve Bank 
"Was -contemplated. It was suggested to liS that such eompensatiOll 
1!houldbe given mtheform of an -llIIotmciit -ef • part of the share 
~apital of the Reserve Bank to shareholders 'of the Imperial Bank. 
We do not consider that the question whether the Imperial Bank ia 
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entitled to compensation is within the purview of this Committee. ,. 
but, in any caae, we oannot recommend' any special allocation of 
Reserve Bank shares to the shareholders ot: the Imperial Bank, ~. 
this would be inconsistent with our scheme for the distribution of 
shares on the broadest pGSsible baais throughout India. We hav~· 
no ·doubt, however, that any claim for compensation wh.ich may be· 
put forward by the Imperial Bank will receive due consideration 
by the authorities in India. If the claim is conceded we consider' 
that the compensation should be given in some other form. [Section 
45 & Schedule Ill] 

GENERAL. 

32. The Committee considered whether the powers to be given 
to the Governor-General-in-Council in various clauses of the Bill. 
should, under the new Federal Constitution, be exercised by the 
Gove.rnor-General at his discretion or by the Governor-General on 
the ad vice of his Ministers. In. agreeing to the recommendations 
recorded below, some of the members took into account the powers 
which they 'IIssume the Govemol'-General will possess under the ne\'!! 
Constitution Act to intervene if on any occasion his special respon
sibilities are involved. 

In clause 41 of the 1928 Bill (Suspension of Reserves) no agree
meut was reached between the three alternatives of the exercise of 
theso powers-

(a) by the Governor-General at his discretion; 

\b) by the Federal Government; or 

(c) by the Federal Government with the approval of the 
GO\"ernol'-General at his discretion. 

In clause t3 and 52 of the 1928 Bill (Forfeiture of Right of 
Note Issue and Liquidation) it was agreed that the powers should 
be eXl'rei.ed by ti,e FMcral Gon'rIuuent with the approval of the 
Gm·ernUl al his diS('retion. 

In clause 53 (Regulations) it was agreed that the power should 
be eXl'rei ... "t by the Federal GO\"emruent. 

33. In the p~ng paragraphs we ba\"e dealt with all the 
major qUl'Stions in rt'Spel't ot which we ~ommend any departure 
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Irom the provisions of the 1928 Bill. In other respects we recom
.mend that the prin~iples of that Bill should be followed in drafting 
the new Reserve Bank Bill. There are, however, a number of minor 
Jloints on which we recommend modification of the provisions of the 
1928 Bill, either as being consequential on our major recommen4a
-tions or desirable on other grounds. These suggestions are set forth 
in Appendix I, and for convenience of reference we annex to our 
Report a copy of the 1928 Bill.· 

APPENDIX I. 

(See paragraph 33 of Report.) 

Title and Preamble.-The reference to "Gold Standard Cur
zency" will require amendment. 

ClaWle 1 (l).-This clause will need to be similarly amended. 

ClaWle 1 (2).-We have aseumed that Burma, if separated, will 
.continue to utilise the Indian currency system. If the decision ulti
.mately reached is otherwise, an amenc\rr,lent of this sub:clause will 
.be necessary. 

ClaWle 1 (3) .-A modification of dates will be necessary. 

ClaWle 1 (4).-We recommend that this sub-clause should pro
vide that Chapter III shall be in force for a period of 25 years, 
.and shall continue in force thereafter until revoked or modified by 
further legislation. 

ClaWle 2 (g).-The definition of a "gold standard country" will 
have to be replaced by that of a "sterling standard country." 

ClaWle 4 (8).-The scheme of allotment should be modified so 
.88 to provide for preferential allotment to the extent of two shares 
(the suggested minimum qualification for a vote) being given to 

.applicants for two shares and over. A specific provision should also 
·be made excluding Government from voting power in respect of any 
.capital left in its hand. 

ClaWle 8 (1) (a) (i) .-We would amend this to read:-

"engaged in the direction of agricultural, commercial, finan
rial or industrIal acthitice, or" 

• Not printed here. 



· REPORT OF THE LONDON COMlLIl TEE xv 

C laUBe 11 (1).-Elected Directors should be removable by the 
<lovemor-General-in-Council on a resolution passed by the Board 
by a majority consisting of not less than nine Directors. Other 
members of the Board be removable by the authority which nomi
nated or appointed them. 

Clause 13.-Elcction rules should be drawn up by the Bank in 
the manner provided for in clause 53. 

Clau8e 15 (1) .-Provision will be necessary for calling local 
meetings to elect the Local Boards. 

Clause 15 (2) .-Bearing in mind the widespread practice of 
blank transfers in India we consider that members of Local Boards 
might be empowered to call upon any registered and resident share
holder to make a statutory declaration to the eliect that he is actual 
owner of the shares registered in his name. 

Clause 17 (l).-Provision should be made to enable the Bank 
to act as Bankers for Indian States. 

ClausB 17 (2) (c) .-We would add after the words "Local Gov
ernment" the words "or such securities of an Indian State as may 
be specified in that behalf by the Govemor-General-in-Council on 
the recommendation of the Central Board of the Reserve Bank." 

Clause 17 (3).-"I'he reference to "Gold standard countries" 
shall be changed to "Sterling standard countries." 

Clause 17 (7) and (S).-It has been suggested that in present 
conditions these sub-sections are unduly restrictive as regards the 
maturities of Government securities in which the Bank is permitted 
to deal. We recommend that this point should be further examined 
by the GO\'crnment of India. An amendment similar to that al
ready suggested above to sub-clause 17 (2) (c) might also be made 
to sub-dause S. 

Claus~ 17 (11) .-The words "or Indian State" might be added 
after the words "Local Government" to admit of the Bank acting 
as agent for the Indian States. 

C l", •• e 17 (14 \.-We consider that external borrowing should 
be ~"l,rcssly confined to other Central Banks, and that in that event 
no limitation nl'Cd be plal't'd on the amount which it is permissible 
to borrow e..~emally. 
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ClaUllil 17 (lll).-We would redraft this sub-clause 88 fol1ows:-

"Generally, the doing of all such matters and things as may 
be incidental to, or consequential upon, the provisions of this 
Act and not prohibited by this Act." 

Clause lS.-We would eubstitute for the words "in the interests 
of Indian trade or commeree, or for the purpose of enabling the Bank 
to perform any of its functions under this Ac~," the words "for the 
purpose of regulating credit in the interests of Indian trade, com-
meree, industry and agriculture," 

A further amendment of this clause has been recommended in 
paragraph IS of our Report. 

Clause 31.-Here, and in other clauses where it is referred to, 
the provision for "gold securities" should be replaced by "sterling 
securities .. " 

Clause 31 (3) .-It is for consideration whether it should not be 
made clear that the "Government of India rupee securities" must 
be marketable securities. 

C~ 31 (6).-This sub-elause will require amendment in vieW' 
of the adoption of a sterling standard. 

Clauses 32--37 will require modification in the light of our pro
posal for the omission of provision for a specific rupee redemption 
fund. 

Clauses 38-40.-These clauses will require to be replaced by
provisions on the lines indicated in paragraphs 19 and 20 of our 
Report. 

Clause 53.-Amendments and additions will be required in con
aequence of certain of our recommendations. 
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ON THB 

RESERVE BANI BILL 

N 0165 Of! clausa. 

[Clauses 1 to 42 correspond to sections 1 to 42 of the Act, and 
correoponding sections to the remaining clauses m'e indicated within 
~q1AIlI'e .brackets at the beginr';ng of eacll clause.} 

i'reamble.-We nave made a verbal alteration to indicate more 
dcfirritely what we consider t& be the main purposes of the Bill. 

Clauae I.-Although we agree that no specific date can be in~ 
serted for setting up the Bank, we desire to represent strongly to the 
Government that the Bank should be set up with all possible speed. 

We have substitu~d the words "This Act" for "Chapter m" 
"in sub-clause (4) because we do not see any reason wby the other 
Chapters of the Bill should be treated differently from Chapter ill. 

Clau.se 2, sub-clame\b).-We considered whether it was necee
ury to frame a more comprehensive definition of "bank note" but 
decided that this was unnecessary and that the definition might be 
~mitted. 

Sub-clause (d).-Weare of opinion that investments of exter
nal assets should he confined to Government securities of the United 
Kingdom and that purthaseB of foreign currency should he restricted 
to sterling. We have modified clauses 17 and 33 accordingly. The 
dt'finition of sterling standard countries therefore becomes nnnecee
aary. 

Sub-clouse (e).-We ha,'e altered the definition of ''provincial 
ro-opeI'ati\'t' bank" IK-t-ause the wording of the original Bill would 
not havt' revered the special conditions as regards co-operative 
bank in the l'nitro Proyinres, 

CIoIIS8 4, ",b-('lallse (1) .-In order to t'osure that the shares of 
the Re-sel''f' Bank shan be wid .. 1y held we recommend that the nomi
nal value of each share should he reduced from Rs. 500 to Rs. 100. 

II 
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Sub-clause (2) .-It was represented to us that shares should 
Dot be allowed to be tr8llSferred from one register to another be
cause this might lead to certain registers being -denuded of a large 
Dumber of shares, thus lellving the holders of a comparatively small 
Dumber of shareS to elect representatives to the Local Board and 
thereby to the Central Board. We have come to the conclusion thai 
the advantages of free marketability are so great that transfers from 
one register io another should be freely allowed. We further con
sider that a contingency such as that referred to is extremely un
likely to arise and that a majority of the shares of the Reserve 
Bank when once allotted will be firmly beld as a lock up investment 
by the original holders. if, contrary to our expectations, it is found 
that one register is accumulating a large number of shares while 
another is being denuded by a really substantial percentage, the 
Government should consider the question of bringing forward suit
able amending -legislation in order to rectify the position. 

Sub-claU$e (3) .-As regards the provisions of this sub-clause, 
while we are prepared to accord full equality of treatment to United 
Kingdom British subjects so long as thcy are normally resident in 
India on the ground that the United Kingdom Government gives the 
same reciprocal treatment to Indians resident there, the case is differ
ent liS regards those Dominions which in various ways apply discri
minatory provisions to the Indian Subjects of His Majesty. We 
ieel that every occasion should be taken to assert the principle that 
the citizens of such Dominions should not be allowed equal privi
leges in India so long as their Governments maintain any meaaure 
of discrimination against Indi8llS, and we have taken the opportu
nity of this particular Bill to give effect to this principle by recom
mending changes in sub-clauses (3) (b) and (3) (c). 

Sub-clause (3) (c).-As regards this sub-clause, it has also been 
brought to our notice that the limitations on share-holding provided 
for in sub-clauses (3) (a) and (3) (b) might be defeated if subjects 
of a foreign country or of a British Dominion which has discrimi
nated against India were to form themselves into a limited company 
for the purpose of holding shares in the Reserve Bank, and we 
therefore considered whether some provisions should be inserted to 
the effect that a company registered under the Indian Companies 
Act, 1913, should only be allowed to hold shares if a majority of 
the shareholders consisted of persons qualified under sub-clauses (3) 
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.o(a) and (3) (b). It appeared to us on further examination, how
.ever, that any such provision would be extremely diffieult to en-
· force in practice owing to the constant variations which would be 
· possible in the shareholders of any cOll1pany. On the other hand, 
the alternative of excluding companies not registered in India alto

.gether would go too far, for there are many private and public com
panies formed for the purposes of investment which might hold 

· shares in the Rescrve Bank. We have not therefore proposed t!,e 
introduction of any restriction, but we recommend that the Govet:n
ment and the Central Board of the Reserve Bank should watch care
fully for any signs of evasion of the purposes of sub-clauses (3) (a) 
.and (3) (b) by the formation of companies by persons disqualified 
from holding sharcs. If any such abuse were to attain serious dimen
,sions we think that the Government should consider amending legis
·lation. 

Sub-r.la .... e (4) .-We have recommended the deletion of the dis
~retionary power proposed to be vested in the Central Board· to 
.decline without giving any reasons to allot shares to any applicant 
·or to register any transfer of shares. 

Sub-cla .... e3 \5) ond \61.-We consider that if the scheme for 
.the election of Directors to the Boards of the Reserve Bank is to 
work satisfactorily the proviso to sub-clause (5) should be deleted 
.and that sub-clause (6) should be amended in the manner suggested 
by us 80 as to restrict the sale by the Governor-General-in-Council 

.of unallotted shares only to residents of the areas concerned, except 
.t\S regards a part of the un allotted shares from the Delhi area which 
·wc have treated as a special case. 

We have carefully considered the manner of allotment of shares 
in order to secure as wide a distribution of voting rights as possible 
.and to provide fair facilities for investment by the less wealthy 
c\8SS('8. In view of the \'C\luction "'hich we have recommended in 
the nominal \'a1ue of each share we propose that five shares should 
·earry one \'ote. In allotting the shares assigned to a register thl' 
Central Board should t1lcrefore in the fim instance allot five shares 
to esch qualified applicant who has applied for fi~"e or more shares. 
{'If the remaining unallotted shares, shares up to the amount of onl'
'lalf of the bslanre should. be allotted to applicants for less than 
1h-e shares. Thl' balance still remaining should be allotted to appli-
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eants for more than five shares, the distribution being 80 made as. 
to secure the widest distribution of voting rights. 

In order to avoid any ~oS6ibility of difficulty for the Directors. 
elected to the Boards of the Reserve Bank to IIcquire the prescribed 
Il'Umber of qualifying shares, we recommend that a sufficient num
ber of shares should be reserved by Government to be available for 
purchase by the Directors and members of Local Boards at par, and 
that these purchasers should give an option to Government to re
purchase such shares at par when they retire. 

We attach great importance to securing that as large a propor
tion of the population of India as possible shall become share
holders of the Reserve Bank and thereby take an interest in its 
efficient working. We therefore recommend that the widest publicity 
should be given to the prospectus of the issue of the Reserve Bank 
shares and that facilities for applications to investors should be 
given through Government post offices and treasuries. 

Sub-clause (5).-We have come to the conclusion that a more 
equitable distribution of the original capital having regard to the 
population of the areas concerned be made in the following man
ner:'-

Bombay register-l40 lakhs; 

Calcutta register-145 lakhs; 

Delhi register-1l5 lakhs; 

Madras register-70 lakhs; 

Rangoon register-30 lakhs; 

We have suitably amended this sub-clause. 

Sub-clause (6) .-We have split up this sub-clause into a num
ber of sub-clauses. The original arrangement seemed unwieldy. 

Clause 5.-It was originally provided in the Bill that any addi
tional shares created shoultl be assigned to the various registers in 
any manner fixed by thc Central Board with the previous sanotion 
of tJle Gowmor-General-in-Couneil and that the latter should also 
dliermine the manner in whieh such additional capital should 00 
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_allotted to the various areas. We have recommended that the diS"
tribution should be in the same proportiOIls as fixed for the o~iginal 

_share capital. 

In view of the liability that would be placed on the Goverruqent. 
by any increase in the share capital of the Bank we consider that 
the previous approval of the Central Legislature should be obtained 
to any increase in the share oapital. 

We have also made certain minor consequential amendments in 
this clause. 

C I01U6 6.-It was suggested to us thl\~ branches of the Reserve 
Bank should be opened at Lahore, Cawnpore and Karachi. The 
principal reason for this suggestion was that the banks and the pub
lic at those places would not otherwise get the same facilities as 
would be available at places where there were offices and branches 
of the Reserve Bank. We wish to emphasile that at places, where 
it has no branch the Reserve Bank must through its agencies, pro
vide facilities of the same adequacy as are available at places where 
it has offires or branches. We do not desire to fetter the discretion 
of the Reserve Bank in regard to the opening of branches as it should 
be guided in this matter by practical experience. We, however, re
commend that in the Agreement between the Reservll Bank and the 
Imperial Bank of India it should be made clear that the formet is 
not prevented by that Agreement from opening a branrh anywhere 

-if it considers this necessary or desirable. 

\\" c consi.tcred in this connection whether it would be proper to 
place a atstutory obligation on the Reserve Bank to open a branch 
in London. We have noted that the preeent tendency among the 
Central Banks of the world is not to establiah branchee outside their 

. own oountriee but to employ other Central Banks as their agents at 
foreign centrea. While we should be unwilling to make any recom
ml"Jldation which could be eonstrued &8 a faillll'8 to appreciate the 
importsnoe 01 intemational co-operation between the Central Banks 
of various countries. we cannot accept the vifw that the practiee 
of OUU'f eoontries atrorda an exact parallel to the particular case of 

-India 88 regards repftJ8l'ntstion in LondllD. We therefore think that 
the Board should ha\'8 absolute discretion to open a branch in L0n
don and WI' ret'OmmE'lld that the pro,-ision requiring the prior asaeal 

.4lf the GOVl'mor-General-in-Colmcil should be deleted. 



JQUl THE ~SERVE BANK OF INDIA ACT, 1934 

We recommend that, as in the case of the Imperial Bank, the, 
1;Iead Office of the Bank should be migratory, as we consider that. 
otherwise there might be some risk of failure to secure evenly ba
lanced consideration of the varying interests of different parts of the· 
Indian continent. We have therefore amended the clause to provide 
that there shaH be offices in Bombay, Calcutta, Delhi, Madras and 
Rangoon and have left it to the discretion of the Central Board how' 
they should move their headquarters between them. 

'ClaUSe 7.-We have made a smaH drafting amendment to bring. 
out more clearly the intention of this clltUse. 

Clause 8, 8ub-clause (1) (a).-We consider that one of the most. 
vital points affecting the successful operation of the Bank will be 
the personality and qualifications of the Governor. It is in our view 
essential that he should be a man who will command the confidence 
of the public 'generally and particularly of banking and commercial 
circles, so that the policy of the Bank which will largely depend on 
his guidance, may be accepted as authoritative. We do not consider 
that these conditions will be fulfilled unless he is a man who has 
established a position in the business world and we have therefore' 
recQmmended the insertion of II provision in a new sub-clause (2), 
to' cover appointments, made both under clause 8 and clause 15, 
that he must be a man "of tested banking experience covering II 
period of a~ least five years." We bave gil-en full consideration to 
the arguments put forward by the Government members who, wbile . 
not differing from our general appreciation of the position as stakld 
above, have wllrned us thllt the actual definition of the qualifica
tiQrls which we have recommended mllY, on the one blind, prove in
effec.tive for excludillg unsuitable appointments, and, on the other 
hand, prove unduly hampering to the discretion of the appointing 
authorities and by their very rigidity exclude a mlln who might be' 
exactly fitted for the post. They have pointed out to UB thllt the 
commercial banking experience is not necessarily lin adequate quali
fication for the head of a Central Bank, and that recent experience 
of other countries affords many examples of extremely successful' 
app()intments of men who would have been excluded by the words 
of our proviso. While reMgnizing the force of these arguments, we 
thillk it necessary defini~ly to provide in the statue for the exclu
sion of certain types of IIppointment which we should consider un
desirable, Bnd we are prepllred to face the necessity for amending' 
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Jegislation in the event of our words proving in practice to be un
duly hampering . 

. We do not think it necessary to impose anY similar restriction 
on the selection of the Deputy Governor because these appointment! 
will afford a suitable opportunity for giving practical ban~ng ex
perience to men who are othendse well qualified. 

We consider that the responsibilities falling on the chief execu
tive officers of the Bank will be such that it will from the very out
set be necessary that there should be two Deputy-Governors and 
we have amended this clDluse so as to make their appointment obli
gatory. Many of us wished to add a provision that of the threE 
highest posta thus created (viz., the Governor and two Deputy· 
Governors) one at lellSt should be an Indian. We have, however 
been informed that the official members in charge of the Bill arE 
prepared to give a definite IISsumnce in the Legislature that the Gov· 
ernment will take account of our representations and that it will bE 
ita policy in making the first appointments and thereafter that al 
lellSt one of the tiuoce shalt be a qualified Indian. We are satisfied 
with this IISsurance. 

We wish to make it ciear that we accept the proposals of thi' 
clause lIS regards the appointment of the Governor and Deput) 
Governors on the undcrstanding that there must be prior eonsulta· 
tion between the Governor-G~Dl'ral-in-Council and the Central Boare 
before any recommendation is made--in short that the practic, 
hith~rto followed in tile case of the appointment of ~he l\Ianaginl 
Governors of the Impcrial Bank, to which an e>''Bctiy similar statu· 
tory provil1ion has applied, should be observed. 

Sub-cia lise \ 1) \ b).-We cOllsidered wheth~r aDY addition shoul< 
be mnde t() this sub-clnuse in the form of a direction to .the Gover· 
nor-General-ill-Coundl lIS to the manner in which he should exer 
eisc his power of nomination. We have b<>en assured that it is in 
tendffi that this power shall be lIst'd t() ensllre that territorial 0 

eeonomi~ interests "'hich ha\.. not _lIred adequate representatiol 
in the l'1l'Ctions shall have slIch inadequDcy corrected by this m~am 
We do not consider it appropriate to .. mbody in the statute an: 
8p1'('ifio provision for the fulfilm~nt of this intention, but we eonsi 
der that in tIle instrum .. nt of instructions to the GoVl'rnor-Genera 
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a passage should he inserted making it clear that this power should 
be exercsied in the general manner indicated ahove and in partioular 
to sccure adequate rcpresentation of the interests of agriculture and 
~o-operativc banking if these interests had not secured such repre
sentation among the elected directors .. 

Sub-clause (2) .-We have made an alteration in the wording 
here. In view of the Government's interest in the financial earnings 
of the Bank we consider that it should have a voice in fixing the 
salaries paid to the chief executive officers. 

Sub-clause (4) .-We recommend that nominated Directors should 
hold office for five years in the same way as elected Directors. We 
consider that the provision in its original form might tend to fetter 
their independence of judgment. We have proposed an amendment 
for .he same purpose in clause 11. 

Clause 9, Bub-clause (1) (b).-We have filled in an obvious 
lacuna in this sub-clause and in the new proviso which we have 
added, we have indicated clearly for the guidance of the Central 
Board, the object with which the power of nominating three mem
bers to each local board has been conferred on that body. 

Sub-clause (2).-We· have reduced the value of a voting quali
fication from two shares of Rs. 500 each to five shares of Rs. 100 
each. 

We have included a provision for the exercise of shareholders' 
votes by proxy which is undoubtedly necessary. We have, however, 
thought it ·desirable to include certain limitations as to the persons 
who may hold proxies for this purpose, and also to introduce words 
which will make it clear that a shareholder should not be allowed 
to give a general proxy, and tbat proxies should not be accepted if 
made out under a general power-of-attorney. 

Sub-clause (4) ana (4-A).-We consider it essential for the con
venience of the shareholders that the Bank should give adequate 
notice of elections to the local boards and publish a list of share
holders which should be available on purchase. For the latter pur
pose the Bank must have power to suspend the registration of trans
fers for a reasonable period preceding the election. We have made 
amendments to give effect to these purposes. 
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The other amendments suggested by us in this clause are of .a 
.drafting nature only. 

Clause 10, Bub-clause (1) .-We have omitted certain words in 
sub-clause (1) (a) and deleted sub-clausc (1) (b) which appeared 
to us to be unnecessary a8 the qualifications are sufficiently defined 
by Bub-clause (1) (a). 

Sub-clause (2) .-We have added in tbis sub-clause certain 
additional disqualifications taken from the Indian Compa,nies Act. 
which seem to us to be necessary. 

We have omitted the proviso to this Bub-clause as we consi
dered that the objections to a State official being appointed w~ld 
be no less than to any other Government official. 

Sub-clause (2-4) .-We have proposed the insertion of • new 
sub-clause on the lines of • similar provision in the Imperial Bank 

· of India Act. 

'" e have also suggested in this clause certain minor amendment. 
of a drafting nature. 

Clause 11, sub-clause (1) .-For the purpose explained in our 
· note on clause 8 (4) we have amended the proviso to this clause so 
88 to place nominated directors on the same footing as elected direc
tors. 

Sub-clause (2) .-We have reduced the value of qualifying shares 
from Us. 10,000 to Re. 5,000. W 8 collllider the similar figure ad .. 

· quate. 

\\'e ha V8 added a provision at the end of this sub-clause for the 
v&Clltion of office in the case of continued absence. It is of the 
highl'St importance that Directors end Members of Local Boards of 
the Rost'.fVe Benk Mould be -ready to give adequate atteotion to 
tb~ir re6l'onsibiliti ..... 

Sub-clause (3\,-We have altered the wording of this sub-clause 
80 as to make the provision mandatory instead of discretionary. 
We ha\'e all!O deleted as UDnOOft!S!ll'Y eertain words in this 8U~ 
('Iaust" regulating the period within which din!etors should be re

·quircd to acquire the preecribed number of qualifying sharee 88 the 
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addition which we. have suggested in new clause 4 (8) should ob
viate any difficulty. 

Sub-clause (3-A).-We have inserted a new sub-clause (3-A); 
we feel that- in the interests of the Bank a provision on these lines. 
is desirable. 

Sub-clause (4) .-We have increased the period within which a. 
member of the Ligislature must demit office. To limit this to one 
month would, in our opinion, present practical difficulties. 

Clause 12, sub-clause (1) .-We think that the initiative in this 
matter should come from the CllIltral Board. We have amended 
this sub-clause accordingly. 

Sub-clauses (3) and (4).-We have rearranged the provISIons 
of these sub-clauses as it did not appear to us that in their original 
form they provided properly for maintaining at all times the re
presentative nature of the elected. members of the Central Board. 
The effect of our proposals is that a ,·acancy of an elected member 
in the Central Board will be filled in the following manner: first an 
election to fill his vacancy in his Local Board and then an election 
!>y tbe newly completed local board to fill the vacancy in the Cen
~al Board. In the case ofa vacanry of an elected member of a 
Local Boru:d who is not also a member of the Central Board we 
consider that it would suffice for such a vacancy to be filled by co
option until such time as the Local Board is called upon to fulfil 
its function of electing a member to the Central Board. Before 
that is done, the co-opted member should be replaced by an elected 
member. 

Clause 13, sub-clause (l).-We have made an amendment con
sequential to our amendment of clause 6. 

Sub-clause (I-A) .-We think that provision should be made 80· 

as to enable any three Directors to convene a meeting of the Cen
tral Board. We have added this new sub-clause accordingly. 

. We considered whether it was necessary to provide what should 
be a quorum for a Directors' meeting, but have agreed that this 
matter should properly be governed by regulations to be made un-· 
der clause 52. 
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Clause 14.-We have made a consequential amendment corre-
IIponding to our amendment of CIIllU8e 6. We have followed the pro
cedure of the Imperial Bank of India. 

Clams 15, Bub-clause (3) and (·1) .-We have redrafted these
sub-clauses on Jines which we consider to be a distinct improvement
on the original draft of these sub-clauses, by providing both for a. 
more even flow of replacement and for a quicker replacement of 
nominated by elected directors. 

As regards the general purpose of this sub-clause the non-offi-
cial members of the Committee have made it clear that they would 
not consider anything less than 75 per cent. of the voting directors 
as affording a proper representation of Indians. We have received_ 
an assurance on behalf of the Government from the Government 
members of the Committee that the Governor-Genel'al-in-Council 
will exercise his powers so as to ensure the proper ,:epresentation 
of Indians on the first Board. 

Clause 17, Bub-clauBe (l).-We think that it is desirable to. 
make it clear that the Reserve Bank can accept money on deposit 
from local authorities. We have amended the sub-clause accord-
ingly. 

Sub-clause (2) (a).-We have added the word "on" to enable 
the Bank to discount rupee import bills in the event of such instru-
menta coming into existence in the future as contemplated by the 
Central Banking Enquiry Committee. 

SUb-c/OU8t (2) (b).-We consider that the period of six months 
is unduly restricth~ in the case of agricultural bills nnd, following' 
the practice in the United States of America, we ha\'e raised·the 
period oC six to nine months. We have also omitted the proviso'in 
the original clause as being undesirable in the present conditions of' 
India. 

SIIb-~loU8e (3).-We have rc-arranged this sub-clause and divi
dl'd it into thl'('(' sub-clauses 3 (0), (b) and (c). In sub-clause 
(3) (0\ we h8\'e restricted the o{Wrations oC the Reserve Bank to 
8t'beduled banks only. as we do not think the Bank would normally 
l't'quil'E' to transact such businl"'S with oth('r pE'rsons. while we ha\'e' 
S('paratdy pro\ided in clause 18 for l'E'la:cing the restrictions in thilr 
8ub-dause on SJ_ial occasions, 
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Oq Ule other hl\lld in .~b-c1.a~e. 3 (b) we. have removed any 
restrictions. on the persol\s with whom the Bank J;nay deal outside 
;India in sterling bills. f} 

We have altered this sub-clause, consistently with the recom
..mendation recorded in our note on clause 2 .(d) that operations in 
foreign currency should be restricted to sterling currency of the 
United Kingdom .. 

Sub-clame (4) .-We consider that in ordinary cireumstances 
-dealings under this sub-clause should be restricted to banks, public 
.authorities and Indian. States. We have made provision in clause. 
18 for its extension where this is considered desirable on speeial 

<occasions. 

Sub-clause (4) (b).-We have included silver. 

Sub-clawe (4) (c).-We hllve omitted the proviso for the same 
.reasons whicl;! led us to omit the proviso to sub-clause (2) (b) of 
.this clause .. 

Sub-claUBe (4) (d).-We have omitted this as unnecllSSal'Y in 
.consequence of the change made in 17 (4) (c). 

Sub-clause (4) (e).-We have omitted the proviso because we 
-consider that there is little likelihood of the bill habit developing 
·within five ~ears to such an extent as to make it possible to dis
.continue this practice within that time. 

Sub-clause (5).-We consider that the provision in its original 
. form might lead to undue latitude. In an eJ{treme case it would be 
.pennissible for Government to borrow in this way for a period of 
. fifteen months. We consider that such advances should nonnally, 
lIB soon as possible, be converted into treasury bills which should 
be offered on the open market even though the Reserve Bank may 
take them up. We have therefore limited the period to three months. 
We have enlarged the scope of this clau8e so as to include advances 
to euch Local Governments as may have the custody and manage

-ment of t1\eir own provincial revenues. 

8ub-clame (6).-We are informed that bank post bills are not 
-IDade payable elsewhere than at the office of issue and have amended, 
-the sub-clause so as to state the existing practice ~j)rrectly. 
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Sub-clause (7) .-We consider ~hat in :;iew of the limitation of 
holdings to securities of the Britil!h Government [vide our note on 
sub-clause (2) (d) 1 this provision is unduly restrictive and that 
the Bank should be empowered to purchase such securities up to it 
maturity of ten years. We must make it clear that our intention· 
is that this should be merely an enabling clause and that in prac
tice the Bank should arrange for its holding of securities to be as-, 
liquid as possible. 

Sub-clause (8).-We consider that the sub-cl~use as originally 
drafted was unduly restrictive and would not allow sufficient facili
ties for open market operations by the Bank. We have therefore 
modified the amounts in the proVu.o but wish to make the same . 
point here which we did with reference to sub-clause (7)" namely, ' 
that these figures are to be regarded as a maximum and that in . 
ordinary ciroUUlstsnces the Bank mUl\t keep its security holding as . 
liquid as possible and operate well below these limits. We also con
sider that, in view of recent floatations by provincial GQvernments,. 
there is, no reason· for restricting the maturity of securities of a Lo
cal Government to ten years. Ail regards securities oi Local Autho- ' 
rities and of States in India we think it better that instead of limit- . 
ing these according to their maturity, their eligibility should be 
SUbject to the general overriding approval of the Government of ' 
India which would enable each particular case to be considered on . 
its merits. We have amended the sub-clause accordingly. 

We also wish to provide that where 'a security is fully guaran- . 
teed both as to principal and interest by any authority, it shall be . 
consideted for all purposes as the equivalent of a security of lI11eh . 
authority. 

Sub-clause (9) .-We hayc not restricted the operation of this '. 
sub-clause to scheduled banks or public authorities because we con
sider that there might be cases in which such restriction would 
operate inconveniently in practice. At the same time We wish to 
make it clear· that in our view this power should not be exercised . 
by the Bank so as to compete in its normal business with the com
mercial business 01 other banks. It should be the duty of the Gov
ernment to watch this and to see that the interests of other banks' 
are in practice protected. 
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Sub-clause (13).-We see no reason why this should be restrict
~d to sterling standard countries. It is desirable to promote co
.<Jperation between Central Banks, and we therefore consider that 
-the Reserve Bank should be empowered to act as the agent of any 
-Central Bank, and vice-versa. 

Clause IS.-We have added words to this clause so as to make 
it clear that although the exercise of these powers should not neces
sarily be regarded as limited to occasions of so critical a nature as to 
justify their description as an emergency, nevertheless they are not 
to be used for the normal operations of the Bank and should be 
restricted to special occasions. We have also modified it so as to 
provide for the delegation of the powers of the Board to a committee 
-of the Board as well as to the Governor. We have further thought 
"it desirable to make it clear that although in order to make quick 
-action possible the Board may delegate its special powers under this 
-1!ection to a committee or to the Governor, nevertheless such dele-
gated powers should not normally be utilized without previous con
sultation with the Board, and that if in cases of special urgency 
-such previous consultation is impossible, the members of the Board 
-shaH be informed at once so that, if they think fit they can con-
vene_ a special meeting to have the policY considered and decided. 

·We have also made amendments consequential on the Iimita
-tions which. we have suggested in our amendments in sub-clause (3) 
and sub-clause (4) of clause 17. 

Clause 19, Bub-clause (4) .-The word "unsecured" appears to 
-convey very little meaning· without qualification and we think that 
it should be omitted, thus leaving the powers to make loans and 
advances exclusively regulated by the clauses which give powers in 
this respect. 

Clames 20 and 21.-We think that it should be made clear that 
the Governor-General-in-Council should have the final power of deci
sion regarding the terms on which these transactions are to be car
ried out in the unlikely event of a failure to settle them by agree
ment. We also consider that the Agreement to be entered into with 
the Reserve Bank, in view of its importance, should be laid on the 
table of both Houses. 

Clause 21, sub-clause (2).-We have omitted the words "in 
India." They appear to us to be unnecessary, because in present 
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<circumstances neither the Governor-General nor Local Governments 
.can, as such, float loans outeide India, and, should they acquire this 
power in the futJure, an amendment would be necessary, if these 
!Words were retained, to have them removed. 

Clause 22.-We do not see any need to use the expressiolJ. 
.11 paper money." We also think that the limitation to one year 
is unduly rigid and might prove inlonvenient in practice, while, 
-on the other hand, we cannot see any objection to the Bank being 
allowed to use Government currency notes until the stocks are 

·exhausted. 

Clause 24.-We consider that the clause in ite original form 
W8/I unduly rigid and might have proved inconvenient. 

Clause 25.-We have added a few words so 8/1 to make it cl.ear 
that the primary duty for making proposals 8/1 to the form and 
·design of notes reste with the Central Board. We consider that 
·sudden and drastic changes in the design and form of. DOtes 
:should not be made. 

Clause 27.-There ie at present no machinery for the sterillisa~ 
tion of notes and it is unlikely that any will be introduced in vie" 
o()f the comparative simplicity of destroying notes and issuing new 
-ones. We have therefore omitted the first part of this clause. 

Clause 2S.-We have retained this clause pending examina
tion by a small committee of official and non-official experts, 
which should meet 8/1 soon as possible, of the whole question of 
the rules regarding payment on lost, stolen or mutilated or im
-perfect currency or bank notes. We may add that if our recom
mendation that the Reserve Bank should offer free remittance 
facilities to scheduled banks between their branches is accepted, 
the question of the rules referred to above may lose much of the 
importance that is now attached to it. 

Clau..e 3O.-We consider that -the remedy proposed in the 
~Iause in its original form was inappropriate. If the Bank failed 
to comply with the requiremente of Chapter ill or of any other 
pro\'ision o( the Act and if, in consequence, it was decided that 
it should forfdt the right of note issue, it is hardly conceivable 
that it would command th" confidence of the public to such 
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an extent WI to be allowed to remain in charge of the other' 
functions entrusted to it by the Act. We therefore consider that· 
in BUch circumstances a complete reconsideration of the position 
will be necessary. It is not possible to lay down in advance 
exactly what steps will be necessary nor do we feel entitled to 
aS9ume that the liquidation of the Bank will necessarily and 
inevitably be the only. possible course. We therefore think that. 
the right form of provision is one which will give the Govern
ment power to make emergency arrangements and lay upon it 
the duty of consulting the Legislature at the first opportunity, 
after which further and permanent measures can be settled. We 
have drafted the cla.use accordingly. 

We think it important to record our view that if a failure by 
the. Bank to fulfil its obligations under the Acts is the result of 
a national emergency or a crisis arising from factors over which 
the Bank had ho control, it would be the duty of the Govern
ment to use the resources of the State in maintaining the Bank 
and tiding over the difficulty. 

Clause 31.-We have inserted the words "including hundis'" 
after <c. drafts·· .. in the proviso so a8 to make the wording of the 
provis-o conform to the wording in the body of the clause. 

ClaiuBe ~2.-The powereof a Presidency Magistrate or a 
Magistrate . of the first class to impose fines are limited to a 
maximum of Ra. 1,000, so that the wording of the clause as it 
IItoo<\ was self-contradictory. We have altered it to make the
meaning C'lear. 

ClaiuBe 33, sub-clause8 (l) and (2) .-As we stated in our note 
Oil clause 2, gub-clause (d), we consider that the fiduciary ex
ternal assets should be limited to securities of the United 
Kingdom. 

Sub-clause (2).-Some of \lEo liIave wished to prescribe (a) 
for tile amount of gold at present held by Government in its 
C'-1rre;:;cy reserves--namely, about f4% cror_being retained as 
G rnin:mum, and (b) for maintaining the gold in the reserves at a 
minimum percentage of 20 per cent, to the liabilities IIr the ieeue 
department. M agains-t this it has been argued by the Govern
ment members (a) that even if it might be thought right 88 8 
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matter of policy, at least in present circumstances, not to part 
with any of the present stocks of gold, nevertjIeless a statutory 
prohibition against dealing in any way with any of the gold may 
prove unduly hampering on the Bank and so weaken its power to 
defend the position in case of necd that in practice the limitation 
might prove to be not an added safeguard for the preselvation of 
the reserves but an actual source of weakness, (b) that any per
centage provision is in present circumstances entirely unsuitable, 
for it might force the Bank actually to buy gold at times woen such 
a purchase would involve in any case a heavy book loss (owing to 
the fact tha~ gold has according to the accepted provisions of this 
Bill to be valued at a price which is about 33 per cent. below its 
present market value) and possibly an ultimate real loss. Those 
of us who have supported the former views are prepared to accept 
a compromise in the form of increasing the minimum to 40 crores 
and this the Government members have stated that they are pre
pared to accept as part of a general plan which is in other respects 
B!ltisfactory. 

Sub-ciaUlle (3) .-We have omitted the words "drawn and" as 
a consequential amendment to the amendment which we have sug
gested in 17 (2) (a). We also consider that the limitation of rupee 
securities might prove unduly restrictive. We have therefore alter
ed the word "less" to "greater" and have mllde additional provision 
for a further 10 crores with the permission of the Govemor-Gene
ral-in-Council. 

Sub-clauso (6).-We have omitted sterling securities of the 
Government of India. We do not con.ider that these are assets 
which could properly form part of the external reserves, and there 
is no need even for their temporary inclusion. 

Clause 35.-We have added a proviso to make it dear that at 
the time of transfer the whole of the gold coin and bullion held 
by the Govemor-Gencral-in-Council in his reserves should be trans
ferred to the Bank. 

Clawe 36.-As a result of the provisions of this clause which 
differ trom those of the earlier Reserve Bank Bills, the Government 
will be Il'ft in possession of II IlIrge part of the stocks of silver bul
lion and rupees which it now holds. The policy of disposing of such 
silver and the methods of accounting for its proceeds involve im-

III 
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portant issues which the Legislature should be given an opportunity 
to consider. We have dealt with this question in the final para
graph to this Report. 

Sub-clause (I).-We have altered I-10th to I-6th because we 
consider that, particularly in view of the obligations which we are 
putting on the Bank in clause 39 to make its notes fully convertible 
into silver rupees, a proportion of I-10th is too low. 

Sub-clause (2) .-For the same reason we have altered "may" 
in sub-clause (2) to "shall." 

We have also substituted the words "securities of the Britisl1 
Government" for "securities of sterling standard countries" coWJis.. 
tently with our proposals under clause 33. 

Clause 37.-The small amendments in this clause is consequen
tial. 

We have added a proviso to ensure that the mInimum gold 
holding specified in cIa-use 33 (2) shall in any case be retained as 
the last reserve. We consider that if the currency reserves had to 
he drawn upon so heavily that they were reduced to 40 crores a 
situation would have been created which would in any case require 
reconsideration of the whole position. In that event we think it of 
the greatest importance that the Bank should possess at least this 
minimum holding of gold as a nucleus of reserves with which to 
maintain the currency position on the new basis which might be 
settled after such reconsideration. It is because we consider that a 
stock of gold will in such circumstances be the most valuable nuc
leus that we think this minimum should be preserved in the shape 
of gold rather than in sterling securities. In making this recom
mendation we do not imply that a provision of this nature, ear
marking a certain portion of the currency reserves for special treat,.. 
ment, is necessarily suitable as a rermanent provision, and we r&

cognise that it may have to be reconsidered when thc occasion 
contemplated in the preamble to the Bill arises and it is possible to 
frame measures for establishing the Indian monetary standard on a 
permanent basis. 

Clause 38.-We have omitted the word "new" which seems ir
relevant in this context. 
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Clause 39.-We consider it essential that provision should be 
made to ensure the legal convertibility of the notes of the Reserve 
llank into silver rupees. Even though on theoretical grounds such 
a pro~ision might seem undesirable, we Ieel that it is much more 
important tornsure that confidence in the notes of the new insti
tution will not be endangered. 

It is, in our view, implicit in this clause that the Bank will 
·create sufficient branches, offices and agencies throughout the coun
try to enable it to fulfil its obligations to supply different forms of 
currency 80 as to meet the reasonable needs of the public. 

Clauses 40 and 41.-ln accepting the provisions of these clauses 
we have read them togc~her with the preamble and have accepted 
the conclusions of the London Committee which we think it advis-
41ble to restate:-

"In the prevalent state of monetary disorganization through
out the world, it is impossible to incorporate in the Bill pro
visions which would necessarily be suitable when monetary 
systems generally bave been recast and stabilised. In these 
circumstances we consider that the only sound course for India 
is to remain on the sterling standard. On this basis the ex
change obligations incorporated in the Bill must necessarily 
be in accord \\;tll the rupee sterling ratio existing at the time 
u·hen the Bill is introduced. The statement does not, how
eV<'r, imply any expression of opinion on the part of the Com
mittee on the merits or demerits of the present ratio. The 
ratio provisions in the Bill are deSigned to make it clear that 
there will not be any change in the de fado situation by the 
mere coming into operation of the Reserve Bank Act." 

The Government members hsve made it clear to us that their 
intention in introducing this Bill is merely to create the machinery 
of a Central Bank and not to ask for any special confirmation from 
the Legislature of the present ratio. We are prepared to &CC<.>pt the 
view therefore tllt\t the ratio issue does not arise in the present 
Bill. 

c/O,."c 41.-W~ haV<' add .. 'd the sl~ond pro\;so with a ,;ew 
to prot<'Ct tb~ int~n,;;ts of the Bank. 
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Clause 42.-This is a wide and very difficult e1ause as it 
covers entirely new ground and the conditions in India are so di
verse that its provisions must be regarded as tentati~e and may 
have to be modified by legislation after practical' experience has 
been gained. We have had particularly in mind a certain modifi
cation in the form of an extension of the scope of this clause and 
for this reason have added a new clause 49-A making it incumbent 
on the Bank to submit proposals for legislation with partioular re
ference to the conditiol\S of indigenous banking. 

Apart from this, we consider tha$ the clause in its original 
form would have been likely to prove unduly rigid in its opera
tion; and in particular that to calculate the average holdings of the 
scheduled banks from monthly returns might have involved the im
position of penalities in an inequitable manner. We have therefore 
substituted weekly returns based on the actual figures of a particu
lar working day. We discussed the percentages of 71h and 2%. 
with the banking experis. They thought that those proportions 
were too high but agreed that 5 and 2 would be practicable. We 
agree and have reduced the proportions accordingly. We further 
recommend the exclusion of certain liabilities of a more or less 
technical character from the liabilities on which the minimum de
posit has to be calculated. In addition we consider that loans from· 
the Reserve Bank should be excluded frolJl the liabilities as calcu
lated. 

In sub-clause (7) we have come to the conclusion that the 
limit of 3 lills is too low and might result in the inclusion of petty 
firms which do not really fall within the intention of the section. 
We have therefore increased 3 lakhs to 5 lakhs. We considered 
whether it would be possible to include together with capital and 
reserve the amount of deposits as a criterion but came to the con
clusion that they are so variable that this would be impracticable. 
In our view any alteration on these lines must be considered in the 
light of practical experience. We also consider that when the ques
tion of the inclusion of companies is being considered, special care 
should be taken that companies are not included which are not per
forming what is really banking business. This should not be diffi
cult for the Bank to decide with reference to each particular c~, 
though it is difficult to draft a general definition of what is bank
ing business and we have not attempted to do so. It may latcr be· 
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-iound, as a re;tiIt of practical experience, possible to incorporate 
.$uch a defuUtion in the statute. We have made eonsequ,mtial amend
ments in the Second Schedule but we would emphasise the fact that 
the Schedule is merely illustrative and that it has been compiled on 
admittedly inadequate material. After the passing of the Bill early 
intimation should be sent to the companies included in it or to any 
,others the inclusion of which would "eem to be indicated by later 
_statistical returns so as to give them ample time to show cause if 
they consider that they should not be included. 

In connexion with this clause we have also considered several 
~epresentations made by banks and other parties. One is tha~ the 
repayment of these compulsory deposits should be guaranteed by 
Government. We are not prepared to recommend 8uch a provision . 
. It was· also suggested that savings bank deposits should be r.eckoned 
8B .time liabilities for the purpose of calculations in sub-clause (1), 
We consider that the terms on· which savings banks are run by 
various banks vary so widely that it would be impossible to frllme 

,-any . general rule. 

In view of the fact that the Reserve Bank will only have a 
.lew offices of its own, it will obviously be necessary for the sche
.duled banks to keep accounts with the Reserve Bank at branches 
~f the Imperial Bank as agents for the Reserve Bank. Balances 
..held on such accounts will. oj course be taken into account in cal
,culating the amount of any 8cheduled banks' deposits with the 
.Reserve Bank. 

Sub-dauae (4).-We .are informed that it may be difficult for 
"banks in certain 'parts of the country which have branches in the 
'interior having no easy comnnmication with their head offices to 
·submit the returns prescribed in this clause within the allotted 
'tune. We have provided that in such cases the Reserve Bank should 
'have power to extend the period for the submission of the returns. 

[SECTION 43] Clause 42-A . ....,.We consider th~t a consolida
-led statement based on the returns collected under clause 42 should 
be published on the ground that they should bC of interest and 
-:value to the public. . Though the returns of individual banks must 
o()bviously be regarded as highly confidential, this· consideration does 
:not apply to statistical returns compiled from them all. 
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To make the returns more complete for statistical purposes we, 
consider that the Government should also furnish the Bank perio
dically with figures of the amounts of rupee coin, subsidiary coin 
and notes held at treasuries and sub-treasuries. 

[SECTION 44] Clause 42-B.-We considered whether provin
cial cD-operative banks should be included in the SchedUle, but came 
to the conclusion that though there may be considerable advantages 
in such a course, the time is not yet ripe for it. We consider, how-
ever, that if oo-operative banks are to be given the facilities indi
cated in clause 17, they should submit the same returns as those 
prescribed for scheduled banks so as to enable the Reserve Bank to. 
see that they are maintaining a satilifactory position. 

[SECTION 45] Clause 43 and the Third &hedule.-We have. 
given very careful consideration, after discussion with the represen
tatives of the Imperial Bank and other bankers, to the various issues_ 
involved in the Agreement to be entered into between the Reserve 
Bank and the Imperial Bank of India. We think it nooessary to. 
record our views under the following three main headings:-

(a) Remuneration for handling Government Account.-On the 
basis of the figures supplied to us we have reached the conclusion 
that the terms suggested are reasonable and rep~esent no more than 
is necessary barely to cover the actual cost incurred by the Impe
rial Bank in perfprming these services. We are assured by the 
Government representatives that these figures were based on detail
ed and audited statements supplied by the Imperial Bank and aC
cepted by the Finance Department after careful examination of the 
method of distribution of over-head charges. We think, however._ 
that it would be satisfactory to the Legi.slature that the blU'is on 
which the costs have been calculated should be independently elUl-
mined by the Auditor-General and that a report by him should be 
presented by the Government when these provisions of the Bill are
under discussion indicating whether in his view the basis on which 
the costs have been calculated is reasonable and the results of the· 
calculations correct. 

(b) Compensation for the keeping open of branche8.-We con
sider that the method proposed in the Schedule of keeping specified' 
minimum balances with these branches either free of interest or at-
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aoncessional rates is not a satisfactory method for fixing compensa
uon under this head, fOD the value of such balances must vary 
greatly according to the rates obtainable for the use of money. It. 
appears to us much' more satisfactory that a definite annual pay
ment should be made, based -on the losses actually incurred. At 
the same time it would not be justifiable to settle this compensa
tion for a long period on the basis of present results because it 
must be anticipated that with the general development of banking 
in India these branches will become progressively more remunera
tive. We therefore propose a diminishing scale leading to a ter
mination of all compensation after 15 years. We consider that. 
Iftle figures 'proposed are reasonable OD the basis of the statements 
aupplied to us as to tile actual cost of maintaining \hese branches 
but in this case also we recommend that an independen~ check on 
the calcuilltions should be made by the Auditor-General and in
cluded in the report already referred to. 

(e) Period 0/ agreement.-We have taken into account .he 
faet that as the compensation for maintaining the unremunerative 
branchcs would terminate after 15 years, there would be some ad
vantage to the public in continuing the Agreement beyond 15 years 
BO as to prolong the period during which the Imperial Bank remains 
under lin obliglltion not to close lilly of these branches. On the other 
hand, we consider, first, that a period of15 years is in any case too 
long for a commitment of this important nature, and, secondly, that 
inB8Illucli as the commission payable for handling Government Ac
count is intended to be based on the actual cost of the services ren
dered, the rate of commission should be open to recalculation at & 

comparlltively early date. Taking all the foregoing considerations 
into aecouut, we recommend that the Agreement should run for 15 
yoors subjcc.t to termiuation on five years' notice given at any time 
after that period, lind th~t the commission payable for handling 
the GO\'ernment Account should be re\'iewed at the end of ten years 
and thereafter at fiVe-yearly inten·a1s. It should be made clear 
that the ohject of such review would be to settle the aetual cost to 
the Imperial Bank, that the commiiision should be settled on this 
basis, aud that the call'lliations shalt be subject to expert at'~Clunt
ing im"eStigation. In the eTt'nt of any difference of opinion as to 
tenns arising ix-t'lln'('D. the Res<>r\'e Bank and th .. Imperial Bank, we 
recomm~nd that power to ~ttlp th .. terms finally should be vested 
in tile Go\'el'Dor-Gmeral-in-Councii. 
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In view of all ~he arrangements as regards staff, etc., involved 
we consider that a period of five years for notice of termination 
is no more than reasonable. 

Lastly, there is omi important point which should be made 
clear in this agreement, namely, that it should not in any way 
preclude the Reserve Bank from opening its own offices or branches 
at any place where the Central Board may, as a result of experi
ence, find this to be expedient in ihe interests of the public notwith
standing the fact that the Imperial Bank has up to then acted as 
its agent at such places. 

[SECTIONS 46 & 47] Clause 43-A and Clawe 44 (included in 
Chapter IV) .-We think that the provision in clause 44 for the 
building up of a Reserve Fund would throw an unnecessarily heavy 
initial burden on central revenues. At the same time we consider 
it highly desirable that an adequate Reserve Fund should be avail
able to the Bank in its early years, the main purpose of such a 
Reserve Fund being to provide a margin against possible deprecia
tion in securities held eithcr in the Issue or Banking departments of 
the Bank. After careful consideration we have come to the conclu
sion that the most satisfactory solution would be for Government to 
start the Bank with the full reserve proposed in the Bill by making 
over to it the sum of 5 crores in short-dated Government securities 
-probably treasury bills. 

The arrangements for distribution of profits should then provide 
that this Reserve Fund will always be maintained at the figure of 
5 crores. 

This change does not involve any substantial recasting of the 
provisions of the original Bill, all that is necessary being to omit 
that part of the provisions which covered the period until the reserve 
bad been built up to 5 crores. We have amended the clause accord
ingly and also included a provision for the initial transfer of the 5 
crores Fund by Government, so that this transaction may be cover
ed by a vote of the Legislature. 

[SECTION 48] Clause (44-A).-We consider it desirable to 
make provision for the exemption of the profits of the Bank from 
income-tax and company super-tax, while at the same time provid
ing that the shareholders will have to pay income-tax on the divi
dcnds which they actually receive. 
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[SECTION 49] Clause 45.-We think it desirable that the 
.Bank should have power to discount agricultural bills at concessional 
rates which may be below the rate for the purchase or rediscount of 
commercial paper. We have therefore altered the words "minimum 
rate" in this clause to "standlli'd rate." -

[SECTION 51] Clause 47.-We think that the Governor-Gene
ral-in-Council should also have discretion to appoint the Auditor
-General as auditor under this clause if he so desires. We have 
amended the clause accordingly. 

[SECTION 53J Clause 49.-We have provided that the lIDDual 
~ccounts transmitted to the Governor-General~in-Council by the 
Reserve Bank should he accompamed by a copy of the Directors' 
report on those accounts. 

[SECTION 54] Clause (49-A).-Though we consider it impor
tant that a start should be made on the lines indicated in clause 42, 
we recognize that the developments at this stage ID'Ust be tentative. 
We therefore oonsider it important that a statutory provision should 
he included, making it incumbent on the Banlr. to report at the ear
liest practicable date and in an,. case within three years and, if 
necessary, to prepare proposals for legislation so as to include indi
genous bankers and other parties doing banking business in India 
who arc not at present included in the Schedule within its scope 
..subject to such restrictions as the Board may consider necessary. 
In this report it should also include proposals for the closer link
ing of agricultural enterprise with the machinery of the Reserve 
Bank, possibly by the establishment of a separate rural credi~ 

·department. 

We also think that in this clause it would be desirable to in
~lude a pro\ision embodying in a more concrete form the principle 
recogniled in the preamble, by placing a defimte obligation on the 
Board to put up proposals for a mora permanent currency system 
for India when they consider that the prerequisites indicated in the 
preamble have been fulfilled, that is to say, the international moue
bry position has become sufficiently clear and stable. 

[SECTION 56] Clause 50, aub-clau.se (5).-We have added 
ihis slIb-clause to fill up a lacuna in the clause as originally drafted. 

[SECTION 57) Clause 51.~Clome of us are of opinion tha, tbe 
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Governor-General-in-Council should have power to purchase the. 
shjU'eS of the Bank at the end of 25 years if in the interests of the 
ClOuntry it is then considered desirable to run the institution as a. 
State Bank. 

Clause 51, Bub-clause (l).-This sub-clause as originally draft-· 
ed left it doubtful in whom the power to initiate liquidation pro-
eeedings was Tested. 

Sub-clause (2).-We have added a provis('J to limit the amount. 
of the surplus asse$s which would go to the shareholders in the event 
of liquidation of the Bank in the early years. We consider that,. 
without some limitation of this nature, the shareholders might, par
tioularly as a result of the proposals mentioned in the note on clause 
44 for starting the Bank off with a Reserve Fund of 5 crores, be 
placed in an unduly favourable position in the event of early liqui
dation of the Bank. Unlikely though that contingency may be, we 
have thought it necessary to provide for it. It will be noted that 
according to the original proposals in the Bill shareholders would 
have been entitled to receive 25 per cent. of the "surplus assets" on 
liquidation, and as according to the proposals for distribution of 
profits these surplus assets could hardly have exceeded the maxi
mum amount of the Reserve Fund, namely, the amount of the share 
capital of the Bank, the shareholders would under the original pro
posals also haVll had no expectation of a higher profit on liquidatioa 
thlUl 25 per cent.; and this position would only have been attained 
after several years of wQrking. • 

[SECTION 58] Clause 52, Bub-clause (2) (mm) .-We have 
added the power to make regulations regarding the fees to be paid 
to Directors and to members of the Local Boards. 

Sub-clause (2) (mmm).-We think it desirable to make spe
cial provision for regulations regarding the relations of scheduled 
banks with the Reserl'e Bank. In particular, it may be found neces
sary or desirable for the Reserve Bank to call for further informa
tion from them. 

-Sub-clause (2) (mmmm).-Though the management of clear
ing houses is one of the usual functions of a Reserve Bank, we 
think that it would be as well to make specific provision for the
regulations which the Bank wiII issue in this matter. 
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Sub-clause (3).-We save added this sub-clause to make it. 
clear that copies of any such regulations will be available to the pub
lic on payment. 

4. The Government put before us a memorandum which we have 
attached to this Report [Appendix A I containing their proposals for 
dealing with three important matters which were recommended for 
further consideration in India by the Committee which considered 
ilie Reserve Bank proposals in London. These matters are:-

(1) The method for dealing with the surplus stock of rupees 
which are at present held in the Government's currency 

reserves, but Which wi\l under the plan embodied in the. 
present Bill be retained by Government. 

(2) The amount of external reserves which should be handed 

over by Government initially on the formation of the 

Bank. 

(3) The meolod for dealing with any profit or loss which. 
tuay result from a revaluation or a sale of the stocks 

of gold to be handed over to the Bank by Government. 

The first of these questions arises lIS a result of the general pllUl 
embodied in clause 36 of the Bill-the effect of which is that, con
Ve,i"y to the plan eQIbodied in the earlier Bi\\s, Government will ~
tain the re;ponsibility in cOlWexion with the silver coinage so that 
the Bank will not ba,·e to carry stocks of silver coin surplus to ita 
own requirements, or be concerned with sales or purchases of sil
ver bullion or any loss wbich such transactions may invoh-e. While 
we are prepared to state that we approve of this general plan, we 
have not had time fully to consider the details of the Government's 
proposals lIS regards the methods for dealing with the stocks of sil
ver to be retained by Government nor as regards the matters aria.. 
iog undl'r Ole other two heads. In the circwnstanres, lIS we are 
bound to present our report on the Reserve Bank Bill by Novem~ ... 
20 and shall by that act have completed the function laid upon us 
by Uie Ll'gislature in this mattl'r, we can only J"erommEnd that the 
details of tilE' Go\'"enUDCnt proposals should be further studied by
&M Legislature by web means as it thinks fit. 
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APfENDIX A . 

. MEMOIlANDUM BY THE GoVERNMENT REGARDING DISPOSAL OF SURPLUS 

SILVER. 

In paragraph 21 of the report of the London Committee on In
.dian Reserve Bank legislation they made certain recommendations 
_. regarding the transfer of rupee coin between Government and the 
Bl\nk which have been embodied in clause 36 of the Reserve Bank 
~f India Bill, 1933, and as regards certain matters arising out of 
these recommendations the Committee proposed that they should 
~be further examined in India. 

(a) Heading (2) of the arrangement recommended was as 
follows:-

"Any surp1us of rupees which this arrangement would en
able GOTernment to remove from the reserve should be 
held by Government in a separate account, the silver 
being held as bullion, not as coin. Subject to further 
consideration by the Government of India any proceeds 
from the realisation of such rupees should not be used, 
except for the purpose specified in (3) below." 

'-The purpose thus specified was the "payment of full value" (40 
_per cent. in external assets) for any further surplus rupees trans
_ferred by the. Bank to the Government. 

(b) The concluding recommendation of paragraph 21 was as 
follows:-

"We do not propose any alteration in the figure (of exter
nal reserves) in the new Bill, but we thiDk that this 
proportion may not necessarily be adequate and we re
commend that the question whether a higher proportion 
is required at the outset should, before the Bank is set 
up, be carefully considered by Government in the light 
of all the prevailing circumstances. 

2. In paragraph 25 of their Report they also remarked: 

"The possibility would obviously be present ftlat the Bank 
might gain a large premium on the gold handed over to 
it by Government. The question as to how such premium 
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should be dealt with, specially in ~e event of sales being 
made in the intermediate period pending revaLuation of 
the gold, raises complex practical issues which we have 
not fully discussed. - In principle such profits should be
long rather to the Government than to the Bank, but our 
view is that this unrealized margin should in some way 01' 

other be kept available for strengthening the position of 
the currency reserves. We recommend that detailed pro
posals should be worked out by the Government of India 
for consideration during the passage of legislation on this . 
subject." 

3. The points thus referred for further examination raise two· 
problems which are closely connected and which, in the opinion of 
the Government of India, should be ~eated together. The follow
ing appear to be the main considerations which should be taken 
into account: 

(a) The proceeds of any sales of the surplus silver (to be 
retained by the Government under the arrangement proposed) and 
of any surplus realized on the sale or reyaluation of the gold (to be . 
transferred to the Bank) w.ould represent assets originally accumu
lated against the issue of currency and as part of the ordinary cur
reney business of Government. Such assets should therefore be re
garded as primarily earmarked for currency purposes. 

(b) It docs not however necessarily follow that such assets· 
should be directly or immediately absorbed in the currency reserves· 
of tlle Bank, because-

(0 The Government must retain a separate reserve against 
the liability imposed upon it to pay full value for fur
ther surplus rupecs which it may be required to take 
oyer from Ule Bank under the proviso to sub-clause (1) 
of clause 36 (Cf. also the recommendation of the London· 
Committee referred to above in paragraph 1 (al]. 

(ii) Rcasonable account must be taken of the general finan
cinl position of the GO\"ernmcnt ",Weh may rend on the 
eurrcnry p08ition. Looking at the mntter from a prac
tieul point of view, it may not be good policy to accumu
late excessh-e funds in specially earmarked rcsen"eS, be-
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c&use in the first place this may involve a substantial 
loss of interest seeing that in normal circumstances it 
will only be possible to earn a much lower rate of inter
est on such funds than the Government has to pay on its 
own ptlblic debt, and, in the second place, the general 
effect on India's credit of repaying outstanding loans may 
be of greater value than adding to the accumulated re
serves (Ct. as an actual example in the past the repay
ment by the Government of India from its own resources 
of the £ 15,000,000 sterling loan in January 1932). 

(iii) If the Bank is started off initially with reserves in 
gold and sterling assets which afford amply adequate 
cover against its issue liabilities, the addition from out
side of still further external assets would serve no useful 
purpose and might even put the Bank into a position of 
being able with undue case to expand the currency against 
rupee assets when that was not justified. 

4. The Government of India have carefully weighed the 
.above considerations and I am directed to place the following scheme 
before the Committee for its consideration:-

(a) The silver which will be retained by Government, whe
ther in rupee (loin or bullion, should be regarded as stock purchased 
by Government from its Currency Department. On the basis of 
the accounts of the Currency Department on the 31st August 1933 
(at which date the silver stock attained the maximum point reached 

.during the current year) Government after handing over 50 crores 
of rupees to the Bank would retain rupees and silver of a nominal 
value of 55,41 lakhs would be set off the value of the assets of the 
Gold Standard Reserve, 53,33 lakhs, so that the net debt against 
the silver thus retained by the Government would be the difference 
between these two figures, namely, 2,08 lakhs. 

(b) The proceeds of any sales of silver after the transfer 
would be credited to a 'sepnrate fund more or less on the lines of 
the present Gold Standard Reserve which it is suggested might be 
called the "Silwr Redemption Reserve." This resen'e would be in 
vested by Government in its entirety in gold or sterling securities. 
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(c) The book loss on sales of silver since the commence. 
ment of selling operations is approximately 31,63 lakhs,· aml this 
figure must also together with the 2,08 lakhs mentioned under (a) 
be regarded as a debt incl1fre~ against silver. To this debt will 
also have to be added the full nominal value of any silver rupees 
returned by the Bank 'l1nderclause 36 (1) of the Bill, while the 
full nominal value of any rupees sold to the Bank under clause 36 
(2) will be deducted from it. The loss of 31,63 lakhs already in. 
(lurred is at present held in a suspense account and it will continue 
to be so treated. Interest and aijlortisation provisions against the 
debt represented by this loss and the 2,08 lakhs balance of silver 
to be taken over together with any further silver which may b. 
taken over will be made in the manner described in the following 
paragraphs. 

(d) Interest on the outstanding loss which is in fact repre
Jlcnted by a corresponding portion of the public debt (namely, tIea
Jlury bills in the Paper Currency Reserve) is at present met out of 
the re\'enues of the Government of India. This should continue both 
for the outstanding loss and any other additions to the silver debt 
referred to above, but the Government of India should be allowed to 
set off the interest which it receives from the investments in the 
'Silver Redemption Rcsen'e. In other words, the interest on this 
reserve will not be added to the reserve but will, as at present, ac
~rue as a receipt to Government revenues. 

(e) Provision will also have to be made for the amortisa
tion of the outstanding "silver debt." At present no provision is 
made for the amortislIlion of treasury bills beld in the Paper em.. 
reney Reserve so thllt in practice there is no amortisation provisioa 
for the dl'bt representing losses on account of silver. The Govern
ment of India consiuer that some provision should be made but any 
plan for this must be dealt ... ith as part of the Government's gene
ral plan for Sinking Fund provisions on the public debt--e. ques
tion which must be dealt with 8t'parately. 

5. It remains to consider how the funds which would accu
mulat!' in the Sih'er Reti,'mption Resenoe should be utilised. The 

• This is not really in th~ true sense • loss. It is the 6gore which represents 
the diflenmce betweeon the price of the silver sold as bullion and the face value of 
tho NpH"S fl"Om which the sihooer ,,-as produ~. In OI'der to R" a truJ picture of 
the positloD th~", must be balanced aga.io<Jt this nominal loss the profits which the 
Go"'~mmt"1lt originaUy made Wh~D the ru~ were put into circulatloQ from wbicla 
profits iaIn al,., tho £40 millions Gold StaDd&rd R........, .... built up. 
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considerations affecting this question have been set out in para
graph 3 above. Weighing up the various considerations, the Gov
ernment of India consider that it would be a reasonable arrange
ment to allow the .Silver Redemption Reserve to accumulate until 
it reached a toial of 10 crOI·es. Any further receipts should not be 
separately invested but should be taken direct into Treasury bal
ances to reduce· the outstanding "silver debt" described in para
graph 4 (c), i.e., to be utilized for the reduction of debt either by 
the redemption of existing debt or the avoidance of new borrow-· 
ing. A reserve of 10 crores in external assets would allow for a 
return of 25 crores of rupees by the Bank to Government, that is· 
to say the maximum amount which could be returned in five years. 
This should be adequate for all practical purposes and against lock
ing up funds beyond this reasonable margin must be weighed the 
consideration ~entioned on paragraph 3 (b) (ii) above. 

6. As regards the second recommendation of thc London Com
mittee [paragraph 1 . (b)] of this Memorandum, the Government OL 
India do not consider that it would be practicable at present to de
cide whether and, if so, to what extent the Bank should be provided 
with external cover in additjon to the 50 per cent. indicated in clause 
35 of the Bill. It is of course 'l1Ilderstood that the whole of the 
Government's gold holding will in any case be handed over. Apart 
from this, if there should be any margin of other external assets 
which the Government at the time when the Bank is set up did not 
consider it necessary to hand over to the Bank and which it would 
consequently retain for its own purposes, the Government of India 
provisionally consider that the most suitable alternative method for· 
appropriating any such surplus would be to transfer it as an open
ing balance to the Silver Redemption Reserve proposed above. 

7. As regards the third point in paragraph 25 of the Lon
don Report (vide paragraph 2 of this Memorandum), the Govern
ment of India do not consider it necessary to make any specific pro
posals regarding the utilization of any hypothetical profits on the 
revaluation of gold. Such profits might arise in two ways: 

(a) There might be sales, in which case there might be a 
considerable premium representing tM difference betwcen the mar
ket price and the statutory price as indicated in clause 33 (4) of the 
Bill. 
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(b) When the time comes to adopt a permanent currency 
,standard as contemplated in the preamble to the Reserve Bank Bill, 
the new valuation as compared with the valuation at the old parity 
.as adopted in clause 33 (4) might be such as to show either a paper 
.gain or loss .. 

8. As regards alternative (a), sales are very unlikely and un
lcss they were for a very large amount, the profit on them would 
not bc sufficient to alter the dividend payable to the shareholders, 
in which case the whole of the profit on such sales would accrue to 
·Government under clause 44. The Government of India do not 
· consider it necessary to legislate for this highly hypothetical con
tingency. 

9. As rcg"rUs altemative (b), if there was a revaluation, 
,.clause 33 (4) of the Bill would require amendment, in which case it 
would be open to the Legislature to make a further amendment of 
the Bill so as to ensure that the whole of the profits or losses on 
such rc\'aluation would accrue to or bc borne by Government. If 
· thcrc wcre profits, the actual manner in which any such hypotheti-
· cnl profits would be utilized is a still more hypothetical question o~ 
which it appears to the Government of India to be even less neces: 

· sflI'y to fomlUlntc any specific scheme. It is obvious that any such 
pflper gain should not be swallowed up in ordinary revenues but 

· should be' de\'oted to some currency purpose and this most probably 
would take the form of an additional fortification of the Silver Re
tll-mption Re.en·e. That, howe\'er, is a matter which could be left 
to be decided at the time. 

10. The Go\'ernment of India til('rdore do not consider that 
any pro\'ision need be made in the present Bill with respect to these 
recommcmlntions of the London Committee, but they would suggest 

that a note might be made in the rt>port, po.. ... ~bly on clause 33 (4), 
on the lilies indicated in the preceding paragraph, rt>garding the uti
lilstion of any hook gain or loss 011 gold, while they would also be 
glad to hs\'e the \'i(,\\'8 of tile Committee on the scheme for a Silver 
Redl'mption Fund set out in parsgrsphs 4 and 5 of this Memoran-

-dum. 

IV 
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THE 

RESERVE BANK OF INDIA 
(ACT II OF 1934) 

Received Governor-General', Assem 6th March 1934. 

An Act to constitufe a Resel"fJe BanR of India. 

Whereas it is expedient to oonstitute 80 Reserve Bank" 
for Iudia to regulate the issue of bank notes and the keeping 
of reserves with 80 view to seouring monetary stability in· 
British India and generally to operate the ourrenoy anel 
oredit By stem of the oountry to its advantage; 

And Whereas in the present disorganization of the 
monetary systems of the world it is not possible to deter. 
mine what will be suitable 80S 80 permauent basis for the 
Indian monetary system; 

But Whereas it is expedient to make tempora.ry provi
sion on the basis of the existing monetary system and to 
leave the question of the monetary standard best suited tl> 
India to be oonsidered when the international monetary 
position has beoome suffioiently olear and stable to make if> 
possible to frame permanent measures; 

n is hereby enaeted as follows:-

Sholt title, u· 
teat lad CQIll. 
Dleatealeat. 

CHAPTER I. 

!'BETJlrINABY. 

1. (1) This Aot may be called the Re
serve Bank of India Aot, 1934. 
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(2) It extends to the whole of British India, including 
British Ba.luchistan and th!l Sontha! Parganas. 

(3) This section shalI come into force at once, and 
the. rer,naining. proyisions: Q{ tpis ,Act ~ha:1I come into force 
()n Buoh date or dates as the Governor-Ganeral-in-Council 
~Day, by notifica.tion in tbe -G.~7.ette of I ndia, appoint. 

NOTES. 
The Preamble.-Object of preamble-: "The preamble of a statute 

'has been said to be a good means to find out its meaning, and is as it 
were, a key to the understanding of it; and as it nsually states or pro
fesses to state the general object and intention of the Legislature in 
passing the enactment, it may legitimately be consulted for the purpose 
-of solving any ambiguity or fixing the meaning of words which may 
have more than one, or of keeping the effect of the Act, within its real 
scope, whenever the enacting part is in any of these respects open to 
:.ioubt." (MaxweU on 'Interpretation on Statutes' 6th edition pp. 77-78), 
But the preamble cannot either restrict or extend tbe enacting part 
when the language and the object and scope of the Act are not open to 
<toubt (ibid p. 82). The modern rule is that where the enacting part is 
-explicit and unambiguous, the preamble cannot be resorted to, to 
-control, qualify or restrict it ; but when the enacting part is ambiguous, 
-the preamble can be referred to, to explain and elucidate it. To qnote 
Lord Halsbury, ~'Two propositions are quite cIear-one that a preamble 
-may afford useful light as to what a statute intends to reach, and 
another that, if an enactment is itself clear and unambiguous. no 
,preamble can qualify or cut down the enactment". Powell v. KemplolJ 
Park Race Course Co. (1899) A. C. 143 (157) 

The preamble to the present Act indicates in para one in very wide 
-terms the purposes for which the Reserve Bank of India is constituted. 
"refers in para two to the difficulty of adopting at the present time per
manent measures with regard to the monetary system of India. and 
-while expressly leaving the question of framing permanent measures to 
a future occasion. states in para three that it is now expedient to make 
-temporary provision on the basis of the existing monetary position. 

Para I.-The purpose for which the Bank is constituted is stated to 
be (I) to regulate the issue of bank notes and the keeping of reserves 
with a view to achieve mobetary stability and (2) generally to conduct 

• the currency and credit system of tbe Country to its advantage. Mean
ing by monetary stability. stability of the value of tbe currenc;y both 

internally and extema1ly. internally through a stable level' of general 
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. prices and externally through stability of its exchange value~ the pream-
ble assumes that such stability can be secured through regulation of y' 

the issue of bank notes and of the keeping of reserves, tbe reserves 
referred to being the curre!1cy reserves provided in Section 33 
and 'the' banking reserves in Section 42. The preamble also states 
in unambiguous terms that the Bank's operation of the currency and 
credit system of the country is to be to its advantage and not to the v 

. advantage of any other country. 

The Primary Talk of the RaDk.-"The goal of aU monetary policy is 
the achievement of stability of the purchasing power of the monetary 
unit, and the condition under which the sole right of note i$sue is 
entrusted to the Bank must clearly be the obligation to maintain stable 
the purchasing power of the rupee, both internally and externally. This 
stability will finel e~pression internally in the stauility of the general 
level of commodity prices, and extemally in the stability of theplfr- -
chasing power of the monetary unit in relation to gold, and consequently 
in relation to all exchanges with countries whose currencies are linked 
to gold through either a gold or a gold exchange standard. To assure 
this stability, it is indispensable that the obligation should be put upon 
the Bank at all times to buy and sell gold at fixed prices which are laid 

. down in the charter." "What is the 
machinery which enables the Reserve B~nk to undertake this obligation? 

/1-1< '"'-, 

The sole right of note issue, and the stoppage of all further issues of "'
money by the Government of India except through the Bank, coupled < 
with the power to impose upon the country a judicious credit policy- c. 
these give the Reserve Bank the means to control the volume of the mone
tarycirculation in India, and thus to stabilise the purchasing power of the 
monetary unit." (C""etlCy COlllmissio .. (1926) R'POI"I, paras 114, lIS.) 

Para Z: P ........ t Disvtuisatioa of the MOlielary SJllelDJ of the WorId.
- Of no country of the world can it now be said that its monetary system 
is definitely on a particular standard or that it is free from uncertainties . 

. Of the 6S nr so nations which partook in the World's Monetary and 
Economic Conference in June-July 1933, not a few can be said to possess 
a stable monetary standard. A survey of the monetary position of the 
world early in 1934 about the ~inu when the Reserve Bank of India 
Act was passed, would show that out of SO important commercial 
nations more than thirty were officially off the gold standard, of which 
fourteen had introduced complete foreign exchange control while most 

. of the other sixteen were e.",erci>ing some measure of unofficial regula
tion of their exchange rates. Nine countries were still nominally OIl 

the gold standard and were attempting to maintain their gold parities 
by Olean. of official contru1 measures of varying degrees of stringency 

.- and with a decidedly une\'eD degree of success. But in many of them 
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the measures of control were only partIy effective and the currency
units were in fact depreciated. Even in the countries that have re-
mained on the full gold standard limitati ons have been imposed on its·. 
free operation with .a. view to safeguard their gold reserves. In the 
U.S.A. which is undoubtedly the most vital factor in the international.. 
monetary system, .dramatic changes have been taking place for the· 
past nearly one year, making it . practically impossible for any other 
country to determine what will be suitable as a permanent basis for its· 
own monetary system. 

Permanent B .... is.for Indian Monetary System not DOW po •• ible.-Whether· 
the monetary system of India should be based on any variety of the 
gold standard or should be linked to sterling and maintain a sterling 
exchange standard or should have a managed currency with reference to . 
the internal price level, or international price level or be linked to any 
kind of international monetary system with or without gold as its basis,. 
is not a matter which in the present unsettled monetary condition 
of the world. can possibly be decided. As para three of the· 

V" preamble says, we have to wait until the international monetary position 
becomes clear. 

Para 3.-This gives effect to the report of the London Committee· 
on Indian Reserve Bank legislation which stated that .. In the pre
valent state of monetary disorganisation throughout the world, it is· 
impossible to incorporate in the Bill provisions which would necessarily 
be suitable when monetary systems generally have been recast and 
stabilised. In these circumstances we consider that the only sound 

V course for India is to remain oli the sterling standard. On this basis . 
the exchange obligations incorporated in the Bill must necessarily be in 

v accord with the rupee-sterling ratio existing at the time when the Bill 
is introduced .. 
We are all agreed that it should, in any case, be made clear in the 
preamble that the whoie question of the monetary standard best suited 
to India will have to be reviewed when the international monetary posi
tion has clarified itself and become sufficiently stable to make it possible 
to frame more permanent provisions" (para 19). 

The framers of the Act have accordingly recommended that 
temporary provisiOD may be made on the basis of the existing 

• monetary system, viz., the sterling exchange standard. It is in con
formity with this that Section 55 (2) is enacted providing that when the . 
I Bank finds that the international monetary position has become clear 
i and stable it shall teport its views to the Governor-General-in-Council. 

Positia. of Cavemar-CeneraJ.iD·CoDBcil.-While the number of the 
$eCtions in the Act is sixty-one, the number of times the name of the· 
co 
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· Governor-General-in-Council occurs in the Act is nearly eighty four. p~",,,,,,, 
He is given direct powers of interference in various matters, such as the 

· appointment of Governor, Deputy Governors, nominated Directors etc., I 
and his previous sanction is required in other matters. He has ultimate 2-

.power of superseding tbe Central Board when it fails to carry out it$ 3 
· obligations and his order is necess\uy to place the Bank in Iiqui- ~ 
· dation. 

Tbe reasons for giving the Governor-GeneraI-in-Council supreme 
· powers under the Act are twofold. In the first place, he has to safe
guard the interests of Government whose money, remittance, excbange. f 
and banking transactions are entrusted to the Bank which is not a 
Department of the State and is for all practical purposes, independe';t 
of Government control. Secondly and more importantly he has to 
safeguard the interests of the public and see that the Bank functions ,.,. 
efficiently and exclusively in tbe public interest. There is no other 
proper authority in the Indian constitution wbich can safeguard these 
two fundamental interests. What will be the authority tbat will take 
the place of the Governor-General-in-Council under tbe new Constitutioa 

· cannot now be stated until the Constitution Act is passed by the Impe
l"ial Parliament, 

AmeDdiD. the Act.-There was a good deal of controversy about tbis, 
both during the Joint Committee's sittings and during the discussion in 
the Legislative Assembly on the motion to consider the Bill as recom
mended by the Joint Committee. \Vhile it is premature to say any
thing definitely about the exact powers of tbe Indian Legislature to p 
amend the Reserve Bank of India Act, until tbe new Constihltion Act 
is passed by the Imperial Parliament, it is not without interest to note 
What the Finance' Member with the concurrence of the Secretary of 
State for India said to the Joint Committee viz., that 'There is no 
intention under the present proposa1s that the British Parliament 
should undertake legislation amending the Reserve Bank Act. Accord
ing to the White Paper proposals this would be the function of the 1 
Indian Legislature subject to the prior approval of the Go\'er.lol", 

· General', . 

Local Extent of Act.-The Act extends only to the whole of British 
India including British Baluchistan and the Sonthal Parganas. British 
India is defined in Section 3 (7) of the General Oauses Act to mean 
i'aIl territories and places within Her Majesty's dominions which are for 
the time being governed by Her Majesty through the Go'-emOr-General 

· of India or throllllh any Governor or other officer subordinate to the 
· Governor-General of India". With regard to Burma. the London C0m
mittee stated in their note to this clause .. We ha\'e assnmed that 
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Burma, if separated, will continue to utilise the Indian currency system •. 
if the decision ultimately reached is otherwise, an amendment of this . 
clause will be necessary". (clause 1 (2) Appendix I to Report). 

The Reserve Bank and the Position of the Indian Stat ••. -Sub-section 2 . 
of Section 1 'of the Reserve Bank Act provides that the Act extends to . 
the whole of British India, but unless the States are also included. 
within the zone of its operation, the Bank will fail of its purpose. As· 
British India money is legal tender throughout India, the Bank will not 
be in It position to maintain stability of the monetary system unless it 
is in a position to regulate the volume of currency and credit for the' 
whole of India. Factors leading to a greater or a smaller absorption of 
currency or credit by the States such as the financial operations of the' 
States' Governments, changes in the hoarding or banking habits of the· 
~tates' people and Princes, changes in the methods of private and 
public economy in the States, a greater or smaller resort. to the use of . 
local currency in such States as Hyderabad, Travancore and so on are 
likely to affect the powers of control of the Reserve Bank over' 
the country's monetaty system. Unless the banks in the States whe-

; ) ther having a branch in British India or not are also included among the' 
Scheduled banks and brought under control, and the minting and. 

,; ) coinage privileges of such of the Ruling Princes as still possess them 
. completely taken away from them, there will not be that amount of 

unity of policy in the regulation of currency and credit which may be . 
necessary for the Central Bank to secure monetary stability. In the' 

v' interests of the States themselves, which are in many respects economi-· 
caDy more backward than British India, their union with the latter for . 
the purpose of having a united system of ourrency and credit will be an 
unmixed good. The Indian States Committee (1928-29) hve also· 
emphasised the advantage of a united system and stated .. We are· 
strongly of opinion that the multiplication of different currencies in . 
India is hostile to the best interests of the States and to the country . 
as a whole. We have heard of one State where the currency has been. 
l!'anipuIated with such results that trade has been seriously affected" •. 
Report (p. 41.) 

v' The States have therefore to be advised or, if necessary, prevailed 
npon, by the Paramount Power in the exercise of its Sovereigu power' 
of intervention for the economic good of India as a whole, to extend 
the operation of the Reserve Bank Act to their territories also. The' 
existence of such a power is unambiguously affirmed in the States Com
mittee Report (p. 30.) 

{

As it is, the Act is very. defective in its references to and distinction. 
between .. India" and' British India ' which may lead to various legal/. 
4ifIicuities ;- • 
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The preamble para 1 begins by saying that it is expedient to con~ 
stitute a Reserve Bank for India, but recites that the aim of the Act 
is to secure monetary stability in British India and operate the currency 
system of the country to its advantage leaving it vague whether 'the 
country' denotes' British India.: or the whole of India. Para 3 of the 
preamhle speaks of the monetary standard hest suited to India but S. 
1 (2) extends the Act to the whole of British India only. S. 2· (e) con
fines the definition of Provincial Co-operative Bank to Societies in 
British India, thus excluding Co-operati ve Banks in the States. 

S. 4 (3) provides that those persons can be shareholders who 
have their principal places of business or are domiciled in India, thus. 
exten<ling the right to hold shares, to the Princes and peoples of the 
States also, and Schedule 1 includes in the areas to be served by the 
various share registers all the Indian States without any reservation_ 
But S. '(3) (e) would seem unintentionally toexc1ude companies. 
incorporated or registered under an Act or Regulation of a State in. 
India, while including foreign companies outside India. 

S. 6 permits the B.mk to have branches or· agencies anywhere in 
India thus including places in the States. Here it is perhaps open to 
question whether the Bank whose sphere of operation is by S. 1 (2) 
extended ouly to British India, can transact any· business outside 
British India by having branches there, without an express statutory 
provision to that effect. 

S. 17 (I) authorises the Bank to transact business for the govern
ments of Indian States also. 

S. 17 (2) (a) and (b) permit the Bank's dealing in bills of exchange 
and promissory notes payable in India (thus including the States also)_ 
Here again it has to be noted that under the law of British India bills 
drawn or payable in the States are according to S. 12 of the Negotiable 
Instruments Act, foreign bills governed in certain essential matters by 
the law of the place where they are made as provided in S. 134 and 13S 
of the same Act; and as for decrees obtained in respect of them exetU
tion is not possible as the States and British India treat one another as 
• foreign countries'. Unless therefore the whole of India has a nnified 
system of law and judicial enforcement, it is dangerous for the Reserve 
Bank to deal in bills payable in the States. as the liquidity 01 its assets. 
is liable to be hampered on account 01 legal difficulties and delays. 
Tbis difficulty is apparently recognised in relatioo to the assets 01 the 
Issue Department. (S. S3 (3) 1. where the only bills and promissory Dotes. 
permitted to form part 01 the assets are those payable in British India.. 

S. 20 authorises the Bank to tr..nsact central banking business OD 
beha1f of States. approved by the Governor-General-in-Council.Tbis. 
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may make it necessary or convenient for the Bank to ha"e branches or 
agencies in those States. 

S. 22 says that the Bank will have the sole right of note issue in 
:British India and would thus seem to exclude the States from the bene
nts of such issue. The States except Hyderabad have also not got the 
power to issue currency or bank notes of their own. But S. 26 makes 
the notes legal tender only in British India while Ss. 31 and 32 protect 
-the monetary character of the notes only against persons in British 
India. Unless each State adopts these provisions within itself, the 
power of the Bank to so regulate the note issue as to secure monetary 
~tability will be considerably weakened. 

S. 33 (5) requires that the Bank shall hold 17-20ths of its gold assets 
:in British India (so that any holding in its branches or agencies in the 
States will not count for the purpose of this section). But the form of 
xeturn given in the Fifth Schedule to the Act, ignores this and speaks of 
gold held in India and 'outside India' thus making no distinction bet
ween gold held in British India and in the States. 

S. 42 (1) requires that for the purpose of determining the liabilities 
of a Scheduled Bank, its liabilities in the whole of Iudia (including 
the States) have to be included, and it is required to m~ke the statu
tory return relating to its banking transactions over the whole of India 
[So 42 (2)]. While this will affect banks like the Bank of Mysore 
having branch offices in British India, a bank in a State, having no 
such branch office will wholly escape, as S. 42 cannot operate outside 
British India as per S. 1 (2); and to this extent the credit system of 
the country will be out of the Bank's control. [see also S. 42 (6) and 
55 (1) (a) ]. 

S. 48 (1) does not exempt the Bank from levy of States' Incometax 
on the profits of its branches or agencies in the States. 

These points are mentioned here simply to show the necessity of a 
llIliform system of currency and credit and unification of the laws rela
ting to same for the whole of India .. The present writer has not had 
~ither the facilities or the time required to investigate the question of 

I the Bank's relation with the States in full but ventures to suggest tlie 
following matters for considerations :-

(1) By arrangement with the major States, the Bank should open 
.; branches or agencies in important places, and undertake to transact all 

:financial business for them. The States governments should agree not 
-to carry out thell financial operations such as the raising of loans, etc., 
ucept through the Bank and should also keep their balances with the 
Bank.' This will enable the Bank to control the Currency and credit 
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system of the country more efficiently than' it otherwise' could and at 
the same time secure advantageous terms to the States. 

(2) In the assets of note issue, securities of the States, approved 0/ 

by the Governor-General-in-Council and having a maturity of not more 
than five years and fully guaranteed as to principal and interest may 
also be included up to a fixed proportion. As the Bank's notes will be 
current legal tender in the States also, this is quite a proper asset for 
backing the note issue. 

(3) In order to make the Bank a thoroughly Central Bank for the Ii 
whole of India, it is also desirable that at least 2 of the Directors of the 
Central Board and two members of each of the Local Boards are repre
sentative of the States. If no one of the elected Directors is such a 
representative, the Govemor-General-in-Council may so exercise his 
power of nomination as to bring about this result. 

Definitions. 
2. In this Aot, unless there is a.ny thing 

repugnant in the subjeot or oontext,-

(a) ., the Ba.nk" mean5 the Reserve Bank of India. 
·constituted by this Aot ; 

(b) "the Central Board" means the Central Board 
of Directors cf the Bank; 

(c) Ie provincial co-operative bank" means the prin
-oipal sooiety in 1\ provinoe which is registered or deemed to be 
registered under the Co-operliotivEI Sooieties Act, 1912 
or any other law for the time being in foroe in British 
India rolating toco-operative societies and the primary objec' 
-of which is the financing of tbe other societies in the province 
whioh are or are deemed to be so registered: 

Provided tha\ in addition to suoh principal society in 
a provinoe or where there is no suoh prinoipal society in a. 
-province the Local GoverDment may declare any oen\ral 
.co-operative sooiety in that provinoe to be .. provincial co
-operative bank within t.he meaning of t.his definition; 
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(d) "rupee coin " mea.ns silver rupees which a.re lega.l 

tender under' the provisions of the India.n Coinage Act,. 
1906; a.nd 

(e) "scheduled bank" means a. bank included in the' 
Second Schedule. 

NOTES 
UnI ... there is anything repuguant in the lubject or coutext.-This is· 

an important qualification which is likely to be forgotten but has to be 
borne in mind. For example in Sections 42 (1) Explanation, the ex-, 
pression' the bank' cannot mean the Reserve Bank which is obviously' 
distinguished from it, but only means a scheduled bank . 

• The Central Board'.-The definition of this term is merely orna
mental if not pedantic and is utterly superfiuous. Wherever this term, 
is used it is perfectly.clear from the context that by 'the Central Board' 
can only be meant the Central Board of Directors of the Reserve Bank 
of India and not anything else. Occasionally the term' the Board' is ' 
simply used to signify 'the Central Board' as in Sections 8 (5), & 30 (2) • 

• Provincial Co-operative Bank'.-This definition is important for the· 
following Sections; 17 (2), 17 (4) (e) and (d), 33 (3) and 44. 

An analysis of the definition shows that for a Co-operative Society 
to come within the definition three condition. are necessary : 

() that it must be the principal society in a province or be-· 
ing a central ciH>perative society other'· than the principal mety,. 
declared by the Local Government of the province where it is situate· 
til be treated as a provincial co-operative society. The proviso enables not 
only the principal society in a province but also an ordinary central c0-

operative mety in approved cases to get into direct contact with the' 
Reserve Bank. 

(2) that it must be either registered or deemed to be registered. 
under the Co-operative Societies Act 191~ or other law in force in 
British India relating to co-operative Societies as in Madras. 

(3) that ita primary object must be the fi .. ancing of the other 
societies in the province. From this it is clear that no co-operative· 
soc;iety of a State outside British India, however well-organised and 
financially strong can be deemed a 'provincial co-operative bank' so as 
to enjoy the privileges given to such a bank under the Act, nnless such 
a mety can get itself registered (which is not possible) as a co-operative ' 
society in any province of British India, so as to enable the Local Gov
ernment there to declare it a provincial co-operative bank, within the' 
meaning of this definitinn. ' 
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Importance 0/ the tlefinition.-Provincial co.operative banks are
interested in the following kinds of b,!siness of the Reserve Bank:-

(a) S. 17 (2) (b) i.e., purchase, sale, and rediscount of bills of 
exchange and 'promissory notes .drawn and payable in India and issued, 
for the purpose of financing seasonal agricultural operations or the' 
marketing of crops. 

(b) S. 17 clause (4) (a) and (d) i.e., the making of loan and, 
advances against the security of stocks, funds and securities (other than , 
immovable property) against bills and promissory notes eligible under' 
S. 17 (2) (b) and against promissory notes of provincial co.operative
banks supported by documents of title to goods. 

In these cases, provincial co-operative banks are given equal pri
vileges with scheduled banks, without the responsibilities or obligations, 
imposed upon the latter under S. 42. 

The Reserve Bank may however under S. "" require a provinciai 
co-operative bank with which it has transactions, to furnish the re
turns required of scheduled banks under S. 42 (2). The object of this, 
provision is only to enable the Reserve Bank to satisfy itself of the 
financial or banking soundness of such provincial co-operative bank._ 

'Province' means the territories for the time being administered 
by any Local Government. [General Cl • .dcl S. 3, (43)]. 

'Local Government' is defined by the Gen. CI. Act S. 3 (29) as, 
meaning 'the person authorized by law to administer executive Govern
ment in the part of British India in which the Act or Regulation con
taining the expression operates, and shall include a Chief Commissioner: 
But this must be read along with the further definition given in Sec. 134, 
(4) of the Government of India Act, which says that" , Local Govern
ment' means, in the c:&$8 of a Governor'~ province, the Governor·in
Council or the Governor acting with Ministers (as the case may require) 
and, in the case of a province other than a Governor's province, a 
Lieutenant·GovernOl'-in.Council, Lientenant·Governor or Chief Com-, 
missioner" . 

Rupee _.-This definition is important fol Ss. 33 (1) and (3), 35" 
36, 38 and 39. 'Rupee coin' includes only silver rupees and not silver hall' 
rupees though they are also legal tender for any amount IlIICkr section 12-
of the Indian Coinage Act nor any other silver coin. As to the conse-' 
quence of this definition see Notes rmder those Sections • 

....... tudv',-This term is explained in S. 12 of the Coinage Act 
where it is stated that silver rupees and half rupees shaD be Ieca1 tender 
in payment or on aa:ount that is to say the ac:c:eptance of which UP 
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: legally compellable in discharge of all debts and other obligations pay
-able in terms of money. It is money of a character which by law a 
· debtor may require a creditor to receive itt payment of debts, in the 
absence of any agreement or contract to the contrary. It is money 
legally tenderable in payment of debts unless the contract calls for 
payment in some specified kind of money, e.g., gold coin of a particular 
standard of weight and fineness d: Feist v Socittie lntereommunale 
Belge D'Electrieite 1934 A. C. 161; In the Report of the Treasury, 
U. S. A., for 1931 at page 616 the following definition of legal tender is 

.approvingly quoted from Bouvier's Law Dictionary: .. Legal tender 
· is that currency which has been made suitable by law for the purposes 
· of a tender in the payment of debts." 

See also Notes under section 26. 

Scheduled BaDk.-This definition is important for the following 
:Sections 17 (2) (a) (Ii) (e), 3 (a), and 42. 

It is to be read with the provisions of S.42 (6) of the Act, em
'powering the Governor-General-in-Council to direct inclusions in and 
· exclusions from the Second Schedule. The defmition requires two 
things :-

(1) that it should be a bank and (2) that it should be included in 
the Second Schedule. Thus mere inclusion in that schedule will not 

· make a non-bank a bank, though it is uulikely that such inclusion will 
take place. 

The term' bank' is not however defined in the Act, except that in 
· S. 42 (6) (b), it is stated that for the purposes of that Section' bank' 
means a company registered under S. 2 (2) of the Indian Companies 

· Act, or by or under any law in force outside British India. 

CHAPl'ER II. 

INCORPORATION, SHARE CAPITAL, MANAGEMENT AND BUSINESS. 

Establishment 3. (1) A Bank to be called the Reserve 
,and incorporation Bank of India shall he constitnted for the 
of Reserve Bauk. 

. purposes of taking over the management of 
i) the currency from the Governor-General-in-Council and of 
i/)-oarrying on the bnsiness of banking in accordance with tbe 

. 1>rovisions of this Act. 
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(2) The Bank shall be a body corporate by the name 
of the Reserve Bank of India, having perpetual succession 
and a. oommon seal, and shall by the said name sue and be,· 
sued. 

NOTES. 

Object of utablilbiD',the Bank.-It is (1) to take over the manage-" 
ment of the currency from the Governor-General-in-Council and (2) to 
carry on the business of banking in accordance with the providons of
tbe Act. The Governor-General-in-Council is not hereafter to issue or 
manage any kind of currency-paper or metallic (See Sections 22 (2) and. 
38) ; and the Indian Paper Currency Acts are accordingly repealed by 
Section 60 of this Act. The term 'currency' includes any form of money 
wbich serves as a medium of exchange and passes from bearer to bearer' 
without indorsement (Encyclopedia of Banking and Finance). 

Compare this Section with the preamble para 1 which states that 
the object of constituting the Bank is to regulate the issue of bank 
notes and the keeping of reserves with a view to securing monetary' 
stability and generally to operate the currency and credit system of the -
country to its advantage. For the kinds of banking business which the" 
Bank can and cannot transact see 5s. 17,18 and 19. The term "busi
ness of banking in accordaDce with the provisions of this Act" is wide 
enough to include"all tbe purposes mentioned in tbe preamble. But 
the business of tbe Bank is confined to central banking functions only, " 
and it cannot do any business which is not authorised by this Act that v 
is to say whicb an ordinary commercial or other bank caD carry on. 

Sub-oectioa (2).-Regulations may be made as to the official 
seal, the manner and effect of its use. the manner and form of 
contracts to be executed by the Bank etc: See S. 57 (2) (k) & (I). 

Body corporate haviD, perpetual sucCessioa ad a commoa 1eaI.-A 
body corporate or corporation is not a mere collection or aggregation of 
individual units, but is. in contemplation of law, a persOfi dis
tinct from the members or shareholders wbo are interested in it-a 
metapbysical body-a mere abstraction of law, without any physical 
existence. (C/. G. E. Rail Co. vs. T_ 8 C/o, App. 152; Flikroft's cau 
III th. D. 536.) 

SIIits by ad aaaiut the 1Iaak.~The Bank shall sue and be sued in 
the name of the Reserve Bank of India as a corporate body. As to
suits by and against COrpoRtioos, Order XXIX Rules 1 to 3 of the
Code of Civil Procedure provide :-
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"I. In suits by or against a corporation, any pleading may be 
-signed and verified on bebalf of the corporation by the secretary or by 
any director or other principal officer of the corporation who is able to 
depose to the facts of the case. 

9. Subject to any statutory provision regulating service of process. 
where the suit is against a corporation. the summons may be served-

(a) on the secretary. or on any director.,or other principal officer 
-of the corporation. or 

(b) by leaving it or sending it by post addressed to the corpora
tion at the registered office. or if there is no registered office then at the 
place where the corporation carries on business. 

3. The Court may. at any stage of the suit, require the personal 
appearance of the secretary or of any director. or other principal officer 
of the corporation who may be able to answer material questions 
relating to the suit." 

The expression used in the section is 'sue and be sued'. In a 
similar Section of the Federal Reserve Act (U.S.A.) (5.4) the expression 
used is 'sue and be sued. complain and defend, in any court of law or 
equity'. In the present Act, S. 32 (2) authorises the Bank to institute 
<:omplaints under that Section. 

The name 'Reserve Bank of Indi.'.-The name was suggested by the 
. Currency Commission (1926) Report para 92. In order to prevent 
fraudulent use of the name by any company, Section 61 enacts that 
Section 11 (3) of the Indian Companies Act should be so amended as to 
include the words 'Reserve Bank' also among the words which a company 

-Tegistered under that Act should not use as its name, wholly or in part • 

Sbare capital. 
share registers and 

_.shareholders. 

./ 4. (1) The original share capital of the 
Bank shall be five crores of rupees divided 
into shares of one hUDdred rupees each, 

whioh shall be fully paid up. 

V (2) Sepa.rate registers of shareholders shaH be maintain
-ild at Bombay, Caloutta, Delhi, Madras and Rangoon, and a. 
separate issue of sbares shall be made in each of the areas 
served by those registers, as defined in the First Sohedule, 
fIond shares shaH be trausferable from one register to 
'flonother. 
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(3) A shareholderahall he qualified to he registered as 
· suoh in any area. in whioh he is ordinarily residen't or has 
·his principal pla.oe 01 business in' India, but no person ahail 
be registered as a shareh-older in more than one register; 

'and no person who is not-

(a) domiciled .in. India and either an Indian subject 
· 01 His Majesty, or So subject of a Stltote in India, or 

(b) a British subject ordinarily resident in India and 
·domioiled in tho United Kingdom orin any part of Hi~ 
Ma.jesty's Dominions the Government of which does not 
disoriminate in any way against Indian subjeots of His 
Majesty, or 

(c) a oompany registered nnder the Indian Companies 
Aot, 1913, or a Booiety registered under the Co-operative 
Sooieties Act. 191~, or any other law for the time being in 
· foroe in British India relating to co-operative societies or a. 
soheduled bank, or a corporation or oompany inoorporated 
'byor under an Aot of Parliament or any law for the time 
'being in foroe in any part 01 His Majesty's Dominions the 
government of whioh does not disoriminate in any way 
against Indian subjeots of His Majesty, and having a. 
·branoh in British India, 

shall be registered as a shareholder or be entitled 
·to payment of any dividend .on any share, and no person 
-who, having been duly registered as a. shareholder, ceases to 
·be qualified to be ao registered, shall be ahle to exercise 
any of the rights of a shareholder otherwise than for the 
.purpose of the sale ~f his shares. 

(4) The Governor-General-in-Council shall, by notifies.-
• tion in the Gazette of India, speoify the parts of His 

:Majesty's Dominions whioh ilhallbe deemed for the pnr(fOses 
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of clauses (6) and (c) of sub-secHou (3) to be the parts of 
His Majesty's Dominions ill which no discrimination against. 
Indian subjects of His Majesty exists. 

(5) The nominal value of the shares originally assigned 
to the various registers shaU be as foUows, namely :-

(a) to the Bombay register-one hundred and forty 
lakhs of rupees; 

(6) to the Calcutta register-one hundred and forty
five lakhs of rupees; 

(c) to the Delhi register-one hundred and fifteen
lakhs of rupees; 

(d) to the Madras register-seventy lakhs of rupees ;. 

(6) to the Rangoon register-thirty lakhs of rupees: 

Provided that if at the first allotment the total nominal 
value of the shares on the Delhi register for which applica
tions are received is less than one hundred and fifteen lakhs· 
of rupees, the Central. Board shall, before proceeding to any 
aUotment, transfer any shares not applied for up to a 
maximum nominal value of thirty-five lakhs of rupees from' 
that register in two equal portions to the Bombay and the 
Calcutta register . 

...; A Committee consisting of two elected members of the 
Assembly and one elected member of the Council of State to· 
be. electecl"by non-official members of the respective House~ 
sh~ll'b~ associated with the Central Board for the purpose
of inaking public issue of shares and looking after the firs~ 

aUotment of shares. 

(6) In aUotting the shares assigned to a register, the 
Central Board shaU, in the first instance, aUot five shares t() 
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each qualified: applicant who has, a.pplied: for :fiveor.mora 
sha.rss; and, if the number: of snch applicants i& greater 
than one-fifth of the total number of shares assigned to the' 
register, shall determine bflot the applicants to whom the· 
shares shall be allotted. 

(7) If the number of such applicants is less than one
fifth of the number of shares assigned to the register, the 
Central Board shall allot the remaining shares firstly, up to 
the limit of one-half of such remaining shares, to those 
applicants who have applied for less than five shares, and 
thereafter as to the balance to the various applicants in 
such manner as it may deem fair and equitable, having 
regard to the desirability of distribu~ing the sha.res and the 
voting rights attached to them a.s widely 80S possible. 

(8) Notwithstanding anything contained in sub-sections 
(6) and (7), the Central Board shall reserve for and allot to 
Government shares of the nominal valne of two lakhs and 
twenty-thousand rupees to be held by Government for dis
posal at par to Directors seeking to obtain the minimum v 
share qualification required under sub-section (2) of 
section 11. 

(9) If, after 801\ applications have been met in accor
dance with the provisions of sub-sections (6), (7) and (8). 
any shares remain unallotted, they shall, notwithstanding 
atrything conta.ined in this section. be allotted to and taken V 
up by Government, and sbaH be sold by tbe Governor 
General in Council as soon as IOay be, at not less tban par, . 
to residents of tbe areas served b, tbe register concerned. 

(10) The Governor General in. Council shall have DO 

right '0 exercise any vote uuder 'his Ao' by reason of any 
shares allotted to him under Bub-seotion (8) or under Bub
section (9), 

2 
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fleril·Gowllmtlllll1i UDder. fobe; pruvitiOllIl' 0' BlUHeetioll{8)<! 
a6,liilIOWiee IIlia.n, by. 18-88.ie': to: Gd'renlmen&, rlt, pal'" Blndl 

<id'fem,meu"slmll,be:,entill}ed ttl re'pmcmaee at: par aU BUlltt· 

shares held by any Director on his ceasing' rreIil 001' cauS8') 
to hold office as Dif(ctor. 

NOl1S' 
A'Sharello!ller's BItIlk.~The Report of tbe London Committee ontbe' 

Indian'Reserve Bank Legislation' on wbose recommendation th" 'present, 
Act is based stated. "We fully accept the principle that the Reserve

';:Bank sbould be free from any political influence. The best device 
\¥Mcll the' practical ei<perience of other countries bas evolved for' 
aeirieving this object is that tbe capital of the Bank should be:held bY' 

V private sbarebolders, and we recommend, tbat tbisplan should be 
adopted in tbe case of India'." (para 3). 

Historically this section may be said to be the most important. 
Tbe,ce,ntre,Qf controversy in, the course of tbe legislation both .n1927 
and 192K and in 1933 was whether the Bank to be' established should" 
be a Share-bolder's Bank or State Bank. Tbe present Act is based on 

V tile view that share capital affords tbe only satisfactory basis for the' 
~stitution of any Central Bank, care being taken at tbe same time to' 

'!lee that the Bank in its working should ensure the interests of the 
v country as a whole and not the interests of one or other sections of the 

community. Tbe Bank tbougb in name a Shareholder's Bank, is so' 
Vconstituted as to escape tbe possibilities of control by vested interestS, ' 

and carryon its activities entirely in tbe public interest. tbougb it 
\I cannot be said that its management will always be entirely in the 

national interest. The preamble para one lays down unequivocally 
that the Bank is constituted to operate • the currency and credit" 
system of the country to its advantage'. 

SU.seC!ioa (1.)-' Fully paid up' means tbat the full face value of, 
each share shall have been paid in money or money's wortb and that 
lit> further amounts shall be due in respect of them. Cf. Bloom.nthol v. 
Ford, (1897) A; C. 156. 

S ......... (Z.)-TrMsferaIoiIity of ...... fnaa ... ..,;.ter 10 uotIier.-
Transfer of shares from one register to anotheF ,is unrestricted to any" 

• extent. This free transferability may result in very uneven distribu
I) tl<in of the share~ so' as even to make candidates' or electors unavailable' 
. for some of the areas. Further the uneven distribution may' result i~ 



Ifdeven representation in the Central B6ard of Directors also. The Act i i) 
..f<ies not provide for an equitable adjustment when such contirigencies V 
~tj'se. The Joint Committee on the Bill, which was not un;f:ware of 
~his possibility reported as follows in this connection; "It was repre
·,imted to us that shares should not be allowed to be transferred from 
-one register to another because this might lead to certain registers 
being denuded of a large number of shares, thus leaving the holders of 
a comparatively small number of shares to elect representatives to the 
Local Board and thereby to the Central Board. We have come to the 
c6rtcIusion that the advantages of free marketability are so great that v~ 
transfers from one re~ister to another should be freely allowed. We 
fUrther consider that a contingency such., that referred to is extremely V 
unlikely to arise and that a majority of the shares of the Reserve Bank 
when once allotted will be firmly held as a lock up investment by the 
original holders. If, contrary to our expectations, it is found that one 
register is accumulating a large number of shares while another is being 
<lenuded by a really sUbstantial percentage, the Government should 
consider the question of bringing forward suitable amending legislation v 
in order to rectify the position." 

Possible migration of Shares.-Further the transferability from ODe 
register to another may also encourage the frequent migration of shares to 
the area or areas where in any particular year the election of Directors 
=d members of Local Boards is to take place. According to the 
scheme of rotation of elections of Directors provided by the Act [vide 
Sections 15 (4),8 (4) para 2, and 9 (4) and (7)] it is definitely ascer
tainable in which area or areas the elections are to be held in any 
ensuing year; and share transfers can be accordingly manipulatedso. as( 
to increase the number of voters in the register for that area in due time. 

Sub·section (3.)-Who may b. Sharehold.r •. - To be registered as a 
-shareholder or to be entitled to receive any dividend a person must be, 

(1) Ordinarily resident or have a place of business in India and 
(2) Either 

(A) domiciled in India being either an Indian subject of His 
~ajesty or a subject of a State in India. This excludes the Ruling 
Princes of India who cannot be said to be subjects of His Majesty or of 
any State in India and cannot therefore acquire shares in the Bank 

or (B) a British subject residing in India and domiciled either in 
·the United Kingdom or in a Dominion not discriminating against 
I~dians in any manner. In the case of a person coming under this 
category the right to be reg'stered as shareholder or receive dividend 
.continues only so long as such person is ordinarily resident in Indi~. 
The moment he ceases to reside in India, the right is terminated. 
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British subject.-The expressions "British subject" and .. natural
~orn British subject" are defined in Ss. 27 and I, respectively, of th~ 
~ritish Nationality and Status of Aliens Act, 1914 (4 and 5 Geo. 5, C\;l,', 
1,7), as follo",,:s :- ' 

"27 The expression 'British subject' means a per-
son who is a natural· born British subject or a person to whom a certin· ' 
cate of naturalisation has been granted or a person who has become ao 
subject of His Majesty by reason of any annexation of territory" . 

.. 1. (1) The following persons shall be deemed to be natural·bom 
British subjects, namely :-

(a) any person born. within His Majesty's dominions an<L 
allegiance; and 

(b) any person born out of His Majesty's dominions whose father 
was, at the time of that person's birth, a British subject, and who ful-

-'" fils any of the following conditions, that is to say, if either-

(i) his father was born within His Majesty's allegiance or, 

(ii) bis father was a person to whom a certificate of naturalization 
had been granted; or 

(iii) his father had become a British subject by reason of any 
annexation of territory; or 

(iv) his father was at the time of that person's birth in the 
service of the Crown ; or 

(v) his birth was registered at a British Consulate within one 
year or in special circumstances with the consent of the Secretary of 
State,. two years after its occurrence, or in the case of a person born on 
or after the first day of January, nineteen hundred and fifteen, who
would have been a British subject if born before that date, within 
twelve months after the first day of August, nineteen hundred and, 
twen ty-two ; and 

(e) any person born on board a British ship whether in foreign 
territorial waters or not; 

Provided that the child of a British subject, whether that child was 
born before or after the passing of the Act, shall be deemed to have 
been born within Hi:; Majesty's allegiance if born in a place where by 
treaty, capitulation, grant, usage, sutI"rence, or other lawful means" 
His Majesty exercises jurisdiction over Bdtish subjects: 

Provided also that any person whose British nationality i:; con
ditional upon registration at a British Consulate shall cease to be a 
British subject unless within one year after he attains the age of 
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-t\venty-one, or within such extended period as may be authorised in 
special cases by regulations made under this Act-

,(i) he asserts his Eritish nationality by a declaration of retention 
01 British nationality, registered- in such manner as may be prescribed 
by regulations made under this Act; and 

(il) if he is a subject or citizen of a foreign country under the 
law of which he can, at the time of asserting his British nationality 
-divest himself of the nationality of that foreign country by making a 
-declaration of alienage or otherwise he divests himself of such nationali-
,ty accordingly. 

(2) A person born on board a foreign,. ship shall not be deemed to 
be a British subject by reason only that the ship was in British 
1erritorial waters at the time of his birth. 

(3) Nothing in this section, shall, except as otherwise expressly 
-provided, affect the status of any person born before the commence-
-ment of this Act. 

(4) The certificate of a Secretary of State that a person was at any 
date in the service of the Crown shall, for the purposes of this section, 
'be conclusive." 

or (C) a c'lmpany registered in and according to the. law-of 
'British India or the United Kingdom or a nondiscriminating Dominion 
and having a branch in British India. This excludes companies regis
iered in and according to the law of any State in India 

or (D) a co-operath'e society re~istered under the law of British 
lndia. This excludes co-operath'e societies of any State in India. 

or (E) a Scheduled Bank. In thiirrase whatever may be its 
nationality such a bank can be a .hareholder provided it is included in 
the second Sched ule: and it will be so included if it satisfies the provi
sions 01 S. 42 (6) and carries on the bI::liness of banking in British 
India. 

It will be noted tha t unlike in the case of other countries where 
'none but nationals are p"rmitled to hold shares in the Central Bank, 
'here in India. British subjects and subjects of the Dominions are given 

, the same rights as nationals. 
Article 5 of the Bank of J"pan for instance lays down that 'An 

th~ shares of the Bank 01 Japan shall be registered. and the Japanese 
alone shall be entitled to make a sale. a pu",hase. or a transfer thereof: 

• n,e recent report of the Canadian Currency Commission 1933 (presided 
o\'er by Lord llacmill.m) which has recommended a Central Hank for 
Canada also suggests that such a Bank being in the nature of a public 
trust. its stock should not be held by foreigners (Appendix to Report, 
p.98). 
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• Person' in tbis section includes not only an individual.but 3,!1¥ 
.company or an association or body of individuals, whether incorporatfl? 
,or not. [Gen. Cl. Act S. 3 (39») In the same sense it is also used in sec
tions 17 (I), and (14), 31, 32 (I), 40, 41, 55 (1) and 56 (3) ; but in 
section 9 (6), and (7), 10 (I) and (2) and 12 (3) it denotes only natuni" 
persons . 

• Domicile' means the country which is considered hy law to be a 
person's permanent home, 'home' meaning the place or country in
which he in fact either resides with the intention of a residence or 
having so resided continues to do so whether with 01' without the 
intention, or in respect of which he retains the intention to reside 
whether in fact he resides tbere or not. (See Dicey: Conflict of Laws" 
~~~~~ . 

PriDcipal plaee of basin... in India.-A shareholder is qualified to be 
registered only in the register of that area in which he either ordinarily 
resides or has his principal place of business in India. It is not neces
sary that the principal place of business of a person for all the world
should be in India. But what is meant by the expression is that with
in India' if a person has more tban one business office he can be register
ed only in that area where he has his principal office. He may hay:e 
,his Hl)3d office somewhere outside India and only brancbes in this 
country. In the latter case he must state which of the branches ·in 
India he treats as his principal place of business for the purpose of thls. 
sub-section. In the case of certain foreign companies and schedulejl 
banks having their Head offices in the United Kingdom or elsewhere but 
having only branches in important centres in India, it will not be PO!i
sible to say which is their principal plaCC\ of business here. They may 
have to declare which is their principal pl;lce of business in this country. 
if they are to be qualified to be registered as shareholders under this Act-. 

Discrimination by a Dominioa:-This will include every measure legis4" 
tive or administrative which tends to place British Indian subiects in !l
position of disability as compared with that of other non-national!f. 
Discrimination between nationals and all non-nationals caonot be sai!! 
~9 be discrimination within the meaning of this section. But discrimi
nation for instance by the South African Government, between Britis\l 
subjects and Indian subjects of His Majesty will come within the 
~eaning of this sub-section. Again legislation against Asiatics (including 

'" _, tI.e people of India) while there is no such legislation against European$ 
-- also be discrimination coming within the purview of the su~. 

The principle underlying the dL<qualification of suhjects '/,f 
'''&' D~lI!i.JIions was thus stated by the Joint Commit.t~. 

'~epared to accord full eqoality of treatment to Uoit~ 
/sh\:jects so long as they are normally resident ~ 
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.India on the ground that the United Kingdom Government . gives the 
same reciprocal treatment to Indians resident t!tere. the case is diffel'eRt 
as regards those Dominions which in various ways apply discriminatory 
provisions to the Indian subjects of His Majesty. We feel that every 
occasion should be, taken to assert the principle that the citizens of 
such Dominions should not be allowed equal privileges in India so 
long as their Governments maintain any measure of discrimination 
against Indians. and we have taken the opportunity of this particular 
.BiIl to give effect to this principle by recommending changes in sub
clauses (3) (b) and (3) (e)." 

Sub·.ectioa 5: AllotmeDt.-'Allotment' ordinarily means the acceptance 
of an application for shares. It involves the appropriation to .. ~ 
applicant of a certain number of shares in response to an applicatiQn. 
Shares so allottedare not. in general, specific shares identified by number, 
numbering' coining only later. As in the case of an ordinary contIact. 
the acceptance of an application for shares to be effective must be un· 
conditional. (see Palmer's Company Law 14th Ed. p. 100.) 

Sub-nctioa 6: Qualified applicut.-This refers to the qualificationS 
required to be registered .as a shareholder. under sub-section 3. TIloagh 
according to that sub section the want of the qualification will only 
disqualify for registration as shareholder and for receipt of dividend. 
the present sub-section extends the qualification for purposes of allot· 
ment also. Among the applicants those who from the panicuiars tbat 
may be required to be furnished along with th~ir applications are found 
wanting in any of the qualifications. will be rejected. 

The term 'qualified applicant' may also include other qualificatioDS 
Jhat may be necessary before applications are accepted, such as pre
payment of the full value of the sbares applied for along with the appli
cation and so on. 

S.b· __ ... tI 11.-This is an ingenious but awkward provision for 
enabling ~he Directors of the Bank to obtain the minimum share 
qualification required of them by section 11 (2). That section requires 
the same qualification for members of Loca1 Boards also. But by some 
oversight the present sub-sections (8 and.ll) are not extended to memben; 
of Loca1 Boards also. So that they will have no means of acquiring the 
minimum qualification at all. if the allotment is to take place in the 
maDDer pro\-ided by sub-section S of the present section. 

That the omission with regard to Local Board members is only d\le 
to oversight is clear from the fact that the total number of shares allot
ted to Government is 2200 which exactly equals the total minimum 
qualilication nquiM of all Directors and Members of Local Boud3 
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taken;together. For Directors alone the total of 600 shares would have 
been enough. The total of 2200 is made up as follows: 

Directors nominated and elected 12 
Local Board members for the five areas at eight each 

40; out of whom 8 being also Directors. the others 
number 32 

TOTAL .. 44 

The minimum share qualification for each being 50 the total thus 
comes to 2200. 

The omission has to be rectified by amending sub-section 8 by add
ing the words 'and members of Local Boards' after the word Directors, 
and sub-section 11 by adding the words 'or member of a Local Board' 
after the word Director in each of the three places where it occurs ill 
that sub-section. 

Snb-.ection 11: Resole and Repnrcb8.e.-The right conferred on 
Government by this sub-section is a statutary right making alienations 

,and transfers either voluntarily or otherwise, contrary to that right 
void, and it is not a mere right of pre-emption. As to the legal effect of 
this see Notes under Section 11 (2) infra. 

Sub-section lO.-Though the Governor· General-in. Council has no 
voting power his right to payment of dividend on the shares allotted to 
him and for which he must necessarily have paid the share value by 
virtue of sub-section I, is not taken away. 

, Goveroment': Tbis term occuring in sub-sections 8 and 9 are not 
defined in the Act but is defined in the General CI. Act S. 3 (21) 
as including 'the Local Government as well as the Government of 
India.' But sub-section 10 makes it clear that it is the 'Government of 

. India' alone that is meant by the term here. 

5. (1) Tbe sbare capitA.l of tbe Bank may be increSlled 
or reduced on tbe recommeudation of the 

Increase and re
duction of sbare 
capitoL 

Central Boa.rd, witb tbe previoutl sanction 
of the Governor-General-in-Council and 

,with the approval of tbe Central Legisla.ture, to sucb extent 
and in suoh manner as may be determined by tbe Bank in 

general meeting. 

('2) The additional sbares so created shall be of the 

nomina.\ va.lue of one hundred rnpees ea.ch a.nd sha.lI be 
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'8ossigned to tbe .various registers in tbe same proportions as 
tile sbAlres cOllstitutiug tbe origiiiAll sbare capital. 

(3) Sncbadditional shares sbali be 'fully paid up, and 
the price at whichtbey may be issued shall be fixed by 
the Central Board with the previous sanction of the'Gover
nor-General.in-Counci 1. 

(4) The provisions of section 4 relating to the manner 
'of allotment of tbe shares constituting the originsl share 
capital sball apply to tbe allotment of such sdditionsl sbares, 
,a.nd existing sbarebolders sba.1I not enjoy any .preferentia.l 
.rigbt to tbe allotment of such additiona.l shares. 

NOTES 

Though the nominal i.e. the face value of each additional share 
;ssued, in the case of an increase of the share capital of the Bank, will 
be mentioned as Rs. 100, the price at which each share will be issued 
may be fixed by the Bank with the previous sanction of the Governor
General·in-Council. It may possibly be fixed with reference to the 
JDarket price of the existing shares. The requirement that .. such 
additional shares shall be fully paid up" will not be satisfied by pay
ment of the full nominal or face value of the shares but the full price 
'fixed for each share. 

For the ordinary commercial meaning of tbe term 'fully paid up' 
see Notes under S. 4 (I), slIpra. 

'CoDtra! LegisiatuR': This under the present constitution ob\'iously 
'means the Indian Legislature as detined in S. 63 of the Government of 
'India Act which says that 'Subject to the provisions of this Act, the 
lndian Lcgi,hture shall consist of the Governor-General and two Cham
bETs, namely. the Council of State ancl the Legislative A.sembly.' 

'The 8 .... ill paera! meetiD&' Sto S. 14. 

Su""-tioa 4.-Though this states that tbe provisions of S.4 relat
ing to the manner of allotment y.'il\ apply, it does not mean that snb
~tion 8 of that section also applies. It obviously means that the pro
'\Olsions as to the manner of allotment to share-bolders will apply and 
'ftUthing more. 
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6. The Bank sball, as soon liS may be, establish office. 
in Bombay, Calcutta, Delhi, Madras an!l 

Offices. branches R d b h' L d d and ageneie.. a.ngoon an - a. ranc ID on on, an mal' 
establish branches or agencies in any otber 

place in India or, with the previous sanction of the GovernOl
General-in-Council, elsewhere. 

NOTES 
Olli ... and Bran.hes.-Unlike in the case of an ordinary compan)l' 

which is required to bave a registered office as provided by 5. 72 of the 
Indian Companies Act, the present section enables the Reserve Bank -tpo 
have offices in the five places where it is also required to maintain share. 
registers. 

Except for this feature and for the obligation imposed by 5s. 40 anil 
41 there does not seem to be difference between a branch and an office 
flOm the point of view of transacting its other businesses. While 
sections 40 and 41 impose a duty to buy and sell sterling at its offices. 
they do not prohibit its transacting the said business also in (ts. 
branches or through agencies. 

Agenci .. out of Indi •. - To establish these, previous sanction of 
Governor-General-in-Council is required. 5. 17CI. (13) whichauthon
the Bank to make agency agreements with Central Banks of other 
countries and with the B. I. 5. or other International Bank must be 
read subject to this section; that is to say, the Governor-General'&. 
sanction wi! be required for such agreements. 

The Bank cannot have offices iu other than the five places specilieit 
nor can it have agencies in places where it has its own offices or branches. 
hut only in other plaus in India or elsewhere. 

7. Th!l genera.l s\lperinl endence and direction of 'be 

Management. 
affairs and business of the Bank shall b$ 
entrusted to a Central Board of Director", 

which may exercise all powers and do all acts anti 
things whioh ma.y be exeroised or done by the Bao~ 
and are not by this Act expressly directed or required '0 be 
done by the Bank in general meeting. 

NOTES 
The section is similar to section 24 of the Imperial Bank of Indill 

Act. All the powers to be exercised and all acts and things to be ~ 
by the Bank are entrusted by this Section to the Central BoaId 91 
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;DireGtors except such ,as are exp~essly directed or req!lired by any pro
visions of this Act to be done by the J;lank in general meeting. The, 
only acts and things so provided are:-

S; 14 providing for an annual and oth'er general meetings, and 
empowering the shareholders a( such meetings to discuss the annual 
accounts, the report on the working of the Bank throughout the year' 
and the Auditors' report on the balance sheet and accounts. . 

S. S (1) Tn case of increase or reduction of share capital, extent 
and manner of increase or reduction to be determined in genera.l 
meeting. 

S. S) (1) Election of auditors and fixing of their remuneration t<>
take place at the annual general meeting. 

Except for these matters eve~thing connected with the adminis
tration of the Bank is entrusted to the Central Board, so that the
expressions 'The Bank' and 'the Central Board' are identical for all 
practical purposes. 

Composition of 
the Central Board 

8. (1) The Central Board shall consist; 
aDd t01'm of office of the following Directors namely:-
of Directon. . ' . 

v 

(a) a Governor and two Deputy Governors, to be ap:
pointed by the Governor-General-in-Council after considera- V 
tion of the recomlnend~tions 1Il \de by the Board in th~t; 
behalf j 

(6) four Direotol'll to be nominated by tbe (}overnor
General-in·Counll.il ; 

(e) eight DirElotors to be elected on behalf 01 the 
,!hareholders OD the various registefR, in the m:r.nner provid
ed in section 9 and in the following numbers, name.ly:-

(l) for the Bombay register-two Directors; 

(ii) for the Calcutta register-two Directors; 

(iii) lor tb.e Delhi register-two Directors; 

(il1) for the Madras register-one Director; 

(II) lor the RangooD rBliister-one Director; and-' 

(d) one government official &0 be Domipa.Led by ~he
p,overoor-Geoerl!>l-in-90;a~cil 
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(2) The Governor and Deputy GovernorS shaH devote 
1;'heir whole time to the affairs of the Bank, and s1mH receive 
-such salaries and allowances as may be determined by the 
-Central Board,with the approval of the Governor General 
ill Council. 

(3y A Deputy Governor and the Director nominated 
under clause (d) of sub-section (I) may attend any meeting 
of the Central Board and take part in its deliberations but 
'shaH not be entitled to vote: 

Provided that when the Governor is absent a Deputy 
-Governor authorized by him in this behalf in writiDg may 
'~ote for him. 

(4) The Governor and a Deputy Governor shall hold 
,office for such term not exceeding five years as the Gover
'Ilor-General-in-Council lUay fix when appointing them, and 
,shall be eligible for're-appointment. 

A Director nominated under clause (b) or el€cted under 
-clause (c) of sub-section (1) shall hold office for fivA years, 
or thereafter u'ntil his successor shall have been duly Domi
'Da.ted or elected, aud, subject to the prOVisions of section 10, 
'shall be eligible for re-nomiuation or re-election. 

A Director nominated under clause (d) of sub-section 
(1) shall bold office during the pleasure of the Governor· 

-General-in-Council. 

(5) No act or proceeding of tbe BOllrd sball be ques
'tiolled on 'the ground merely of the existence of any vacancy 
in, or any defect in tbe con~titution of, the Boad. 

NOTES 
SUb-sectiOD(l) ... d (2) --AppoiDtmeat aDd wanes of Covel'llor ... d Deputy 

• Covel'llon :-After considering the recommendations of the Central 
Board, which may be accepted or rejected. the Governor-General-in

-Council may appoint the Governor and Deputy Governors. whose 
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&alaries, however, are to be detefIllined by the Board w~th the approvaJ. 
of the Govern9r.General.in.CounciL If a Gover~or or Deputy Govern"f 
unacceptable to the ~oard, is apPQinted, a dea,dlock may ensue if. the.· 
Board and the Governor.General.in.Council do not agree over the salary V 
question. The expression "such salaries and allowances as may be deter. 
mined" shows that the salaries etc are not to be fixed with reference to
the offices as such, but only with reference to tbe individuals that are
appointed. If so, unless an appointment by the Governor.General.in··l 
Council is to the satisfaction of the Central Board, the Board may, by 
fixing such ~n unacceptably low salary, become master of the situation. I 

Again it may be noted that the Board alone has the power to fix the 
salary and the Governor·General in·Council may approve or disapprove· 
of it. If both disagree and a deadlock ensues there is no provision in 
the Act to get out of it. An honest disagreement with the Governor-
General.in.Council cannot be construed as a failure on the part of the-. 
Board to carry out an obligation imposed on it by or under this Act, so 
as to invoke the operation oi Section 30 i,,/ra. 

A regulation will therefore have to be made in this connection. 
under Section 5U. 

Sub-'KtioD (1) (<I).-In this connection an assurance has been given 
on behalf of Government that 'in making appointments to the three posts 
of the Governor and the two Deputy Governors, the Governor.General.in •. 
Council accepts the position that at least one shalI be a qualifted Indian' V 
(Legislative Assembly Debates Vol. VIII No.5 dated 27-11-33 page. 
2197). This is what the Joint Committee say in tbis connection: "Many 
of us wished to add a provision that of the three highest posts thus crea
ted (vi,., the Governor and two Deputy Governors) one at least should 
be an Indian. We have, however, been informed that the official memo 
bers in charge of the Bill are prepared t~ gh'e a definite assurance in the 
Legislature that the Government will take account of our representa_ 
tions and that it will be its policy in making the first appointments and: 
thereafter that at least one of the three shall be a qualified Indian. We.· 
are satisfied with this assurance." 

Sub-nctio. (ll (b): GaidianriDcipiefonomiaatiea.-"We have been 
assured that it is intended that tbis power shalI be used to ensure that 
territorial or economic interests "'hicb ha, .. not secured adequate re- v 
presentation in tbe elections sl1311 ba\ .. such inadequacy corrected by 
this means. We do not consider it appropriate to embody in the statute 
any specific pro\'ision for tbe fulfilment of tbis intention, but we consi-. 
der that in tbe instrument of instructions to the Governor-General a II" 
passage should be inserted making it clear that this power should be 
exen:ised in the general manner indicated. abo,.. and in particular to.. 



vscl:~re adeq?at~ represen.tation of the interests of agticnltute and co o~ 
Tahve bankmg If these mterests had not secured sucb representation 
.among the elected directocs." (Joint Committee's Report). 

Sub-aectioD (1) (d).-'Govemmeat Official.' The expression is not 
-defined in the Act but signifies the same thing as the term 'official' de. 
fined in Section 134 of the Government of India Act, as meaning any 
person who is in the Civil Or Military service of the Crown in India. 

Sub·sedioD (3). Proviso.-The authority to the Deputy Governor' to 
vote for tb.e Governor during bis absence, shOUld be given by the 
<Governor himself, and it should in writing. 

Suth an authority gives also a statutory right to the Deputy 
<Governor to preside at meetings of the Central Board during the absence 
of the Governor. [Section (13) (3)]. 

Such an authority is a power-of-attorney within the meaning of 
Section 2 (21) of the Indian Stamp Act and will have to be on stamp 
paper of the value of Rs. 1-8-0, if executed in any of the Provinces of 
Assam, Bengal, Central Provinces and Madras, of Rs. 2--1H1, in 
.Bombay, Burma or the Punjab, and Re. 1·0·0 elsewhere. 

Sub·section (4). Term of office of Governor and Deputy Governor.-The 
Governor-General in Council while appointing or reappointing a Governor 
or Deputy Governor will have to fix the period for such appointment. 
While the term in each case should not exceed five years, it may be 
any period within that limit. 

The Governor-General-in-Council may, however. remove from 
·office a Governor or Deputy Governor at any time. [Section 11 (1) ]. 

Sub-section (5): Validation of Ad. and Proceedings of Central Board.
The right to question the validity of any act or proceeding of the Board 
is barred only in so far as it is founded merely on the ground.-(I) that 
there was a vacancy amoug the Directors at the time of the act or pro
iOeeding in question or (2) that there was a defect in the constitution of 
the Board such, for instance, as the want of qualification of any kind, 
of one or more or the whole of the Directors, or that there was no valid 
election of one or more, or of the whole of them and so on. 

Though these may not serve as the sole grounds for invalidating 
any act or proceeding of the Board, they may be urged along with other 
grounds such as the want of power to do a particular act. Further the 
provision in this sub-section does not bar a proceeding questioning the 
'Iihlidity of the constitution of the Board itself, or the right of one or' 
more, or all of the Directors' to their respective 'offices. 



. , . 9. (1)' A LoOllol' Boa~ shlill be 0d08ti· 
Local Boards 

~ii, coilstit\ltiod ~ukd for eaCb Of 'fie fivf.IITe88 specifilld·jil 
~iid functions. . . > 

tbe Fif'sII Sel1edlill', tiildllhJ.l1 CClDsistof-' 

(a) five members elected from amongdtitliemselv'eiib1 
tMesharebolders who arB registeted on thl! ri!gisfet"tbl' tba'tf 

. area and a.ra qua.lified to vote, a.nd 

(b) not more tba.n tbree members nominated by tlie 
(Jentral Board fromawongst thesbarebolders registeted oil 
~eregister for tbat area, who ma.y be nominated at any time: 

Provided that tbll" Centra.l Boa.rd'sba.I1 in exetdisiri'g 'tbig 
#Owerof Ilbtniti~tion aitn at securing tbli representa.tion of 
~rritoria.l or economio interests not a.lrea.dy represented, 
8IId in partioular the representation' of a.griculturalinterests 
.nd tbe interests of co-operative banks. 

(2) At an election 01 members of a. Local BOa.rd for 
~hy area, a.ny ltha.reholder who' has been registered on the 
«'I!giilter for' that a.rea, fOr a period 01 not les8 tban six mouths 
~diog witb tbe date of the election, as holding five shares 
lIhall ha.ve one vote, and eacb. sha.rebolder 80 registered a$ 
~lJ.Ving more than five shares shall have one vote for each 
:five sba.res, but subjeot to a. maximum of ten votes, a.nd suoh 
";'otes ma.y be exercised by proxy a.ppointed on each occasion 
(o~ tbat purpose, suoh proxy being himself a. sba.reholder 
"4!ntitled to vote at the election and not being an employee 
~f the Bank. 

(3) 'fhe members of a L")()al Board shall hold office 
Gotil they vaca.te it; uDder sub-section (6) and, subject to the 
provisions of section 10, sha.ll be eligible for Ie-election or 

«e-n"mina.tion, as the c~e may he. 

(4) At any time wit bin three .months of the d&y on 
.ltiell,tbe· :9ireetorB'representillg tbe: BharebO"Ide1'l'0tI('~J 
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register are,du8' to retire under-the provisions of this Aot, 
the,. Central Board shalL direot an. eleotion to be held of' 
members of the Looa.! Boa.rd, ooncerned, and shaH speoify • 
da.tll fro~ whioh the'registration of transfers,from and to the 
registersp~H be s~spended.unti1 the election ha~ taken plape. 

(5) On the issue of such direotion the Looal Board shalt 
give notice of the date· of the eleotion and, shall publish. 
list of shareholders holding Ii ve or more shares, with the
dates on which their shares.were registered. and with their 
registered. addresses, and suoh list shall be available for pur
o,hase not less than three weeks before the date fixed for the 
eleotion. 

(6) The names of the persons elected shall be notified 
to the Central Board which shall thereupon proceed to make 
any nominations permitted by clause (b) of sub-section (1) 
it may then decide to m'loke, and shall fix the date on whicll 
the ou~-going members of the Local Board shall vaoate 
office, and the in-coming members shall be deemed to have-, 
ass\lmed office. on that date. 

(7) The elected members of a Local Board shall 80S soon 
as may be after they have been eleoted, elect from amongst 
themselves one or two persons, as the case may be, to be 
Directors representing the shareholders on the register for 
the area for whioh the Board ,is constituted. 

(8) A Locai Board shall advise the Central Board on 
such matters as may be generally or specifically referred to 
it .nd shall perform such duties as the BOllrd may, by regu. 
lations, delegate to it. 

NOTES 
SalHectioa (1). (b) The Central Board has a discretion to nominat& 

allY nwnber not el<ce,eding th,ree; and though this subsection seems to give 
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the Board discretion to make the nominations at any time, sub-section 
(6) requires the Board to proceed to make the nominations immediate
ly after it is notified of the election of the elected members. 

Sub-aection (2).-The Act does not provide as to how a shareholder 
who is not a natural person, but a firm, company, corporation or other 
legal person, is to exercise his vote. Ally suCg. body will act through 
such agency as may be provided by its own internal constitution. 

Section 80 of the Indian Companies Act provides that .. A company 
which is a member of another company may, by resolution of the 
directors, authorise any of its officials or any other person to act as its
representatives at any meeting of that other company and the person 
so authorised sha\l be entitled to exercise the same powers on behaH of 
the company which he represents as if he were an individual share
holder of thl\t9.t~~rcompany." 

The present s~b~tion lays down:-

(1) That QDly shareholders registered as such in a particuJ~ regis
ter for not less than sill months ending with the date of an I:leclion, call. 

vote at that elect~.· • 

(2) That each sila.re.holder who is so registered will have one N&te 
for each five shareS Qfbi.;;'.:~ III>ne for a fractional part or parts there
of. Any sharehbWet .... Jh. date of voting, has ceased to be 
qualified to be a' ~Id""'withit\ the meaning of Section' (3), is 
not, however,"'entit1tcl. ~.vofe. ~yen though he may.be found in the 
list ofshareholders. ..., "II" • 

, , . \ 
'I .. • 

(3) That the m'l"UnIim '1~ber. of votes exerciseable by any 
shareholder is ten, whatever tlie lIuml\Qr .of shares he may own. 

" II: ,~A '~" " 
(') That the vetes. may p. 8XeIICisIid either in person or by proxy. 

') l~ •• -·!-ft . 

(5) That a proxy appolno.4, (<it a particular occasion and for a 
particular purpose. cannot be avabed of for any other occasion or 
purpose. It will be necessary to appoint a new proxy, in case the 
particular meeting for which it was given is adjourned to some other 
date. 'Each occasion' in the section means 'each occasion for the pur
pose of exercising votes.' This will probably disable a proxy exerc& 
ing the voting power for more than one purpose even at a single meet- . 
ing. In that case. as many proxy papers will be required as there may 
be occasions for voting even at the same meeting. 

(6) That only a shareholder having for himself a right of vote exer
ciseable at that particular election can be appointed proxy, and none 
else. This will be so even where the appointor is a company, corpora
tion or other body. 

a 
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(7) That no employee of the Reserve Bank, even though he may 
be a shareholder having a right of vote can be appointed proxy. The 
expression' employee' is not defined in the Act, but obviously means 
every officer or other person who is in the service of the Bank including 
a Director or member of a Local Board. 

Voting'by ProKy.~A proxy is a 'lawfully constituted agent.' If 
there is an instIument of proxy, it is not absolutely necessary to pro
duce it at the meeting for which it is to be used, unless there is some 
requirement to that effect. Re: English, Scottish and A ustralian Bank 
(1893) 3 Ch. 385. .' 

A proxy paper signed in blank and handed over with authority to 
fill up is effective, if the blank has been properly filled up when the 
-proxy paper has been deposited or used. Sadgrove v. Bryden (1907) 
1 Ch. 318, Ernest v. Loma Gold Mins Co. (1897) 1 Ch. 1. 

Though in a meeting voting may be either personally or by proxy, 
the proxy ought not to be counted when the voting is by show of hands. 

Ernest v. Loma Mins Co. (1896) 2 Ch. 572. But a proxy has a right to 
demand a poll. . 

The same person may be proxy for any number of other share
holders and for the exercise 'of any number of votes on behalf of each 
(subject to the statutory maximum of ten for each shareholder). 

A proxy unless irrevocably made may be revoked. Spillen v. Mayo, 
(English) W. N, (1926) page 78. A shareholder after appointing a proxy 
may attend and vote in person. Such right is paramount to the 
proxy's right. The shareholder's presence does not itself avoid the 
instrument of proxy, but if he votes before his proxy has voted for him, 
he impliedly revokes the proxy. Cousins v. International Brich Co. 
(1931) 2 Ch. 90; .see also Palmer's Company Law 15th Ed. page 173. 
The death of a shareholder who appoints a proxy, revokes it. ibid. 

Form of Proq.-I, A.B. appoint C.D. to be my proxy to vote for 
me and on my behalf at the General meeting of the Reserve Bank of 
India to be held at on the day of for the pur-
pose of (Sd.) A. B. 

Stamp duty .-A Proxy has to be stamped under the Indian Stamp 
Act Sch. I, Article 52 with a Stamp of two annas. 

Sub adiou (4) • due to retire under tbe provisions of this Ad: -In the 
case of the First Directors to be elected for each area, the due dates of 
retirement of their nominated predecessors will be the dates on which 
such predecessors are due to retire as per Section 15 (4). In the case 
of othel'S, the due dates will be five years after their predecessors began 
to hold office. (Section 8 (4) para 2.) 



Sub'lemOD . (7). d t is' not :the. imtiie Local Board '.but: .only the 
elected members thereof, that have to elect from among th~mseI'ves' the 
Directors to the Central Board. 

Dis9uaJifications 
of Duectora and 
members of Local 
Board •• 

10. '(1) No person maybe a Director 
or a member ofa Local Bos.rdwbo~ 

(a) iss. salaried gQvernrD!;)ntofficial, Qr' a" salaried 
offioio.l of a Sto.te in India, or 

(b) i~, or at o.ny time bas b~en, adjudica.ted lion in~ol~ 
vent, or bas suspended payment or bas oompounded wi~h his 
oreditors, or 

(0) is lound luno.tio or beoomes of unsound mind, or 

(d) is an offioer or employee of any bo.nk, or 

(e) is a direotor of any bank. o~ber than a bank, whioq 
is a sooiety registered or deemed to be registered' under the 
Co-opero.tive Sooieties Act, 1912, or I\ny other law for the 
time being iu force ill British Indio. relating to co-operative 
sooieties. 

(2) No two persons who are partners of ~he same mer
oo.utile firm, or are direo~ors of the same privo.te oompo.ny, 
or one of whom is the genero.! agent of or holds 110 power of 
procuration trom tbe otber, or from 110 meroo.nLile firm of 
whioh the other is a. partner, mo.y be Direotors or members 
of 'he same Looa.l Board ab the same Lime. 

(3) No~hiDg in olause (a), !llause (d)' o,r olanse (e) of 
Bub·seotion (1) ahall apply to the Governor, or to. Depuly 
Governor or to the Direotor nomino.ted under olause (d) of 
Bub-seotion (1) of seotion 8. 

NOTES 

p..-.-The expression here means only' natural person' and 
cannot include other legal persons such as a company. corporation or 
other body of persons. See notes under Section 4. . 
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Salaried Government Official, Salaried Official of. State.-' Government 
Official' means a person in the military or civil service of Government 
in India, the term' Government' including both the Central and Provin
cial Governments, according to Section:a (21) or the General Clauses Act. 
It does not include officials in the service of any local bodies such as a 
district board or municipal corporation. See also Notes under Section 
8 (ll) (d). 

, Salary' denotes any remuneration given for work done or service 
rendered, but cannot include a pension which is given for past services. 
It is defined in Wharton's Law Lexicon as 'a recompense or consideration 
to a person for his pains and industry in another person's businsss; also 
wages, stipend or annual allowance.' 

SUb-SectiOD (I) (b): InsolveDcy.-Not only present insolvency but past 
insolvency is a disqualification. The term 'is or at any time has been' 
shows that even if a person was at one time adjudicated insolvent and 
was subsequently discharged or the order of adjudication annulled, he 
would still be ineligible. But it must be noted that the mere presenta
tion, an insolvency petition either by the debtor himseU or by a creditor 
is no disqua1ification. There must be an adjudication as insolvent. In 
the cases of 'suspension of payment' and 'compounding with creditors', 
the disability continues only so long as the condition of suspending or 
compuonding continues. If the person resumes payment or pays his 
creditors in full, he is no longer under the disability. Mere suspension 
of payment or compounding with creditors is not an act of insolvency, 
but is a disqualification under his section. 

Both under the Presidency Towns Insolvency Act (Sections 9 & 10, 
and the Prc>vincia1 Insolvency Act (Sections 6 & 7) the provisions of 
both of which are substantially same, a debtor coDunits an act of insol
vency in each of the following cases, namely :-

(al if, in British India or elsewhere, he makes a transfer of all 
or substantially all his property to a third person for the benefit of his 
creditors generally; 

(b) if, in British India or elsewhere, he makes a . transfer of his 
property or of any part thereof with intent to defeat or delay his 
creditors ; 

(e) if, in British India or elsewhere, he makes any transfer of 
his property or of any part thereof, which would, under these or any 
other enactment for the time being in force, be void as a fraudulent 
preference if be were adjudged an insolvent; 

(d) if, with intent to defeat or delay his creditors,

(s) he de~arts or remains out of Britisb India, 
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(il1 he departs from his dwelling house or usual place of 
business or otherwise absents himself, 

(ii.) he secludes himself so as to deprive his creditors of the 
means of commlmicating with him; 

(e) if any of his property has been sold or in cases where the 
Presidency Towns Insolvency Act applies, attaclled for a period 
of not less than twenty-one days in execution of the decree of any C<>urt 
for the payment oi money; 

(f) if he petitions to be adjudged an insolvent; 

(g) if he gives notice to any of his creditors that he has suspen. 
ded, or that he is about to suspend payment of his debts; 

(h) if he is imprisoned in execution of the decree of any Court 
for the payment of money. 

Explattaliotl.-For the purposes of these Acts, the act of an agent 
may be the act of the principal, even though the agent may have no 
specific authority to commit the act. 

SUb-.ediOIl (1) (e): LllIlae, ad UiliOUlldaeu of Miad.-This does not 
require a judicial finding or declaration that the person in question is a 
lunatic or is of unsound mind. If the Central Board or the Governor
General-io-Council finds him to be under the disability, he may be 
removed under Section 11 (3). If the Governor-General-in-Council or 
the Central Board had acted malafoU or even committed a mere error 
of judgment, they may be liable in damages. 

• Lunatic' is defined in section 3 (5) of the Indian Lunacy Act 
(IV of 1912) as meaning 'an itliot or person of unsound mind: 

What constitute 'unsound mind' is not defined. But the Indian 
Contract Act Section 12 says that a person is said to be of sound mind 
for the purpose of making a contract if, at the time when he makes it, 
he is capable of understanding it and of forming a rational judgment as 
to its effect upon his interests. 

Su ••• dioa (I) (tI) I: (e): Ldu ... of OfIieen, Eaplo~ uti ou-t.n 
of Baab,-The object of excluding from the Central and Local Boards, 
persons connected with any bank is thus stated in the Report of the 
Indian Currency Commission (1926), on whose recommendation the ori
gioalschemefor a Reserve Bank for India was based:-

"The Reserve Bank's principal function being to rediscount bank
able bills held by the commercial banks, it is desirable that the Boards 
of the Reserve Bank should exercise their unfettered discretion in ac
cepting or rejecting such paper, and it is therefore undesirable that Je-
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presentatives of any of the commercial banks should hold the position of 
President, Vice-President or Member of a Local Board or that of Mem
b,er of the yent.ralBoard. A provision ,to this effect should be embodied 
in the charter." (Pa,,,, 96, Report) Sir Cecil Kisch in his book 'Cen
tral Banks' (Page 59) also sp'eaks to the same effed:: "As the dealings of 
the Central Bank willbe:largely with the commercial banks, it is desi
rable to provide 'that the latter should not obtain control of central 
banking policy. The relations of the comme cial banks with trade and 
industry may on occasion colour their views as to what the policy of the 
Central Bank should be., Clea,rly a policy that should be directed by na
tional considerations ought not to be subordinated to the interests of 
the principal custoiners of the Cen tra! Bank." 

1?e term 'bank' is not defined in this Act Or in any other enact
ment. The Currency Commission (Report Para 162) suggested the in
te'l'retation of the terms 'bank' 0 'banker' as meaning "every person, 
firm or company using in its description or title 'bank' or 'banker' or 
'banking' and every company accepting deposits of money subject to 
withdrawal by cheque, draft or order.' They however recognised that 
t\1~ conditions of )ndigenous ,ba"~king: in I~dia 'fquired further conside-
ratwn. ' , 

The present clause of sub-section (1) leave the meaning of the term 
inexcusably vague. If the term simply included the 'scheduled banks' 
the application of the disqualification clauses will be exceedingly simple. 
As it is, the term will have a "ide application. Every Nattukottai 
Chetty or other person who receives deposits from customers, has been 
judicially held to be a banker (See Official Assignee of Madras v. Rama
sami Chet/y, 43 Madras 747). If the term is to be so widely applied 
then very many of the monied persons who may have acquired share.. 
in the ReServe Bank will be excluded. Unless the Act is so amended 
as to confine the term 'bank' as used in this Section, to only 'scheduled 
banks", there will be a lot 'of unnecessary and avoidable difficulties 
and disputes. 

Deliuitions of • bank' and • banker '.-Dr. Leaf, late Chairman of 
WeStminster: Bank; in his booK: on 'Banking' :defines a bank as 'a 
person or corporation which holds itself out to receive from, public; 
deposits payable on demand by cheque. This does not express more 
than one part of the business of a bank; but it does express the chaiac-' 
teristic by which a bank is, to the common apprehension of the public, 
distinguished from other financial institutions. But...... the 
definition only holds good for Great Britain including Ireland as well as 
Scotland, and perhaps the United States. But it would not be applicable 
on the continent, where the use of the cheque is too little developed to, 
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be regarded in nny sense as a fundamental part of the' operation .of a 
bank; and a definition would rather be sought from the discounting of 
bills and the giving of monetary credits: (Page 21). As in the case, 
of the 'continent, in India the cheque-system is little developed so 
that, the last remark in the aboV'e passage applies with equal force to 
India also. . . . . 

Dr. Hart in his Law of Banking" (3rd Ed, Page 1) defines of banker 
as ' one who, in the ordinary course of his business, honours cheques 
drawn upon him by persons from and for whom he receives money on 
current accounts: 

Sir John Paget, another" well-known authOrity s.ys th:l.t no one 
and nobody, corporate or 1therwi;e, can be a • Banker' who does n'lt 
(1) take deposit accounts, (2) take current accounts, (3) issue and pay 
cheques drawn on himself, (4) collect cheques, crossed and uncrossed for 
his customers (' the Law, Banking' 4th Ed. p. 5.) 

The Imperial Dictionary defines a banker to be one who tuffics 
in money, receives and remits money, negotiates bills of .exchange 
and a bank as . an establishment. which trades in money, 
an establishment for the deposit, custody and issue of money, as' 
also for granting loans, discounting bills, and facilitating the trans
mission of remittance from one place to another. 

This last definition has been approvingly quoted in the New Flem
;flgS lie., Co. v. Kessoll1ji, 9 Born. 373 (411). 

The following is a statutory definition of .. bank" and .. banking" 
adopted in an Act, Congress of U. S. A. • By banking' we mean the 
busioess of dealing io credits, aod by a • bank ' we include every person 
firm or company having a place of business where credits are opened by 
the deposit or collection of money or currency, ~ubject. to be paid, or 
remitted upon draft, cheque or order, or ",here money i$ advanced or 
loaned on stocks, bonds, bullion. bills of exchange, or promissOlY notes 
are recei\'ed for discount or sale." (14 Statutes at large p. 115, quoted 
in M. L. Tannan's Banking Law and Practice in India pp. 23-24.) 

. The New York State Banking Law defines a bank as • any do
mo;stic moneyed corporation, other than a trust company, authorised 
to discount and negotiate promissory notes, draft bills of exchange and 

. other evidences of draft; to receive deposits of money and.commercial 
paper; to lend money on real or personal se:urity; and to buy and sen 
gold and sil\'u bullion, foreign coins or bills of exchange: 

It will be seen from these definitions that the guidance to be derived 
from them is by no means clear or conclusive. Having regard to Indian 
conditions, one will find that many mony\ending persons and firms and 
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companies can be said to carty on the business of banking. If so, the 
proprietors, officers and employees in all of them will be disqualified for 
the officers of Directors and members of Local Boards of the Reserve 
Bank.* 

Sub-section (1) (e) : Director.-'-The term does not necessarily indicate 
that the' bank' referred to here is .a bank registered as a company or 
corporation. 'Director' in its wider sense denotes' one who directs' 
and may include also the proprietor or proprietors or manager of a pti
vate banking business. 

Exception of Directon of C .... perative Banb.-While other officers and 
employees of all banks including co-operative banks are disqualified an 
exception is made in the case of directors of co-operative banks only. 

Snb-seelioli (2).-This is adopted from a similar provision in the 
Imperial Bank of Tndia Act, Schedule II Art. 39 (3). 

It only prohibits two Or more partners, or directors of a private 
company, Or principal and agent, or a partner of a firm and an agent 
of the same firm, acting together as Directors or members of the same 
Local Board. It does not prohibit one of them being a Director, and 
another being a member of a Local Board different from that in which 
the Director if he was an elected Director, will also serve as a member 
of the Local Board. 

The provision does not prevent the directors of a oompany other 
than a private company being also Directors or members of the same 
Local Board of the Reserve Bank. 

The policy underlying the provision of this sub-section (2) is to 
prevent cliques influencing the policies of the Bank for their own pri
vate advantage. 

PadDen of a mereaJltile firm.-The term does not include members of 
a trading Hindu joint family. Section 5 of the Indian Partnership Act 
(IX of 1932) provides that "the relation of partnership arises from 
contract and not from status; and in particular, the members of a 
Hindu undivided family carrying on a family business as such, or a 
Burmese Buddhist husband and wife carrying on business as such are 
not partners in such business." • 

Private Compuy.-" private company" means a company which 

(.1 by its articles-
(a) restricts the right to transfer its shares; and 

·For a full discussion of the subject, leeaD article by the preeeut writer in the 
Joumal of tbe Indian Institute of Baoker (October 193'1 Doder tbe title "What 
hl a 'B4nk' or 'Banker' 1" 
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(b) limits the Dumber of its members (exclusive of persons 
who are in the employ of the company) to fifty; anq 

(e) prohibits any invitation to the public to subscribe for 
any shares or debentures of the company: and 

(i,) continues to observe such restrictions, limitations and pro
hibitions: Provided that where two or more persons hold 
one or more shares in a company jointly they shall, for the 
purposes of this definition, be considered as a single mem
ber: (Indian Companies Act Section 2 (13).] 

SUb·aectioD (3).-Tbis keeps open the posts of Governor and Deputy 
Governors to capable government officials and directors and other 
officers of other banks. 

11. (1) 'rhe Govel'Dor-General-in_ 
Removal from . 

and vacatioD of CouOOlI may remove (rom office the Gover- V 
odic.. nor, or a Deputy Goveroor or any nomina-
ted or elected Director: 

Provided that in the case of a Direotor nominated or 
eleoted uoder clause (b) or olause (c) of Bub-section (1) of 
seotion 8 this power shall be exeroised only on a resolution 
passed by the Cen tral Board in that bebalf by a majority 
oonsisting of not less than nine Direotors. 

(2) A Director nominated or elected under clause (b) or 
clause {c} of sub·section (1) ohection 8, and any member of 
a Looal Board shaH cease to hold office if, at any time aftl>r 
six months from the dste of hie nomination or election, he is 
not registerlld as a holder of unencumbered sbares of tbe 
Bank of a nominal value of not less tban five tbousand 
rupees, or if be ceases to hold unencumbered sbares of tba' 
value, and auy suob Director shall cease to bold office if 
without leave from the Governor-General-in-Council he ab
senls himself from tbree consecutive meetings of tbe Central 
Board convened under sub-section (1) of section 13 

(3) The Governor-General-in-Council shall remove from 
office any Director, and tbe Central Board, shall remove 
from offioe any member of a Local Board, if such Director 
or member becomes subject to any of Lbe disqualifications 
specified in sub-section (1) or sub-section (2) of section 10. 
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(4) A Director or member of a Local Board removed or 
ceasing to hold office under the foregoing sub-sections shall 
DOt be eligible for re-appointment eitber as Director or as 
mem ber of a Local Board until the expiry of the term for 
which his appointment was made. 

(5) The appointment, nomination or election as Direc
tor or member of .Local Board of any person who is a member 

V of the Indian Legislature or of a Local Legislature shall be 
void, unless, within two m)nths of the date of bis appoint
ment, nomination or election, he ceases to be sucb member, 
and, if any Director or member of a Local Board is elected 
Qr nominated as a member of any such LE'gislature, he shall 
cease to be a Director or member of the Local Board as 
from the date of such election or nomiuation, as the case 
may be. 

(6) A Director may resign his office to the Governor
General-in-Council, and a member of a Local Board may 
resign his office to the Central Board, and on the acceptance 
of the l'esignation the office shall become vacant. 

NOTES. 
Su .... secti.n (1): ResoIuti.n passed by the Ceat ... 1 B •• rd.-This is the only 

reference in the Act to a resolution of the Board acting by a majority. 
Out of the 16 Directors, 3 being voteless (Vide S. 8 (3) ) 13 have votes. 
and out of this 9 at least must vote for removal of any Director. 

Su .... secti.n (2).-While Section 4'(8) enables the Directors to acquire 
the share qualifications, by purchase of the necessarY shares at par value 
frolll Government, it does not so enable members of Local Boards to 
acquire the qualification. As Section 4 (8) allots to Government 2,200 
shares, of which 600 will be enough for the Directors, and the remainder 
will exactly satisfy the share qualification for the members of l.ocaJ Boards 
other than those elected as Directors, it is clear from this that there 
has been an inadvertent omission of the words • and members of l.ocAJ 
Boards' after the word 'Directors', in Section 4 (8) and the Section has 
to be amended. As the shares to be allotted to any person in the first 
instance are not to exceed five in number, and as the Bank's shares 
will probably be over-subscribed, it may be extremely difficult, if not 
impossible for members of l.ocaJ Boards to acquire th~ necessary share 
qualification except, if possible, by purchase of sbares at prohibitive 
prices in the market, 
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Unencumbered .harea . .,... The Directors anel Membel'$of Local Boards 
are required ,to be registered holders of unencumbered shares of the nomi
nal value of Rs. 5.000. 1his share qualification they can acquire only from 
Government under Section '(8}. Section' (11) however prohibits the 
disposal of such shares except by-re·sale to Government at par. This,: 
means that the Government has a lien on the shares. If so. can they be 
srud to be' unenbutll.l'lered • 7' Ali incumbrance is defined in Wharton's 
Law Lexicon as a claim. lien br liability attached to property and 'this' 
definitiol), has, been, judiciallxapprovedin; jOtles, v. Barnett (1899) 
1 Ch:,page 62\1, ' , " ' " 

This difficulty Cll.ll be avoided only by 'amending this sub~section. so' 
as to includ~ a para. at, end 9f it •• declaring that the ~ght of Gover\lment 
under Section, , (11) over shares disposed o[ by it under Section , (8) is , 
not an incumbrance within tbe meaning of this sub-section. ' 

'Ableace from three eonlecntive meetinp.-There' is no power in the 
Governor-General-in-Council, to condone this absence.' Absence with, 
leave of the Governor-Geoeral-in-Council from any number of meeting& ' 
does not invite the penalty.,rtteleave must have ,been obtained prior' 
to the absence. For other wise. leave obtained, after absence from three 
cOnsecutive mcktiilgs 'will have 'a ctiring effect.' and make the provision 
of the Act effectless. ' 

Convened ';'der -";b.lecti~~ Tl}br: Se'ttioia;IPEvky';meeting of 
the Central Board will have to be convened by the Governot, under 
the power given ,to him,under 6uh-s~tion (II of Section 1~, 'rAnd tpere 
is no difference between meetings convened by the C!iovernor at his own, 
discretion and those ,convened by him on, the requisition of ,three or, 
more Directors under sub-section (2) of Section 13. ' 

• I , : • • ~_ 1 • . ,I r 
If a Director is absent from any three consecutive meetings. in, 

whntever manner convened. the disabilitynpplies. ' 

In the case of an elected Director, if he ceases to hold office as 
Director. will he also cease to hold office as an elected member of the 
Local Board by the elected members of whom he was originally elected? 
Though this Section does not expressly say that he will also vacat~ the 
office 01 member 01 Local Board such a meaning is clear from sub-section 
(3) 01 Section 12, a general reading of which shows that the occurrence 
of a vacancy in the office of an elected Director wiD also result in a 
vacancy-of his position as elected member of the Local Board. 

The consequence of ceasing to hold office applies only to Directors. 
But the Report of the Joint Committee shows that they intended the 
provision to apply to members of Local Boards also. . This is what the 
Committee say:-
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"We have added a provision at the end of this sub-clause for the 
vacation of office in the case of continued absence. It is of the highest 
importance that Directors and Members of Local Boards of the Reserve 
Bank should be ready to give adequate attention to their responsibi
lities." 

When a Director ceases to hold office, or is removed, his office will 
be filled in the manner provided by Section 12 (4). 

Sub-sectioDJ (3).(4), (S),(6).-These provisions apply to all Directors 
and Membersof Local Boards, including the Governor. Deputy Gover
nors and the Government Director. 

Sub-seetiou (5) .-In the case of a Member of the Indian or Local legis
lature, elected or nominated as Director or member of a Local Board. 
he is given two months time to choose between the two. But in the 
case of a Director or Member of a Local Board, elected or nominated to 
any of the Legislatures, he automatically ceases to be Director or Mem
ber of Local Board, because his seeking election or accepting nomination 
to the Legislature is itself evidence of his preferential choice. 

Being member of the Legislature of a State in India is not a 
disability. 

Filling up of vaCllllaes arisi.g under this seetio •. -These are casual 
vacancies to be filled in manner provided by Section 12. 

Sub-section (6).-ln the case of an elected Director who is also a 
member of a Local Board, it is doubtful if he resign his place as 
a Director he will continue to be a member of the Local Board. 

In such Case, Section 12 (4) will apply for filling up the casual 
vacancy. 

12 (1) If the Governor or a Deputy Governor by in
firmity or otherwise is rendered incapable 

Casual vacan-
ci .. and absen- of executing his duties or is absent on lea.ve 
cea. 

or otherwise in circulDstances not involving 
the vacation of his appointment, the Governor-General-in 
Council may, after consideration of the recomlDendations 
made by the Central Board in this behll.lf, appoint another 
person to offioia.te for him, and such person may notwith
standing anything oontai Ded in clause (cl) of sub-section (1) 
of section 10, be an officer of the Bank. 
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(2) If an elected Director is for any reason unable to 
attend 80 particular meeting of the Central Board, tbe elect
e'! In6Hnbers of the IJ')oal Boa.rd of the area. whioh he repre
sents may elect one of their !lumber to ta.ke his pla.ee, and 
for the purpos'3s of tba.t meeting the substitute so elected 
sha.lI haye all the powers of tbe absent Director. 

(8) Where a.ny casu'll vaca.ncy ill the offio& of any 
member of a Local Board occurs otherwise than by the 
ocourrenoe of a. vaoancy in the offioe of a Director eleoted 
by the L')ca.l Bo&rd, the Centra.l B Jard may nomina.te there
to o.ny qUllolilied person reoommended by the elected mem
bers of the Loca.l Board. 

(4) Where any cilosuliol vaol\ncy oconrs in the offioe of • 
Director other tba.n tbe vacancies provided for in sub-Jec
tioll (1), the uOlloncy shall be filled, in tbe cllose of a nomi
Dlioted Direotor by nomination, and ill the cllose of an eleoted 
Director by electioll beld in the mlionDer provided in Sectioll 
9 for tbe election of Directors I 

Provided tbat before such election is mlJode the result
ing vllooanoy, if any, in the Local Board and any vaoanoy in 
the office of an eleoted member of such Board whioh may 
have been filled by 80 member nominated under sub-seotion 
(3) shall be filled by election held 80S nearly &S may be in 
t.he manner provided in Section 9 for ~he eleotion of mem
bers of 80 Local Board. 

(5) A persQn nomina.ted or eleoted under this Seotion to 
fill a oasual va.oanoy shall, subjeot ~ the proviso oonwned 
in sub-seotion (4), hold offioe for the unexpired portion of 
the term of his predecessor-

NOlES.. 
SaHecti .. (Z).-This must be read subject to the provisions of sub

section 11 (2). under wbich a Director ceases to hold office, if he is ab
sent from three consecutive meetings of the Central Board. The pit-
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sent provision enables the elected members of a Local Board to send a 
substitute from among themselves to take the place of the absent Di· 
rector. 

But the substitukcan exercise the powers of the Director for the 
particular meeting only, and for every meeting during the absence of 
the Director, the substitute will have to be freshly elected; this cannot 
howeve continue for three consecutive meetings, in which contmgency 
Section 11 (2) will come into operation 

In case of the absent Director serving on any committee ofthe 
Board, this sub-section does not enable the subst itute to function in 
such committee. 

Sub-section (3).~This speakes of a 'Director elected by the Local 
Boa do' This is inacurate. Not the whole Local Board, but only the 
elected members thereof elect the Director from among themselves. 
(V ide Section 9 (7) ). 

Sub-section (4).-The procedure to be adopted in the case of a casual 
vacancy in the office of an elected Director is that prescribed in Sec
tion 9 (4) to (7). 

In cases where the vacancy in the office of an elected Director ,results 
also in vacating his· office as an elected member of the Local Board from 
which he came, there will have to be first an election of a member of 
the Local Board to take his place, and after that election, all the elect
ed members will proceed as per sub-section (7) of Section 9 to elect a 
Director from am,ong themselves. 

Such Director elected to fill a casual vacancy will, however, remain 
in office only for the unexpired portion of the term of his predecessor. 
If, for instance, only one year remained for his predecessor when he 
ceased to hold office or was removed from it, the person newly elected 
to take his place, can serve only for that unexpired tenn. 

This is what the Joint Committee say on the general scheme of 
sub-sections (3) & (4):-

.. The etiect of our proposals is that a vacancy of an elected member 
in the Central Board will be filled in the following manner: first an 
election to fill his vacancy in his Local Board and then an election by 
the newly completed Local Board to.fiIl the vacancy in the Central Boa rd. 
In the case of a vacancy of an elected member of a Local Board who is 
not also a member of the Central Board we consider that it would 
suffice for such a vacancy to be filled -by co-option until such time as the 
Loca1 Board is called npon to fulfil its function of electing a member to 
the Central Board. Before that is done, the co-opted member should 
be replaced by an elected member." 
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Calual Vacancy. This has been interpreted with reference to 
Company Law to mean, and means also here • a vacancy occurring 
otherwise than by retirement in rotation'. (Munster v. Cammell Co. 
(1882)~ 21 Ch·D. 183, 187.) 

13. (1) Meetings of the Central Board 
C'~:::linJ:a~J. the shall be convened by the GClvel'llor at least 

six times in each year and at least once in 

eaoh quarter. 

(2) Any tbree Direotors may require tbe Governor to 
oouvene a meeting of tbe Central Board at any time and the 
Governor sball forthwith convene a meeting a.ccordingly. 

(3) '1'be Governor, or in his absenoe tbe Deputy Gover-, 
lIor authorized by the Governor UDder the proviso to sub
section (3) 01 seotion 8 to vote for him, shall preside at 
meetings 01 the Central Board, and, in the event of an 
equality of votcs, sball ba.ve a second or casting vote. 

NOTES. 

YeH.-1t is not stated to be the • financial year: So it means 
'calendar l'ear,' according to S. 3 (59) of the General Oauses Act. 

Sub'lectioa (Z). -The three Directors who may rtquire the Governor 
to convene a meeting, mayor may not have voting rights; that is to 
say, the two Deputy Governors and the Government official may re. 
quire the convening of the meeting. 

Any meeting will have to be convened by the Governor, whether 
on requisition of other directors, or at his own discretion. While the 
Governor is bound to convene at least six meetings every y~, his discre
tion is not fettered as to the upper limit which will depend on the 
exigencies of the situation. 

The present section gives po\\er te convene the meetings,only to 
the Governor; Durin~ his a~ though a Deputy Governor autboris
ed by him may preside over and vote for him in the Central Board. he 
has DO power to convene meetings either of his own accord or on the 
requisition of three or more Directors according to Sob-section (2). But 
llDy person officiating IS Governor can exercise the duties and powers of 
the Go\'erDor. (See Section 12 (1) Sw;re.) 
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14. (1) A general meeting (hereinafter in this Act 
referred to as the annua.l generaT meeting) 

in~S~neral meet. shall he held annually at II. place where there 
is an office of the Bank witbin six weeks 

fr om the dale on which the annuR.1 accounts of the B!Lnk 
are closed, and a general meeting may be con vened by the 
Central Board at any oLher time: 

Provided that the annnal general meeting shall not be 
held on t IVO consecutive occasions at anyone place. 

(2) 'l'he shareholders presEnt at a general meeting shall 
" / be entitled to discuss the annual accounts, the report of the 
v Central Board on the working of the Bank throughout the 

year and the audiLors' report on the annual balance-sheet 
a.ndaccounts. 

(3) Every shareholder shall be entitled to attend at 
any general meeting and each shareholder who has been 
registered on any register, fora period of not less than six 
months ending with the da.te of the meeting, as holding five 

v or 1D0re sh:l.res" shall have one vote R.nd on a poll being de
manded each shareholder so registered shall have one vote 

v for each five shares, but subject to a maximum of ten votes 
and such votes may be exercised by proxy appointed on each 
occasion for that purpose, such proxy being himself a share
holder flntitled to vote at the election and not being an 
officer or eJDployee of the Bank. 

NOTES. 

Sllh-... ctio. (1).-Wbile tbe Bank cannot bold two annual general 
meetings oonsecutively in the same place, it is not obliged to bold its 
meetings in tum in all tbe places wbere it has offices. The Bank will be 
within the statute if it sbould hold its annual general meetings in 
one or other of two convenient places such as Calcutta and Bombay in 
tum. Nor is the Bank required to bold other general meetings in any 
specified place or at any specified time. 



;,'l,~m~?,:n ~fO'lr.;n~ o.lll~by t1!!'. ,CeIltral,Board, and 
thuhareholders (in wllatever maJ0rityLhave no right to ~equire th~ 
:&il'td brtlieBanlt tddilivene'snclbiieetings •. " i' 

SaIHedioa (Z).-This sUb'~Jecti'';rig;ves a tight to the'shareholders. 
.'1diJeUSS the ~ aCcounts. the report of the Central Board and tb 
'!wli!ors,' J:eport not only at aq, annual general meeting but at any and 
every general meeting, that may be conven~ Perhaps this was not the 
ibtention of the framers of the Act. 

If this effect Was not intended, the snb-section Should be so amendecf 
as to substitute the words (annual general meeting 'for the words 
• gelleml meeting.~ , ., . . 

. Sah-..... (3)-V •• I>y ...... oIden.-See notes under Section I)' 
(2), which deals with yoting by shareholders in case of elections in their 
~veareas. 

The only diffe~en~e between their voting at the annual and other 
general meetings and at elections is that at the general meetings, those 
who are entitled to more than one vote cannot exercise that right, ac
eorcIing to the number of their votes, unless a poll is demanded. •• There 
are two well-known methods of voting (1) by Show of hands and (21 by 
a poll; and the e9SeIlce of the fotmer method is that the hands are held' 
up and counted by decision' of the eye." Ernest v. Loma Co. (1896}' 
201-.572 . 

. In this sub-section the word 'election'is used inadvertantly for th~ 
word 'meeting'. 

. 15. (1) The' following provisions shall apply to tbe 

.FIlBt conStitn' first constit.ution of tbe Central Board, and 
lion 01 the Central D,otwithsta;nding anything oontained in Sec .. 
Board. . tioa 8, the Oentral.Boa.rd &B cODstituted in· 
aooordanoe therewith sball he deemed to be duly constituted 
in.aecordance witb this Act. 

(2) 'fhe first G()~ernor and tbe fir~t Deputy' Governor-· 
or Daputy Governors shall be appointed by the Governor 
Genera.l-in-Oouncii Oil his OWD initiative, and shaH receive 
sueh salaries and allowances as he ma.y determine. 

(3) The. first eigM Direotors represent.ing the share
holders on: GOO v.arious reg.isliers' sh&ll. be nominatl!,d by the 
G\lVel"fWr-G9Ilj!ral-in-Coullci! from the a.reas served lIIsp80ti-

• 
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vely by tbOSA registered, and the Directors so nominated 
shall hold office until their successors shall haTe been duly 
elected as provided in sub-section (4), 

(4) On the expiry of each successive period of .welve 
months after the nomination of Directors under sub-section 
(3) two Directors shall be elected in the manner provided in 
aection 9 until all the Directors so nominated have been 
replaced by the elected Directors bolding office in accordance 
with Section 8. The register in respect of which the election 
is to be held shall be selected by lot from among the regis
ters still represented by nominated Directors, and for the 
purposes of snch lot the Madras and Rangoon registers shall 
be treated as if they comprised one register only. 

NOTES. 
Sub .. ectioa (2).-This does not provide for the duration of office of . 

the first Govemor and Deputy Governors. But under Section 8 (4) the 
Govemor-General-in-Council has to fix a period not exceeding five years. 

Sub-section (3). 'Representing the share-holders on the various rexis
ten.'-A more appropriate expression will be 'representing the areas to 
be served by the various share registers: For at the time when the 
First Central Board is formed. neither allotment of shares, nor the share 
registers will have come into existence. Section 4 (4) & (5) entrust the 
duty of receiving applications for shares and allotiog shares to the Cen
tral Board which it expects to have come into existence. The wording 
cl the present Section 15 makes the first constitution presuppose the 
<>xistence of 'share-holders on the various registers' and a capacity on 
the part of those nominated as Directors to represent such share-holders. 
but in fact neither share-holders nor share registers will be in existence 
at the time when the first Central Board is formed by nomination of all 
the Directors. 

Sab-section (4).-The scheme of this sub-section is that after the 
8 Directors are nominated. at end of each year two of them are to be re
placed by two elected Directors, and the area or areas for which they are 
to be elected are to be determined by lot. 

This scheme does not provide for the filling of casual vacancii", in 
ease any of the first Directors nominated under sub-section (3) dies or 
is removed or otherwise ceases to hold office. In such case Section 12 
(4) will apply. 
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16. As soon as maybe' 8.fter the commenoementiof this 
Aot, the Ceotral Board shall direot eleotioDs 

... ~o=~:,onto be held and may make nominations, ill 
order to-oonstitute Looal· Boards in aooord

a.noe with the provisions of Seotion 9, and the members of 
,Iuoh L10HoI Boards shall hold office op to tbe date tixed 
.under sub-seotion (6) of Seotion 9, but shHoII not exeroise any 
-right uuder sub-seotion '(7) of that Seotion. 

NOTES. 

The elected members of the first Local Boards constituted accord
'ing to this Section will have no power, to elect any Directors, when 
-occasion for electing them will arise a~ the end of the first, second, third 
.and fourth years as provided in Section 15 (4). 

When, for instance, at the end of the first year, it is determined by 
lot that Directors for the Calcutta register are to be elected, then, the 
·procedure prescribed by Section 9 (4) to (7) will be followed for that regis
ter, a new Local Board will be formed of new members elected and 
nominated and the newly elected members of the Local Board will proceed 
to elect from among themselves, two Directors to represent the Calcutta 
register in the Central Board. 

11 _ U ala,. he after toalaleDcemeDl of thia Act.-The first Section 
of the Act comes into force immediately: and the other Sections at snch 
·times as the Goveraor-General-in-Council may by notification determine. 
The whole Act does not commence on a particular date. 

So it is difficult to understand what is meant by 'the commence
·ment of this Act.' But it is not of material importance here. After 
the Central Board is created, and shares .allotted and share-registers 
come into existence. elections for the Local Boards may be held. and. 
the Local Boards constituted. 

Business which 
the Baa" may 
_ct. 

17. The Bank s'lall be au'horized tl)

oarry on II.nd transact tbe aeveral kinds of 
busin~s@ hereinafter speoified, namely :-

(1) the acoepting of money on deposit without interest; It" 

lrom, aud 'be oolleotion of money for, the Secretary of State 
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)~ .counoil, ~he. Govern~GeDeraHn.Council, Local Govern-
~e~~,s; States ~n, India; :locllo1 authorities, banks and any 
:qth~r p'~sons j. 

, (2) (a) the purobase,sale and rediscount of biJIs of ex
:ehange and promiss~~y. notes,' drawn 011 and pay.able in 
"india and a~ising out of bona fide commercial or trade tran· 
'sactions bea~ing two or more go'od signR.tures, one of which· 
shall be that of a scheduled batik and ma.turing within ninety' 
days from the dateofsucb purchase or rediscount., exclusive· 
~f days of graoe ; 

(b) the pllrchasEI, s'ale and redisooUrit of hills of ex
:Change and' prom;ssory notes, drawn and payable in India and 
bearing two or 1D0re good signatures, oue of which shall be
,that of a scheduled bauk, or a provincial co-operative ba.nk, and 
--drawn or issued: for .the purpose of financing seasonu,l agri-

Veultural'operu,tions or the lDa.rketing of crops, and maturing 
within n,ine months from tho date of such purchase or redis-
count, exclusive of days of grace; 

(c) the' purchase, sale and rediscount of bills of 
e~ohange and promissory notes Qrawn alla pllyable in India, 
and bea.ring the signature, of a scheduled bank, auJ issned. 

v ~r drawn for. the, purpose of holding or trading in 
-securities of the Governmentof India or u, Local Government .. 
or suoh, securities of ,Slates in India as m&y be specified in 
'this behalf by the Governor-General-in-Council on the
recommendation of the Central Board, and maturing within 
,ninety days from the date of snch purchase or rediscount" 
exclusive of days of grace; 

(3) (a) the purchase from and sale to scheduled banks
.. / -of sterliag in amounts of not ~ess than the equivalent of on& 

Jlakh of rupees; 



. (b) tUe 'prirciia~,lIalej'arid t'edilicouu,t: oi bills'df ex

~b",uge:(i~cludln~~rea&lll'ybillil) "df~wn i~' 'm:' o~'~ any~8.~e V 
'In the Umted KlDgdom and maturlDg Within nmety·d&'yB 
'~0!Il the ~&te o,f ,purc~II.!IIl" pr9vi~d.that no sllCb purohase, 

·.sale or, rediscon!lt ; shall : be, made. in Indi~~ except wit!;!. I. 
,soheduled ba.nk; and 

(c) the keepi.ng of hall!onces with ba.nks in the United v 
Kingdom; 

.• (4Y· ,be lDaking td St&tes' in India, looal authorities, 
·.oheddle ba.nks aud provincial, oo:.operative banks of loan8 1/ 
,and advanoes, repayable on·demand or on the expiry of·fixed 
.periods not exceeding ninety days, against the seonrityof-

. (4) stocKS, fundund s8cIltities (otbertbanitnmovable 
'Property) . in whioh a trustee .is authorized to invest trus' 
;money by any Aot of Parliamenbor by any law' for the time 
-being in force in British India ;' 

(b) gold or silver or doouments of ·title to the same; 

(c) suoh bills. of exoh,.nge .and promiS90ry-n.o~es as 
· .. re eligible fo.rpurQbase or.redisQPunt:by the Bank; 

(d) prom:ssory notes of any sohoduled Iiaak or .. pro
'vincial oo-opemtivol bank, 8upportedby documents of title 
~o goods whioh have been tr&nsfe~red, assigned, or pledged .0 any 8I1ob bank as seourity for'. a caah oredit ot overdratf; 
cgrante~ f~r bonafidtl (lolnmeroialor.wade tmnsaotioDil, 01' 

-lor the purp)Se.of fiuano!ng.\leasonal agrioultural:operations 

~r the luarketi~g ~f. crops; .- .. " , 

t5) the' m'kirig i to the . Governor-General.in-Counoil 
.. ad to Buob L:loal Governmenti umay have 'he OQstody 
~Qd management of .heir own provinoial revenues of adYaD'" 
~ repayable in each case DO' later 'hau'hree moot)ls {roB l 

!tbe daM of 'he makio« oJ. .headVlollQe;, ; 
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1/ (6) the issue of d'amand drafts made payable a.t, its OWl). 

v 

offices or agencies and the lI)itkjpg,.;sstmand circullj.t'ioil ofi 
1/ bank post bills; 

v (7) the purchase and sale of Governtnent ~ecuritie~ of' 
the United Kingdom maturing within teu years from the, . . '.' . . 

da.ta of such purchase; 

(8) the purchase and sale of securities of the Go\'ern-' 
ment of Indi", or of Ro Local Government of allY llJaturity or
pf such securities of a local authority in British India. or of; 
such States in India. as may be specified iu tbis bebalf by' 
the Governor-General in-Council-on the recomme ... datiou oil 
the Central Boal'd: 

Provided ~bat securities fully guaranteed as to principal' 
and iutereflt by the Gover~eut of India, a Local Govern-' 
'ment, a loca.l authority or ;,"'State in India&hall be deem~(l 
for the purposes of this clauss to be securities of such Govern-
ment, authority or State: 

Provided fUt"tber that the amount of such ~ecuritieB
beld at any time' in the Banking Department sball be so

v zegulated that-

(a) tbe total value of Buch securities shall not exceed. 
Ci,he aggregate amount 'of the sbare capital of tbe Bank, tbe
Reserve FUlld and three-fifths of the liabilities of Lbs Bank-
ing Department in respect of deposits; 

(b) the value of sucb securities maturing arter one
year shall not exceed the aggregate amount of the share, 
~apital of tbe Bank, the Reserve Fund and two-fiftbs of the 
liabilities of the Banking Department in respect of depositpj_ 
And 

(e) the value of suoh securities maturing' aCter teo, 
.sears shall uot exceed the aggrega.te alDoun~ of tbe ,sbare. 
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oapital of the Ba'lk and the Reserve Fon.d and one-fifth. of 
the liabilities of the Ba.nking Department in respect of 
deposita; 

-
(9) the oustody of monies, securities and other articles 

of value, and the collection of the proceeds, whether princi
pl\l, interest or dividends, of any such seourities; 

• 
(10) the sale and realiza.tion of all property, whether 

movable or imIDov"bla, wbioh mn.y in a.ny way come into the 
possession of the Bank in ~atisfactioll, or part satisfaction~ 
of any of its cilloiws ; 

(11) the acting as agent for the Secretary of State in V' 
Counoil, tbe Governor-General-in-Council or any Local 
Goyernment or 100801 authority or SLate in India in the 
transaotion of any of the following kinds of bUBineBs, 
nawely:- ' 

(a) the purohase and sale of gold or sil ver ; 

(6) the purohuo, sale, transfer and custody of bills of 
el:ohange, securities or shllores in any oompany; 

(c) the oolleotion of the prooeeds, whether principal, 
in teres' or dividends, of any securities or shares; 

(d) the remittance of such proceeds, at the risk of 
'he principal, by bills of exohange payable either in India or 
elsewhere; 

(e) the managewent of public debt; 

(12) th. purobus and 81101. of gold coin and bullion; 

(13) tbe opening of an "oooun' with or tbe m\kingof aD 
agency agreeme~' with, and fibe aoting.&S agent or oorres
ponden' of a bank wbioh ill the prinoipal cnrrenoy authority 
of any country under the law for the time being in force in 
'h... country or auy iaLeruationa.l bAnk forlDed by 8uob 
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banks;·a.nd tiber invesLing.·of hllatlbbda rliU!e !.B.a.nk dlHh!J 
shares 01;11.01 IitiOb:il!ltemil.ti.otailHIILbk'l';': J;; ;:· .. i'i,fJli !.,.;j 

V (14) the borrowing of money for a period not ~ic~ecliri~ 
One 'fuonth' 'f~1'·thtl'P\irpo8flll·dfrtbe bUrri~Bi'of thel (:JlIank, 
arid:the':gi~ini(of ~eC\iii1;y 'for indbeY't;o''horrtHved,: . Lkl") 

',',' " 
.-:J'h); ;;'~., . 'I." lfJ ",;~" _,.,' .]- I' t:·.-,' 'f i .IJet 

, Provided tbat .. no money shall be borrowed under this 
clause fr'Om sny: p~rsOn in India;' lo~b'er :than·1i. :scbeduled 

v Ba.nk, or frorrta~fper8oii outsideIIliiia otber"thanabQnll: 
wbioh is the ~i'incipa.l currency arlthori'ty of any country 

. . ; ~ 

onder the la.w for tbe time being in force in 'that country:'" 
I ..... _. _. . I . . . • • I" 

}'rovided' further that the total amoriDt'~ftiUcb b'<*row-
f '. : '1 . 

ingli Trom persons iii india shall not ata.ny time ~xceed tli~ 
~lIlount 01 the'sbarEi capital of 'thIiBank; L,t, : l 
":--' , .. :.;~: ,.;( .. ; .~. --::. " ~'lJ 

(15) the making and issue of hnk notes subjec,t to . the 
v llrovisionl! of this Aot; and . , '. 

ql i',l .'. !::.~~' ;J '.- ',' r,,: :,:1 j " } 

'" . (16) genera.lIy, th~ doiog of all sucb· matters and things 
- '. - , '. t '.' . I,. ' 

as m1.y be iuciden~a,l ~o. o~. oODBe({~eo~ifl'l upo·~.t~e exer~i8~ 
~f its powers or the disobarge o~ its duties under this Act. 
t . '. '.. I.J ;.;,.! . )~: i: ':, 

~ ,.', ':~j '. 'NOTES.,':· J;" ,.i,," ;·t:', . i:".;:.i 

This and the next two Sections are 'Very important. beCause they 
:deal with the various kinds of business which ,the Bank .may and may 
~ot carry on and tnmsact. Being a Central Bank, it must not engage 

in any and every kind of banking business, nor compete with I othtt 
II banks, for the sake of profit. ., 

: lie obligatio OIl . the ~aak to de .n. a"thorised huiaea.;-Though the 
Bank has been authorised or empowefed to do the variouS kinds of 
:business enumerated in this section, yet, within the limits prescribed. 

V it will exercise its discretion and engage only in such 'busmess as it con
'siders necessary or proper in the public interest. That is \0 say. :theM 
is no obligation on the Bank to cany on and transact all ,the.b~ 
-which it is authorised by this Section to do~ I ts sol~ guide will be, as 

, the preamble states, the operation of the curreili:y and credit systeni 
" of the country to the countll"a advantage. . . '" 't. ,.1:. 
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C1aa.e '(f).-The proviSion' !arfthe.Banli: ",receiving' ,on1y'iilo» 
interest hearing deposits; is-~ ~cCordanpe with fhe generid: psactice ef 
most other centra.! banks ofilie wod(L ; While it· "mie~ts' the Bank froDi v 
.eompl!tillg withithe:l!OI)lroerciai ;ballks, the,&ndition that', ,itshQulcl 
not pay intereist'on aeposits, iSJVery, necessary for, giving the'iBailk/fuil 
freedom of action in altering the proportion between its earnjng ,JiDd 
unearn~ assets,' whjdl .~: I:Ss~l:ia111K ,exercisiJ!g P7;Oper :con~l over v< 
-credit condition&. ." " '. --: I 

The elCptession 'accepting of mimey on deposit ' tneans a6ce~tillt 
both on currrent and deposit aceounts; "The deposits may ,come int. 

-existence both !by receiving depbsits"of actual cash and by the 'making 
,01 lo~ns and advances in such ways'as prescribed ,by Clause (4) below. i 

The deposits may be received froin any person what~v'er, '~tho~t 
·distinction, thoUgh the only persons, compelled to make' deposits wit~ 
the Bank, are the Government of India and such Local Governmen~ 

.as have the custody and minagement of their own provincial revenu~ 
(see Section 21 (I).]' : -- . :,' . ' _ f 

Ch.r.d.~ of hlllia ... andera.u •• (Z).-The fundamental' basi\; (2"/ : 
of the Reserve Bank's business under this sub~section is the demand for 
-credit in the comme~cia1 market (or purposes of productiGn and dlstii~ v' 
bution. But the Bank is intended to create orily 'circulating .Q'eQit .and 
not credit to be used for capital purposes or tor specUlation. The liguill 

'nature of the dealings is aMured by the requirement that the-bills ana 
promissory notes de:ut with must maturewithin'90days orin the Case of 
agricultural paper, ~I!t~., The Jlrovision is II(IT designed as to mak!l 
·all paper in the hands of the ReServe Bank self-liquidating i.e. 'originat'-
ing in trans~ctions whose cOnstimmation woilld automatically 'produ~ 
the funds for the liquidation of the loan'. "If a man borrows' money 
for the purpose of shipping cotton he will neoo the loan while the Cotton 
is in transit, and when it reaches its destination and is paid lor, the 
shipper will be in funds and in a position to repay his loan. Similarly, if 
a farmer borrows money for the purpose of feeding a load of steers, he 

·expects to be able to repay the loan as soon as the steers bave ~ 
fattened and sold. The 9 months' limit permitted for agricultural 
paper is a concession to ,agriculture in recognition of the fact that the 
agricultural turnover is slower than 'the industrial turnover and that ~ 
months' paper offers no greatet facilities to agrienttnn: than S menths' 
paper offers to commerce aad indllStl'y. n ' (if. GoldftwistJr: Fetlttnil 
R_ S~ ill 0","'-011 p. 23.) . , 

Thus in order to be eligible the paper mUst arise out ofae.kreni 
bnsiness transaction directly nlabld to the produc:tioa 01' distrihutiOll 
-« commodities. The law specifically prohibits ·loans,. the ptoceeds of 
"'Which are to be used for inwstmentcpvposes. «for-the pIrpose' 'C!l 
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trading in or canying stocks or bonds or investment securities. an ex
ception to this rule being in respect of paper created for the purpose of 
holding or trading in Go.,ernment securities [sub-clause (c.)]. The prin
ciple upon which the Reserve Bank must operate is thus to supply
~nd1y the sb01!_tel1Jl ~reditneeds and not the capital needs of trade and_ 
~_~try. 

EligiLle Paper.-This sub-section deals with what in central banking: 
practice is known as 'eligible paper' for purchase, sale and rediscount_ 
by the Reserve Bank. Though the Bank is authorised to deal in such_ 
paper. it will use its. own discretion for accepting or not accepting any 
particular paper, and will be the sole judge to decide whether a bill or
promissory note has arisen out of bona-fide commercial or trade tran-
sactions, or has been drawn or issued for the purpose of financing 
seasonal agricultural operations or the ma rketing of crops or for the· 
purpose of holding or trading in the specified securities or whether it 
contains &ignatures which it considers good. 

Eligibility aad acceptability.-" In discussing this subject it is iro-
portant to keep in mind clearly the distinction between the eligibility 
of paper and its acceptability, and between the definition 01 the
character of paper eligible for discount and the decision as to whether a 
given piece of paper qualifies under the definition. The Feder.l 
Reserve Board's function is confined to the definition of eligibility in 
general terms, While the question of acceptability and the appli-
cation to individual offerings for discount or purchase, of the
principles laid down by the Board is left to the reserve banks. 
In order to he eligible for discount, the paper must conform to· 
the conditions laid down in the Act as interpreted by the Board, while
in order to be acceptable the paper must be such as to convince the loan 
committee of a reserve bank that it is a good risk either on the strength 
of the names attached to it or of the security back of it. Paper that 
is entirely eligible under the law niay neverthelC5S be unacceptable be
cause the loan committee may know that the parties who borrowed the
money are not financially dependable, but paper ineligible under the 
law, though it maybe perfectly good and would be acceptable to the
loan committee, cannot be lawfully acquired by a reserve bank. (cf. 
Gold.nll1eiser; Fe4e,til Reserve System in Operati01l : pp. 146-7.) 

These observations equally apply to the Reserve Bank of India •. 
the only point to be noted being that unlike in the U.S.A., where the
Federal Reserve Board and the Reserve Banks are different, in India the 
Reserve Bank functions as both. 

H.bue of Ihe billa aU p"""""'" Il0l .. eligible aader this "'" ... ti= -
For a clear understanding of all the clauses, the legal definition of a bilL 
of exchange and a promissory note may be noted. 
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The Indian Negotiable Instruments Act, Sections' Be S define them. 
as follows:- . 

" A .. promissory note" is an instrument in writing (not being a. v 
bank·note or a currency~note) containing an unconditional undertakin,: 
signed by the maker, to pay a certain sum ef money only to, or to-
the order of, a certain person, or to the bearer of the instrument. 

A "bill of exchange" is an instrument in writing containing an un- v 
conditional order, signed by the maker, directing a certain person to
pay a certain sum of money only to, or to the order of, a certain persoDo 
or to the bearer of the instrument. 

A promise or order to pay is not "conditional," within the meaning: 
of this Section and Section 4, by reason of the time for payment of the
amount or any instalment thereof being expressed to be on the lapse of 
a certain Feriod after the occurrence of a specified event which, accord
ing to the ordinary expectation of mankind, is certain to happen,_ 
although the time of its happening may be uncertain. 

The sum payable may be "certain," within the meaning of this. 
Section and Section 4, although it includes future interest or is payable
at an indicated rate of exchange. or is acCording to the course of ex-
change, and although the instrument provides that, on default of pay
ment of an instalment, the balance unpaid shall become due. 

The person to whom it is clear that the direction is given or that: 
payment is to be made may be a "certain penon:' ..-ithin the meaning 
of this Section and Section '. although he is mis·named or designated by ~ 
description only." .. ' : 

Draw. _ ... payable ia .. dia.-]n clause (II) of sull-aec:6ioa..(2)~ .-< J.~_ ,. t 

eligible paper comprises 'bills of exchange and promissery notes. 
drawn 011 and payable in India'. From a legal point of view 
this expressiOll is inartistic if not nonsense. A bill of exchange-
can be dr1lwo only 011 a person and not 0.. India, which is only 
a country and is not in any conceivahle sense a person. 'India ~ 
is defined in the General Clauses Act S. S (2'7) as meaning "British. 
India with any territories of any Native Prince or Chief under the suze-
rainty of Het Majesty exercised through the Govemor-Gener1l1 of India. 
or through any Governor or other Officer subordinate to the Governor-
General of India". Fur ther a promissory note contains only a promise-
to pay and cannot be mwo On another person. _ The expr~iOll in the-
original Bill was 'bills of exchange and promissory BOtes dra..-n and 
payable in India: The word ' 011' was added by the Select Committee, 
and their reason for the amendment is given as follows :-

.. We have added the word " 011" to enable the Bank to discOIInt: . 
rupee import bills in the event of such instruments mmi", into exist-- v 
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tence in the future as contemplated 'by -the centra:! Banking Enquiry 
·Committee." . 

This'is what tb~ Central Banking Enquiry 'Committee stated .(Re
:port para 608): "We contemplate the introduCtion of rupee import bills 
'as a possiblo: and desiraJ:>le future, d~~elopment of the Indian bill mark~. 
'When this deveIopmenltakes place,we think it necessary that the Re
.serve Bank should have.powers·to purchase, sell and :rediscount such bills. 
"The provisions of the. Bill of ~928 confined the business of the Reserve 
':Bank to the purchase; sale ",nd rediseount of bills of exchange and pro
'missory notes drawn anti payable in India. As rupeeiroport bills Would ·be 
·drawn out of India,_ .we sugg~t that ~he Bill should be amended so as 
·to omit the condition~at the bills should be drawn in India." It will 
De noted that the Central Banking Enquiry Committee did not suggest 

. ·tbe adflitionof the word"on '. . 

.The object .could have. been. achieved with greater clearness and 
Jegal perfection, if the words 'drawn. 09 and' were deleted. That 
-would have given full effect to the Select Committees' intentions .. 

Foreign biDs aDd promissory Dotes.-'The bills and promissory notes in 
-clauses (a) (b) & (e) inasmuch as they may be drawn payable anywbere 
in India, i. e.. outside British 'India' also, may be either inland or 
'foreign instruments according to Section 11 & 12 of the Negotiable 
Instruments Act whichdeline· theSe as follows:-

11. A promissory note, bill of exchange or cheque drawn or made 
in British India, and made payable in, or drawn 

:Inland inst.rument, upon any person resident in, British India, shall 
,be deemed to be an inland instrument. 

12. Any'Such instrument not so drawn, made or made payable 
For.eign matrn- shall be deemed to be a foreigninstrwnent. 

~eDt. 

As to the special law relating to foreign bills, and promissory notes 
·the fol~owing are -the ~rovisions, (Sections 104 and 134 to 137) :-

104. Foreign bills of exchange must be protested for dishonour when 
;such protest is requked by the law of the place where they are drawn. 

134. In the absence of a contract to the contrary, the liability 

1.& .. , governing 
iJiability of maker. 
.acceptor or indor .. 
-ser of foreign iDa
_ent. 

of the maker or drawer of a foreign promissory DOte. 
bill of exchange or cheque is regulated in all essentid 
matters by the law of the place where he madetbe 
instrument, and the respective' liabilities of the 
-acceptor and indorser by thela. of the place where 

lthe instrumentlis made payble. .' . 
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A bill of exchange was drawn- by A in California, where the; 
rate of interest is 2S ,per cent. and' accepted by B, payable in. 
Washington, where the rate of interest is '6 per cent. The bill is,indorsed. 
in ,British India, and is dishonoured. An action on the bill is brought: 
against B in British India. He is liable to pay interest at the rate of.' 
6 per cent. only; but, if A is charged as drawer, A is liable to pai 
intere st at the rate of 25 per cent. ' 

US. Where a promissory note, bill of exchange or cheque is made' 
• • f la f payable in a different place from that in which it is' ...... wopceo .. 

~yment governa made or mdorsed, the law of the place where it is-
diohollO.If. made payable detennines what .:onstitutes dishonour 
and what notice of dishonour is sufficient. 

IUuslraticm. 

A bill of exchange drawn and indorsed in BritiSh India, but accepted! 
~yable in France, is dishonoured. The indorsee causes it to be protested 
f';r such dishonour. and gives notice thereof in accordanCe with the Iar 
for of France. though not in accordance with the rules herein containeci 
in respect of bills which are not foreign. The notiCe is sufficient. 

)36. If a negotiable instrument is made, drawn, accepted ~ 

lDstrmeot made 
etc .. out of British 
lodia. but in ac
cordance with its 
law. 

indor<ed out of British India, but in accordance wi~ 
the law of British India, the circumstance that any 
agreement evidenced by such instrument is invalid 
according to the law of the country wherein it was
entered into does not invalidate any subsequent 

acceptance or indorsement made thereon in British India. 

137. The law of any foreign country regarding promissory notes. 
Pr<sumpUoIl" bills of exchange and cheqlles shall be presumed to-

ta foreigillaw. be the same as that of BritiSh India, unless and 
until the contruy is proved. 

Thus, under the law of British India bills drawn or payable in the
Indian States as weIl as in other countries are foreign bills, governed 
by possibly different provisions, with regard to presentation, dis
honour, notice of dishonour, protest, etc., and as for decrees obtained. 
in respect of them execution is not possible as the States and British, 
India treat one another as 'foreign countries '. Unless therefore the
whole of India bas a unified system of law and judicial enforcement, it 
is unsafe for the Reserve Bank to Ileal in bills drawn and/or payable in 
the States .. the liquidity of its assets is liable to be hampered OIL 

account of legal difficulty and delays. 
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It may be noted in tbis connection that Section 42 (6) or any other 
'Section of the Act does not require a bank already included in the 
'Second Schedule, to continue to have an office or branch in British India; 
If so, there may happen cases, where the Reserve Bank may be purchas
:ing or rediscounting bills, all the other parties to which including a 
:Scheduled Bank reside or have their places of business outside ~ritish 

India. 

Period of Matarity.-The bills and notes may, by themselves, be for 
.any period but the Section only requires that at the date of the Bank's 
purchase or rediscounting, their .period of maturity shall not be longer 
-than what is prescribed. When a period of maturity is mentioned, it 
-refers to the time that has to elapse before maturity from the date on 
-which the bill is purchased or discounted, or rediscounted by the Bank, 
.and not from the date at which the bill was originally drawn. 
A scheduled bank may itself purchase or discount a bill having 
.a maturity of, say, six months in the case of a commercial or financial 
bill or 12 months in the case of an agricultural bill but when it 
$eeks to sell or rediscount it with the Reserve Bank, the further 
-period remaining for its maturity shall not be more tbn 90 days 
>Ullder sub-clause (at II{ (c) or 9 months under sub-clause (b) • .. 

In computing tt. number of days or months, the date, on which 
-the purchase or retliabunting takes place, will have to be exclbded in 
.accordance with the provisions of Section 9 (J) of the General Clauses 
Act which provides that" it shall be sufficient, for the purpose of ex
-eluding the first in a series of days or any other period of time, to use 
-the word" froDi·" and, for the purpose of including the last in a series 
-of days or any other period of time, to use the word" to ". 

Clause Z (b).-' Month' will have to be reckoned according to the 
J3ritish calendar [Gen. Cl. Act. S. 3 (33)], and not according to any of 
-the Indian vernacular calendars even thongh the bill or note may be 
-dated according to such calendar. 

, Maturity' ; 'Days of Gra ... ;-The provisions relating to these are 
-contained in Sections 22 to 25 of the Negotiable Insttuments Act which 
.provide as follo\\'s : 

"lfaturity ... 
22. The maturity of a promissory note or bill 

of exchange is the date at which it falls due. 

Every promissory note or bill of exchange which is not expressed 
to be payable on demand. at sight or on present-

Day8 of grace. ment is at matwity on the third day after the. 
-day on which it is expressed to be payable. 
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23. In calculating th" date at which a promissory note or bill of 

Calculating matn
rity of bill or note 
payable 80 many 
month,' after date 

..,r algbt. 

exchange, made payable a stated number of months 
after date or after sight, or after a certain event, is at 
maturity, the period stated shall be held to termi
nate on the day of the month which corresponds with 
the day on which the instrument is dated, or pre

$lnted for acceptance or sight, or noted for non-acceptance, or pro
tested for non-acceptance, or the event h'ppen3, or, where the 
instrument is a bill of exchange m1de payable a stated number of 
montbs after sight and has been accepted for honour, with the day on 
which it was so accepted. If the month in which the period would 
terminate has no corresponding diy, the period shan be held to tenni
-nate on the last day of such month. 

IUWllratiofls • 

. (a) A negotiable instrument, dated 29th ]anuDrY 1878, is m1de 
payable at one month after date. The instrument is at maturity on 
-the third day after the 28th February l878. 

(6) A negotiable instrument, dated 30th August 1878, b made pay
able three months after date. The instrument is at maturity con the 3rd 
1>ecember 1878. 

(e) A promissory note or bill of exchange, dated 31st August 1878. 
is made payable three months after date. The instrument is at matll
rity on the 3rd December 1878. 

2'. In eat-u1ating the date at which a promissory note or hill of 
exchange made payable a certain number of days 

Calculating ma .. 
turity 01 bin or after date or after sight or after a c~rtain event is at 
::'a':y ~~;I·alt: maturity. the day of the date or of presentment 
.ute or aight. for acceptance or sight, or of protest for non-accep
tance, or on which the event happens, shall be excluded. 

25. When the day on which a promissory note or bill of exchange 
is at maturity is a public holiday, the in;trument shall be deemed to be 
-due on the next preceding business day. 

Pardaue. aale !iii. recIi,coaat of hills : •• pa.er Ie dn. etc. 

The Bank has no power to draw its own bills or notes and sell or 
·discount them with any Scheduled Bank or other person, except that it 
an issue demmd drillts and b.lnk polt bills as provided. in clause (6) 
below. 

Beeria,hn ........ sip.tara-Forsub-clanS8S ( .. ) & (e) of Clause 
(2) one of the signatures shall be that of a scheduled bank and for 
sub-clause (6) it may also be that of a Plovinciill Co-operative BlIlk. 
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. The meaning. of the expression :':bearing a signature' is, that the 
person; whose signature is;on! the ,bill or- note, is liable as drawer or
maker; ,or endorseD, or acceptor •. 

, " 

, In, the case of co~p'anies' and other bodies of individuals signing, 
the Bank.will,have tobe acquainted with the ,internal constitution of 
the corporate or un-iIi~orporated body, in order to satisfy itself as to the 
authoritY, validity etc., of' the signature 'and its legal sufficiency to bind 
such a bOdy. ' ' , , . . ' , 

, . 

Ineligible' paper ·'a. additional security.-While this sub-c1au~e pres
mbes the kinds of commemal bills eligible for purchase or rediscount 
by the' Reserve Bank,: it does not prohibit the Bank demanding or
taking from the Scheduled Bank or Provincial Co-operative Bank or
other person seeking rediscount faci1ities with it, as additional security 
ineligible paper of any kind, or even reaf ploperty. It was so held in 
~reaent case which arose urider;the Federal Reserve System of U.S.A., 
lJ."cas v. Federal ReserVe Bank of Richmond reported in the Federal 
Bulletin, July 1932, pp. 452-464}. There the question arose, whether
t!Je Federal Reserve Bank of ,Richmond could assert any legal right to 
additionaI, collateral .security ,furnished to it by the First National 
Bank of New Bern; and whether any other creditor of the latter when 
it, b~me insolvent could proceed against the said security. 

-. The contention of the plaintiff was that" the Reserve Bank under 
the statute creating it, is limited in its acceptance of paper and secu
. ities to those of the kind eligible for discount under the act; that the 
paper which the Reserve Bank required the National Bank to deposit as. 
additional collateral was not of this character; that the requirement 
was, thereiore, unauthoriz.id and unlawful; and that this unauthoJised 
and unlawful conduct produced in the National Bank and in the First 
National Bank • a condition equivalent to insolvency' and resulted ino 
the closing of the latter with consequent damage to complainants and 
those in like situation." The Court of Appeal in confirming the decree 
of the District Court dismissing the suit, observed as follows :-

.. As to the second cause of action, it is sufficient to say that, in our
opinion, there can be no doubt as to the right and power of the federal 
reserve banks to take, as collateral security to the indebtedness of mem
ber banks, paper, which is not eligible for discount. While the Federal 
Reserve Act limits the class of paper which a reserve bank may discount 
or purchase (12 U. S. C. A. 343 and 356), there is no reason why such 
bank may not accept paper ineligible for discount as additional security 
for the indebtedness arising out of the disconnt of eligible paper. It is 
given power by the Act (12 U. S. C. A. 341 seventh) to exercisi: not 
only the powers expressly granted therein but also such inciC}ta1 
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powers as shall be necessary to carry on the business of banking within 
the limitations prescribed; and. that the power to require and 
accept additional security. either for existing indebtedness or for eligible 
paper discounted. is a power necessary to carryon properly the business 
of banking within the limitation~ of the act. seems too clear to admit of 
argument. The fact that the paper taken as additional security is in
eligible for discount. ought not and does not preclude its being taken as 
collateral. . ........ . 

The section of the Federal Reserve Act granting incidental powers 
to the Federal Reserve Banks is practically the same as the section 
granting incidental powers to national banking associations (12 USCA 24, 
seventh); and. with respect to the incidental powers granted to the 
latter. Mr. Chief Justice Waite. in the case of Fi,st National Bank v. 
National Exchange Bank 92 U. S. 122. 127. said: 

.. Authority is thus given to transact such a banking business as is 
speeified. and all incidental powers. necessary to carry it on. are granted. 
These powers are such. as are required to meet aU the legitimate 
demands of the authorised business. and to enable a bank to conduct its 
affairs. witbin the general scope of its charter. safely and prudently. 
This necessarily implies the right of a bank to incur liabilities in the 
regular course of its business. as well as to become the creditor of others. 
Its own obligations must be met, and debts due to it collected or secured. 
The power to adopt reasonable and appropriate measures- for these 
purposes is an incident to the power to incur t!>e liability or become the 
creditor." 

It is weu settled. that. under these incidental powers. a national 
banking association may take. as security for a loan. collateral of a 
c:barolcter in which it is precluded from investing its funds. Cu,lis v. 
Mtlcalf259 Fed. 961 ; Titompso .. v. SI. N;cho/as Nat. Ba .. k 146 U. S. 
240,' ~,.".a .. Oa Nal. Baflk v. Cas.99 U. S. 628 ; Fou,tIi Nat. Bank of 
N"sltv;114 v. Sial"".,." 132 Te .. ". 367. L. R. A. 1916A 568 and fIOte._ 
According to the allegations here. the ineligible paper was demanded and 
taken as additional security after credit had been e.xtended upon the 
discount of eligible paper. although it is a fair inference that it was taken 
at the time when new paper was discounted in substitution of other 
paper then retired. It was taken. then. in an effort to coUect or secure 
existing indcbteJness ; and a contention that the power to take such 
security for the protection of the bank does not exist. is hardly to be 
accepted in view of the decisions holrung that a national bank. for the 
c:ollection and better security of debt owing to it. may acquire corporate 
stocks (Firsl Nat. Ba," v. Nat. ExcM"C' Eank Sup,.) may buy grain 
needed to seed a farm which it has been compelled to purchase on exe-

S 
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eution (Great Bend First Nat. Bank v. Bannister, 7 Kan. App. 787. 
54 Pac. 20), and, although expressly forbidden to make loans on realty, 
may take a mortgage on realty as additional security to a loan already 
made (Norton Grocery Co. v. Peoples Nat. Bank of Abingdon, 151 Va. 
195, 144 S, E: 501.) ". 

Waiver of notice of dishonour etc., by Scheduled 8anks.-ln the Federal 
Reserve Act of U. S. A., Section 13 provides that' the indorsement of 
any member bank shall be deemed a waiver of demand, notice and 
protest.' A similar statutory provision is essential in the case of the 
Scheduled Banks, and Provincial Co-operative Banks dealing with the 
Reserve Bank, as it is to the liability of these banks that the Reserve 
Bank principally looks to, when purchasing or rediscounting any 
eligible paper. 

Meaning of rediscoont.-' Rediscount' is a tenn usually applied to 
the process of discounting of bills and promissory notes, by the Central 
Bank of a country, when they are offered to it for discount by a 
member bank who having previously discounted the same for its own 
customers wants to convert them into cash again. That is to say, when 

V a member bank wants to offer its own customer's paper to be discount
ed by the Central Bank, it is said to offer it for re-discount. ID 
"the history of the bill or note, the discounting with the Central 
:Bank being a r...or second discounting (the first discounting having 
already taken place when the customer offered it for discount with 
his own bank) it is ca¥ed re·discounting. A Central Bank is not 
generally given the power of direct discount except when special 
qccasions for same atises, when it can, not merely rediscount for a 
member bank but also directly discount bills and notes for any 
person. (See Section 18.) 

Disoouot.-A discount means an advance of money made upon trans
b;r of a negotiable instrument payable at a future day, as security. 
Landly v. Bank of Nova Scotia (1879) 29 N. B. R.564 (Canadian case); 

The difference between 'lending' money and' discounting' is that 
t,b.e latter term implies a purchase, the discounter of a bill becoming its 
owner. If the market value of the bill depreciates the loss falls upon 
the dIscounter; if it appreciates the profit of the transaction belongs 
wholly and exclusively to him. London Financial Association v. Kelte. 
(1884) 26 Ch. D. 107. 

" To discount a biII is to buy it, to become the transferee of it, by 
having it indorsed or transferred by delivery by the holder, by giving 
him a price settled either by agreement or by the current rate in the 
money market, and based on the time the bill has yet to run ..... A dis-
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• counter is a holder for full value. He is not a pledgee, he can deal and 
part with the bill as he likes, his title to the bill and to sue on it is also

. lute and covers the whole face value, he is in no sense a trustee for the 
previous holder as to any part of the bill or its proceeds.. The person 

-who gets the bill discounted is a transferor; if by endorsement then with 
all the liabilities of an indorser, if a transferor by delivery then with the 
liabilities attaching to that chuacter, In either case he parts with all 
right, title and interest in the bill and its proceeds." (Sir J. R, Paget in 

,his Gilbart Lectures, 1912.) 

Feature. of • bonafide commercial biU.-' The true commercial bill is a 
. bill drawn in respect of a genuine CQlDJD.ercia1 trans .. ction ..... " It is a ,t 
'self-liquidating asset in -the sense that the liquidation of the commer
,clal hansaction liquidates the bill: (Indian Currency Commission 
Report Para 116.) 

What are commercial or trade trauaelion.1-" The terms 'commercial 
transactions,' and' commercial purposes " in their broadest sense, would 

. cover any transaction and any purpose connected with commerce' 
'Commerce is not confined to the buying. selling or bartering of commodi
ties, but is a term of large significance. and as was said by Mr. Justice 
Harlan, of the United States Supreme Court, "comprehends traffic 
intercourse, trade navigation, communication, the transit of persons, and 
the transmission of messages by telegraph-indeed every species of com
mercial intercour.e which is carried on between man and man." 

But having regard to the purpose of the Indian Reserve Bank Act 
which, as in the case of tbe Fe:leral Reserve System of U. S. A., is pri-

· marily to furnish an elastic currency and credit system and afford re
discount facilities in the interests of Indian trade and commerce, a 
fundamental requirement in the case of commercial paper is that it 
shall be used not only in connection with the commerce of the country, 
but that it shall be either directly used in the purchase of commodities 

· or that the proceeds shall be intended to be so used, so that it will have 
the presumptive security of the commodities, or the avails of a resale 
thereof, back of it, (The above quoted extracts are from the correspon-

· dence of the New York Clearing House with the Federal Reserve Bank 
· OrganiLation Committee (quoted by Dr. H. Parker Willis in his book, 'The 
Federal Reserve System' at page, 941). Regulation A of the 
Federal Reserve Baard defines commercial paper as one 'issued Or 
drawn or the proceeds of which have been used or are to be used in the 
!irst instance in producing, purchasing, canying or marketing goods in 
one Or more of the steps of the process of production, manufacture or 
distributions.' That is to say it should represent in every case "some 

.distinct .tep Or stage in the productive or distributive process the pro-
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gression of goods from producer to consumer". It includes all kinds of. 
short term negotiable instruments (notes, bills and acceptances) that 
arise out of commercial as distinguished from speculative, investment •. 
real estate, personal or public transactions; that is to say short term 
notes, bills of exchange and acceptances arising out of industrial,. 
agricultural or commercial transactions, the essential qUalities of which 
are early maturity, automatic or self liquidating power, and soundness 
in origin and purpose of use. (Encylopaedia of Banking and Finance.) 

LODger maturity of agricultural paper.-Tbe reasons for tbis is tbus 
given by Dr. Goldenweiser in his book 'Federal Reserve System in 
Operation' (pages 150-151.)" Tbis distinction in favour of agricultural 
paper was made because agricultural operations are, as a rule, slower 
than industrial operations; and because tbe turnover in agriculture is 
mucb less rapid and tbat, in order to serve agriculture, paper 
of longer maturity must be discounted. This extension of maturity for 
agricultural paper is not inconsistent witb tbe principle tbat the 
res"",e banks' assets must be self-liquidating since the fundamental re· 
quirement is tbat tbe period for whicb tbe paper is discounted do not 
exceed tbe length of time required to complete the operation for which 
the loan is made. If therefore, the operation of feeding live-stock for 
market requires 9 months, the paper arising out of that operation is es
sentially no less self-liquidating tban 3 months' paper of a retail store, 
and in principle, as well as in law, is no less acceptable for discount at 
the reserve bank." 

Nature of Agricultural paper.-In view of the longer maturity of agri
cultural paper, there may occasionally. arise in actual practice, some 
difficulty in deciding whether a particular bill or note is to be classed as 
commercial or agricultural paper. This is what Dr. Goldenweiser says 
in this connection:-

"In defining agricultural as distinct from commercial paper, 
many fine points bave had to be determined in practice. It bas been 
held, tor instance, that the note of a packing company, the proceeds of· 
which are used for the purchase of live-tock for slaughter, is not Iive----r. ttock paper witbin the meaning of the Act, and is eligible for discount 

...... ~ when its maturity do not exceed 90 days. A note of a grain dealer 
L~iven to a grower for grain purchased for resale is commercial paper, 
e~ 0.n though the grower subsequently discounts tbe note and uses the 
proceeds for an agricultural purpose. Tbis is on the principle 
that tbe rJassilication of paper depends upon the transaction out of which 
it originally arises, irrespective of the nature of any further transac
tion in wbich the paper may be subsequently negotiated. A note
given by a farmer in payment for a motor truck is agricultural paper ... 



:Sec, 17.) BUSINESS OF THE BANK 

'Dut notes of motor distributing companies given for the purchase of 
"motors are commercial paper eligible for discount for a period not ex
-ceeding 90 day." 

Holding or tradiog ill .ecuritie •• - With a view to prevent undesirable 
-diversion of the Reserve Bank's_rediscounting facilities to speculation 
in securities, a safeguarding provision similar to that contained in 
Section 4 of the Federal Reserve Act of U.S.A., may be adopted, in 
any regulations that may be made by the Central Board. 

The provision in U.S.A., is as follows :-" Each Federal Reserve 
Bank shall keep itself informed of the general character and amount of 
the loans and investments of its member banks with a view to ascer
taining whether undue use is being m ~de of bank credit for the specula
tive carrying of or trading in securities, real estate, or commodities, 

. or for any other purpose inconsistent with the maintenance of sound 
credit conditions: and, in determining whether to grant or refuse ad-
vances, rediscounts or other credit accommodations, the Federal Reserve 
Bank shall give consideration to such information. The chairman of the 
Federal Reserve Bank shall report to the Federal Reserve Board any 
such undue use of bank credit by any member bank, together with his re

-commendations. Whenever, in the judgment of the Federal Reserve 
Board, any member bank is making such undue use of bank credit, the 
Board may, in its discretion, after reasonable notice and an opportunity 
for a hearing, suspend such bank from the use of the credit facilities of 
.the Federal Reserve System and may terminate such suspension 01 may 
renew it from time to time." 

CLAUSE (3). 

Dealiugs in lIerliu. ezehlDp.-The Bank is authorised to deal in ster- Y 
ling alone and not in any other foreign currency. 

Apart from ,the obligation to mlintain the Sterling Exchange 
"'- Standard at the statutory ratio prescribea by Sections 40 & 41, this 

clause will enable the Bank to maintain stability of exchange by deal- v 
iugs in sterling. While under Sections 40 & 41, the Bank is obliged to 
buy and sell sterling to any person but only in its offices. it may; under 
this clause. give facilities to scheduled banks in any of its offices • 

. branches or agencies. 

In case of emergencies. the Bank may deal also with persons other 
than'sclleduled banks' (See Section 18). 

SIlh-cla ... (h).-As to the meaning of 'bills. drawn on' a place • 
.• maturity', 'days of grace' etc., See notes under clause (2) above. It 
may be noted that the bills coming under this clause may be noD

..British in origin. and expressed to be payable even in non-Britisb. 
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currency. The only condition is that the bills must be drawn in or on 
a place in the United Kingdom whatever may be the currency,. 
(dollar, framc, mark etc.) For the definition of 'United Kingdom' See 
notes under Section 4 (3). 

Treasury Bills.-The following is a lairly accUlate description of the 
nature and use of .. BritIsh Treasury Bills ". 

The material wording on a Treasury Bill runs as follows: .. This . 
Treasury bill entitles A. B. or order to payment 01 pounds at 
the Bank of England out of the Consolidated Fund 01 the United King
dom on the day of .. It is signed by the Secretary to His 
Majesty's Treasury. In effect it is equivalent to a bill of exchange 
drawn upon H. M. Trea.ury and made payable on its due date at the· 
Bank of England. 

Treasury bills form part of the fioating debt of the United Kingdom. 
which. as its name implies, represents (or should represent) temporary 
discrepancies hetween the revenue and expenditule of the country which 
should be rectified by tbe end of the financial year. In particular, 
whereas natio"al expenditure is spread evenly over the whole of the year. 
the bulk of the revenue is only collected in the last three months of tbe 
financial year. Thus the normal tendency is for the excess of expendi
ture over revenue to grow steadily from April until the end of Decem
ber. and for revenue to catch up again during tbe mOlltbs of January, 
February and March. Consequently the fioating debt grows between 
April and Decemher and contracts during the following quarter . 

* * • • • • 
Treasury bills were instituted in 1877 on the suggestion of Waltcr 

Bagebot, a former editor of The Economist. Each week a certain num
ber of them are sold by the Bank of England on behalf of the Govern
ment. and are paid for by their buyers in spot cash. which is handed 
over to the Government. On the maturity of the bill. the Government 
reimburses the holder with the amount specified thereon. The function 
of the billirom the Goverrment's point of view is that it is a means of 
raising a loan running for the reriod of the bill. Its function from the 
money:market's point of view is that it provides a means of lending 
sFare funds for a sbort time to the British Government. whose status 
and security as a borrower are unquestionable. The real point 01 the 
Treasury Bill, as envisaged by Bagehot, wa.; that it would enable the 
Government to tap the fioating supplies of moncy. which are always to . 
be found in tbe Laudon money-market. 

• • • • • • 
·Since they were first institued, Treasury bills have heen issued to 

run f~r various periods up to a year, but of recent l;ears only three.-
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months' bills have been issued, and so they alone will be considered. 
Incidentally, Treasury bills are not entitled to days of grace. but are 
paid on their date of maturity. 

• • • • * * 
Treasury bills are issued in denominations of £5.000. and £10.033. 

but tenders must be for an amount not less than £50.000. and must be 
IIUbmitted through a London banker. Discount House or Broker. 

• * • • . ' * 
Once Treasury bills are issued; they exchange hands in the money 

market just as other bills of exchange. and while the rates of discount, 
at which they are bought and sold naturally conform. fairly closely to 
the rate. at whirh new Treasury bills are being issued each week. the 
agreement is not exact, Treasury bills during their week of issue are 
known as "hot" bills. and the rate of discount. at which they are dealt 
in. is described accordingly, As Treasury bills approach maturity they 
come within the category of "short" bills. (Lloyds Bank Review Sep
tember 1931 pages 360 to 364.) 

Though under this sub-clause 3 (b) the Bank cannot deal in securities 
of longer maturity than YO days. under clause (7) below. it may purchase 
of and sell Government Securities of the United Kingdom. maturing with. 
in 10 years. that is to say. that the Bank may also deal in Treasury Bills 
of longer maturity. 

CIaul. 3 (0). The balance may be kept in any B~nk in the United 
Kingdom. Having regard to the elastic meaning of the expression 'bank' 
\:ieto notes Section 10). this clause gives a free charter to the Bank to 
keep balances at its discretion with any person. company or corporation 
doing banking business in the United Kingdom. 

CLAUSE (4). 
The mlking of temponry loans and advances to banks or other 

per."Ons is not and ought not to be properly the function of a sound cen
tral bank in!! system. But under the Fede •. ll Reserve System loans to 
member b.lUks on their collateral no' es, secured by customers' paper or 
by Government oblig.ltiolls. are permitted. The reasons for this are: 

"Colbtcr.1 notes are u,el chiell}' by tbe large blDks in financial 
centres, where comme",ial banks do a great deal of business (or short 
terms and where they nn eLSily adjust thoir blrr" ... in,;s from tinte to 
time to inl'uediate reluire:nellts. For purpose, of this kind of borrow
ing, coll.lter.1l notes are much mare convenient than customer,' notes, 
whi.11 geneuUy have longer m~turities. By blrrawing on its own note 
malle out (or a relath'ely large amounnn a round figure. such as 
$1.000.000, $-5.000,000, or $'10,OOO.00l, the member bank can save a 
great. deal of book keeping and clerical w"rk. On the other hand, the 
smaller banks, which find themselves short of funds, are more likely to 
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rediscount one or more of the customers' notes in their possession, with 
the Reserve Bank, which will carry them until maturity." (Goldenweiser: 
Federal Reserve System in Operation pages 23-4.) 

I Further in this country the financing of indu stry and seasonal 
agricultural operations being almost wholly affected by a system of 
cash credits, and there being practically no bill market to any appre
ciable extent, the making of loans and advances becomes a necessary 
function for the central blDking institution in India. The loans are 
repayable either on demand or after fixed periods. No days of grace 
are allowed. 

The terms 'loans' and 'advances' mean more or less the same 
thing. Both indicate the letting out or renting of snms of money by a 
lender to a borrower to be repaid with on without interest. But in the 
case of an advance it may be on open account, as well as being evidenced 
by a note, with or without collateral. 

While this clause provides for loans and advances to Indian States, 
V local authorities, scheduled banks, and provincial co· operative banks, 

the next clause (Clause 5) authorises the making of advances to the 
Government of India and Local Governments. 

For the definition of' Scheduled Banks' and 'Provincial Co
.operative Bank' see notes under Section 2. 

Local authority.-This is defined in the General Clauses Act S. 3 (28) 
.as meaning, 'a municipal committee, district board, body of port 
commissioners or other authority lej(ally entitled to, or entrusted by the 
{iovernment with the control or management of a municipal or local 
fund: n 

Stocks, foods and securities ia which a trustee caa iavest trust foods.
The Indian Trust Act Section 20 provides:-

Where the trust-property consists of money and cannot be applied 
inomediateJy or at an early date to the purposes of the 

Investment 0 f trust, the trustee is bound (subject to any direction 
trust.money. contained in the instrument of trust) to ,invest the 

money on the following securities, and on no 
.others:-

V (a) in promissory notes, debentures, stock or other securities of 
the GOVeDlII!e!lt ofl!!4ia, or of the United Kingdom of Great 
Britain and Ireland; 

V (b) in bonds, debentures and annuities charged by the Imp!rial 
Parliament on the revenues of India ; 

Provided that, after the fifteenth day of February 1916, no money 

.... , ........... '"' _h _'Y ..... • '_"""'="'" ""'( 
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a sinking fund has been established in connection with sucb annuity; 
but nothing in this proviso shall apply to investments made before the 
.cate aforesaid. 

, (bb) in India three and a half per cent. stock, India three per 
cent. stock, India-two and a half per cent. stock or any 
other capital stock which may at any time hereafter be 
isoued by the Secretary of State for India in Council 
under the authority of an Act of Parliament and charged 
on the revenues of India; 

,/ (e) in stock or debentures of, or shares in Railway or other Com
panies the interest whereon shall hav;;-J)een guaranteed by 
the Secretary of State for India in Councilor by the Gov
ernment of India; 

(d) in debentures or other securities for money issued. under the 
authority of any Act of a Legislature established in British 
India, by or on behalf of any municipal body, port trust or 
city improvement trust in any Presldent:y-town, or in 
Rangoon Town, or by or on behalf of the trustees of the port 
of Karachi: 

(e) on the 6r~ II!C![tgag\\ of immoveable property situate in 
British India: Provided that the property is not a leasehold 
for a term of years and that the value of the property exceeds 
by one-third. or, if consisting of buildings, exceeds byone
half, the mortgage-money; or 

(Il on any other security expressly authorized by the instrument 
of trust, or by any rule which the High Court may frllm time 
to time prescribe in this behalf : 

Provided that. Where there is a pe=n competent to contract and 
-entitled in possession to receive the income of the trust-property for his 
life. or for any ;;reater estate, no investment on any security mentioned 
or referred to in clauses (tl), (e) and (Il sb:U\ be mlde without his con
sent in writing. 

n. Britio Trustee Ad.-(IS Geo. 5. Ch. l'}), S~tiO:1 1 enacts :-

A trustee may invest any trust funds in bis hands, whether at the 
-time in a state of investment or not, in manner following, tbat is to 
say:-

(al In any of the parliamentary stocks or public funds or Govern
ment securities of the United Kingdom : 

(II) • • • • • 
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(c) In the stock of the Bank of England or the Bank of Ireland; , 

(d) In India Seven, Five and a half, Four and a half, Three and 
Two and a half per cent. stock, or in any (jthel capital 
stock which may at any time be issued by the Secretary 
of State in Council for India, under the authority of any 
Act of Parliament, and charged on the revenues of India, 
or any other securities the interest in sterling whereon is, ' 
payable out of and charged on the revenues of India ; 

(e) In any securities the interest of which is for the time being 
guaranteed by Parliament; 

(Il In consolidated stock created by the Metropolitan Board of 
works, or by the London County Council. or in debenture 
stock created by the Receiver for the Metropolitan Police 
District, or in metropolitan water stock; 

(g) In tile debenture or rentcharge, or guaranteed or preference, 
stock of any railway comp~ny in the United Kingdom 
incorporated by special Act of Parliament, and having 
during each of the ten years last past before the date of 
investment paid a dividend at tbe rate of not less than 
three percentum on its ordinary stock; 

(h) In the stock of any railWolY or canal company in the United 
Kingdom whose undertaking is leased in perpetuity or for a 
tenn of not less than two hundred years at a fixed rental 
to any such railway company as is mentioned in paragraph 
(g) of tbis sub-section, either alone or jointly with any 
other railway company; 

(i) In the debenture stock of any company owning or operating 
a railway in India tbe interest in sterling on whLh is paid 
or guaranteed by the Secretary of State in Council for 
India: 

(J1 In the" B " annuities of the Eastern Bengal, the East Indiab 
the Scinde Punjab and Delhi. Great Indian Peninsula and 
Madras Railways, or in any securities substituted therefor, 
and any like annuities which may at any time after tbe 
commencement of this Act be created on the purchase of 
any other railway by the Secretary of State in Council of 
India. and charged on the revenues of India. and which 
may be authorised ,by Act of Parliament to be accepted by 
trustees in lieu of any stock held by them in the purchased 
railway ; also in deferred annuities comprised in the 
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"or other. Securities which are either never to be redeemed or tp be 
redeemed at some indefinite time or at the pleasure of the authority 
issuing them are not eligible because they cannot be said to mahlre at 
any time. But such other securities are eligible under Section 20 of the 
Indian Trusts Act for purposes of Clause 4 (a). 

Another condition is that they must be fully guaranteed as to prin
cipal and interest. 

Extent of the Bank's power under this dause-The Bank's power 
under this clause is limited as follows:-

(a) The total value of the securities specified under this clause 
• should not at any time exceed the total of:-

(1) The share capital of the Bank for the time being. (See 
Sections 4 (1) and 5 (1)). 

(2) The Reserve fund (See Section 46), and 

(3) Three-fifths of the Banking Department's liabilities in res
pect of deposits. 

(b) " The total value of the securities maturing after one year should 
not exceed (1) & (2) of (a) & two· fifth of the Banking Department's 
deposit liabilities. 

(c) The total value of tbe Securities maturing after 10 years should 
not exceed (1) & (2) of (a) & one fifth of the Banking Department's 

·deposit liabilities. 

The term 'value' denotes not the face or par value but the market 
value of the securities. 

The Bank may keep itself within the prescribed limit as to the 
various kinds of securities, by making from time to time transfers from 
the Banking Department to the Issue Department and vice-"eTsa 
-of Government of India securities of longer or shorter maturity, and 
thus enable each Department to feed on the other as occasion demand

"ed. As to the . securities that can form part 01 the assets of the Issue 
Department see Section 33 (2) and (3). 

CLAUSE (11). 
This clause authorises the Bank functioning as agent of 

the Government of India, Local Governments, local authorities and 
States in India. Clause (13) empowers its acting as agent or correspon
dent of the Central Banks of other countries and of the Bank for Inter
national Settlements and other International Banks formed by the 
Central Banks. For acting as agent of States in India no specification 

·of particulars States by Governor-General-in-Council required; so that 
,the Bank may act as agent of any State which may require its services V 
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(q) In any stock or securities issued in respect of any loan rais
ed by the Government of Northern Ireland; 

(r) In· any of the stocks, funds, or securities for the time being 
authorised for the investment of cash under the control 
or subject to the order of the court; 

.and may also from time to time vary any such investment. 

Sub·dan .. (d).-This authorises the Bank to make loans and ad
vances to scheduled banks and provincilll co-operative banks on their 

·()wn promissory notes, supported by documents of title to goods which 
have been either transferred, assigned or pledged to them as security 

· for a cash credit or overdraft. Documents of title to goods coming to 
the possession of such banks in any other manner or for any other pur
pose cannot be availed of. 

Documents of title to goods. -This is defined in the Sale of Goods Act 
(III of 1930) Section 2 (4) as including "a bill of lading. dock-warrant, 

'warehouse-keeper's certificate, wharfingers' certificate, railway receipt, 
warrant or order for the delivery of goods and any other document 
used in the ordinary course of business as proof of the possession or 
·~ontrol of goods, or authorising or purporting to authorise, either by en
dorsement or by delivery, the possessor of the document to transfer or 
receive goods thereby represented." 

• Cash credit, overdraft.-·Cash credit' is a form of lending adopted 
from the old Scottish banking system. Under it, a bank grants credit 
to a customer up to a fixed amount, and allows him to draw cheque 

· against the account. The customer in return pays a fee for the ac
·commodation, generally t to 1%, of the total credit and in addition 
pays interest only on such amount as he utilised at any given period. 

·Cash credits are subject to fCnewals and are practically frozen credits. 

" A cash credit is an arrangement by which a banker allows his 
· customer to borrow money up to a certain limit against a bond of credit 
by one or more sureties or certain. other securities. The advantage of 
this arrangement to the customer is that he need not borrow at once 
the whole of the amount he is likely to require, but can draw such 

· amounts as and when required. Generally, he has to pay interest on the 
amount due from him although in some cases there is a clause which 
requires the customer to pay minimum interest for either half or one 
quarter of the amount of the credit agreed upon. 

When a customer requires an accommodation temporarily. he may 
.be allowed to overdraw his current account usoalIy against collateral 
.securities. Sometimes bankers also charge a small commission on the 

nrnover of the current account when a certain minimum credit balance 
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is not maintained. The essential difference between a cash credit and. 
overdraft is that the latter is supposed to be ior a comparatively short. 
time whereas it is not so in the case of the former." (M. L. Tannan. 
, Banking Law & Practice in India.' pages 211-212.) 

So far as advances by the Reserve· Bank are concerned, they 
cannot be ma de against promiSsory notes of member banks, supported 
by security of cash .credits, and overdrafts unless the security consists
of documents of title to goods, That is to say, the Reserve Bank's funds 
will not be available except in respect of self-liquidating commercial and 
agricultural transactions. 

CLAUSE (5) 
Ways and Me&DJ advance •. -These are what are known as ways and 

means advances in the nature of temporary overdraft granted by the 
Bank to the Government of India and Local Goverments, on occasions
when revenue is slow in coming or when they have some special ex.· 
penditure to meet. 

The period of three months from date of advance instead of from v 
end of financial year may be a handicap to the Local Governments 
concerned, as there are only certain months when their revenues are 
collectable, while their expenditure is spread over the year. 

The provisions of the present clause may well be not resorted to alI 
by any of the Governments who may iSsue Treasury bills or ways or 
means bills of their own, maturing during the period of their next 
revenue collection, which need not in any case exceed 9 months, such 
securities being eligible for sale and purchase by the Reserve Bank under 
Clause a below, 

CLAUSE (6) 
Demaad drafts I: Baak post bills.-A demand draft is defined by 

Section as-A of the Negotiable Instruments Act as .. an order to pay v 
money, drawn by one office of a bank npon another office of the 
same bank for a sum of money payable to order on demand, and where 
it purports to be endorsed by or on behalf of the payee, the bank is dis
charged by payment in due course." 

Dem~nd drafts are exempt from stamp duty in British India. 

Demand drafts are useful both in domestic and foreign trade but 
are not as important as the usual type of commercial bill of exchauge. 
The advantage of the latter is that in most cases the purchaser in good 
credit, can act on a letter of credit through his agent, and does not need 
to provi4e funds until the bill drawn on him by his agent matures. In 
the case of the bank draft the funds must be provided when the draft is
pllrchased, though in many eases this is doue by means of a cash, 
credit or overdraft. Though from the point of view of traders, the draft-

v 
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is comparatively less important than the usual type of biII of exchange, it 
is generally used by individuals who are not regular traders and want to 
make only occa-,ional remittances. 

Bank Po,t BiDs.-In England bank post bills are now in practice 
· issued only by the Bank of England. They are bills payable to order, 
at seven or sixty days' . sight for convenience in remitting small or odd 

V sums of money. Being issued accepted, they are practically equivalent 
to promissory notes (Byles on Bills, 18th Ed. Page. 92; Forbes v. 

· Marshall (1855) 11 Exch. 166; Willis v. Bank of England (1835), 43 
Revisional Reports 232). As title can only be made through the p~yee's 
indorsement, they offer more security against loss than bank notes. It 
is said that no days of grace are allowed on them, but this must be 
more a matter of courtesy than of right: (Byles on Bills Page. 92 
footnote (a) ). 

The following is a specimen of one of these bills issued by the Bank 
· of England. 

No...... London. 
4th April 1934. 

At seven days sight I promise to pay this my sole Bill of Exchange 
:to A.B. or order, one Hundred pounds sterling value received of C.D. 

(Accepted 4th April 1934). 
E. F. 

For the Governor and Company of the 
Bank of England 

G. H. 

Bank post bills being usually payable at seven days sight, give 
· time for notification to stop payment when necessary. 

CLAUSE (7) 
Government Se<uritie. of the United Kiugdom.-Government securities 

of the United Kingdom include consols and other British Government 
'stocks, Treasury bills, Exchequer bonds and other· short term obliga,
tions of the British Government. (Withers, 'the Meaning of Money' 
1932 Edition, page 242). 

CLAUSE (8) 
While under this clause the Bank can deal in all the securities 

specified herein, it cannot finance the stock market hy re.discounting 
bills issued or drawn for holding all of such securities. That is limited 
to certain specific securities of short maturity, by Clause 2 (e) above. : 

I 
Matorablcueu of Securities eueutial.-One condition of the securiti~ 

.dealt with here is that 'all of them must be such as to mature sometime 
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as agent. But the Bank cannot act as agent of any Scheduled Bank or' 
other person. 

Other kinds of agency work done by the Bank are specified in 
Clauses (1), (9) and (13). 

Management of the Puhlic DeLt.-! Public Debt' includes the debts, 
of the various public authorities, raised by public loans. Though the 
term ordinarily signifies the national debt i.e. of the Government of India 
it includes here the debt of all the authorities enumerated in the Clause' 
viz, Local Governments, local authorities and States. 'Management' 
includes issue, interest payment, redemption etc. 

CLAUSE (12). 
The Bank cannot on its own account deal in silver, except 

making loans and advances on its security under Clause 4 (b), and 
acting as agent for purchase or sale of silver under Clause 11 (a). 

CLAUSE (13). 
The Bank is authorised by this Clause to act as agent or 

correspondent of the Central Bank of any other country, of the Bank 
fur International Settlements and of any other International Banks 
provided it is formed by the Central Banks of countries, 

It may also open accounts with these banks and invest its funds in 
the shares of the Blnk for International Settlements and/or other Inter
national Bank that may be formed. 

But it cannot appoint any of them as its agent at its own discre
tion. Though the present Clause would seem to empower the Bank to 
enter into an agency agreement with them, the provision must be taken 
subject to Section '·6 which requires the previous sanction of the Gover
nor-General-in-Counci1 for the Bank establishing any agencies outside 
India. 

CLAUSE (14). 
Borrowing.-This evidently means only direct bOlfowing as a 

.. • debt: The Bank may, by means of the various acts enumerated 
already raise very large sums of money to meet its requirements. For 
instance, it may by selling eligible paper, by seIling its gold, by seIling 
securities, and by the issue of bank post bills raise whatever amoun1ls 
it may need. But in order to maintain the external stability of the 

V currency the power of borrowing outside India, especially in England 
mayan occasions be necessary, in view of the obligations imposed on 
the Bank to keep the Secretary of State in funds and to maintain the 
Sterling Exchange Standard. 

It is also necessary to have the power of borrowing in India to
\! facilitate the control of credit. 
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The exercise of this power will to some extent evade Clause (1) 
of this Section in a way; as By this means interest may be indirectly 
paid by the Bank on what may in substance prove to be B.;ced deposits. 

The first proviso has inadvertently omitted the inclusion of the 
Bank· for International Settlements and/or other International Bank 
mentioned in Clause 13. above.-as a proper person from whom the Bank 
may also borrow. 

C1au .. IS.-The provisions relating to the making and issue of bank 
Dotes are contained in Sections 22 to 29. and 31 to 37. and in any regula. 
tions that may be made in this connection under Section 57. 

C1a_ 16.-This must be read subject to the provision contained in 
Section 19. This residuary clause will authorise the Bank to do only 
such matters and things as are either incidental or consequential on thlt 
exercise of its powers or the discha.-ge of its duties under this Act. That 
is to say. the Bank cannot act beyond the expressed powers given under 
the other provisions of the Act unless such action is incidental to or 
consequential on the exercise of such powers. 

Po ...... of dinet 18. When, in the opinion of the Central 
diacount. Board or, where the powers and funotions of 
the Central Board under this section have been delegated to 
a. oommittee of the Central Board or Lo the Governor, in 
the opinion of suoh oommittee or of the Governor 80S the 
case may be, a speoial oooasion has arisen making it neoes
sary or expedient that aotion should be taken under this 
seotion for tbe purpose of regulating oredit in the interests 1 
of Indian trade, commeroe, industry and agrioulture, the
Bank may, notwithstanding any limitation oontained in 
sub·clauses (a) and (b) of clause (2) or sub-ola.use (a) or (b) 
of olause (3) or clause (4) of seotion 17,-

(1) purchase, sell or disoount any of the bills of ex- 0/ 
ohaoge or promissory notes speoified in suh-ola.use (a) or (b) 
of clause (:3) or sub-olause (b) of olause (3) of that section 
though suob bill or promissory-note does not bear the Big
na~ure of a soheduled bank or a provincial Do-operative 
bank; or 

(:3) puroha.se or sell sterling in am )Unts of not less than v 
'he equivalent of one lakh of rupees; or 

6 
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(3) make loans or adva.nces repayable.on demll.nd or on 
v' the expiry of fiKed periods n:lt 'exceeding ninety days 

against the- va.rious forrn3 of secllrity specified in cla.use (4) 
of tha.t section; 

Provided tha.t a. committee' of the Boa.rd or the Gover
nor shall not, save in cases of special urgency, authorize 
action under this section without prior consultation with 
the Central Board and that in all cases action so authorized 
shall he reported to the members of the Central Bo .. rd forth
with, 

NOTES. 

The Section makes provision for what has come to be known as 
v Open Market operations through exercise of the power of direct 

discount. By kind permission of the President of the Bank for Inter
national Settlements, I have reproduced in Appendix A, portions of a 
very valuable and instructive paper on the Open Market operations of 
Central Banks, prepared by the Bank for International Settlements for 
consideration by the Preparatory Committee of Experts of the World 
Economic Conference 1933. 

For action to be taken under this Section the conditions are;-

1. that in the opinion of the Central Board, or of the committee 
empowered by it in this behalf or of the Governor if so empowered, a 

, special occasion has arisen making it necessary or expedient to take 
actions under this Section. 

2. that such action is required for the purpose of regulating i.e., 
• expanding. contracting or stabilising credit. 

3. that the regulation of credit is needed in the interests of Indian 
• trade, commerce, industry and agriculture. This last condition implies 

that all the interests, trade, commerce, industry and agriculture require 
the regulation. It is not enough if it is advantageous to one or more parti
cular interests and detrimental to the others. The regulation of credit 

~ should be found necessary generally in the economic interests of the 

\

( country. Further it should not be resorted to with a view to achieve 
any other purpose, such as maintaining the credit of Government or 
feeding or disciplining the money market for its own sake. 

Joint Committee', Note"" the provisiODI of this Sectioa.-"We have added 
words to this clause so as to make it clear that although the exercise of 
these powers should not necessarily be regarded as limited to occasions 
of so critical a nature as to justify their description as an emergency. 
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nevertheless they are not to be used for the normal operations of the 
Bank and should be restricted to special occasions. We have also modi
fied it so as to provide for the delegation of the powers of· the Board to 

_ a committee of the Board as well as to the Governor. We have further 
thought it desirable to make it clear that although in order to maI!;e 
quick action possible the Board may delegate its special powers under 
this section to a committee or to the Governor, nevertheless such dele-', &I 

· gated powers should not normally be utilized without previous consul- • 
tation with the Board, and that if in cases of special urgency such. 
previous consultation is impossible, the members of the Board shalf be . 
informed at once so that, if they think fit they can convene a special 
meeting to have the policy considered and decided.~' 

The power of direct discount under tru. Soclion.-Section 17 Clause (2), 
, (3) and (4) enable the Bank to deal only with Scheduled Banks and Pro
vincial Co-operative Banks. The present Section empowers it to deal 

-directly with any person i.e., with the public at large. In such a posi- yI 
tion it may have to compete with the Scheduled banks. But then the ( 
occasion demands that it should. The present Sectio~ does not, it must 

· be noted, empower the Bank to deal in other than eligible paper. It 
· only enables direct discounting in addition to rediscounting. 

The power which this Section gives to the Bank is a well-known 
power possessed by the Central Banks of almost all countries of the 
world. It is necessary to enable the Bank as the country's Central 
Currency and Banking authority to fulfil its responsibilities with regard 
to the monetary system, and as the preamhle states, generaIly to operate 
it to the country's advantage. But the power must he 'used with 

-caution. As Sir Henry Stakosch stated in the World Economic Confer-
· ence .. Open Market operations must be undertaken with prudence and 
must be kept within appropriate limits. Deliberately to stimulate 

· demands for credit where no such demand existed might be dangerous." 
(World Economic Couference Journal June, 22nd 1933, page 78.) 

Deletali .. of power 10 G ..... rnor.-The essence of direct ;ntervention 
· on the part of the Reserve Bank in the market is tbat the Governor should 

be able to act in time and on right and ade:J.uate lines. If it is provided v' 

that the Governor should every time before he initiates open market 
operations, consult his Board and take their consent, the very purpose 

-of Open Maricet operations would be defeated. The Go\-ernor may not, in 
such a situation, be able to get such consent till the situation forwhicll 

· such operations are needed is past or has got out of hand. The power 
couferred in respect of Open Market operationsassnmes tbe1ullest faitA • 
in the ability and adroitness of the Governor. It may well be tbat the 
Central Board will have to delegate powers under this section to the 

• Governor as the only way by which Open Matket operations can be, ~ 
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practice. carried out. The success of such a policy depends upon the 
judgment. and discretion of the Governor. There is no purpose in_ 
limiting or qualifying such discretion. 

Curreucy Commission did not provide for Open Market operatioDl.-The
Royal Commission on Indian Currency and Exchange in outlining the 
charter for the Reserve Bank which they recommended. did not think

v it necessary to confer on the Bank the power of direct discount given by 
this section. They gave the following reason for not making the pre
vision :-

"We have advisedIymadeno provision ..... for the Reserve Bank.
having reCOUI'Ee to direct operations in the Bill Market; not that such "'
provision is unnecessary-we regard it as a cardinal provision in the -
charter of a true Central Bank if it is properly to discharge its pdmary 
duty of regulating credit and maintaining the stability of the currency ; 

,/but in the present state of development of the Bill Market in India. we 
do not consider that Open Market Operations by the Reserve Bank are -
an indispensable method for carrying out its credit policy. Rather we 

v think that this development should follow in the wake of banking pro
gress and the growth of a large and healthy Bill Market. Experience 
in other countries shows that with the creation of a Central Bank. and 
the consequential development of a sound banking system. the Bill 
Market comes into being in a surprisingly short time. In India. where
the hundi or internal bill of exchange has been in existence for many 
years. we hope the growth of the habit of drawing bills instead of 
opening cash credits will be more rapid than elsewhere. In order to
provide for such future development. the charter should enable the
R~.e Bank to apply to the Governor-General-in-CounciI for power to -
buy and sell in the market bills of exchange. promissory notes or other: 
commercial paper arising out of bOfU fide commercial or trade trans
actions bearing two or more good signatures and having a maturity not 
exceeding 90 days. if and when it finds such powers necessary to the 
performance of its function of regulating the supply of credit. In decid. 
ing whether to grant or refuse this application. the Governor-General-in
Council would of course give due consideration to tbe possible effect. on 
the various classes of persons concernw. of the operation of the pr0-

posed new procedure. To avoid ambiguity we should state that our 
proposal is that this power. if and when granted. should be granted 
once and for all; not that it should have to be applied for one each 
OI:~on". (Report. para 102). 

In order to provide for such future development. theY,wanted the 
Beserve Bank to apply to the Governor-General-in-Council for such 
powers. But since the Commission reported (1926). Central Banking 

V :p-acticein other countries has developed in the direction of utilising_ 
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''Open Market operations to an increasing extent for the purpose of 
regulating credit. Section 18 has accordingly been made elastic, so as 
.,to enable action being taken speedUy and without hindrance. 

Bu.in ... wbich 19. Sa.ve 90S otherwise provided in seo-
-,.the Bank may not ' ,.. 
·_act. tions 17,18 a.nd 4.), .the B,nk m\y not-

(1) enga.ge in trs.de or otherwise ha.ve a. direot interest v 
,,in any oOlnmeroia.l, industrial, or other underta.king, exoept 
·enoh interest 80S it ma.y in any way acquire in the OOUfse of 
the sa.tisfa.otion of a.ny of its olaims: provided tha.t all suob 
interests shall be disposed of at the ea.rliest possible mo

'ment j 

(2) purohllose its own shares or the sha.res of IIony other 
'oba.nk or of any oomplLny, or grllont 10llons upon the seourity of 
· any suoh shlLres ; , 

(3) advllonoe money on mortga.ge of, or otherwise on the 
· seourity of, immovlloble property or doouments of title rela- .; 
·ting thereto, or become the owner of immova.ble property, 
·exoept so far as is necessary for its own business pl'emises 
· a.nd residences for its officers and servants; 

(4) make loans or ad va.noes ; 

(5) drllow or IIocoept bills plloya.ble otberwise than OD 

-(}emllond j 

(6) a.llow interest on deposits or ourrent acoounts. 

NOTES. 

This section in substance and principle follows the statutes of 
. other central banks of the world, where a provision of the kind is 
generally made. The reason for it is that the assets of a Central Bank V <t~. 
-should be of the most liquid type. 

Article 12 of the Code of the B:mk of Japan, for instanoe pro
vides as follows :-

.. The Bank of Japan shall not engage in lines of business other 
than those set forth in Article 11, and is expressly forbidden to under
take the following operations:-

1. To make loans on the security of real estate or sbare> of banD 
..or other companies; 
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2. To make loans on the security of shares of the Bank or to-
purchase the same; 

3. To hecome a shareholder in industrial companies or to take' 
any part, either directly or indirectly, in industrial enterprises; 

4. To become the owner of real estate except so far as it is· 
necessary for establishing the Head office and branches of the Bank. 

Immoveable property.-Tbis is defined in the General Clauses Act 
S, 3 (25) as including 'land, benefits to arise out of land and things· 
attached to the earth or permanently fastened to anything attached to· 
the earth: 

CHAPTER III. 

CENTRAL RANKING FUNCTIONS. 

Obligation olthe 20. 'fhe Bank shall undertake to 8CCflU 
Bank to transact h S - f S 

,/ Government bus'- monies for account of L e ecretary 0 , I Me-
noss. in CouDciland~the Governor-General-i,,-· 

Council and such Local Governments as may have the· 
~ustody and management of their own provincial revenueR. 
and such States in India as may be. approved of and notified 
by the Governor-General-in-Council in the Gazette of Itldia .. 
and to make pll.yments. uptQ __ Hle~mount standing to the 
eredit of their accounts respectively, and to carry out their 
~xchallge. remittance and other banking operations, includ-
-- -_. - ----- ---"-
ing" the ~anagement of the public debt, 

NOTES. 

Under this Section, the Bank has a duty to receive monies and'. 
make payments but only up to the amount standing to the credit of 
each party concerned. 

Under S. 17 (5), the Bank is further authorised though it is not 
made its duty, t6 make temporary loans by way of advance payments,. 

V each repayable not later than three months from date of advance, to the 
Governor-GeneraI-in-Council and such Local Governments as have the 
custody of their own provincial revenues. 

The present section includes also Secretary of State in Council and .. 
approved States in India, to whom the Bank cannot extend the privi
Jege under Section 17 (5). 
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The Bank is not however expected to render the services freely. 
The terms are to be provided so far as the Government of India ami 
LocaI Governments are concerned. by agreement made, in accordance 
with Section 21. 

Bank to have ·21. (1) The Governor-General-in-Coun-
:: rig~,!;"t;:::i cil and sllch Looa.l Governments as may 
business in India. bn.ve tbe cnstody and lDanagement of tbeir 
o.vn provincial revenues sball entrust tbe Bank, on such \ 
oonditions as m'1.y be agreed upon, with all their money. \ 
reluittanoe, exobange n.nd hanking trn.nsactions in fndia and. 
in pn.rtionlar Rhall deposit free nf interest all their oasb 
b'~lanoes with the Bank: 

Provided tbat notbing in this sub-seotion shall prevent; 
the Governor-General-in-Counoil or any Local Government; 
from oarrying on money transaotions at places where the 
Ban It bas no branoheR or agenoies, and the Governor- v 
General-in-Counoil and Looal GovernlDents may hold at suob 
plaoes suoh balanoes as they ma.y require. 

(2) Tbe Governor-General-in-Council and each Local 
Government Rball entrust tbe Ba.nk, on sucb oonditions as 
may be agreed upon, with the management of the publio I ' 
debt and with the iRslle of any new loans. 1 

(3) In the event of any hilure to reach agreement. on 
!;he oonditions referred to in tbis seotion tbe Governor
General-in-Counoil sball deoide what the oonditioDs shall 
be. 

(4) Any agreement m&de under tbis seotiou to wbicb 
the Governor-General-in-Council or any Looal Government; 
is a party shlll\ be Illid, as soou as may be after it is made, 
before the Central' Legislature and in tbe case of a Local V 
Government before its local Legislature also. 

NOTES. 

This Section makes it; obligatory on the Govemor-General-iD-. 
Council and Local Governments to entrust aU their money. etc., tran
sactions iD India to the Bank and deposit their cash balances free of 
iDterest. 

v 
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But where the Bank has no office, branch or agency the respective 
Governments may have their own treasuries. 

~ 
The Bank can help scheduled banks by appointing them agents in 

•.. places where there are no branches of the Imperial Bank and thus have 
a net work of banking organization throughout; the country. 

The States may also entrust the Bank with their monies in confor
mity with the Bank's obligation in this connection. created under 
Section 20. and the Bank is also authorised to do agency work on their 
behalf by S. 17 CI. (11). 

If the Bank starts a branch or appoints an agen t in any new place 
where there is a Government treasury. the Governor-General-in-Council 
and the Local Government of that place must entrust their monies to the 
branch or agent of the Bank. 

While under Section 20, the Bank is bound to undertake all money 
transactions on behalf of the Secretary of State, this Sectioll does 

v' not impose a similar obligation on the Secretary of State though th.e 
Currency Commission (Report Para 140) suggested that the Secretary of 
State should also entrust his transactions to the Bank. For this an 
amendment of Section 23 of the Government of India Act will he neces 
sary That section, as it is, lays down :-

"23. (1) Such parts of the revenues of India as are remitted to the 
United Kingdom. and all money arising or accruing 

Accounts of Seae- in the United Kingdom from any property or rights 
~~f State WIth vested in His Majesty for the purposes of the Govern

ment of India, or from the sale or disposal thereof, 
shall be paid to the Secretary of State in Council. to be applied for the 
purposes of this Act. 

(2) All such revenues and money shall, except as by this Section is 
provid~d, be paid into the Bank of England to the credit of an account 
entitled, "The Account of the Secretary of State in Council of India." 

(3) The money placed to the credit oithat account shall be paid 
(lut on drafts or orders, either signed by two members of the Council of 
India and countersigned by the Secretary of State or one of his Under 
Secretaries or his Assistant Under-Secretary, or signed by the Accoun
tant-General on the establishment of the Secretary of State in Council 
or by one of the two senior clerks in the department of that Accountant
-General and countersigned in such manner as the Secretary of State in 
Council directs; and any draft or order so signed and countersigned 
shall effectually discharge the Bank of England for all money paid
thereon. 



·,sec. Zlj TRANSACTION OF GOVEI!NI4ENT BUSINESS 89 

(4) The Secretary of State in Council may, for the payment of 
<urrent demands, keep at the Bank of England such accounts as he 
,<:Ieems expedient; and every such account shall be kept in such name 
and be drawn upon by such person, and in such manner, as the 
Secretary of State in, Council directs. 

(5) There shall be raised in the books of the Bank of England 
'such accounts as may be necessary in respect of stock vested in the 
Secretary of State in Council; and every such account shall be entitled 
'''The Stock Account of the Secretary of State in Council of India." 

(6) Every account referred to in this section shall be a public 
account. 

Currenc, Commiuion'1 RecommendatioDi regarding remittances for finane" 
ial the Home Treasury :-

.. The business of remittance is essentially banking business. Since 
the bank of issue must be the bank of the Government in other matters, 
it is convenient and, as will be seen, essential that it should be SO in 
this matter also ; and it may be assumed that it will be able to traniact ../ 
the business at least as economically as the Government. Further, an 
obligation is imposed upon the Bank to maintain the value of the .., 

· currency. The annual remittance on Government account amounts to a 
sum £ 35 millions, a large sum in proportion to the total foreign remit.. ~ 

tance business of the country. The time and method of making these, 
remittal'lces have an intimate connection with the Bank's discharge of ',' 
its obligations. It would be difficult, if not impossible, for the Bank to 

· discharge its essential obligation to the currency unless it conducted the oJ 

remittance business of the Government." 

• • • • • 
"It has been suggested that the Secretary of State has constitutional v 

and statutory responsibilities to Parliament (including the particular 
responsiblity to the holders of India Sterling Debt) which make it im
possible for him to be satisfied with an obligation undertaken by a bank. 
however pre-eminent in status, to keep him supplied with funds. We 
are, however, unable to find that the duties and responsibilities laid 
upon the Secretary of State in relation to financial commitments in the 
United Kingdom are different in kind or extent from those laid upon him " 
in relation to financial commitments in India, which are similarly incnn-

· ed in his name. The latter are already discharged on his behalf by the 
Government of India, and are to some extent discharged through the 
agency of the Imperial Bank. If the Secretary of State is able to en
trust to duly authorised agents the carrying out of his debt and remit:' 
tance obligations in India, he may be satisfied similarly to employ DIl 

· agent to keep him in funds for the implementing of his obligations in 
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the United Kingdom. The employment of an agent does not imply the 
,; abrogation of the ultimate control and responsibility vested in the 

Secretary "of State. Should the agent not discharge the obligations which 
it has accepted, the power of the Secretary of State himself to discharge 
his own obligations is in no way qualified or diminished." 

.. When arrangements have been made for the transfer of the con
duct of Government remittance to the Reserve Bank, it will be necessary 
for the successful discharge of that function that the Secretary of State 
should furnish to the Bank in advance, through the Government of India," 
periodical information as to his requirements. It has been suggested in evi
dence that it would mot be possible to forecast with accuracy the require
ments for any considerable length of time ahead. Occasions may obvi
ously arise when unexpected commitments, or increases of existing com
mitments, may materialise on a large scale. Any scheme must provide 
for meeting such a contingency, which would no doubt be of rare occur
rence. But a great part of the Secretary of State's commitments are in 
respect of payments which are regularly recurring, or at least easily 

.,I foreseeable; and it should not as a rule be difficult to produce reasonably 
accurate forecasts of the funds required. As regards minor variations 
between estimates and actuals no difficulty is likely to arise. It is not, 
of course, suggested that it should be laid down that estimates once 
furnished must be rigidly adhered to. The Bank would be primarily 
responsible for the programme of remittance, after giving due regard to" 
the views of the Government of India. The Secretary of State will no 
doubt retain a working balance sufficient to ensure his having funds 
available to meet any ordinary and foreseeable excess of actual over ex
pected expenditure." (Report, paras 103, 105 & 106.) • 

Such conditio"," as may be agreed npon.-The following memorandum 
on remittances submitted to the Joint Committee on the Reserve Bank 
Bill of 1927, by the Honourable Sir Basil Blackett, the then Finance 
Member of the Government of India may be of interest in this 
connection :-

Memorandum on Remittances. 

1. The Reserve Bank shall effect such transfers as may be re
quired between the account of the Government of India in India and 
the accounts in London of the Secretary of State and the High Com. 
missioner. 

2. Transfers to London shall be made on the demand of the 
Secretary of State in "Council or the High Commissioner, who shall on 
Friday in each week notify the Bank of the amounts req .. ired to be 
placed to the credit of their respective accounts on each day of the suc-· 
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ceeding week, and shall .at the same time advise the Government of 
India by telegram of the amounts so demanded, 

NOTB.-The Secretary of State in Council and the High Commissioner will. 
regulate their remittance programme with a view to restricting their balance so 
supplied to an amount Dot materially in excess of current requirements on capital 
and revenue account. 

3. The rupee amounts corresponding to the transfers referred to in 
para 2 above shall be debited to the account of the Government of India 
in India on the day on which the sums are credited to the accounts of 
the Secretary of State or the High Commissioner and shall be calculated 
at the selling rate of the day for Telegraphic Transfers iR Bombay. In. 
the event of any fluctuation during the day, the rate shall be fixed by 
agreement between the Governor of the Bank and such officer of 
Government as the Government of India may appoint. 

,. The following information shall be supplied to the Bank :-
(a) Before the end of December in each year the Government of 

India shall furnish a preliminary estimate of the probable sterling re
quirements for the next financial year, showing the probable amount of 
the drawings in each month. 

(b) Before the end of March the Government of India shall. 
furnish a revised estimate as above. 

(e) Seven-days before the end of each month the Secretary of 
State and the High Commissioner shall send to the London Office of the
Bank statements showing their probable drawings during each of the
next three months, noting the days on which net disbursements are· 
likely to be heavy and tbe probable amount of such disbursements. 

The Bank shall be given the earliest possible intimation of any
substantial change in the estimates furnished as above. 

S. In regard to all matters connected with the remittance pro
gramme, the Government and the Bank shall maintain close and con.· 
tinuous contact, and due regard shall be paid by Government to any
representations made by the Bank regarding the reaction of the pro
gramme on the exchange and money market. 

Right to Ioaue 22. (1) Tbe Bank sball have tbe 8010 v' 
bank DOtes. right to issue bank Dotes in British India,. 
and may, for a. period wbioh sball be fixed by tbe Governor
General-in-Counoil on the recommendation of the Central 
Board, issue ourrenoy Dotes of tbe Government of India sup_· ,. 
plied to it by tbe Goveruor-General-in-Counoil, and the. 
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'Provisions of this Act applicable to bank notes shall, unless a 
contrary intention appears, apply to all currency notes of the 

··Government of India issued either by the Governor-General 
in-Councilor by the Bank in like manner as if such currency 
notes were bank notes, and references in this Act to bank 

,DoLes shall be construed accordingly. 

(2) On and from the date on which this Chapter corues 
·..into force the Governor·General-in-Councii shall not issue 
any curreDcy notes. 

NOTES. 

This Section gives the monopoly of note issue to the Bank. For some 
·time in the beginning, the Bank may have to issue currency notes 
'{lnly and only after it has made suitable arrangements for making bank 
notes, it can issue them. The Governor-Genera!-in-Council is not to 
issue any currency notes, from the date of the coming into force of this 

!.roapter (which is to be notified by him under S. 1 (3.) But he has to 
!supply the Bank with such notes, as when and to the extent it may , 
,"require, till it is in a position to issue bank notes. 

Issue 
>.ment. 

Depart- 23. (1) The issue of bank notes sha.1I be 
conducted by the Bank in an Issue Depart-

I ment which shall be separated and kept wholly distinct 
from the Bankillg Departmeut, and the assets of the Issue 
Department shall not be subject to any liability other than 
the liabilities of the Issue Departmem as hereinafter defined 

,an section 34. 

(\&) The Issue Department shall not issue bank noles to 
the Banking Department or to any other person except in 
.exchange for other bank I.otes or for such COiD, bullion or 
-securities as are permitted by this Act to form part of the 
Reserve. 

NOTES. 

Separation of Departmenls.-The Act adopts what is called t~o
'pomona! Reserve Syst~ under which the notes in circulation are 
~ured by a statutorily prescribed minimum percentage of gold and 
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external (sterling) securities (5. 33). This System does Dot require 
separation of the Issue and Banking Department. But the principle 0 

Separation has been adopted for the following reasons given by the 
Currency Commission ;-

"·We have stated above that the proportional reserve system does 
not necessitate the separation 01 the banking and note issuing functions 
of a Reserve Bank. Wherever the system is in operation no such sepa
ration is in fact made. If, nevertheless, in the plan submitted in our 
Report such a separation is proposed, it is because we have been im- v 
pressed by the view put forward by many witnesses tbat the accounts· 
of the Reserve Bank should be presented in the simplest possible form. I 
and that it is essential from this point of view to set out in a separate 
statement the assets and liabilities in respect of the note issue. We-- Z 

think that such a separation would inspire greater confidence in the-- 3 
new note. Although this is a novel way of dealing with the matter~ 
there would seem to be no strong reason why it should not be adopted"_ 
(Report, para. 137). 

The Currency Commission also recommended that the Central 
Board should appoint a commitiee of its own for the conduct and. 
management of the Issue Department, and regulate the constitution and 
powers of such committee. The Act does not make any provision for
this but it may possibly be provided by regulations. 

Assell ad 6abilitiu of the laue Deparlment.-See Sections 33 and M
below. 

Sub-sectioa Z.-The issue Department may issue bank notes not only 
to the Banking Department but also directly to any other person. While 
it is obligatory to issue such notes as against other bank notes or silver
rupees offered in exchange (Section 39), there is no such obligation as
against the offer of bullion or securities e.'Ccept as provided in this sub
section and in section 59 below. As for tt\e coin. bullion and securities
permitted to form part of the Reserve of the Issue Department, see 
Sections 33, 35 and 37. 

24. Dank Dotes shall he of the deDo-Denominations 
of noW$. ruinational values of five rupees, tell rupees, 
fifty rupees, one hundred rupee3, five hundred rupees, ODe 
thousaud rupees ",ud ten thou saud rupees, unless otherwiSE> 
direoted by the Goverllor-Gelleral-in-Council on the recom-
mendatioD of the Oentral Board. 
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NOTES. 

_ With a view to popularise the use of bank notes to a great 
-.I~xtent, the Bank may take up the question of the issue of one 

rupee and two and a half rupee notes. The following passage in the 
\ Report of the Currency Commission may be of interest in this connec

tion :-

" We recommend that the currency authority should, concurrently 
mth the first issue of notes of the new status, re-introduce one·rupee 
notes, which should be full legal tender and which, like other notes of 
the new status, should not be convertible by law into silver rupees. In 
~spite of the fact that the issue of one-rupee notes may retard the ab
sorption of the surplus silver rupees now in the Reserve, we consider it 

v worth while incurring such retardation in order to popularise the use of 
v' notes, and to prepare the way for dealing with such an emergency as a 

rise in the price of silver above the melting point of the rupee. The 
alleged comparative expense of small notes seems a consideration that 
is negligible in comparison with these advantages. We do not recommend 
the re-introduction of 2! rupee notes." (Report para 72). 

Form of bank 
notes. 

25. The design, form and material of 
bank Dotes shall be such as mlty be ap-

proved by tbe Governor-General-in-Council Itfter cOllsidera.
tion of the recommendations made by the Central Boltrd. 

NOTES. 

In view of the illiteracy olthe population, in general notes of each 
-denomination should be so distinctive as to be easily known by sight. 

If the provisions of Section 28 below are to be stringent, then 
particular attention has to be paid to the design. form and material of 
the notes in order to make them better proof against damage through 
-frequent handling. (Compare also S_ 27.) 

Legal tender 26. (1) Subject to the provisions of sub-
-character of notes. section (2), every bank note shall be legal 

v tender at any place in British India in payment or on 
.account for the amount expressed therein, and shall Le gua.
ranteed by the Governor-General-in-Conncil. 

(2) On recommeudation of the Central . Boa.rd the 
-Governor-General-in-Counoil may, by notifioa.tion in the 
.Gazette of India, declare that, with effect from Buch date as 
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may be specified in the notifioation, any series of bank noteB 
of any denomination shall cease to be legal tender save at an 
·offioe or agency of the Bank. 

NOTES. 

, Legal tender' means legally tenderable in payment or on account. 
It is defined in Bouviers' Law Dictionary (Quoted· in U. $. A., Trea
sury Report (1931) page 616). as .. that currency which has been made 
suitable by law for the purposes of a tender in the payment of debts." 
See also Notes under Section 2. 

Local extent of legal tender.-Here, there is an anomaly. Most of 
the Indian States have no currency of their own, but employ only 
British Indian currency; and as a matter of consequence British Indian 
currency is accepted in almost all the States. Hyderabad is the only 
important State where local currency is of considerable amount,. ex
tending to about 9 crores of rupees. 

By treaty with individual States, the British Indian Currency v' 
system should be extended to their territories. Then only the manage
ment and control of the currency system will be efficient and effective. 
(See Notes under Section 1.) 

Guaranteed hy Governor-Geaeral-in-CoDDciI.-It is difficult to under- V 
stand the object of this guarantee unless it be merely the guarantee of 
the legal tender character of the notes. If it means the guarantee of 
mutual exchangability with sterling there is no provision that the 
Governor-General-in-Council will be answerable in case of failure of the 
Bank to discharge its obligation under Sections 40 and 41. In that 
event the Governor-Genera1-in-Council will at best only supersede the 
Central Board, but does not thereby Undertake to discharge the obliga
tion himself or through an ... other agency, 

The notes of the Bank are not recJeemable in terms of gold or 
silver. 

The Currency Commission recommended the insertion of the 
guarantee provision, the only reason for it being to promote confidence v 
in the notes of the Bank. (Report para 138.) 

Sedioa 16 (Z).-By virtue of Section 22 (I), this provision applies 
also to currency notes. 

At .. eIIice v ...., ..... BaU.-Ao office includes here also • a 
branch office' though not specifically stated. 
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27. The Bank shall not re-issue bank 
Re-issue of notes. 

notes which are tOfn, defa.oed or exoessively 
soiled. 

Recovery of 28. Notwithstanding anything oon-
:~~a:~~t, o~o\:: taiiled in any enaotment or rule of law ~o 
periect. the oontrary, no person shall of right he

entitled to recover froID the Governor General in Counoil or
the Btlonk the value of any lost, stolen, IDutilated or imper-· 
feot ourrenoy note of the Government of India. or bank 
note: 

Provided that the Bank may, with the previous sano-, 
tion of the Governor General in Counoil, presoribe the
circuIDsta.nces in and the oonditions and limitations Bubjeot 
to whioh the value of snch cnrrenoy notes or hank note~ 
may he refunded as of gra.ce and the ruleR m1.de under thilt· 
proviso shall be laid on the table of both Honses of the
Central Legisla.tnre. 

NOTES. 

This Section. is a reproduction in substance of the provisions of" 
Section 28 of the Indian Paper Currency Act (X of 1923) which is. 
repealed by this Act. 

The rules under that Section will by virtue of Section 24 of the 
General Clauses Act continue in force until superseded by any new rules 
in their place :-

Undue severity of the law in this connection, may lead to prefer
ence of rupee coin by the public, and discourage the circulation. of bank 
notes_ 

Bank exempt 
from stamp duty 

29. Tbe Bank shall not be liable to the 
on bank notes. pa.yment of any sta.mp duty under the 
Indian Stamp Act, 1899, in respect of bank notes issued by 
it. 
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NOTES. 

It is only in respect of the bank notes issued by it that the Bank 
is exempt from stamp duty. 

With regard to every other transaction, the Bank is in the same 
position as any other' person as regards liability to payment of stamp 
duty .. 

Further the exemption is only with reference to British Indian 
stamp duty and not that of any of the States, where the notes may 
circulate. 

Pow. ro 0 f 30. (1) 11 in tbe opinion or the Gover-
Governor-General- G I' C 'I b B k f 'I In-Council to .uper- nor- enera -!D' ouncl t e an al s to • 
""d.Contral Board, carry out any of the obligations imposed on 

it by or under Lhis Act, he may, by notifica.tion in the 
Gasette of India, deolare tbe Central Board to be superseded, v 
and thereafter the general superintendence and direction of 
the affdoirs of the B:lonk sha.1I be entrusted to suoh agenoy as. 
the Governor-General-in-Council may determine, and sucb 
agency mloY exercise the powers and do all aots and things 
whioh may be exeroised or done by the Central Board nnder 
tbis Aot. 

(2) When action is taken under this seotion the Gover
Dor-General-in-Counoil 8hall oause a full report of tbe oir
oumstanoes leading to Buch action and of the aotion taken 
to be laid before tbe Central Legislature at the earliest pos- • 
Bible opportunity and in any case within tbree months from 
the issue of the notification superseding the Board. 

NOTES. 

The Bill as originally drafted provided for sui>erses>ion of the 
Bank but the Select Committee amended the provision in its present 
form for the following reasons given by the Committe<' :-

"We consider that the remedy proposed in the .-Iause in its original 
form was inappropriat~. If the Bank failed to comply with the re
quirements of Ch.pt~r III or of any other provision of tile Act and if. 
in consequence. it was decided that it should forfdt the right of note 

T 
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issue, it is hardly conceivable that it would command the confidence of 
the public to such an extent as to be allowed to remain in charge of the 
other functions entrusted to it by the Act. We therefore consider that 
in such circumstances a complete reconsideration of the position will be 
necessary. It is not possible to lay down in advance exactly what steps 
will be necessary nor do we feel entitled to assume that the liquidation 
-of the Bank will necessarily and inevitably be the only possible course. 

II' We therefore think that the right form of provision is one which win 
give the Government power to make emergency arrangements and lay 
upon it the duty of consulting the Legislature at the first opportunity 
after which further and permanent measures can be settled. We have 
drafted the clause accordingly." 

Now this may lead to various anomalies. What is it to become of 
the Local Boards? Are they or are they not to exist? Or are the Local 
Boards existing at the time of the supersession to continue indefinite
ly? The present section does not provide for appointment by nomi
nation, election or otherwise of any new members to the Local boards. 
If the Central Board is suspended, are the elected Directors nevertheless 
to continue to be members of the respective Local Boards from which 
they were elected? With regard to the substitute created in the place 
of the Central Board what is to be function of the suspended Directors 
especially the Governor and Deputy Governor;? Are they also to 
become non-existent by removal or otherwise. All tbe5e mltters will 
probably be provided in the order directing the supersession. 

Tbe reason for superseding the Cen tral Board is that it is the Cen
tral Board which is responsible for all acts and things exercised or done 
by the Bank. (Vide S. 7 supra). 

Condition for snpenessioa.-It is only the failure to carry out an 
obligation or dutyinlposedorenfolceable by or under the Act, that will 
entail supersession. A failure or refusal to do things which the Bank is 
authorised to do nnder the Act in respect of which it has to exercise its 
-own discretion, for example, any of the businesses which it is merely 
authorised to do under Section 17 or 18, will not be a failure within the 
meaning of this Section. 

V The Governor-General-in-Council is the s~le authority to judge 
whether the Bank has or has not failed to carry out its obligations. No 
previous investigation is required by the Act, though it is not unlikely 
that an investigation will take place before the Govemor-General-in
(;ouncil resorts to this extreme course of snperseding the Board, especial
ly in view of the necessity to make a full report of the circumstan<:es 
leading to such action, to the Central LegisJature_ 
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The Super.ediog Ageoey.-Though the Governor-General-in-CoWlcil 
has the power to supersede, he C1nnot himself directly carry out the' 
functions of the Central Board; i.6., the Government of India. cannot 
function as the B<>ard, through any of its Departments. 

It must be carried on only through an agency and not as a DepaTt
ment of Government directly. ) 

The agency m.y be a single person or a Board or any other body 
,of person •. 

After superseding the Central Bnrd and creating the agency, the 
Governor·General-in-Council beoomes functus officio. Any further re
form of the constitution of the Bank will rest with the authority having 
the power to amend the Act (See Notes under S. 1). 

Snh-seotioo (2) .-' Central Legislature' means Indian Legislature. 
[See Notes under Section 5 (2)] 

31 N:) per~on ill BriLi~h Iudii\ other than the Bank I" 

01', 80S expl'essly authorized by this Act, the 
l&sue of demand G G I' C . h 

bills and Dote., overllor- enera -In- ounCiI 8 all draw, 
accept, luake or issue any bill of exchange. 

hU!.lui, pl'Omissory note or engagement for the payment of 

money payable to bea.rer on demand, or borrow, owe or take 

up IIony sum or Rum~ of money on the bills, hundis or notes 

p!l.Y!l.ble to bearer on dem!l.nd of a.ny suoh person: 

Provid~d that cheques or drafts illoluding hundis, 11 

payable to hea.rer on delU'Iond or otherwise way be drawn on 
a. pordOll's aoo()unt with a. banker, shroff or a.gent. 

32. (1) Any person oontravening the provisions 0 

PeDAlty. seotion 31 sha.ll be pUllishable with fine 
whioh m'1.y extend to the amount of the bill, 

bUQ(li, note or eng:l.goment in respeot whereof the offdnoe is 
committed. 

(2) No proseoution under this section shall be institu
ted er.oept on oomplaint made by the Bank. 

NOTES_ 

These Sections a.re based upon similar provisions (section 2S and 26) 
in the Indian Polper Currency Act, 1923 now repealed by Section 60 of this 
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Act. The only cllange is that the proviso in Section 31 has been altered 
from the form in which it stood for many year., in order to make it clear

I that chequ~ upon a banking'account are not prohibited even though the -
account may be overdrawn. 

Sections mend Daly to British India.-As British Indian currency is 

\ 

also the currency of almost aU the Indian States, unless the States also, 
agree to enforce these provisions within their territories, the purpose of 

v ,these provisions may to some extent be defeated and the Bank's power of: 
, control over the currency and credit system considerably affected. 

33. (1) The assets of the Issue Department shall con
sist of gold coin, gold bullion, sterling secu-

Assets of the ~. . d . . 
Issue Department. rlbes, rupee cOIn an rupee securItIes to 

such aggregate amount as is not less than 
the total of the liabilities of the Issue DeplLrtment as here-· 
in after defined. 

(2) Of the total am )unt of the assets, not less than two
fihhs shall consist of gold coin, gold bnllion or sterling 

securities: 

Provided that the am )Qot of gold coin and gold bullion· 
tihall not at any ti me be less than forty crores of rupees in 
value. 

(3) The remainder of the assets shall bl.! beld in rupee· 
coin, Government of India rupee securities of any maturity 
and snch bills of exchange and promissory notes payable in 
British India as are eligible for purchase by the Bank under 
sub-clanse (a) or sub-clause (b) of clause (2) of section 17 or 
under clause (1) of section 18: 

Provided tbat tbe amount held in Government of India 
rupee securities shall not at any time exceed one-fourth of 
the total amount of the assets or fifty crores of ~npces, which
ever amount is gr&ater, or, with the previous sanction of the 
Governor-General-in-Council, such amount pius a 8um of. 
ten crores of rnpees. 
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(4) For the purposes of this sectio", gold coin and gold 
bullion shall be vllolued at 8'47512 grains of fine gold per 
·rupep, rupee coin shall be valued at its face value, and securi
ties sha.lI be valued at the market ra.te for the time being 

-obtaining. 

(5) Of the gold coin and gold bullion held as assets, not 
1ess than seventeen-twentieths shall be beld in British 
:India, aud all gold coin and gold bullion beld as assets shall 
· be held in the custody of tbe Bank or its agencies: 

Provided that gold belonging to the Bank which is in 
· any other bank or in any mint or treasnry or in transit may 
-be reckoned as part of the assets. 

(6) For the purposes of this section, tbe sterling secu
,rities whioh may be held as part of the assets shall be secu
rities of any of the following kinds payable in the curren'cy 

-of the United Kingdom, nalDely :-

(a) balances at the oredit of the Issue Department 
'with the Bank of England j 

(6) bills of exobange bearing two or more good signa
-tures and drawn on and payable at any place in the United 
'Kingdom and baving a maturity not exol'p.ding nineLy dayp; 

(c) Government securities of the United Kingd('m 
',maturing witbin five years : 

Provided tbat., for a period of two years frOID the date 
-.on whioh tbis Cba.pter comes into force, any 01 Buch laBI; 
"mentioned seourities may be securities maturing after five 
, years, and tbe BJonk m 'y, at any time before tbe expiry of 
• tbat period, dispose of suob seourities notwithstanding an~
,tbing oontained in section 17. 

NOTES. 

This Section deals with what is known as the Note Issue Reserve.. \,., 
-The ,-alue. i.I" market value of the assets should always be equal to the. 

\, 

• 
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face value of the notes in circulation. (See Section 34 (1) ). The assets
are required to consist of ;-

(1). Gold coin and bullion of not less than 40 crores of rupees, -
valued at 8-47512 grains per rupee. 

(2). Sterling securities---of no specified amount but (1) & (2) to-
gether not to be less than 40% of the total assets. By Section 34, the 
two are together initially required to be not less than 50% of the total. -

(3) Government of Indian rupee securities of any maturity not to
exceed 25 per cent or 50 crores of rupees or with the pre>ious sanction 
of the Govemor-General-in-Council such amount plus an additional_ 
10 crores. These securities must have so ..... maturity. Securities which 
are not to mature at any time i... those which are irredeemable or 

emable at the pleasure of Government will not be eligible. 

(4) Rupee coin and such eligible bills and promissory notes as men- -
tioned in Section 17 (2) (a) & (b) & Section 18 (1). But not all bills and pro
missory notes eligible under Section 17 (2) (a) & (b) will be eligible here
also. Only such of them as are payable in British India are permissible 
assets •• Rupee coin • does not include 1 rupees or other subsidiary coins,_ 
but only silver rupees. See Notes under Section 2 (d). 

There is no proportion for each of these assets i.... for rupee coin -
and eligible paper, but the balance of the assets over and above (1). (2) . 

v! & (3) may consist of these taken altogether. This makes the currency 
system very elastic and gives the Bank a real power of management. 

SUIHediOD 5.-The effect of this sub-section is not quite clear. 
While the sub-section provides that. of the total g~ld coin and 
bullion 17/20 should be held in British India. and the whole of it 
should be in the custody of the Bank or its agencies. the pro\iso enables 
the Bank to treat as part of the assets gold belonging to it and either 
kept in any other bank or in any mint or treasnry or being in transit. 

Now if the latter are to be reckoned as part of its gold assets. then 
the effect of the sub-section is almost nu. because any gold assets may 
be remaining with any bank in the world, whether in or out of British 
;India and whether an ligent of the Bank or not. and if so. may be deem
ed to satisfy the requirements of this provision. 

SteM, seeuriti ... -For purposes of this Section, the following sterling _ 
securities are eligible ;-

1. Balances belonging to the Issue Department. and remaining with -
the Bank of England and payable in United Kingdom currency. 

. 2. Bills of e.",change only (and not promissory notes also) bearing 
two or more good signatnres and payable in the t:'nited Kingdom in· 
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United Kingdom currency and having a maturity not exceeding 90 days. 
The bills themselves may be drawn in any part of the world and with.& 
longer maturity, but at any time when they remain as par.t of the assets. 
of the Issue Department the period for maturity should not exceed 9~ 
days. 

S. Government securities of the United Kingdom payable in Uni
ted Kingdom currency and maturing within five yeats. Here also, the 
securities might originally have been drawn or continued with longer' 
periods for maturity but at any time when they remain as part of the 
assets of the Issue Department, their remaining period for maturity 
should not exceed five years. 

4. For the first two years from the coming into fo ce of this chap
ter the maturity of such last mentioned securities may be beyond five 
years. 

Government securities of the United Kingdom include Consols and 
other British Government stocks, Treasury bills, exchequer bonds and 
ether short term obligations of the Blitish Government (Withers' The 
Meaning of Money' 1932 Ed. page. 242). 

Sub-Iectioll (3). Pr.vi,o.-Whatever may be the object of the provi
sion in this proviso, permitting an increase of the total Government 
securities by ten crores with the previous sanctio" of Governor-Gene
tal-in-Council, one effect of it will certaiuly be to maintain the market 
value of sucll securities from depre:iating. The Bank's power to pur
chase them, upto 10 crores must have an appreciable effect on the 
market for such securities. 

Further tile Bank can control and regulate financial speculation by 
seIling.tile securities and thus sucking that pDrtion of the currency avai
lable for stock exchange speculation. This i~ an ideal provision and 
attempts a solution which other Central Banks have in part failed to 
achieve. n~mely to c')ntrol the utilisation of the currency system for 
stock exchange speculative purposes. 

SoIDe lpecial aspeds of ..... b requiremOllil ia ladi •. -"While internal 
stahility is a fundamental condition to assure the external stability of 
tile rupee, it is nevertheless essential that the note issue should be se- v 
cured to a substantial extent by assets which are capable of rectifying 
a temporary equilibrium in the foreign balance of payments. Disequi
libria llIe bound to occur, sometimes for seasonal causes, and sometimes 
for r8aS0n of a bad han'eSt or financial stringency internally or externally 
Gold and Gold securities are tile assets most suitable for this purpose, v 
for tiley can be readily employed to discharge external liabilities, pending 
the adjustment of the dise-J.uilibrium tbrougb an appropriate credit 
policy by the Balik. 
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It is evident that the maximum amount which needs to be kept ,at 
any given time as a reserve to maintain the external value of the rupee 
is the amount by which India's payments abroad exceed her receipts 
from abroad at that time, or briefly, Indian's adverse balance of pay
ments at any given time. But, as every sale of gold or gold exchange. 
by the Reserve Bank operates in the direction of contracting the inter
nal circulation, and as there is a point beyond which the contraction of 
monetary circulation cannot be carried, it may be said that the size of 

,/ the gold reserve need not exceed the maximum amount to which cur
rency can be so withdrawn from circulation." (Currency Commission 
Report, Paras 117 & 118). In view of the fact that the Indian 
Currency Standard is not now a gold or gold exchange standard the 

\ above passage has to be read by substituting for the expressions 'gold 
: securities and gold exchange' occurring therein the terms 'sterling securi
I ties' 'and sterling exchange.' 

Government Seenritiel as part of the Note luue Reserve.-uThey fonn 
v a far less desirable asset than commercial bills, for they lack that most 

useful quality of the latter to expand and contract the currency auto
matically in accordance with the needs of the country. 

In the case of Government securities, expansion and contraction 
depends entirely upon the will and judgment of the cu rency autho
rity, and is therefore more liable to errors of judgment. A large holding 
of Government securities, moreover, might give rise to difficulties in 

• connection with their realisation if the need for it arose. Their inclu
) sion among, the reserve assets of the Issue Department can 
! thelefore only be justified if the amount held is limited to only 

so much of the circulation as is unlikely, in any circumstances, 
to be withdrawn, plus such further amount as can in all probability be 

. realised without causing an undue disturbance of the Government cre
',dit." (Currency Commission Report Para 136). 

Section 33 (4): Valuation of gold.-The report of the London Com_ 
mittee on Reserve Bank Legislation, on which the present Act is hased 
stated :_U The question of valuation of the gold assets presents some 
difficulty. At a time when monetary standards are completely dis
organised, there is, in fact. no logical figure applicable to the valuation 
of gold reserves. We consider that the hest course would be to retain 
the valuation laid down in sub-clause (40) of clause 31. This would be 
in accordance with the practice at persent followed by the Bank of 
England and in India, where gold continues to he valued at the old 
parity. Under this arrangement the existing holdings would he covered 
against loss by a wide mal gin. The possihility would obviously be 
present that the Bank might gain a large premium on the gold handed 
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over to it by Government. The question as to how such premium 
sh~uld be dealt with. especially in the event of sales being made in the 
intermediate period pending revaluation of the Gold. raises complex prac
tical issues. which we have not fully discussed. In principle such profits 
should belong rather to the Government than to the Bank, but our 
'view is that this unrealised margin should in some way or other be 
kept available for strengthening the position of the currency reserves. 
We recommend that detailed proposals should be worked out by the 

'Government of India for consideration during the passage of legislation 
-on this subjcct" (Report para 25.) 

34. (1) The liabilities of the Issue Department shall 
be an amount equal to the total of the 

Liabilities of the amouut of the currency notes of the Govern.I .. ue Department. 

mel.t of India and bank notes for the time 
being in ciroulation. 

(2) F<>r the purposes of this seotion, any ourrency note 
-of the Government of India or bank note whioh has noli 
.been presented for payment within forty years from the first 
-day of April following the date of its issue shall be deemed 
.Dot to be in oiroulatiou, and the value thereof shall, not
. withstanding anything contained in sub-3eotion (2) of seo
.tion 23, be paid by the Issue Department to the Governor
,Generll.l-in-Councii or the Ba.nking Department., as the case 
.m9.y be j but any Buoh note, if subsequently presented for 
.payment, shall be paid by the Buking Dep!l.rtmant, and 
.any suoh payment in the oase of a ourrency note of the 
. Government of India. shall be debited to the Governor
.-General-in-Council. 

NOTES. 
S ..... ecti.. (1).-The Issue Department shall not be subjected 

.to any other liabilities than those imp:JSe.i by this Section 
(Sectiou 23 (1) Supral. 

S. 34 (2). The purpose for this provisian so far as bank notes are 
concerned is ununderstandable. Currency notes which are only repre
sentative money contain promise to pay on dema.nd. but bank notes 



106 TIlE RESERVE BANK 01' INDIA ACT, 19a4 [Sec. 35_ 

are legal tender and there is no promise to pay. Nor is the obligation, 
to supply different forms of currency under S. 39 absolute. So far,. 
therefore, as bank notes are concerned, there is no question 
of any payment and the bank notes being themselves legal tender 
in payment or on account need not be and are. not required 
to be presented at all. The promise is therefore either humbugging or 
meaningless, so far as presentment for payment is concerned. No sec
tion of the Act requires a bank note in circulation or which has been 
issued, to be re-presented to the Bank for any purpose. The only 
. purpose of the Sub-section (2) seems to be to adj ust the liability of the· 
Issue Department and treat it as non-existent in the case of bank notes 
not received back in the Issue Department within forty years, and 
shift the liability to the Banking Department which is to treat the 
assets against such notes as its profits, until and unless the notes come' 
back to the Bank. 

Bank Notes for the time being in droolation.-Does this include bank 
notes delivered to the Govemor-General-in-Council in exchange for 
rupee coin under Section 36 (2) ? It may include, if the Govemor-Gene
ral-in-Council puts them in circulation i.e., uses them. 

35. Ou the date on which this Chapter comes into
force the Issue Department shall take over 

lia~J~!l'.!.~etsaDd from the Governor-General-in-CouDcil the 
liability for all the currency -notes of the 

Government of India for the time being in circulation and 
the Governor-General-in-Council shall transfer to the Issue 
Department gold coin, gold bullion, sterling securities, rupee 
(loin and rupee securities to such aggregate amount as is 
equal to the total of the amount of the liability so transfer
red. The coin, bullion a.nd securities shall be trausferred in 
such proportion as to comply with the requirements of 

section 33: 

Provided that the total amount of the gold coin, gold 
bullion and sterling securities so transferred sh'loll not be 
less than one-half of the whole amount transferred and that 
the amount of rupee coin 80 transferred shall not exceed fifty
crores of rupees: 
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Provided further that tbe wbole of tbe gold coin and 
gold bullion beld by the Governor-General-iu-Gouncil in the
gold standard reserve and the paper currency reserve at. 
tbe time of tbe transfer shall be so transferred. 

_NOTES. 

OD the day whu this chapter comes mto force.·-Though Section 1 (3)
provides that the various provisions of the Act may come into force on 
such date or dates as the Govemor-General-in-CouncU appoints, this 
section as well as Section 33 (6), (e) proviso shows that the whole of this· 
chapter is to come into force on a particulal day, so that the whole of 
the functions of the Central Banking system provided in this Chapter,. 
may lit in with the structure. 

CUI1'eJlC)' Dotes fw the time beiDl m cimdatioa.-These exclude the
notes coming under S. 34 (2). 

36. (1) After tbe close of any financial year in whicb· 

Method of deaL. 
ing with 8.uctua
tioDs ill rupee coin 
assets. 

the minimum amount of rupee coin beld in 
the assets, as sbown in any of the weekly 
accounts of tbe Issue Department for tbat· 
year prescribed under sub-section (1) of 

section 53, is greater tbau fifty orores 01 rupees or one-sixth 
01 tbe total amount 01 tbe assets as shown in that account .. 
wbiobever ma.y be the greater, the B~nk may deliver to tbe 
Governor-General-in-Gouncil rupee ooin up to the amonnt 
01 such excess but not without bis consent exceeding five 
ClOres 01 rupees, against payment of legal tender value in. 
tbe form 01 bank notes, gold or securities: 

Provided tbat if tbe Bank so desires and if tbe amount 
of gold ooin, gold bullion aud sterling securities in tbe· 
assets does not at tb&t time exceed one-ball of the total 
assets, a proportion not exceeding two-fiftbs of snch pay
ment sh30lI be in gold ooin, gold bnllion or such sterling 
s('cnrities as may be held as par' of the assets under snb
seotion (6) 01 seotion 33. 
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(2) AHer the close of any financial year in which the 
-maximum amount of rupee coin held in the assets, as so 
cshown, is leES than fifty crores of rupees or one-sixth of the 
total amount of the assets, as so shown, whichever may be 
the greater, the Governor-General-in·Council shall deliver 
to the Bank rupee coin up to the amount of such deficiency, 

'-but not without its consent exceeding five crores of rupeep, 
.against payment of lega.l tender value. 

NOTES. 

This Section deals with fluctuations in rupee coin assets. 

It says that if after the close of any financial year it is seen from 
--any of the weekly statements for that year that the minimum amount of 
rupee coin taking into account all the weeks of the year is in excess of 

.50 crores or one-sixth of the assets or the maximum has fallen short of 
.that limit, the Bank may delh-er to or de'lland from the Governor
General-in-Council, as the case may be, five crores of such excess or 

· deficiency, or with the consent of the Governor-General-in-Council or 
·the Bank, more than that amount. 

There may be enormous fluctuations as between the weekly state
-ments. What is to be taken into account is the minimum and the 
lmlaximum for all the weeks of the year. If the minimum is in excess 
· of the prescribed limit, the excess may be delivered to the Governor-
· 'General-in-Council- If the maximum is less than 50 crores the defi
.dency may be made up by delivery to the Bank of the excess. 

In exchange the Governor-General-in-Council if he receives rupee 
'-coin, has to deliver bank notes, gold or securities. If he delivers 
..xupee coin, he has to be paid in legal tender value. Legal tender in 
British India consists of bank notes, and rupee coins and half rupee 

-coins and to a very limited extent other coins. (See Indian Coinage 
. .Act, Appendix B.) 

The Governor-General-in-Council cannot, it would seem from section 
-38 below, reissue or circulate either the rupee coins or bank notes etc. 
received by him from the Bank in return for delivery to the Bank of 

"bank notes or other assets or rupee coin as the case may be, under 
"Sub-section (1) or sub-section (2) of this section. 

Finucial Yeu.-This is defined in the General Clauses Act, Section 
.3 (19) as, meaning 'the year commencing on the 1st day of April'. 
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The term 'year' occurring in other sections does not necessarily 
. mean the linancial year. The Bank' may have its o'lVn year for its· 

annual general meeting and other purposes. 

With regard to disposal of surplus rupees in the hands of Govern- . 
ment, see Memorandum Appendix A to Joint Committee's Report, 
printed in the introductory pages of this hook. 

37. (I) Notwithstanding anything contained in the· 

foregoing provisions, th8 Bank may, with 
Supenolon of 

.... ts r 0 qui r e. the previous sanction 01 the Governor-
menta. 

Genera.l-in-Counoil, for periods not exceed-· 
ing thirty days in the fit'st instanoe, whioh m'\y, with the
like sllonotion, be extended from tim, to time by periodB'. 
not exoeed ing fifteen days, hold as assets gold coin, gold, 
bullion or sterling securities of less aggregate amount than· 
th"t required by sub-seotion (2) of seotion 33 and, whilst the-
holdinlt is so reduced, the proviso to that sub-section shalL 
aeatle to be opera.tive : 

Provided that the gold coin and gold bu Ilion held as
suoh a~sets shall not be reduoed below the amlunt speoifie<i 
in the proviso to sub-seotion ('3) of seotion 33 so long as any' 
'!terling securities remain held as suoh assets. 

(2) In respeot 01 any period during whioh the holding
of g)ld o;)in, gold bullion and sterling securities is reduced 
under sub-seotion (1), the B:J.nk shall pay to the Governor
General-in-Counoil a tax upon the amount by whioh suoh 
holding is reduoed below the mini;num presoribed by sub
seotion (2) 01 seotion 33; and suoh tax shall be payable at 
the bank ute for the tim3 being in loroe, with an addition of 
one per oent. per annum when suoh holding exoeeds thirty
two and a half per oent. of tbe total amount of the assets 
and of a further one and a half per cent. per annum in respect 
of every further decrease of two and a half per cent. or part. 
of suoh deorea.se : 
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Provided that the tax shall not in any event be payable 
,a.t a rate less than six per cent. peraODUID. 

NOTES. 

This provision is similar to Section 11 (e) of the Federal Reserve 
Act of U.S.A., which is as follows :-

S. n.-The Federal Reserve Board shall be authorised and em
powered: 

(e) "To suspend for a period not exceeding thirty days. and. from 
-time to time to renew such suspension for periods not exceeding fifteen 
days. any reserve requirements specified in this Act: Provided, that it 
shall establish a graduated tax upon the amounts by which the reserve 
requirements of this Act may be permitted to fall below the level here
inafter specified: And provided further, that when the gold reserve held 
against Federal Reserve Notes falls below forty per centum. the Federal 
Reserve Board shall establish a graduated tax of not more than one per 
<:entum per annum upon such deficie'lcy until the reserves fall to thirty
two and one·half per centum. and when said reserve falls below thirty
two and one·half per centum. a tax at the rate increasingly of not less 
than one and one·half per centum per annum upon each two and one
half per centum or fraction thereof that such reserve Ialls below thirty
two and one·half per centum. The tax shall be paid by the reserve 
bank, but the reserve bank shall add an amount equal to said tax to the 
rates of interest and discount fixed by the Federal Reserve Board." 

The provision ineffective.-Having regard to the composition and 
scope of the assets of the Issue Departm~nt. it will be clear that by 
clever management the Bank can evade the provisions of this section 
compleUy. The section requires that if the gold and sterling portion 
of the assets is reduced below the minimum of 40 per cent. of the 
total assets as prescribed by S. 33 (2). the Bank should. during 
the period of the shortage, pay a graduated tax to the Governor
General-in-Council on the amount by which those assets are reduced 
below the prescribed percentage. An analysis of the nature of the 
assets of the Issue Department will show that the Bank can avoid pay
ing the tax so long as it has any rupee coin left in the assets. It will 
be noted that the limitations imposed by the reserve requirements 
extend only to notes issued by the Bank. But the Bank can put into 
<:ircuIation another kind of currency. namely rupee coin. When, at any 
time. the Bank finds it not possible for it to issue further Bank notes 
without reducing the proportion which the gold and sterling portion of 
the assets bears to the total. it may. instead of suspending the assets reo 

-quirements. and paying the tax under this Section. simply stop issuing 
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-further notes, and in its place, issue the silver rupee coins forming part 
of the assets of the Issue Department. 

It may be noted that Section 33 does not require any fixed pro
portion. nr amount of rupee coin to be kept as part of the assets. As 
rupee coin is an unearning asset,_ there will be a natural tendency to 
keep its amount at a minimum, and substitute in its place such earning 
assets as eligible bills and promissory notes. [See Section 33 (3).] 

Now to take a hypothetical instance, if the total assets are 200-
·crores of rupees as against a note circulation of equal amount then, 

40 per cent. must be in gold and sterling, 

25 per cent or Rs. 50 crares may be in rupee securities, and the 
balance of 35 per cent. or 70 crares in rupee coins and internal bills. 

Now supposing the Bank decides that the credit situation must be 
made easier and that to achieve this end an amount of say 10 crores 
worth of notes should be pumped out into circulation; and assuming 
that it is not for the time being possible to increase the gold and sterling 
proportion of the Reserve, the question is whether the Bank should at 
all apply for sanction of the Govemor-General-in-Council and resort to 
suspension of its gold and sterling reserve requirements as provided by 
this Section. It may safely be asserted that the Bank will have no 
need to resort to this course at all. It must be remembered that the 
Bank holds 50 crores of its assets in legal tender rupee coins. The Bank 
has simply to issue these coins instead of priuting and issuing further 
bank notes. As rupee coins are legal tender at par with the Bank's 
notes, the purpose of expanding the currency is equally effectively serv
ed, by adopting this trick of releasing rupee coins flOm the assets and 
replacing them by profit yielding bills. 

This process of expansion of t he currency can continue to go on to 
the full e"tent of the rupee coins in the Bank's assets and thus the Bank 
can literally live on its own fat to the extent of 50 Cl"Oles of rupees, and 
thus potentially increase the volume of currency in circulation by full 
50 crores of rupees at a time. 

Thus it will be seen that under skilful management Section 37 may 
not come into operation at all at any time. 

A Illllllbu.rgial p ... vUi .... -Further it is in a sense a humbugging 
provision. The tax is in reality paid out of profits which go to Govern
ment. Only a sma.ll. amcunt of Rs. 2S to 30 lakhs of rupees will be re
quired for distribution as dividend among the shareholders. As the 
Bank will from the beginning be in poss mion of interest-yielding securi
ties to the e.'ttent of about 80 to 100 crores, it will be mlking an annual 
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profit of 4 to 4l crores of rupees in the least, almost the whole of which 
will go to Government. The tax will not therefore affect anybody else's. 
pocket except that of the Government. And the Government will by 
this process be simply making an ostentation of taxing its own profits. 

38. The Governor-GeneraJ.in-Councii shall uuder-

Obligations of 
Government and 
the Bank in res
pect of rupee coin. 

take not to re-issue any rnpee coin delivered 
under section 36 nor to put into circulation 
any rupees, except tbrougb tbe Bank and 
as provided in that section; and the Bank 

shall undertake not to dispose of rupee coin otherwise tban 
for the purposes of circulation or by delivery to the Gover· 
nor-General·in-Council under that section. 

NOTES. 

Under Section 36, the Govemer-General-in-Council has to deliver to
the Bank rupee coin in exchange for bank notes and/or other assets in 
exchange for rupee coin, as prescribed in that Section. What he receives 
in exchange he is not to dispose of in any manner. The term" rupees ". 
ip the Section includes both rupee coins and bank notes. 

39. (1) The Bank shall issue rupee coin on demand
in exchange for bank notes and currency 

Obligation to 
,/ supply dillerent notes of the Government of India, and shall 
v forms of currency. 

issue currency notes or bank notes on 
demand in exchange for coin which is legal tender under the 
Indian Coinage Act, 1906. 

(2) The Bank shall, in excbange for currency notes or 
bank notes of five rupees or upwards, supply currency notes or 

~. ban k notes of lower value or other coins which are legal tender 
under the Indian Coinage Act, 1906, in such qnantities as 
ma.y, in the opiuion of the Bank, be required for circulation; 
and the Governor-General-in-CouDcil shall supply such 
coins to the Bank on demand. If the Governor-General-in
Council at any thne fa.ils to supply such coins, the Bank 
shall be released from its obligation to supply them to the 
public 
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NOTES. 

This Section is not well-drafted, though its meaning is fairly clear. 
The Section in substance imposes on the Bank an obligation to supply 1 
different forms of currency in exchange for one another, rupee coins v 
and other coins in exchange for- bank and currency notes and vice versa: 
but in exchanging other coins, the Banlc may itself determine the quan
tities in which they are required for circulation. Here the intention 
is not well expressed. What it means is that the Bank should require V
of the Governor-General-in-Council such quantities of the different kinds \ 
of coins, as in its opinion are required for circulation and the Bank , 
should supply the public rupee and other coins ill exchange for notes 
and for one another as may be required. And the Governor-General-iM 
Council should supply the Bank with such kinds of coins and in such , 
quantities as may be required. 

In the case of rupee coins, Section 36 provides the method by 
which the Bank should acquire them. In the case of other coins 
sub-section (2) of this Section says that the Governor-General-in-Council v 
is to supply them to the Bank on demand. Though it is not stated 
what he receives in return, it is clear that the Bank should give him 
credit in its accounts for the face value of the coins supplied. The 
Bank cannot itself appr.lpriate the profits of the coins which are to go 
to the Governor-General-in-Council. 

The whole Section mly b~ simplified and re-drafted as follows:

The Bank shall, on dem~nd by any per;on in exchange for bank 
notes and currency notes of the Government of India, or rupee COiD 
supply bank note; or currency notes of lower or higher denominations, 
or rupee coins or other coins which are legal tender under the Indian 
Coinage Act 1906, as may be required; and the Governor-General-in. 
Council shall in exchange for legal tender value supply such other coins 
to the Bank on demand in such quantities as in the Bank's 'opinion may 
be required for circulation: If the Governor-General-in-Council at any 
time fails to supply such coins. the Bank shan be released from its 
obligations to supply them to the public. 

Subaidi.., CoW.-1f the Govemor-General-in-Council is to supply 
without anything in return the Bank will try to live on this means in V 
times of emergency and pump into circulation, these coins in larger 
than necessary quantities. 

Policy uderbial free iaterdo .. .-Li!iIJ of the dilerat farms of Cat,...,. 
-The policy was thus explained by Sir George Schuster in making the 
motion to consider the Bill, in the Legislative Assembl)'. 

8 
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"Here, in deference to the advice of the bankers and on the unani
mous view of the Committee, we have felt it right to retain for the 

II bank notes which will be issued by the Bank in the future the same 
• unlimited convertibility into silver rupees which is a privilege now en

joyed by treasury notes. Theoretically there was a good deal to be 
I/said for tailing this occasion to change a practice which is inconsistent 

with modern conceptions about bank notes, but we have recognised I that special conditions prevail in India, and practical considerations 
. <lUtweigh these theoretical arguments." (Legislative Assembly Debates 
:27th November 1933, page 2203.) 

_ The recommendations of the Currency Commission in this connec
tion were as follows :-" We recommend, that no legal obligation for con
version into silver rupees should attach to the new notes, the issue of 
which we propose below. At the same time we think it essential to 
provide facilities for the free exchange of notes for rupees so long 

" ~s the people desire to obtain metallic rupees in exchange for them. 
The people of India have for centuries has been habituated to a metal
lic currency, and to the use of the rupee as a standard coin, and 
.although the one-rupee note has been readily accepted in many parts 
~f the country, notably in the jute districts of Bengal, it would be 
unwise to attempt to force paper money upon the people against their 
will. Experience has shown that the best way to foster the use of 

II <:urrency notes is to establish confidence in their practical converti
bility, and this confidence has been secured not so much by a legal ob
ligation to eneash them at currency offices as by making rupees readily 
available to the public at centres where there is a demand for them. 
The public are more concerned with practical facilities of this kind 
than with legal rights, and if these facilities were withdrawn or seri
ously curtailed, the growth of the note circulation would probably be 
<:hecked, and the popularity of the new notes would be endangered. 
For these reasons we propose to make it incumbent on the currency 
authority (subject to the reservation indicated in paragraph 135 
below) to make rupees and other coin freely available to the public 
in such quantities as may be requited for circulation." (Report 
para 69.) 

40. The Bank shall sell, to any person who makes a 
demand in that behal f at its office in BOlD

Obligation to sell bay, Calcutta, Delhi, Madras or Rangoon sterling. 

and pa.ys the purchase price in lega.l tender 
<lurrency, sterling for immediate delivery in London. at a 
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rate not below one shilling and live pence and for~y-nine 

sixty-fourths of a penny fcr a rupee; 

Provided that no person shall be entitled to demand to 
buy an amount of sterliugJess than ten thousand pounds.-

41. The Bani, shall buy, from any person wbo makes 
a demR.nd in that behalf at its office in Bom

Obligation to buy bay, Ca.lcutta, Delhi, Madras or Rangoon, sterling. 
sterling for immediate delivery in London, V 

at a rate not higher than one shilling and six pence and 
three-gixteeoths of a peuny (or a rupee: 

Provided that no p;)uon shall be entitled to demand to 
sell an R.IDOUllt of sterling less than ten thousand pounds: 

Provided further tbat no person slmll be entitled to 
-receive p:l.ymeut unless the Bank is sati8lied that payment 
of the sterling ill Loudon has been made. 

NOTES. 

These Sections impose on the Bank the obligation of maintaining v 
stability of tile exchange value of the rupee with sterling. 

As stated in the Notes to the Preamble and Section Y, the Act aims 
at establishing a sterling exchange standard with aU its adval1tages and 
defects. But it is only a temporary provision, and is liable to be -, 
changed for a pcnn:ment measure wben the international monetary 
plSiti"n becomes stable and clear. [See paras, two and tbree of Pre
am )le and Section 55 (2)]. 

In this connection the London Committee on Reserve Bank LegiS
lation on whose .cport the Act is based, stated as follows:-

.. In these circumstances we consi<1er that the only sound course 
fur India is to remain on the sterling standard. On this basis the ell"

change obligations incorporated in the Bill must neceswrily be iB 
accord with the rupee-sterling ratio existing at the time when the Bill is 
introduced. This statement, does not, however, imply any expression 
of opinion on the part of the Committee on the merits or demerits of 
the present ratio. The ratio provisions in the Bill are designed to make 1 
it clear that there will not be any change in the tk facio situation by 
the mere coming into operat ion of the Resen-e Bank Act. 
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It will be necessary in the Biil to provide limits to the range of the 
exchange fluctuations by prescribing upper and lower points at which the· 
Bank will be required to buy and sell on demand sterling for immediate 
delivery. According to the practice now prevailing. upper and lower 
points have in fact been retained as though the rupee was still on a 

(

gold basis. As the fiXing of new points would in any case have to be 
on an arbitrary basis we recommend that this practice, to which the 
public have hecome' accustomed, should be continued." (London 
COmmittee's Report, paras 19 & 20.) 

Compare Section 17, (3) (a): where the Bank is authorised to buy 
from and sell to scheduled banks sterling in amounts of not less than one' 
lakh of rupees. The rates for buying and seIling cannot in normal times . 
appreciably differ from those fixed in these Sections. In times of emer-

V gency, the Bank can also operate in the Open Market with regard to 
sterling exchange. [See Section 18 (b)]. 

Obligations only at it. olliees.-The obligation to buy and sell is con
fined to the Bank at its offices in the 5 plaCES and not at any branch 

or agency. 

But nothing prevents the Bank from giving exchange facilities at 
other places also, though it cannot be legally compelled to deal in ster
ling in other than the specified offices. 

Under Section 17 the Bank can deal in any of its offices, branches 
or agencies, but only with Scheduled Banks. And when occasion for 
~he exercise of the power of direct discount arises under S. 18. the 
Bank may also deal with the public direct at all the places. 

42. (1) E"ery baDk included in the Second Schedule ! 
shall maintain with the Bank a balance the 
amount of which shall not at the close Cash reserve of 

scheduled banks 
to be kept with 
the Bank. of business on any day be less than five per 

cent. of the demand liabilities and two per 
cent. of the time liabilities of snch Bank in India as shown· 
in the return referred to in sub· section (2). 

Explanaiion.-For the purposes of this seotion liabili
ties shall not include the paid-up capital or the reserves, or' 
any credit balanoe iu the profit and loss aooount of the bank. 
or the amount of any loan taken from tbe Reserve Bank. 
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(2) Every scheduled bank shall send to the Governor ... 
'Genera.l-in-Council and. to tbe Ba.nk a return signed by two V 
responsible officers of such bank sbowing-' 

(a) the amounts of_ its demand and time liabilities, 
respectively, in India, 

(b) the total amount held in India in ourreMY notes 
,of the Government of India. and ba.uk notes, 

(c) the amounts held in India. in rupee coin and sub
· sidia.ry ooin, respeotively, 

(d) the amounts of II.dvanclls made and of . bills dis
·oounted in India, respeotively, and 

(8) tbe balance held at the Bank, 

· a.t the olose of business. on eaoh Friday, or if Friday is • 
publio holida.y under the Negotiable Instruments Aot, 1881, 

'at the olose of business on the preoeding working day; and 
,suoh return shall be sent not later than two working days, 
· &ofter the date to whioh it relates: 

Provided that where the Ba.nk is satisfied that the 
'furnishing of a weekly return under this sub-section is im
'Praotioa.ble in the oa.ae of any soheduled ba.uk by reason of 
the geographioa.l position of the bllonk and its branches, the' 
Bank m30Y require suoh bank to furnish in lieu of 110 weekly 

-return 110 m'lnthly return to be dispa.tohed not Jater than 
fourteen da.ys after tbe end of the month to whioh it rela~eB 
,giving tbe details speoified in this Bub-section in respect of 
·suoh hllonk at the olose of business for tbe month. 

IS) If o.t the olose of business on any day before the day 
filted for the next return, the balanoe beld at the Bank by any 
oSoheduled bank is below the minimum prescribed in sub-sIlO" 
tion (1). Buoh soheduled bank shall be liable to pay to the 

..Bank in respeot of eaoh Bnch day penal interest at 110 rate three v 
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per cent. above the bank rate on the amount by whioh the 
balance with the Bank falls short of the prescribed minimum._ 
and if on the day fixed. for the next return such balance is 
still below the prescribed minimum as disclosed by this re
turn, the rates of penal interest shall be increased to 80 rate· 
five per cent. above the bank rate in respect of that day and 
each subsequent day ou which the balance held at the Bank. 
at the close of business on that day is below the prescribed. 
minimum. 

(4) Any scheduled bank failing to comply with the pro-· 
visions of sub-Rection (2) sha.lI be liable to pay to the· 
Governor-General-in-Council or to the Bank as the case· 

v ma.y be, or to each, 80 penalty of one hundred rupees for each· 
day during which the failure continues. 

(5) The penalties imposed by sub-sections (3) and (4}. 
shall be payable on demand made by tbe Ba.nk, and, in the· 
event of It refusal by the defaulting bank to pay on such de
mand, may be levied by a direction of the principal Civil. 
Court having jurisdiction in the area where an office of the· 
defaulting bank is situated, such direction to be made only· 
upon application made in this behalf to the Court by tbe· 
Governor-General-in-Council in the case of 80 failure to make 
a return under sub-section t2) to the Governor-General-in-· 
Council, or by the Bank with the previous sanction of the 
Governor-General-in-Council in other cases. 

(6) The Governor-General-in-CGuncil shall, by notili-
..; cation in the Gazette of India, direct the inclusion in the 

Second Schedule of any bank not already so included which 
oo.rries on the business of banking in British India and 
which-

(0) has a paid-Up capital and reserves of an aggre-· 
v' gate value of not less than five lakhs of rupees and 
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(b) is a oompany as defined in olause (2) of seotion 
2 01 tha Indian Companies Aot, 1913, or a oorporation or a. 
oompany inoorporated by or under any law in foroe in any 
pla.oe outside Britisb India, and· sball by & like notifioatioD 
direot the exolusion from- tbat Sobedule of any soheduled 
bank tbe aggregate value 01 whose paid-up oapital a.nd 
reserve beoomes at any time less than five Ia.khs of rupees. 
or whioh goes into liquidation or otherwise ceases to carry 
011 bankin~ business. 

NOTES. 

This Section follows in principle the provisions of Section 19 of the 
Federal Reserve Act of U.S.A., the relevent portions of which are as 
follows:-

.. Every bank, b~nking association, or trust company which is or 
which becomes a memb~r of any Federal Reserve Bank shall establish 
and maintain reserve balances with its Federal Reserve Bank as follows: 

(a) II not in a reserve or central reserve city, as now or hereafter 
defined, it shall hold and maintain with tbe Federal Reserve Bank of 
its district an actu:.l net balance equal to not less tban seven per cen
tum of tbe aggregate amount of its demand deposits and three per cen
tum of its time deposits. 

(b) If in a reserve cit)" .IS now or bereafter defined, it shall hold 
and maintain with the Federal Reserve Bank of its district an actual 
net balance equal to not less thul ten per centum of the aggregate 
amounts 01 its demand deposits amI three per centum of its time de
posits; Prot,jJdd, MII'V"", t hat if located in the outlying districts of a 
reserve city or in territory addej to such a city by the extension of its 
corporate charter, it may, upon the affirmative vote of five members of 
the Federal Resen'c Board. hoU and maintain the reserve balances 
specified in paragraph (a) thereof. 

(e) If in a Centr.u Reserve city, 8.3 now or hereafter defined, it 
shan hold and maintain with the Federal Reserve Bank of its district 
an actual net balance eqllU to not less than thirteen per centum of the 
aggregate amount of its demand deposits and three per centum of its 
time deposits: P,ovidt.i, ltoU'~, that if located in the outlying districts 
of a central re.-er\'c city or in territory added to such city by the ex
tension of its corporate charter, it m>.y, npon the affirmath.., vote of 
five members of the Federal Reserve Board, hold and maintain the re
serve balances specified in paragraphs (e) or (6) thereof." 
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'Purpose of the SOClioD.-uThe first necessity of a Central Bank 
<:harged with responsibility for the management of the monetary system 

Vasa whole, is to make sure that it has an unchallengable control over 
the total volume of bank.money created by its member banks." (J.M., 
Keynes, A Treatise on Money, Vol. II, p. 225). U If a Central Bank is 
1,0 be in a position to control credit, it must have an unchallengeable; 
voice in deciding the volume of credit to be available from time to time. 

IIf the banking reserves of the country are in the hands of a Central 

1

<6ank, it is able to regulate the credit position on its appredation of the 
situation as a whole and in the ligh t of changing developments. If, on 
the other hand, reserve balances representing potential credit are held 
by the commercial banks themselves, it would be easy for them to pur
sue a credit policy independent of that of the Central Bank, and possi
bly conflicting with it. The very idea of a Central Bank presupposes 
that the commercial banks will deposit their cash resources, other than 
till money, with it, and that a system will be established under which 
the commercial bank will not counter the credit policy of the Central 
Bank by any action on their part." (Kisch: Central Banks p. lOLl 

This Section is intende::! to help and achieve this end. There is 
however an erroneous impression among businessmen, and others in 
India that the main purpose of such legal reserve requirements as con
tained in this section is simply to ensure liquidity of the individual 
member banks; and taking their stand on this basis, they argue that 
the meagre cash reserves of 5% and 2% of the demand and 
time liabilities of the scheduled banks, required to be kept with the Re
serve Bank are not going to save them from insolvency if the banks are 
not otherwise pr~dent in their lending policy as regards the remaining 
95% and 98% of their liabilities, and that therefore the re
serve requirements are useless and may mi;guide depositors into 
thinking that their position is secure when it is not, and not secure when 
it really is secure. 

As stated in the Report of the Committee on Finance and 
Industry 1931 (popularly known as the Macmillan Committee because 

\ Lord Macmillan was cbairman of tbe Committee), "the main 
" :, reason for expecting the banks to keep reserves above the mini

mwn needed for daily convenience is no longer primarily the safety 
and solvency of the banks themselves, as it was in former times, 
but the necessity for providing the Central Institution with adequate 

, resources wherewith to manage tbe monetary system and safely furnish 
the member institutions with precisely those conveniences, for rapidly 

, liquidating earning assets, upon which tbe latter depend when deter
,mining the amount of their cash reserves." (Report, page 158) 
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Similar view was also expressed by an expert Committee of the 
Federal Reserve System of U. S. A., who investigated the whole subject 

·.,f member Bank cash r~serves from whose authoritative report, the 
following extract is taken :-

"The committee takes the position that it is no longer the primary 
function of legal reserve requirements to assure or preserve the liquidity 
of the individud member bank. The maintenance of liquidity is neces
sarily the responsibility of bank management and is achieved by the 
individual bank when an adequate proportion of the port· folio consists 

. of assets that can be readily converted into cash. Since the estab~ 
ment of the Federal reserve system, the liquidity of an individual bank 
is more adequately safe-guarded by the presence of the Federal reserve 
banks, which were organized for the purpose, aml)ng others; of increas-
ing the liquidity of member banks by providing for the rediscount of 
their eligible paper, than by the possession of legal reserves. The two \ 
main functions of legal requirements for member bank reserves under V
our present banking structure are, first, to operate in the direction of 
so~nd credit conditions by exerting an influence on changes in the 
volume of bank credit, and, secondly, to provide the Federal reserve I 
. banks with sufficient resources to enable them to pursue an eflective 
banking and credit policy." (Report of Committee on Bank Reserves, 
of the Federal Reserve System p. 8.) 

Sub-sedioD (1). requires that each scheduled bank should keep with 
the Reserve Bank a cash re3erve which shall not be less than 5% of its 
liabilities to be met on demand, and 2% of its liabilities which may be 
met at some fixed date or after a fixed period. Demand liabilities con
sist m~stl y of deposits on current account payable on demand by cheque 

. or such other means as may be adopted, and time liabilitie. relate to 
fixed deposits, savings deposits etc., repayable after some specified 
period or on some specific date. 

The Act does not define 'demand anc1 time liabilities'. Under the 
Federal Reserve Act of U. S. A., Section ]9 quoted above, defines de
mand deposits as comprising aU deposits payable within thirty days, 
and time deposits as comprising deposits payable after thirty days. This 
is • special statutory definition, not applicable elsewhere than in U. S. A. 
In this country, which follows British practice, a deman<lliability will be 
only a liability which should be met on demand, i.e., in 2' hours, and 
aU other liabilities are time liabilities. 

In England the terms used to denote demiUld and time deposits 
are • current account' and • deposit account' respectively. The Mao
millan Committee say that· There is no universally recognised line of 
divi;.ion between the two, but as far as possible current accounts are 
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taken as sums payable on demand and deposit accounts as sums payable 
after date or notice, (Report page 283). 

In order to see that each Scheduled bank· satislies the provisions of 
sub-section (I), sub-section (2) enacts that each such bank should make· 
a weekly retum or when the Reserve Bank does not consider it practi
cable in view of the geographical position of any Scheduled bank, a 
monthly return containing the particulars detailed therein. Though the 
sub-section does not seem specifically to require the particulars fOI each 
Gay, the statement has to disclose the daily condition with reg~rd to all 
the matters required, as otherwise it will not be possihle to enforce the 
provisions of sub-section (1) or impose the penalty or penalties provided 
by sub-section (3). The wording of sub·section (3) clearly shows that 
the disclosure should be made as for each day. 

Sub-section (5) provides the means of recovering the penalties 
imposed under sub·sections (3) & (4). As both the existing and future 
Scheduled banks are included only in so far as they have branches or 
offices in British India (otherwise they cannot be brought under the Act 
which as it is, extends only to British India) the Principal Civil Court 
referred to in sub·section (5) is the District Cc urt in British India as 
defined in the Code of Civil Procedure, Section 2 (4), and application 
bas to be made to such Court in British India within whose jurisdiction 
the defaultering bank has its bead office or a branch office. 

In the case of the penalties payable either to tbe Governor-General
in-Councilor to the Bank, a demand by tbe Bank is necessary, and is 
condition precedent to an application to the Court. 

Clause (6) requires the future inclusion of only such banking compa
nies as do banking business in British India. Hut its provision for re
movals from the Schedule is an"molous in that there is no provi3ion for 
exclusion where a Scheduled bank ceases to have an office or branch in 
British India. In that case, the liability of that bank cannot be en
forced against it in Bririsb India. 

Detailed regulations will have to be made in tbis connection as to 
forms of return etc. 

Special position of the Imperial Bank.-The Imperial Bank as agent of 
the Reserve Bank will have cnstody of enOrmOUS monies belonging to the 
Government of India and Local Governments. Are these amounts to be 
included in the liabilities of the Imperial Bank for the purposes of this 
Section? No. because in such ca;e the Imperial Bank·s liability is 
only to the Reserve Bank and in its capacity of agent. The claims on 
the Imperial Bank as agent of the Reserve Bank cannat be said to be 
its own demand and time liabilities within the meaning of sub
section (1). 
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Further, the balances of Scheduled banks to be kept with the
Reserve Bank will have themselves to be kept with tbe Imperial Bank 
89 agent of the Reserve Bank in many places. 

Power of Reserve BaDk to taU for information.-For efficient control of 
credit system the Bank should have power to call for information from 
Scheduled banks, similar to that .given to the Federal Reserve Banks in 
U.S.A.:-

.. Each Federal Reserve Bank shall keep itself informed of the 
general character and amount of loans and investment of its member- II 
banks with a view to ascertaining ""'ether undue use is being made of 
bank credit for the speculative carrying of or trading in securities, real 
estate, or commodities, or for any other purpose inconsistent with the 
maintenance of sound credit conditions; and, in determining whether to 
grant or refuse advances, Ndiscounts or other credit accommodations, . 
the Federal Reserve Bank shall report to the Federal Reserve Board any 
such undue use of bank credit by any member bank, together with his
recommendation. Whenever, in the judgment of the Federal Reserve 
Board, any member bank is making such undue use of bank credit ~ 
the Bank may, in its discretion, after reasonable notice and an op
portunity for a hearing, suspend such bank from the use of the credit 
facilities of the Federal Reserve System and may terminate such suspen--
sion or may renew it from time to time." (Federal Reserve Act. S. 4.). 

43. 'fbe Ba.ok sha.lI compile aod sball cause to Le 
Publication of publisbed eaoh week a oonsolidated state-

coaaolidated state- ment sllowing tbe aggregate of the amounts 
ment by the Bank. 

uoder el\Cb olause of Bub-seotion (2) of 
semion 42 l'xhibited in the returns received from scbeduled 
banks Ulld~r tha.t section. 

44. The B.,ok may reqllire any provinoial oo-opera

Po",er to require 
retums from co-
operative banltL 

tive bank with which it bas any tr8ns8o~ion8 \i 
under section 17 to furnish tbe return refer-
red to in sob-seotion (2) of section 42, and 

if it does so, the provisions of sub-seotions (4) RDd (5) of 
Bectioo 42 shall apply BO fa.r aB WRy he to sucb co-operative 
bank as if it WE're a Scbeduled bank. 

NOTES. 

In the case of a Provincial COoOperati\"e Bank, some of the privi- i 
leges of a Scheduled bank are given bnt it is not compelled to keep any I v 
portion of its cash with the Reserve Bank on any account. 
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I But the Reserve Bank. in as such as it incurs contingent liabilities 
,I \ by rediscounting bills on behalf of the provincial co-operative banks. is 

'Ientitled to know whether such banks dealing with it are in sound 
financial condition and do sound business. The present section 
empowers the Reserve Bank to call for returns similar to those required 

. of Scheduled ballks under Section 42 (2). and subjects any provincial 
co-operative banks failing to comply with the requisition. to the penalty 
provided by S. 42 (4). and the procedure for recovery of same contained 
in S. 42 (5). 

45. (1) The Bank shall enter into an :!greement with 
the Imperial Bank of India which shall he 

Agreement with b. 
--the Imperial Bank. SU lect to the approval of the Governor-

General-in-Council, and sha: I be expressed 
to com~ iuto force on the date on which this Cha,pter comes 

V into force and to rem 'loin in force for fifteen years and there
after un til terminated after fi ve years' notice on either side, 
a.nd shall further contain the provisions set lorth in the 
-Third Scbedule: 

Provided that the agreement shall he conditional on the 
. maintenance of a sound financial position by the Imperial 
Bank and tha:t if, in the opinion of the Central Board the 
Imperial Bauk has failed either to fulfil the cooditions of 
the agreement or to maintain a sonnd fioancial position, the 

·Central Board shall make Ii. recommendation to the Gover-
nor-General-in-Council, and the Governor-General·in-Coun

·cil, after making such further enquiry as he thinks lb, may 
·issue instructions to the Imperial Bank with relerence either 
to the agreement or to any matter which in his opinion in
volves the security of the Government lUonies or the assets 
of the Issue Department in the custody of the Imperial 
Bank, and in the event of the Imperial B,\nk disregarding 
such instructions way declare the agreement to be ter
:minated. 
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('2) The agreement referred toin sub-Rection (1) shaH,. 
as soon as llIay he aftel' it is made, be laid before the Central v 
Legisla.ture. 

NOTES. 
The agreement shall be deemed to come into force only on the' 

date when this Chapter, i.e., Chapter III comes into force as per sub
section (3) of Section (1). The agreement does not automatically 
terminate at the end of fifteen years, but will continue to remain in 
force unless terminated by a five years' notice. If the agreement is to . 
be terminated at the end of fifteen years, notice of termination shaH 
have been given before end of ten years of the agreement. 

The agreement is not limited to the terms contained in Schedule 
Ill. It may contain any additional terms, provided they are not in
consistent with these. 

'Central Legislature' means 'Indian Legislature' as defined in the· 
Government of India Act Section 63. 

For further comment on the agreement with the Imperial Bank,_ 
see Notes under Schedule III. 

Contribution hr. 
Governor· Genera .. 
in·Council to the 
Reser"e Fund. 

Reserve Fund. 

CHAPTER IV. 

GENERAL PROVISIONS. 

46, The Governor·Genera!·in-CouDci!· V 
shall transfer to the Bank rupee securities 
of the value of five crores of rupees 
to be allocated by the Bau k to the 

NOTES •. 

Though the section speaks' of rupee securities' in general terms 
what the Go\'epIor-Genera1-in-Council is to transfer is only' Govern- ../ 
ment securities', 

The following passage from the speech of the Finance Member, (The 
Hon'ble Sir George Schuster) in the Legislative Assemblyon 27-11-1933 
when making the motion for consideration of the Bill as amended by 
the Joint Committee, clearly explains the scope and object of the· 
Section :-

.. I might remind Honourable Members that the original plan pro
vided for building up a reserve fund in a way which would have· 
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involved the absorption of a very substantial portion of the Issue 
'Department's profits in the early years until the reserve fund had been 
built up to five crores. Now, the profits 'of the Issue Department re
present the currency profits which have hitherto formed an important 
item in the Central Government's budgetary revenue. These receipts, 
under a different name, will continue to accure to the Government bud

,get in the future. They will come in the shape of a share in the 
profits of the Bank, for, as Honourable Membfrs will appreciate, 

·subject to paying a dividend to the shareholders which cannot exceed 
a maximum of Rs. 30 lakhs per annum, the whole of the profits of the 
Bank will accrue to the Government. But if, in the early years of the 
Bank, a substantial portion of the,e profits has to be diverted to the 
building up of a reserve,-imd it might quite well amount to a diver
sion of I} to 2 crores of Govennent's ordinary revenue-the result 
would be a very considerable budgetary embarrassment to Government 
which would come just at a time, namely in the first years of the 
new Constitution, when such an embarrassment was particularly un

·desirable. This result seemed to us to be not only unreasonable, but 
likely to have reactions which might themselves defeat the very object 
of the whole plan. We. therefore, devised a plan which seems to us not 
only to be financially justifiable, but also a plan which will put the 

, Bank into a much more satisfactory position. We propose in fact 
v ! that Government shall, from the very outset, transfer to the Bank over , 

',and above the rupee securities required to provide backing for note 
: issue a further block of five crores of Government securities probably 
in the fonn of treasury bills. Now, that transaction will not embarrass 
the Government in any way. The securities can be created; Govern

; ment will, of course, add that amount to the public debt and will be 
I responsible for tl:>e interest on that sum. But, on the other hand, it 
i must be remembered tbat interest on that sum will accrue to the Bank 

and, therefore, indirectly will come back to the Government's pockets. 
, This course appears to be the more justifiable when one considers what 

.; the main object is for which the reserve fund is required. It is required 
v I, mainly to provide a fund which can be drawn upon to make up any 

depreciation which may accrue in the market value of the Government 
I securities held by the Bank. Honourable 1IIembers will appreciate that 
-the reserves must exactly cover the nominal amount of the note issue 
and those reserves must be kept up from day to day at their full market 
value. If, on the 50 or 60 crores of Government securities which the 
Bank may hold on its reserves, there is a depreciation of, say, one per 
·cent. then at once the Bank would have to set aside 50 lakhs, from its 
reserves so as to keep the figure up to its right level. For that purpose 
it should have a reserve fund, and indeed it should have that fund from 
the very beginning, and our proposal will ensure that it is a fund of 
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that kind available from the beginning. The result is that allocations 
to reserve fund will not be made from the profits of the Bank, and, 
therefore, will not emba rass the budgetary position of the Government 

"except in so far as allocations are necessary from year to year to keep 
-the fund up to its original amount of five crores." 

47. After making provision for bad and doubtful 
debts, depreoiation in assets, oontributions 

• .:~:~~~t1oD of to staff and superannnation (unds, alld suoh 
other oontingenoies as are usually provided 

for by bankers, and arter payment out of tbe net aDnual 
profits of a oumulative dividend at suoh rate not exoeeding 
five per oent. per annum on tbe share oapital as the 
Governor-General-in-Coqnoil may fix at the time of the 
issue of sbares, a portion of tbe surplus shaH be allocated to 
the payment of an additiona.l dividend to the sbareholders 
oaloulo.ted on the son.le set forth in" the Fourth Schedule aDd 
tbe balanoll of the surplus shall be paid to the Governor- ! \i 
"Oeneral-in-Coullcil: 

v 

Provided that if at any time the Reserve Fund is less v 
,bl\n the share oapital, not leRs than fifty lakhs of rupees of 
the surplus, or the whole of the surplus if less than that 
amouu~, shall be allocated to the Reserve Fund. 

NOTES. 

The rate of dividend fixed at the time of issue of shares,. 
cannot for any reason be changed subsequently. 

The Fourth Schedule gives the details as to the calculation of the 
dividend. 

Cumulati .... Dmdead.-This means that when the profits for any year 
are insufficient to pay the dividend on the shares, for that year, the 't 

deficiency is to be made good out of the profits of subsequent years; 
that is to say, if there be a failure of profits wherewith to pay dividend 
in anyone year, it will be made good out of the profits of subsequent 
years. 10 the case of a Doo-cumulative dividend, it is payable as re
gards each year, out of the profits of that year only. (Palmer's Company 
Law 15th ed. page 79.) 
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j ProtectioD of Reserve FUDd from depreciatioD.-The Reserve Fund is 
always to be kept at least equal to the total amount of the sharecapital. 
If, on ,account of depreciation in value, it is less than the sharecapital 
at any time, not less than 50 lakhs out of the surplus profits, or the whole 
of it if less than 50 lakhs has to be added to the Reserve Fund until it 
is equal to the sharecapital. Even if the Reserve Fund has depreciated 
by one rupee and is less than the sharecapital by ouly one rupee, this 
extent of appropriation i,e., 50 lakhs of the surplus should be made. 

In case there is an increase of sharecapital, the Reserve Fund, also, 
will have to be accumulated up to, and then kept, at that point. 

For disposal of Reserve Fund, in the event of the Bank's liquida
tion, See Section 56 (2). 

Bad and doubtful debts.-These are not exactly defined in this or any 
other enactment. The decision of the Privy Council in Commissioner of 
Income-tax v. Sir S. M. Chitnavis (59 Indian Appeals page 290) simply 
says that the question at what time a debt becomes a bad debt is to be 
determined after consideration of all relevant circumstances. (Cf. also 
In reo Binjraj Hukumchand 58 Cal. 1446; Gleaner Co. v. Assessment 
Committee (1922) 2 A. C. 169; Article entitled • Bad Debts and the 
Incometax' by the present writer in Vol. XXXVI of the Calcutta 
Weekly Notes: and Dicksie: Auditing. 14th Ed. p. 63). But in the 
case of a Central Bank where liquidity of assets is the first essential, 
the question as to when a debt should be considered to be bad, has a 
special significance and must have a special meaning. In the National 
Bank Act of the United States of America, Section 5204, (Government 
Edition 1930 at page 75) there is a definition which lays down that 
.. All debts due to any association on which interest is part due and un
paid for a perio<$ of six months, unless the same are well secured and in 
process of collection, shall be considered bad debts". Having re
gard to the nature of the assets of. the Reserve Bank, a rule similar to 
this may have to be adopted in making provision for bad and doubtful 
debts, under this Section. 

Depreciation of asseb.-The assets herein include all the assets of 
both of the Issue and Banking Departments. 

Exemption of 
Bank from income· 
tax and super-tax 
and provision for 
deduction at source 
of income-tax on 

. dividends. 

48. (1) Notwitbstanding anything 
contained in tbe Indian Income-tax Act, 
1922, or any other enactment for tbEt 
time being in force relating to income-tax. 
or super-tax, the Bank shall not be liable to 
pay income-tax or super-tax on any of its 

income, profits or gains: 
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Provided that nothing in this section shall affect the 
liability of any shareholder in respect of income-tax or 
8U per-tax. 

(2) For the purposes of Section 18 of the India~ Income
tax Act, 1922, and of any other relevant provision of that 
Aot relating to the levy and refund of inoome-tax any divi
dend paid nnder Seotion 47 of this Act shall be deemed te> 
be "Interest on Securities." 

NOTES. 

Sllil-seclioa (2).-The relevant portions of the In.iian Income-tax: 
Act relating to the levy and refund of income-tax on" Interest on 
Securities "are Section 18 (3) and (4) to (9) and Section 48 (3), which 
provide as follows: 

S. 18 (3) "The person responsible for paying any income chargeable
under the head" Interest on Securities .. shall, unless otherwise pres
cribed in the case of any security of the Government of India at the
time of payment, deduct income-tax but not super-tax on the amount of 
the interest payable at the maximum rate: 

Provided that where the Inco me-tax Officer gives a certificate in 
writing (which certificate he shall give in every proper case on the appli
cation of the assessee) that to the best of his belief the total income of 
a recipient will be less than the minimum liable to income·tax or will be 
liable to a rate of income-tax less than the maximum rate, the person 
responsible for paying any income herein referred to, to such recipient 
shall, until such certificate is cancelled by the Income-tax Officer, pay 
the income without deduction or deduct the tax at such less rate, as 
the case may be. 

(4) All sums deducted in accordance with the provisioBs of this 
section shall, for the purpose of computing the income of an assessee, be 
deemed to be income received. 

(5) Any deduction made in accordance with the provisions of this 
section shall be treated as a payment of income-tax or super-tax: on 
behalf of the person from whose income the deduction was made. or of 
the owner of the security. as the case may be. and credit shall be given 
to him therefor in the ass m1lllt, if any. made for the following year 
under this Act : 

9 
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Provided that, if such person or such owner obtains, in accordance 
with the provisions of tbis Act, a refund of any portion of tbe tax 51) 

deducted, no credit sball be given for the amount of such refund. 

(6) All sums deducted in accordance with the provisions of this 
section shall be paid within the prescribed time by the person making 
the deduction to the.credit of the Government of India, or as the Cen
tral Board of Revenue directs. 

(7) If any such person does not deduct and pay tbe tax as required 
by or under this section, he shall, without prejudice to any other conse
quences which he may incur, be deemed to be an assessee in default in 
respect of the tax. 

Provided that the Income-ta.x Officer shali- not make a direction 
under sub-section (1) of Section 46 for the recovery of any penalty lrom 
such person unless satisfied that such person has wiHully failed to de
duct and pay the tax. 

(8) The power to levy by deduction under tbis section shall be 
without prejudice to any other mode of recovery. 

(9) Every person deducting income-tax in accordance with the 
provisions of sub-section (3) shall at the time of payment of interest, 
furnish to the person to whom the interest is paid a certificate to the 
effect that income-tax has been deducted, and specifying the amount so 
deducted, the rate at which the tax has been deducted, and sucll other 
particulars as may be prescribed." 

S .•. (3).-" If the owner of a secnrityfrom the interest on which, 
<Ir any person from whose salary, income-tax has been deducted in 
accordance witli the provisions of Section 18, satisfies the Income-tax 
Officer or other authority appointed by tbe Govemor·General-in-Coun
cl in this behalf that tbe rate of income-tax applicable to bis total 
income of the previous year was less thau the rate at which income-tax 
has been chartl'ed in making sucb deduction in that year or that his total 
income of the previous year was below the minimum chartl'eable with 
income-tax, he shaR be entitled to a refund on tbe amount of interest 
or salary from which such deduction has been made calculated at the 
difference between those rates, or at the rates at wbich income-tax 
has been deducted as tbe case may be." 

The dividend payable to Government on account of any share held 
by it under Section 4 (8) to (11) are not however subject to the deduo
tionofincome-taxand sujl«tax, as Section 3 of the Income-tax Act ... 
tends the Jiability to pay such tax only to every' individual, Hindu 
_divided family, company, firm and other associations of individuals • 
and the Government does not come under any of these categoris. 
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S. 48 (I) Extent of th. exemption.-The exemption is only from Indian 

ncome-Tax. The London branch will be liable for British Income-Tax 
ad the States may levy income-tax on the profits of the Bank in 
ts bra-uches or agencies within their territories. The Bank is also not 
xempt from auy provincial or local taxes. 

49. The Bank shall make publio from time to time 
the standard rate at whioh it is prepared to, V 

Publication of buy or re-disoount bills of exohange or other' lank rat •. 
commeroial paper eligible for purcbase 

~Ilder this Act. 

NOTES. 

The Joint Committee on the Reserve Bank Bill substituted the 
words' standard rate' for the words 'minimum rate' in the original Bill; 
I'hey gave the following reason for the cbange:-

, We think it is desirable that the Bank should have power to diS" I 
count agricultural bills at concessional rates which may be below ~he \I 
rate for the purchase or rediscount of commercial paper. We have there
fore alteIed the words 'minimum rate' in this clause to • standard,
rat.: 

Nature of Bank Rate in England.-Unlike the present Section which 
requires the Reserve Bank to publish the standard rate at which it is 
prepared to discount or rediscount eligible paper, the practice of the 1 
Bank of England is generally to fut the Bank rate above the open
market rate. More speci.lical1Y it is 'the minimum rate at which the , 
Bunk of England will discount bills of exchange jor others than its cus
tomers.' Bank rate bears the same relation to the money market as 
the North Pole does to the world. Everything revolves round it, but 
little or no business is transacted at it. Eyen when the Bank buys or 
se11s bills on its own account it does so not at Bank rate but at rateS 
agreed upon between itself and the market. To quote from Hartley 
Withers' book 'TTu Mt4 .. i"l: of Moruy' (Ed. 19n p. 208) ... Bank rate is 
the official ", ... i ... " ... rate at which the Bank of England will discount 
bills. It differs from the market rate of discount ill that it is normally 
higher. and in that it is not a constantly fluctuating rate, shifting with 
the supply of and demand for bills. but is fixed and announced every 
Thursday morning at a special meeting of the Bank Court. and except 
under most unusual circumstances is not changed On any other day. 
But the fact that it is only the l1li .... "' ..... is occasionally enforced in I 
practice. if the Bank finds that too many bills are bein« bnlughC to it 
lor dismuut ; on sudlllCCIIsioos it sometimes refuses to tab bills except ! 
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r
at a higher rate, which usually becomes the official rate on the follow· 
ing Thursday. For loans and advances the Bank usually charges I per 
cent., more than for discounting bills. When the Bank is discounting' 
bills at the official rate or making advances at or above it, Bank rate is.· 
said to be effective." 

Changes in Bank Rate.-" The importance of a change in discount 
rate lies principally in its being a public recognition by a group of res
ponsible and well informed people of a change in the credit situation. 
For example, a change in the discount rate from 4. to 3t per cent. jg.. 

equivalent to aD announcement that credit conditions are easier, and the 
Reserve Bank making the change feels justified in lending its money at 
a little lower rate." 

"Of the various factors which are taken into consideration when a 
\/ decision is made with regard to the discount rate, the following are pro

minent:-

A. Changes in the total volume of credit in relation to the usual" 
rate of growth which goes forward from year to year. 

B. The ways in which credit is being used. 

C. The movement of all kinds of prices, including wholesale anet· 
retail commodity prices, security prices, rents, wages, etc. 

E. International conditions, including their influence upon the' 
movement of gold. 

Thus a wide range of complex considerations enters into discount 
rate decisions. In the last analysis reliance must be placed on judg
ment rather tQan formulas." (Burgess: The Reserve Banks and lhe 
Money Market p.185.) 

Commercial Paper.-The true definition of 'commercial paper' gives 
rise to a great difference of opinion on the part of bankers generally 
and is susceptible of a broad or very narrow interpretation. In a 
purely technical and narrow sense it may be construed to mean an obi;'· 
gation representing the purchase price of some commodity sold. But 
trade custom has so developed in modem times that instead of the pur
chaser "executing his note to the vendor for the whole or any part of 
the purchase price of the commodity sold, it has become customary, in 
order to obtain the benefit of cash discounts, for the purchaser to bor
row directly from the banks and to use the proceeds of such loans to 
make the payment due to the vendor." (H. Parker Willis: 'The 
Federal Rese,ve System" P. 939.) 

The term in its broadest sense will cover any transaction and pur
pose connected with commerce. And " commerce is not confined to the' 
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,buying, selling or bartering of commodities, but is a term of large 
significance, and as was said by Mr. Justice Harlan, of the United 
"States Supreme Court, • comprehends traffic, intercourse, trade, navi
gation, communication, the transit of persons, and the'transmission of 
'messages by telegraph-indeed every species of commercial intercourse' 

. . . which is carried on between man and man." (ibid Page 941). 

So far as the Reserve Bank-is concerned, not all commerdal paper 
.is eligible fo~ rediscounting .. A fundamental requirement is that the 
paper shall be used not only in connection with the commerce of the 
country, but that it shall be either directly used in the purchase of com
modities or that the proceeds shall be intended to be so used, so that it 
will have the presumptive security of the commodities, or the avails of 

.. a re-sale thereof, back of it." (ibid Page 941). 

50. (1) Not less than two audi~ors shall be elected 

Audit.ro, and their remuneration fixed at the a.nnual 
genera.l meeting. The a.uditors may be 

,shareholders, but no Dit'ector or other officer of tbe Bank 
~ha.1I be eligible during his continuance in office. Any auditor 

,1IhaJl be eligible for re·Jlection on quitting offioe. 

(2) The first auditors of the Bank may be appointed by 
-the Central Board before thA first annual general meeting 
·and, if so appointed, shan hold offioe only until that meet· 
ing. An auditors elected under this seotion shall severally 

:be, a.nd continue to aot as, auditors until tbe first annual 
,general mp.eting after tbeir respective'eleotions: 

Providod tbR.t Bny oa.sual vacanoy in the office of any 
_auditor eleoted under tbis section lDay be filled by tbe 
.Cen tral Board. 

51. Without prejudioe to anytbing oontained in Seo
tion 50, tbe Governor-General-in-Counoil 

Appointment of 
specialluditon by ma.y at any time appoint tbe Auditor-Gen&

,<Government. 
ral or sucb auditors as be tbinks fit to 

.examine and report upon the acoounts of the Bank. 
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52. (1) Every auditor shall be supplied with a copy 
of the annual balance-sheet, and it shall be·· 

. POW. r. and h' d' h 
-.luti .. ofauditors. IS uty to examine the same, toget er' 

with the accounts and vouchers relating 
thereto; and every auditor shall have a list delivered to· 
him of all books kept by the Bank, and shall at all reason
.able times have access to the books, accounts and otber 
.documents of the Bank, and m'loY, at tbe expense of tbe 
.Ba.nk if appointed by it or at the expense of the Governor-
General-in-Council if appointed by him, employ accountants· 
or other persons to assist him in investigating such 
accounts, and may, in relation to such accounts, examine· 
any Direotor or officer of the Bank. 

(2) The auditors shall make a report to the shareholders. 
ilr to the Governor-Genera't-in-Council, as the case may be,. 
upon the annual balance-sheet and accounts, and in every 
such report tbey shall state whether, in their opinion, the· 
balance sheet is a. full and fair balance·sheet containing all· 
necessary particulars and properly drawn up so as to ex
hibit a true and correct view of the state of tbe Bank's 
affairs, and in case they have called for any explanation 
or information from tbe Central Board, wbether it bas· 
been given aud whether it is satisfactory. Any such report. 
made to the shareholders shall be read together with the 
report of the Central Board, at the annual general meeting. 

NOTES. 

These sections follow generally the wording of Regulations 58 to 6&. 
of Schedule VI to the Imperial Bank of India Act. (XLVII of 1920.>.
except that instead of three auditors, this Act provides for not less than. 
two auditors. 

AD auditon to make one report.-Though the auditors elected may 
be two or more, the report made by them will be only one. 

Only the report of the Bank's auditors and not any report called 
for by the Govemor-General-in-Council according to Section 51, is re
quired to be read before the annual general meeting. 
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Auditon to be lIatan! penolll oaIy.-Though the Sections do not ex"' 
pressly exclude firms. companies and other corporate or unincorporated 
bodies from being appointed as auditors. the provisions of Section 5O(1} 
and 52(1} clearly show that only individuals and not corporate or other 
bodies are contemplated. 

53. (1) The Bank S12R.1I prepare and transmit to th~ 

Iteturn .. 
Governor-General-in-Counoil a weekly ao
count of the Issue Department and of the 

Banking Department in the form set out in the FifLh Sche., 
dule or in such other form as the Governor-General-in
Counoil may, by notification in the Gazette of India, pres
cribe. The Governor-General-in-Council shall cause thesa 
acoounts to be published weekly in the Gazette of India. 

(2) Tbe Bank shall also, within two months from the 
date on whioh the annual aooounts of the Bank are olosed. 
transmit to the Governor-General-in-Counoil a. oOPY of the 
annual accounts signed by the Governor, the Deputy Gover
nors and the Chief Aooounting Officer of the Bank, and certi
fied by the R.uditor8, together with a report by the Central 
Board on the working of the Bank throughout the year. 
and tbe Governor-General·in-Council sha1\ oause suob 
aooounts and report to be published iu the Gazette of India. 

(3) The Bank shall also, within two months from the 
elate on whioh the annnal accounts of the Bank are olosed, 
transmit to tbe Goveruor-General-in-Counoil a statement; 
showing the name, address R.nd oooupation of, and the 
number of shares held by, each shareholder of the Bank. 

NOTES. 

na w.kIr ....... -The weekly statement of the Central Bank in 
each country is regarded as the key to the condition of the money
market. as a kiod of epitome of the country's banking conditions re-
8ecting the various phases of bu>iness activity, and is therefore awaited 
and examineoi with keeD interest. • The weekly return issued by the 
Bank of England represents one of the most important sources of ftg1IIu 
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information at the disposal of the -Money Market and, indeed, of bankers 
and businessmen generally, for it shows the state of the national credit 
system at its model point' (Lloyd's Bank Review April, 1932 page 160). 
The form ofreturn given in the Vth Schedule broadly adopts the form 
of the weekly statements published by the Bank of England. 

As to the sufficiency of the particulars furnished by the form of 
weekly statement, provided by Schedule V, see notes thereunder. 

54. Tbe Bank shn.ll cre:J.te a special 
Agricultural A . I I C d' D b f CreditDepartment. gncu tura re It epartment t e unc-

tions of wbich shall he-

(a) to maintain an expert staff to study all questions 
of agricultural credit and be available for consnltation by 
the Governor·General-in-Council, Local Governments, 
provincial co-operative banks, and other banking organisa
tions. 

(b) to co·ordinate the operations of the Bank in con
nection with agricultural credit and its relations with pro
vincial co-operative banks and a.ny other banks or organisa
tions engaged in the business of agricultural credit. 

NOTES. 

In an essentially agricultural country like India, the need for 
special attention to agricultural credit cannot be sufficiently em. 
phasised. 

The creation of a special Agricultural Credit Department as part 
of the constitution of the Reserve Bank, follows in principle similar 
provision in the Commonwealth Bank of Australia Act. 

The relevant sections of the Australian Act provide as follows;

PART VIB.-Rural Credits Department. 

60ABA. In this Part, unless the contrary intention appears, "pri
mary produce" means wool, grain, butter, cheese, fresh, preserved or 
cried fruits, hops, cotton, sugar and such other produce as is prescribed. 

6OABB. For the purposes of this Part there shall be a Rural Credits 
Department of the Bank which shall be kept distinct from all other 
Departments of the Bank. 
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60ABC. The Treasurer may, from time to time, out of moneys 
legally available, lend to tbe Rural Credits Department such sums, for 
such periods and at such rates of interest as are agreed upon by the 
.Treasurer and the Bank: • 

Provided that the total of the sums so lent and r.ot repaid shall n9t 
at any. time exceed Three million pounds. 

60ABD. Twenty.five per centum of the net annual profits of the 
Note Issue Department shall be paid into the Rural Credits Department 
until the amount so paid reaches a total of Two million pounds. 

60ABE.-(l.) For the purposes of this Part, tbe Bank may issue 
debentures. 

(2.) Tbe amount of debentures issued under this section and nol 
repaid shall not at any time exceed-

(a) the amount advanced on primary produce by the Rural 
Credits Department and still outstanding as at the Ciate of 
the issue of the debentures; or 

(b) four times the amount of the aggregate of-

(i) the sums lent by the Treasurer to the Rura.l Credits Depart
ment and not repaid; 

(ii) moneys paid to the Rural Credits Department out of the 
net profits of the Note Issue Departmer.t; and 

(iii) moneys at credit of the Rural Credits Department Reserve 
Fund, 

whichever is the greater. 

6OABF. Subject to this Act, debentures issued for the purposes of 
this Part shall be in such form and subject to such conditions as are 
prescribed. 

60ABG. The dates for the redemption of the debentures shall be 
Ibced so as to coincide, as nearly as practicable, with the dates at which 
advances made by the Rural Credits Department are repayable. 

6OABK. The Bank may make advances to the Rural Credits Depart
ment of such amounts, and subject to such terms and conditions, as the 
Board determines. 

60ABI. Advances may be made by the Rural Credits Department, 
upon the security of primary produce placed under the legal control of 
ti,e Bank, to- . 

(a) the Bank or other banks; 
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(b) co-operative associations formed under the law of the Com
monwealth, a State or a TerritoI}' under the authority 
of the Commonwealth; and . 

(e) such Corporations or unincorporate bodies, formed under the 
law of the Commonwealth, a State ora Territory under the 
authority of the Commonwealth, as are specified by Pro
clamation. 

60ABJ. No advance under this Part shall be made for a period of 
more than one year. 

60ABK. In lieu of making advances in accordance with the provi
sions of this Part, the Rural Credits Department may, on behaU of any 
institution mentioned in section sixty ABIof this Act, discount bills. 
secured upon produce placed under the legal control of the Bank. 

60ABL. The funds of the Bank shall not be used in the business of' 
the Rural Credits Department except in so far as advances may be made 
to the Rural Credits Department. 

60ABM. The assets of the Rural Credits Department shall be avail
able, firstly, for meeting the liabilities of the Department other than 
loans made to it by the Treasurer under this Part and interest thereon. 
and, secondly, for repaying those loans !lnd paying that interest. 

60ABN. The net profits of the Rural Credits Department shall be 
dealt with as follows :-

(a) One-half shall be placed to the credit of a fund to be called 
the" Rural Credits Department Reserve Fund "; and 

(b) One·half shall be placed to the credit of the Rural Credits. 
Development Fund, to be used, in such manner as the Board 
directs, for the promotion of primary production. 

60ABO. The Board may allot to the Rural Credits Department 
such portion of the general receipts and expenditure of t he Bank as is,. 
in the Board's opinion, referable to the Department, 

6OABP. Any surplus funds in the Rural Credits Department may be 
invested in such manner as the Board directs. 

With regard to the functioning of this Department, Professor D.B, 
Copland, the AustraIian economist observes as follows:-

.. This is an important break in the traditional credit. functions of 
State institutions and involves the assumption of technical risks which 
hitherto have largely been the responsibility of pastoral and finance 
Companies .. Funds are to be provided by the Commonwealth Treasury 
to a maximum of £ 3,000,000, by the allotment of 2S % of the annual 
profits of the Note Issue Department to a mlximum of £ 2,000,000, and. 
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by short period debentures to the amount of the total advances made.. 
Advances are to be for periods not exceeding one year and the Rural 
Credit Department holds a lien on the produce against which advances 
are to be made. The new department will assist co-operative companies. 
through which producers sell their goods but its activities are limited 
by the funds available. The maximum capital of the Department from 
the profits of the Commonwealth Bank or from thl; Treasury will be 
£ 5,000,000. Further funds are-obtainable only by the issue of deben
tures, the success of which will depend upon the administration of the 
Department, and the degree to which the money market can provide 
money for the purpose. The Department has now been established, but 
it is too early to say how it will affect the investment market. An 
interesting possiblility is, however, the facilities it will offer for short 
period investments and the assistance it will render in the development 
of a short loan market for Australia." (Willis and Beckhart: Foreign. 
Banking SySkms, Chapter II, The Banking System of Australia by D.B. 
Copland, page 67-8). 

So far as India is concerned we have to remember that conditions 
here are such as to make the problem of the working of the rural credits 
Department more difficult than in Australia. Sir George Schuster also 
pointed this out in the Legislative Assembly. This is what he said: 
.. My Honourable friend quoted the experian~e of Australia, but he was 
only able to give us the provisions of the Australian Act. He was not 
able to give us any account of bow those provisions 'had worked in. 
practice, and I would ask him to remember that conditions in Australia 
are so entirely different to conditions in India that, even if he had been. 
able to quote Austr.uian experience, it would hardly have afforded a. 
valuable parallel. In Australia. you are dealing with a comparatively 
small population of highly educated and comparatively wealthy people, 
large farmers who understand dealing with banks and who 
can keep accounts, and so on. But even so I am told by Sir Osborne
Smith who hIlS a very wide experience of Australia that attempts 
to form rural credit institutions have been on the whole faced with. 
terrible difficulties and on the whole singularly unsuccessful It is an 
extremely difficult prohlem and the problem in India is quite diflerent 
to that in any other country." (Legislative Assembly Debates, Vol. 
VIII. No.8). 

55. (1) Tbe Ba.nk sha.II, "" tbe earlies' praoticable " 
date and in any oase within three years. 

B!~- by the frotU the date on whioh this Cbapter oomes 
into force, make to tbe Governor-General-
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in· Council a report, with proposals, if it thinks fit, for 
·legislatioD, on the following matters, namely :-

(a) the extension of the provisions of this Act relat
ing to scheduled banks to persons and firms, not being 

. scheduled banks, engaged in British India in the business 
-of banking, and 

(b) the improvement of the machinery for dealing 
with agricultural finance and methods for effecting a closer 

-connection between agricultnral enterprise and the opera-
-tions of the Bank. 

(2) When the Bank is of opinion that the international 
·monetary position has become sufficiently clear and stable 
to make it possible to determine what will be suitable as a 
permanent basis for the Indian monetary system and to 

·frame permanent measures for a monetary standard it shall 
;report its views to the Governor-General-in-Council. 

NOTES. 
The reasons for enacting this Section are thus given by the Joint 

·.committee: "Though we consider it important that a start should be 
made on the lines indicated in clause 42, we recognize that the develop
ments at this stage must be tentative. We therefore consider it im-

Ii portant that the statutory provision should be included, making it in· 
,-cumbent on the Bank to report at the earliest practicable date, and 
in any case witljin tbree years and if necessary, to prepare proposals for 
legislation so as to include indigenous bankers and other parties doing 

I -banking business in India who are not at present included in the Schedule 
-within its scope, subject to such restrictions as the Board may consider 
necessary. In this report it should also include proposals for the closer 

• linking of agricultural enterprise with the machinery of the Reserve 
- Bank, possibly by the establishment of a separate rural credit depart-

-ment. 

We also tbink that in this clause it would be desirable to include a 
provision embodying in a more concrete form the principle recognized 

_in tho preamble, by placing a definite obligation on the Board to put 
'7 up proposals for a more permanent currency system for India when 
, they consider that the pre·requisities indicated in the preamble have 

-been fulfilled, that is to say, the international monetary position bas 
J>ecome sufficiently clear and stable." 
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Report allomendinll Ad 10 non-Scheduled banks.-The Finance Mem.
ber (The Hon'ble Sir George Schuster) in introducing the Bill as amend" 
ed by the Joint Committee, in the Legislative Assembly, explained the 
need for this Statutory report as follows: 

.. The second point arising out of clause 42 to which I wish especially. - ~, -
. to refer is the question as to how- provision should be made for the ex-
tention of the Reserve Bank facilities to indigenous bankers, shroffs, etc._ 
and to the whole field of rural credit. It is impossible to over estimate 
the importance that the indigenous banker plays in the whole of the 
banking and credit machinery of India. I think it would be no exagge-
ration to say that his part of the organisation represents, if anything, 
more than 90% of the whole; and it is unfortunately true that the links . 
betwetn the whole of this system and the modern banking system of. 
India, in spite of the development of rural co-operative societies and in . 
spite of the opening of one hundred new branches by the Imperial Bank 
of India, are still rudimentary and incomphte. I want to make it quite 
clear that we recognise that until the vast portion of India's banking and 
credit machinery, which is represented by the indigenous bankers, is put 
into gear with tbe relatively small machine of the modernised money 
market, with the Reserve Bank as its central control, it will be impossi-
ble for the Reserve Bank to exercise that full control of currency and 
credit of India which is understood as the function of a central bank in . 
western countries; and it will be equally impossible for the masses of 
the people who populate the countryside of India to get the full bene-
fits of credit and banking facilities on reasonable terms which a well 
organised system of banking ought to give. That, I believe, is one of 
the greatest problems of the future for India, and it is a problem which 
I at any rate personally feel must be thought of, not in terms of dis- -
placiug the vast masses of indigenous bankers throughout the country, 
but of making the fullest use of them by adapting their methods so that 
they may fit in with the modern banking system and the central bank; 
but, unfortunately, it is a problem which we could not possibly tackle in 
connection with this Bill. We could not tackle it in the sense of 
proposing any definite solution. I would remind Honourable Members 
that it was a problem that was very carefully investigated by the Bank-
ing Inquiry Committees, and yet they were unable to make any definite 
proposals on which action could at once be taken, hut we felt that, 
although we could not tackle the problem immediately in the Bill. we 
certainly ought to do sometblng about it, and we have taken what we 
believe to be the best step towards tackling it. We have proposed in a 
very important new clause. which is numbered 54 in the Bill. ·that the 
banks shall be put under a Statutory ob\igationto report in the shortest 
possi b1e time. and. at any rate. within three years, on this whole pro.-

• 
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-blem and to make proposals for legislation." (Legislative Assembly 
Debates, Vol, VIII. No. 5). 

Sub-s.ction {Z).-Tbis, as well as para 3 of the Preamble, gives 
· effect to the recommendation of tbe London Committee on Reserve Bank 
Legislation" that the whole question of the monetary standard best 
suited to India will" have to be reviewed when the international monetary 
position has clarified itself and become sufficiently stable to frame more 
permanent provisions-" (Para. 19). See also Notes under Preamble. 

56. (1) 'fbe Local Board of any area may at any time 

Power to require 
· declaration as to 

ownership of regis-
- "tered shares, 

require any sbareholder who is registered on 
tbe register for tbat a.rea to furnish to tLe 
Local Board within a specified tim~, not 
being less than thirty days, a declaration, 

in such form as the Central Board may by regulations pres
·cribe, giving particulars of all shares on tbe said register of 
'which he is the owner. 

(2) If it appears from such declaration tbat il.ny share-
· holder is not tbe owner of any sbares which are registered 
in bis name, the Local Board may amend the register &C

:-"eordingly. 

(3) If any person required to make a declaration nnder 
· Bub-section (1) fails to m"ke such declaration within the 
specified time; tbe Loca.! Board may make an entry against 
his name in the register recording snch failure and directing 

· that he sball have no right to vote, either under section 9 
or Section 14, by reason of the sh1i.res registered in his name 

· on tbat register. 

(4) Whoever makes a false statement in any declarll-
· tion furnished by him under sub-section (1) shall be deem
ed to have committed the offence of giving false evidence 

·defined in section 191 of the Indian Penal Code, and sball 
be punishable under the second paragrapb of Section 193 of 

:thah Code. 
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(5) Nothing contained iii any declaration furnished 
under sub-section (1) shall operate to affect the Bank with 
notice of any trust, and no notice of any trust expressed, 
implied or constructive sha.1l be entered on the register or be 
-receivable by the Bank. 

(6) Until Local Boards have he en oonstituted under 
aection 9 the powers of a. Local Board nnder this Section 
sha.1l be exercised by tbe Centl'llJ Board in respect of any area. 
for which a Looal Board has not been constituted. 

NOTES. 

P1lIIi.hment for falle .tatement ill declaration 81 to oWDenhip of regiller
-eel .harea.-The punishment is the same as that prescribed in Sections 
191 & 193 of the Indian Penal Code for giving false evidence. Tbey are 
as follows :-

191. Whoever, being legally bound on an oath, or by any ex
press provision of law to state the truth, or being bound by law to 
make a declaration upon any subject, makes any statement which is 
false, and which he either knows or believes to be false, or does not be
lieve to be true, is said to give false evidence. 

Expltnurtiort I.-A statement is within the meaning of the section, 
"hether it is made verbally or otherwise. 

ExplalUAWm 2.-A false statement as to the belief of the person 
attesting is within the meaning of the section, and a person may be 
guilty of giving false evidence by stating that he believes a thing which 
he does not believe, as well as by stating that he knows a thing which 
he does not know. 

193. Whoever intentionally gives falSe evidence in any stage of a 
judicial proceeding, or fabricates false evidence for the purpose of being 
used in any stage of • judicial proceeding, shall be pmisbed with im
prisonment of either desaiption for a teml which may rxtend to _ 
years, and shall also be liable to fine ; and whoever intentionally gives 
or fabricates false evidence in any other case, shall be punished with 
imprisonment of either description for a term which may extend to 
three years, and shall also be liable to fine. 

SO __ {5}.-Tbis provisioa is similar to S. 33 of the India 
<:ampaDies Act. 
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57. (1) Nothing in the Indian Companies Act, 1913, 
shall apply to the Bank, and tbe Bank shall 

Liquidation 
the Bank. not be placed in liquidation save by order 

of tbe Governor-General-in-Council and in. 
such manner as he may direct. 

of 

(2) In such event tbe Reserve Fund and surplus assets, 
if any, of tbe Ba.nk sball be divided between the Governor
Genera.l-in-Council a.nd the sbareholders in tbe proportion 
of seventy-five per cent and twenty-five per cent, res
pectively: 

Provided that the total amount pay ~ble to any sbare
holder under this section shall not exceed tbe paid-u p val ue 
of the sbares held by him by more tha.n one per cent for. 
el\ch year after Ilbe commencement of this Act subject to a 
maximum of twenty-five per cent. 

NOTES. 

Sub-seeliOD (2); Surplas aueIs.-These include all the excess of assets 
remaining after meeting all the liabilities of the Bank. 

There is no provision for return of the share value of each share to 
the shareholder and a twenty-five per cent proportion of the available 
surplus as well a,s the whole of the Reserve Fund is to be available for 
distribution among the shareholder.. It may be either more or less 
than the paid up share value . 

• One per cent' in the proviso means one per cent. of the paid up 
value of each share. 

In case the 25% allotted for distribution among the shareholders 
in excess of the amount limited by the proviso, there is no provision 

as to what should be done with it. By necessary implication, all the 
residue will go to the Govemor-General-in.Council. 

Surplus aueIs.-With regard to the meaning of this expression, the 
following is the summary of the law given in Palmer's Company Law 
15th Ed. p. 450 :-" 5urplns assets" has no technical meaning. Re. New 
T'4f1SfJaal Co., (1896) 2 Ch. 750. It may mean the fund remaining iri 
the hands of the liquidator after all claims of outside creditors and 
msts of winding.up have been met (Re. C,ichtOll's Oil Co., (1902) 2 Ch.86): 
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llr it, may mean what remains,after payment also of the capital 
paid upon all classes of shares. Ramel Syndicate, Ltd., (1911) 1 Ch. 
749. The meaning must in each gase be determined by the context. 
Re Bridgwatlll' Navigation Co., (1891) 2 Ch. 317; Madame Tussaud & 
Sons, Ltd., (1927) 1 Ch.65.7. 

58. (1) The Central- Board may, with tbe previous 

Power' of the 
B!l.nction of the Governor·GeneraHn-Coun-

Central Board to cil, make regulations consistent with this 
'make regulations. 
" ' Act to provide for all matters for which pro-
vision is necessary or convenient for the purpose of giving 
effaQ~ to the provisions of this Act. 

(2) In pa.rticulA.r a.ud without prejudice' to the generali
ty of the foregoing provision, such regula.tions ma.y provide 
for al\ or allY of the following matters, namely:-

(a) tbe holding and conduct of elections under this 
Act, including provisiolls for the holding of any elections 
l"ocording to the prinCiple of proportional representation by 
mea.ns of the'single transferable vote j , 

.. (b) the fillal deoision of doubts or disputes regarding 
the qualifioations of candidates for election ,or regarding the 
validity of elections j , 

(c) the m'lintenance of tbe share register, the lIlanner 
in whicb and the conditions subject to which shares may be 
'btlld and transferred, and. generally, all m&tters rel&ting to 
t.he rights and duties of shareholders; , 

(d) the mlonner in which general meetings sb&ll be 
convened, the prooednre to be followed thereat and the 
,~inner in which votl'S mg.y be exeroi@ed j 

( .. ) the manner in which notrees ma.y be served 00 

.behalf of the B!l.nk upon shareholders or other persons; 

(f) the mannar in whioh the basiness of the Cenb'al 
Board shall b!l transaoted, and the procedure to be followed 
a' meetings thereof; 

10 
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(g) 'he conduct of busiuess of L<)e,~1 Boards and tbe 
deleg:ttlon to sllcb Bo:trds of pnwcrs :tllil fu IIcl ion~; 

(h) the delegation of powerA n.nil functions of the 
Centra.l Boa.rd to tbe Governor, or to Deputy Governor~, 
Directors or (}fficer~ of tbe B:tnk ; 

(i) the formation of Committees of the Central 
BO(l,rd, the delegation of powers Rond functions of the 
<:lentral Board to such Committec~, Rond the Gonduc' of 
business in Inch Committees; 

(j) the constitution Hn,l managf ment of staff and 
superaunuation funds for the officers Honil servn.uts of the 
"Bank; 

(k) the manner and form in which contracts binding 
-on the Bank may be ex~cutea ; 

el) the provision of au oflicial seal of the Bank and 
manner and e:fl'ect of its use; 

(m) the manner and form in wbich tbe halance-abeet 
-of the Ba.nk shall be drawn up, n.ud in which the accounts 
shall be maintained; 

(n) the remuneration of the Directors of the Bank; 

(0) 'he relations of the scheduled banks with the 
.Bank Rond the returns to be submitted by the schednled 
banks to the Bank; 

(p) the regUlation of clearing bouses for the schedul
t' '~d banks; 

(q) the circumstances in which, and the conditj"ons 
and limitations subject to which, the value of any lost, 
stolen, mutilated or imperfect currency note of the Govern
ment of India or bank note may be refunded; and 

(r) genera.lIy, for the efficient conduct of the business 
-of the Bank. 
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(3) Copies 'of all regulations ma.de under this section 
sha.1l be available to the public on payment. 

NOTES. 

PrevioUi SanctioD of GOV;rDor-Cooeral-io-Collo,il for makillil rellula
tioOI.-This does not mean that by obtaining a general previous sanction'l 
the Bank can make any regulations, as it may like. It means that the V 
previous sanction of the Governor-General-in-Council is to be obtained 
for each regulation made. 

It also means by necessary implications that amendments and 
changes in regulations should als'l require the Governor-General.in 
Council's previous sanction. 

The Central Board is given the widest scope for making the regula
tions, the only condition being :-

1. That they should not be inconsistent with the provisions of the 
Act. 

2. That they are to be confined to matters necessary or convenient 
for the purpose of giving effect to any of the provisions of the Act. 

59. In the Indian Coinage Act, 1906, for Section 11 
Amendment of Act the following section shall be Bubstituted, 
III of 1986. namely: 

II 11. Gold coins, ooined at His Majesty's Royal Mint 
in England or at any mint established in 

Demonetisation 
of IOvere~ and pursuance of a proolamation of His Majesty 
baU·lOvere'l!ll. 

as a branoh of Bis Majesty's Royal Mint, 
shall not be legal tender in British India in payment or on 
aocount, but suoh coins shall be received by the Reserve 
Bank of India at its offioes, branches and agencies in India 
at the bullion value of suoh coins calculated at the rate 
of S·475HI grains troy of fine gold per rnpee." 

60. Tbe Indian Paper Currency Act, 1m, the Indian 

RopeaII. 
Paper Currenoy (Amendment) Act, 1923, 
tbe Indian Paper Currenoy (Amendment) 

Aot, 1925, and tbe Currenoy Aot, 1927, are hereby repealed. 
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61. In eub-section (3) of Section 11 of the Indian 
Companies Act, 1913, after the word 
" Royal" the words" Reserve Bank" shall 

Amendment of 
section 11, Act VII 
of 1913. 

be inserted. 

NOTES. 

This protection is not enough. The protection must be against 
all persons carrying on banking business. Such a pr<)tection is given 
by the Federal Reserve Act of U.S.A., (Section 2 of Amending Act 44 
Stat. 628, (1926), where it is provided .. That no bank, banking 
association, trust company, corporation, association, form. partnership, 
or person engaged in the banking, loan, building and loan brokerage, 
factorage. insurance, indemnity. or trust business shall use the word 
If Federal," the words U United States", or the word "reserve tt, or 
any combination of name or title or of the name under which it does 
business." (Page 168). 

Compare also protection of word 'Co-operative' in S. 47 (1) of the 
Indian Co-operative Societies Act (II of 1912). 



THE FIRST SCHEDULE. 

(See section 4.) 

AREAS SERVED BY THE VARIOUS SHARE REGISTERS. 

: I. The WESTERN AR.EA. served by th~ BOMBAY Register. shall 
consist 01-

the Bombay Presidency including Sind. the Central Provinces. 
Berar. Hyderabad. Baroda. Khairpur. the Western India 
States. the Central India States (including Makrai but 
excluding Rewab and other States of Bundelkhand and 
Baghelkhand). the Gujerat States. Kolhapur and the 
Deccan States. 

: II. The EASTE.RN AREA. served by the CALCUTTA Register. 
shall consist of-

the Bengal Presidency. Bihar and Orissa. Assam •. Sikkim. 
Manipur. Cooch-Behar. Tripura. the Eastern States. Rewab 
and other States of Bundelkhand and Baghelkhand. and the 
Khasi States. 

IIII. The NORTHERN AREA. served by the DELHI Register. shall 
consist of- '. 

the United Provinces. Delhi. the Punjab. the North-West Frontier 
Province. Ajmer-Merwara. Baluchistan. Kashmir. the Punjab 
States excluding Kbairpur. the Simla Hill States. Dujana. 
Pataudi. Kalsia, Rampur. Tehri-Garhwal. Benares. the Rajpu
tana States including Palanpur and Danta. Gwalior. Kbaniad
hana. Kalat. Las Bela. Hunza. Nagir. Amb. Chitra!. Dir. Phulera 
and Swat. 

IV. The SOrTHERN AREA. served by the MADRAS Register. shall 
consist of-

the Madras Presidency. Coorg. Mysore and the Madras States. 

'Y. The BURMA AREA. served by the RANGOO~ Register. shall 
consist of-

Bunna. the Andaman and Nicobar Islands. Bawlake. Kantarowadi, 
and Kyebogyi. 



THE SECOND SCHEDULE. 

[See section 42 ana sec/ion 2 (e).~ 

SCHEDULED BANKS. 

Ajodhia Bank, Fyzabad. 
Allahabad Bank. 
American Express Company Incorporated .. 
Banco National Ultramarino. 
Bangalore Bank. 
Bank of Baroda. 
Bank of Bihar. 
Bank of Chettinad, Madras. 
Bank of Hindustan, Madras. 
Bank of India, Bombay. 
Bank of Mysore. 
Bank of Taiwan. 
Bank of Upper Burma. 
Benares Bank. 
13engal Central Bank. 
Bhagwan Das & Co., Dehra Dun. 
Canara Bank. 
Central Ba1).k of India. 

,Chartered Bank of India, Australia and China .. 
Comptoir National d'Escompte de Paris. 
Eastern Bank. 
Grindlay and Company. 
Hongkong and Shanghai Banking Corporation. 
Imperial Bank of India. 
Imperial Bank of Persia. 
Indian Bank, Madras. 
Industrial Bank of Western India, Ahmedabad. 
Jalpaiguri Banking and Trading Corporation . 

. Kamani Industrial Bank. 
Lloyds Bank. 
Mercantile Bank of India. 
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Mitsui Bank. Bombay. 
Muffassil Bank, Gorakhpur. 
National Bank of India. 
National City Bank of New York. 
Nederlandsche Indische Handels·Bank. 
Nederlandsche Handel.Maatschappij. 
Nedungadi Bank. Calicut. 
Oudh Commercial Bank. 
Peoples' Bank of Northern India. 
P. and O. Banking Corporation. 
Punjab and Sind Bank. Amritsar. 
Punjab Co-operative Bank. Amritsar. 
Punjab National Bank. Lahore. 
Simla Banking and Industrial Company. 
Thomas Cook & Sons. 
Travancore National Bank. Tiruvalla. 
Union Bank of India. Bombay. 
U. Rai Gyaw Thoo and Co .• Akyab 
Yokohama Specie Bank. 
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THE THIRD SCHEDULE. 

(-?ee section 45.) 

PROVISIONS TO BE CONTAINED IN THE ACREEMENT BETWEEN THE 

RESERVE BANK OF INDIA AND THE IMPERIAL BANK OF INDIA. 

1. The Imperial Bank of Indi'! shall be the sole agent of the 
Reserve Bank of Indil at all places in British India where there is a 
branch of the Imperial Bank of India which was ;n existence at the 
commencement of the Reserve Bank of India Act, 1934. and there is no 
branch of the Banking Department of the Reserve Bank of India. 

2. In consideration of the perfonnance at the places referred to in 
dause 1 by the Imperial Bank of India on behalf of the Reserve Bank 
af India of the functions which the Imperial Bank of India was per
forming on behalf of the Governor-General-in·Council before the coming 
into force of the Reserve Bank of India Act, 193'. the Reserve Bank of 
India shall pay to the Imperial Bank of India' as remuneration a sum 
which shall be for the first ten years during which this agreement is in 
force a commission calculated at one-sixteenth of one per cent. on the 
first 250 crores and one thirty-second of one per cent. on the remainder 
of the t .. tal of the receipts and disbursements dealt with annually on 
account of Government by the Imperial Bank of India on behalf of the 
Reserve Bank of India. At the close of the said ten years the remune
ration to be paid by the Reserve Bank of India to the Imperial 
Bank of India for the performance of these functions shall 
be revised and the remuneration for the ensuing five years shall 
Be determined on the basis of the actual cost to the Imperial 
Bank of India, as ascertained by expert accounting investigation, 
cf performing the said functions. The remuneration so determined 
shall thereafter be subject to revilion in like manner at the end of each 
period of five years so long as this agreement remains in force. If any 
<fupute arises between the Reseve Bank of India and the Imperial Bank 
of India as to the amount of the said remuneration the matter shall be 
referred for final decision to the Governor-General-in-Council who may 
require from the Imperial Bank such information and may order sueh 
>u:counting investigation as he thinks fit. 

3. In consideration of the maintenance by the Imperial Bank of 
India of branches not less in number than those existing at the c0m

mencement of the Reserve Bank of India Act, 1934. the Reserve Bank 
of India shall, until the expiry of fifteen years from the coming int 
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force of this agreemellt, mlke to the Imperial B~nk of India the follow.· 
ing payments, namely:-

(a) during the first five years of this agreement-nine lakhs of 
rupees per annum; 

(b) during the next five years of the agreemant--:six lakhs of 
rupees per annum; and 

(c) during the next five year. of the agreement-follr lakhs of 
rupees per annum. 

4. The Imperial Bank of India shall not without the approval of 
the Reserve Bank of India open any branch in substitution for a branch 
existing at the time this agreement comes into force. 

NOTES. 

Third Scbed.Je.-The Imperial B:mk is given sole agency only in 
places in British India where the Reserve Bank has no office or branch 
but where the Imperial Bank has a branch at time of commencement 
of the Reserve Bank Act 1934. i.~., on 6-3.34 when the Act received the 
Goverilor-Gcneral-in-Council's assent and became law. 

In places where the Reserve B~nk h,s an offi:e, it cannot also have, 
an agency (Section 6). This me UlS that the Imperial Bank cannot Act 

. as agent of the Reserve Bank in B)mbay, Calcutta, Delhi, Madras and 
Rangoon. 

The Reserve Bank is not obliged to appoint the Imperial Bank as 
its agent in any other places whore the Im;>erhl Bank may open new 
branches; and it may appoint any other Bank as its agent in such 
places. Nor need the Reserve Bank appoint the Imperial Bank as its 

. agent in any place outside Britisb India, whetber tbe latter has or has 
not a branch in such place. 

Agaio if the Reserve Bank opens a bra ncb of its own in any place 
where the Imperial Bank has had a branch and acted as sole agent, 
then the agency will cease with the opening of the Reserve Bank's 
b~nch. . 

Impari.1 B ... ,,'. rema ... rati.a for oth~r AI •• " wuk :-Thougb para 
one of the Agreement appoints the Imperial Bank as sole agent for all 
purposes of tbe Reserve Bank, the Agreement deals only with its remn. 
ner .. tion so far as concerns the performing of functions on behalf of the 
Go\'ernor-General-in-Councll. With regard to the nlUllerous other func
tions of the Reserve Bank (Vid. S". 17), in respect of which also the 
ImpE'riai Ballk has to function as agent of the Reserve Bank, the remn. 
neration will ha\'e to be fixed by negotiation between the twa B1m 
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The Imperial Bank or any other person cannot be expected to do freil' 
agency work relating to the businesses of the Reserve Bank. With the 
growth of the Reselve Bank's activities, the remuneration accruing to
the Imperial Bank in this connection will be on a far larger scale than 
the remuneration in respect of performing any functions on behalf of 
Government. This aspect of the matter has been apparently ignored 
by those responsible .for the insertion of para three of the Agreement .. 
It cannot be contended that the lump sum remuneration provided by 
that paragraph relates to agency work to he done by the Imperial Bank 
in respect of the banking businesses of the Reserve Bank enumerated 
in Sec. 17. If the remuneration in para three should he deemed to 
relate to such agency work, it would be grossly unjust to the Imperial 
Bank as the work will be steadily growing with years. 

Imperial Bank's own agents caDDot act OD bebalf of Reserve Bank.-The 
Agreement only authorises the Imperial Bank's acting as agent of the 
Reserve Bank. The Imperial Bank has no power or authority to 
entrust any part of its agency duties to any of its own agents. That is. 
to say, the Imperial Bank cannot delegate its duties to any sub-agent,_ 
except as provided by the Indian Contract Act. 

The relevant sections of that Act are as follows :-

190. An agent cannot lawfully employ another to perform acts' 
which he has expressly or impliedly undertaken to perform personally, 
unless by the ordinary custom of trade a sub-agent may, or from the
nature of the agency, a sub-agent must, he employed. 

191. A .. sub-agent" is a person employed by, and acting under
the control of, the original agent in the business of the agency. 

192. Whete a sub-agent is properly appointed, the principal is, 50-

far as regards third persons, represented by the sub-agent, and is bound 
by and responsible for his acts, as if he were an agent originally 
appointed by the principal. 

The agent is responsible to the principal for the acts of the sub
agent: 

The sub-agent is responsible for his acts to the agent, but not to· 
the principal, except in case of fraud or wilful wrong. 

193. Where an agent, without having authority to do so, has 
appointed a person to act as a sub-agent, the agent stands towards such 
person in the relation of a principal to an agent, and is responsible for 
his acts both to the.principal and to third persons; th~ principal is not 
represented by or responsible for the acts of the person so employed,_ 
nor is that person responsible to the principal. 
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194. Where an agent, holding an express or implied authority 
to name another person to act for the princip'1l in the business of the 
agency, has named another person accordingly, such person is not a 
sub-agent, but an agent of the principal for such part of the business of 
the agency as is entrusted to him. 

195. Tn selecting such agen! for his principal, an agent is bound to· 
exercise the same amount of discretion as a man of ordinary prudence 
would exercise in his own case; and if he does this he is not responsi
ble to the principal for the acts or negligence of the agent so selected. 

Joint Committee Report OD the AgreemeDt.-With regard to the agree
ment with the Imperial Bank, this is what the Joint Committee say in 
their report ;-

(al Remuneration for handling Government Accollnt.-On the basis of 
the figures supplied to us we have reached the conclusion that the terms 
suggested are reasonable and represent no more than is necessary barely 
to cover the actual cost incurred by the Imperial Bank in performing 
these services. We are assured by the Governmentrepresentatives that 
these figures were based on detailed and audited statements supplied by 
the Imperial Bank and accepted by the Finance Department after care
ful examination of the method of distribution of over-head charges. We 
think, however, that it would be satisfactory to the Legislature that the 
basis on which the costs have been calculated should be independently 
examined by the Auditor-General and that a report by him should be· 
presented by the Government when these provisions of the Bill are 
under discussion indicating whether in his view the basis on which the· 
costs have been calculated is reasonable and the results of the calcula
tions correct. 

(bl COIHpensation fo, lit. kuping open of branches.-We consider that 
the method proposed in the Schedule of keeping specified minimum 
balances with these branches either free of interest or at concessionaI' 
rates is not a satisfactory method for fixing compensation under this 
bead. for the value of such balances must vary greatly according to the
rates obtainable for the use of money. It appears to us much more· 
satisfactory that a definite annual payment should be made. based on 
the losses actually incurred. At the same time it would not be justifi
able to settle this compensation for a long period on the basis of present 
results because it must be anticipated that with the general develop
ment of banking in India these branches will become progressively more
remunerative. We therefore propose a diminishing scale leading to a 
termination of all compensation after IS years. We consider that the 
ligures proposed are reasonable on the basis of the statements suppJie«t 
to us as to the actual cost of maintaining these branches but in this-
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--.case also we recommend that an independent check on the calculations 
-should be made by the Auditor-General and included in the report 
already referred to. 

(c) Period of agreement.-We have taken into account the fact that 
as the compensation for maintaining the unremunerative branches would 
terminate after IS years, there would be some advantage to the public 
ill continuing the Agreement beyond IS years so as to prolong the period 
during which the Imperial Bank remains under an obligation not to 
close any of these branches. On the other hand, we consider, first, that 
... period of 25 years is in any case too long for commitment for this im
portant nature and, secondly, that inasmuch as the commission pay
able for handling Government Account is intended to be based on the 
actual cost of the servi~es rendered, the rate of commission should be 
open to recalculation at a comparatively early date. Taking ... ll the 
foregoing considerations into account, we recommend that the Agreement 
should run for IS years subject to termination on five years' notice given 
at any time after that period, and that the commission payable for hand
ling the Government Acrount should be reviewed at the end of ten 
years and thereafter at five yearly intervals. It should be made clear 

. tpat the object of such review would be to settle the actual cost to the 
Imperial Bank, that the commission should be settled on this basis, 
and that the calculations shall be subject to expert accounting investi
gation. In the event of any difference of opinion as to terms arising 
between the Reserve Bank and the Imperial Bank, we recommend that 
power to settle the terms finally should be vested in the Governor

-General-in-Council. 

In view of all the arrangements as regards staff, etc., involved we 
consider that a period of five years for notice of termination is no more 
than reasonable. -

Lastly, there is one important point which should be made clear 
in this agreement, namely, that it should not in any way preclude the 
Reserve Bank from opening its own offices or branches at any place 
where the Central Board may, as a result of experience, find this to be 
expedient in the interests of the public notwithstanding the fact that 

-the Imperial Bank has up to then acted as its agent at such places." 



THE FOURTH SCHEDULE. 

·(See section 47.) 

SCALE OF ADDITIONAL DIVIDEND PAYABLE TO SHAREHOLDERS. 

A. If the maximum rate of dividend lixed under section 47 is live
per centum and so long as the share capital of the Bank is live crores· 
of rupees-

(1) if the surplus dQes not exceed four crores of rupees-Nil: 

(2) if the surplus exceeds four crores of rupees-

(a) out of such excess up to the first one and a half crores of 
rupees-a fraction equal to one-sixtieth ; 

(b) out of each successive additional excess up to one and a' 
half crores of rupees-one-half of the fraction payable out of the next
previous one and a half crores of e.xcess : ' • 

Provided that the additional dividend shall be a multiple of one
eighth of one per cent on the share capital, the amount of the surplus
allocated thereto being· rounded up QT down to the nearest one-eighth, 
of one per cent on the share capital. 

B. If the maximum rate of dividend fixed under Sec-tion 47 is' 
below five per centum. the said fraction of one-sixtieth shall be increas
ed in the ratio of the difference between six and the fixed rate to unity. 

C. When the original share capital of the Bank has been increased 
or reduced, the said fraction of one-sixtieth shall be increased or dimi
nished in proportion to the increase or reduction. of the share capital., 

NOTES. 

Fooutla Schedule.-The scheme of the Schedule is as follows :-

This schedule pro\;des for a maximum dividend of six per 
cent. to be reached by stages diminishing by fifty per cent. successive
ly with a minimum rise of l per cent. Thus, if the fixed minimum 
di\;deod is five per cent. it will be raised to 51 per cent. if the distribu
table surplus rises to 51 crores, to 5f per cent if it rises to 7 crores, and 
so on. If the fixed minimum is four per cent. the stages will be five 
per cent. 51 per cent. and so 00. C-"otes on clauses appended to original 
Bill). 



'158 THE RESERVE BANK OF IftDIA ACT, 1934 

B. This means that if the mal(imum rate, for example, is fixed at 

4 per cent., the fraction of -:0 th will be increased in the ratio of the 

difference between 6 and the fixed rate which is 4, and unity. The 

, difference between 6 & 4 is 2. The ratio of '2 to 1 is = i 6\ has to he 

. dt2I 1 
mcrease 0 1 x 60 = 30' 

If the maximum rate is 4l per cent. then the difference between 

, 6 and 4, is Ii. Ratio between Il and 1 is 1:- = ~ • The fraction of ~ 

h b · d 3 1 1 as to e mcrease 2" x 60 = 40 

C. If the share capital is increased (which can be done as per 
, Section 5 (1)), the fraction of one-sixtieth is to be increased in propor

tion to the increase of the share capital. If it is, for instance, increased 
by 5 crores, i,e., doubled, then, the said one-sixtieth fraction 
also is to be doubled i.e., it will be one-thirtieth. If the share 
capital is reduced to, say, 4. crores the fraction of one-sixtieth 
has to be reduced proportionally to the reduction i.e., by one-fifth 

'-to four-fifth, which comes to io x : = :5 th and so on. 



THE FIFTH SCHEDULE. 
(s .. .. cl/"" 53.) 

RBSBRVB BANK OIt INDIA. 

A" Accou,,' pursu.", 10 Ih. R ... ,ve Bonh oj l.di. Acl, 1934. /01' IA. 
rmJd ",.inK "" Ih. day oj 

ISSUB DBPARTMBNT. 

Liabilitus. 

Bank Notes hold in tho Banking 
Department 

Bank Notes in circulation 
Total Bank Notes i .. uod 

-Government of India Notes in 
circulation 

Total Liabilities •• 

A. Gold coin and bullio,,*
(a) held i" India ." 
(b) held o.tside India. 
Sterling Securities 

Total of A ... 

B. Rupee coin 
Government of IncU; 

rupee securities ... 
Internal bills of ex .. 

change and other com .. 
mercial paper.. • ... 

Total Assets 

Ratio of total of A to liabilities per cent. 
Dated the day of 19 • 

Liabil1lus. 

-Capital paid up 
Reserwl'und 
Depoaita-

(a) Government 
(b) Banks t 
(r) Othe", ... 

Bills payable 
Other liabiliti.es 

BANKING DBPARTMBNT. 

... 

• 

Dated the 

IlS. 

-

Notes ... 
Rupee coin 
Subsidiary coin 
Bills d iscounted-

(a) ID_I 
(b) Externa1 ... 

. .. 

(c) Government ofIndia 
Treasury Bills 

Balances held abroad 
Loans and advances to tho 

Government 
Oth ... · 10&D8 and advanc.e ... 
Investments Oth __ 

day of 19 

• Seetlon 33 (5) requi .... that ....... teen·twentieth of the gold coin and bu\lioQ 
beld a ..... t. of the Issu. Depertmout ahall be held in British India. The weekly 
... tum muat show UDder Sub-head (_) gold coin aud bullion held ia BN"" Itotlill 
and Ilot in Illdia &Qd (b) held outsid. British India. 

t This is quite ambiguous: 'banks, mUit be changed into scheduled banks', 
-Otherwise, tbe expression 'banks" ill apt to mialead tho public as it is wide enough. 
to include ill addition to .:heduled bulks various per90ns and iDstitutious doing 
ban\ting buoi_ Aa the banlting ."tem of the country is not well orgaaiaocI. 
~. public m ... t \toew exactly what _ ..... included IlIldec this heading. 



APPENDlXA. 

Open Market Operalions of Central Banks. 

[Extracts from a Paper submitted by the Bank for International" 
Settlemenls to th. Preparatpry Committee of Experts of Ihe World Eco--
_ic Conferenc~ 1933.J • 

Open Market Operations may be defined as those operations which 
are undertaken by a Central Bank on its own initiative in order to 

! affect the volume of short tenn funds (Central Bank credit) ia the
: country by dealing directly on the market instead of using its influence 
\ only indirectly by altering the price of supply. 

NOTE :-The methods used may vary according to the structure 01 the market 
upon which the Central Bank operates but broadly it can be said that these ope. . 
rations must take one of the following forms: ~J1e purchase of gold (at other than 
the statutory price where this exists) ; the purchase and sale of short term or long 
~ securities (usually· of the Government) or of foreign_e:xchange; or the accept
aDCe of.4eposits (by arrangement in special caSes Drat interest); or the Bubstitu. 
!ic:>.D. ~(~De form of currency for another (e.&,., gold certificates for Federal Reserve 
notes). It has been suggested that the power of a Central Bank over its market 
would be greatly strengthened if it were given authority to vary by some form of 
ordinance the percentage of cash which the commercial banks maintain with it; 
this suggestion, which in some cases may be practicable, has Dot yet been 
applied. It will be seen that it is as a rule an essential element of open market 
poli~y. tbat tbe Central Bank should be in a l»Osition to reverse its operations. 

Open -Market Operations have been undertaken for the follOwing 
reasons: 

(i) to enforce bank rate policy by making the rate effective in, 
the short term market; 

- (ii) to achieve day-t.o-day offsetting of temporary market mal
adjustments (e.g., tax payments); 

(iii) to offset seasonal gold movements aftd thus maintain the 
- market on an even keel ; 

(iv) to offset the effects of abnonnal movements due to some 
exterior influence and not to the more ordinary items in 
the balance of payments; 

(v) to increase the liquidity of the market when eligible paper 
is lacking; 

(vi) to affect long tenn interest rates; and 

(vii) otherwise to assist in enforcing long tenn policy. 
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Apart from the special arguments which apply to the particular 
, ' (lbjects in view set out above (and which will be reviewed below) some 

general arguments are often advanced either in favour of or against the 
application of an open market policy. 

The general arguments again.t Open Market policy may be given I,.

as follows: 

(a) An open market policy makes greater claims on the activity 
III Central Banks, and therefore also on their judgment of the credit 
situation which of course increases the possibilities of errors b~ing com- v 

, mitted. Whenever the market demands further credi Is through the 
usual discvulHing methods, the Bank knows that there is an active 
demand for more funds and can judge whether it is in a position to 
. respond to the needs of the market or whether special steps must be 
taken for the curtailment of credit. 

If Open Market Operations are allowed in principle, a Central Bank 
may be tempted to judge a situation too leniently, for instance, to off
set gold movements in the belief that they are seasonal whereas in fact 
the situation would demand a restriction of credits by an increase in 
the discount rate. 

On the other hand a lowering of the discount rate, which may be 
desirable for general reasons but be contrary to certain interests, may 
be postponed or avoided by the Central Bank attempting to influence 
the credi t position merely by putting funds on the market. The latter 
method may not have the same all round effects as a reduction in the 
discount rate, as this rate often determines more or less automatically 
a range of other rates. 

(b) It is probable that by extending credit only or mainly 
against self-liquidating commercial bills or similar paper, Central Banks 
force the financial community to employ thP. discounting of. bills as its. 
principal means of granting credits, instead of availing itself more freely 
of other means (advances, open credits. etc.). which from certain points 
of view may be regarded as less desirable. 

(e) The purchllse of Government securities. either at long or 
short tum which at maturity mllY have to be renewed. may mean in. 
vestment in less liquid assets than those obtained by discounting bills. 
corresponding to genuine busines5 transactions. and may therefore 

... -make it more difticult for the Central Bank. when occasion arises. to 
"contract the credit volume outstanding. The difticulty may be of four 
._ t.iDds: 

11 
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(i) The particular market for Government Securities may not 
be sufficiently large or well organised to make it possible to 
reverse the operations at any given moment. 

(ii) Objections may be raised in influential quarters against a 
sale of Government securities, which might have a depres
sing effect on public credit, and these objections may be so 
strong as to make sales at least very difficult, at a time of 
crisis when a contraction of the market would be needed. 

(iii) It has also been feared that Central Banks may not be SO 

disposed to sell an earning asset like Government securities, 
particularly in a period when they find difficulty in covering 
their expenses, and that profit considerations may therefore 
unduly influence the credit policy pursued. 

(iv) Finally the Government may pursue a policy of hudget de
ficits harmful to the nation's credit, and if the Central Bank 
holds Government securities it may find its possibilities of 
arranging assets to suit the requirements of a sound mone
tary policy seriously hampered. 

The above arguments are obviously not everywhere equally 
valid. It is true that in a number of countries the market for Govern
ment securities is so narrow that operations on that market undertaken 
by the Central Bank may involve certain risks, but in the larger coun
tries adequate markets exist for Government stock. 

(d) It may be feared that if Open Market Operations in Govern
ment securities are permitted, a Government might insist on the Cen
tral Bank buying such securities in order to assist in meeting a budget 
deficit at a time when an increase in the credit volume may not be 
justified. This is another instance of the fact that an extension of free
dom also means greater temptations and greater possibilities of mis
using that freedom. 

(e) Objection is sometimes made to open market policy on the 
ground that it is ineffective, at least in its more ambitious forms. The 
value of this objection can obviously only be considered in the light of 
the particular purposes for which Open Market Operations may be em
ployed. 

When faced with these objections adherents of an open market 
policy might make the following observation: 

(i) It is true that most kinds of open market operations pre
suppose the existence of an organised market for the type of securities 
to be bought or sold by the Centra1Bank, and thus inacountry where no 
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,such market exists Open Market Operations of this class are impossible. 
It should be noted, howevfr, that in "ome countries the Central Bank 

,has been able to make direct arrangements with the. private banks (for 
instance, by selling securities to these banks) which have the same 

· character as Open Ma,ket Operations and serve the same purpose. In 
,Rumania during 1930 the National Bank sold nearly one milliard lei of 
1"reasury "bons" to the commercial banks, in this way giving them a 
· short term investment for money which otherwise would probably have 
been employed outside the country thus straining the Central Bank's 

: reserves. 

(ii) The greater degree of activity demanded by modern condi-
· tions lays, of course, greater responsibility on the Central Banks. Some 
·cases of Open Market Operations would seem, however, to call for com
paratively little hesitation. When stringency develops on a m8Iket on 

· account of tax payments,. the facts are usually well known and the 
· additional amounts required to prevent a disturbance can be fairly ac
.curately calculated in advance. When market rates do not follow a 
.change in the official discount rate the position is also comparatively 
-clear. With regard to more complicated situations much depends ori the 
,contact which the Central Bank maintains with its market. 

(iii) It is important to emphasise how diverse in aim and method 
· are the transactions on the various markets lumped together and often 
somewhat loosely referred to as "Open Market Operations ". No 
genelalities can with any advantage be made, without more precise 

· definition. It is necessary to examine each case separately; and also 
to relate the arguments to the pa.rticular market on which the operations 
are undertaken. Whereas the objections to Open M8Iket Operations 

· are often founded on distrust in principle of an enlargement of Central 
Bank activity, the arguments in favour of such operations are less 

·general and are chiefly concerned with the special purposes for which 
they may be applied. 

(iv) The main argument in favour of furnishing the Central Banks 
with a new weapon with which to carry out their policy is that in this 
way the policy can be more easily enforced. It is therefore proposed 
to e.umine more fully the p8Iticular cases enumerated on page 5. 

1. EaforcemeJIt of hank nte poIkJ ill the short term .. met.-This is 
probably the least controversial form of open market policy. It was 

,already employed on the London market during last century. Before 
the war intervention was made chiefly hy means of long term Gov"rn
ment securities (2*% Consolidated Stock), b"t the growth of the ftoating 
.debt has now made dealings in Treasury bills the most prat'ticable 
method in England. 
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When certain important rates in the market are by practice based: 
on "bank rate ", their adjustment is more or less automatic whenever 
a change is made. although bank rate itself may strictly apply only to 
a certain limited class of credit instrument~. The alignment of rates 
for other forms of credit depends upon the extent to which the various 
markets are inter-communicating. i.e .. how easily money flows from one 
employment to another on account of minor differences of yield. In· 
general it may be said that this type of operation is undertaken when
ever. for some reason. the reaction of market rates to changes in bank 
rate is too slow or insufficiently marked. and it has no other purpose 
than to supplement the effectiveness of discount rate policy. It has 
already been pointed out that if private banks hold large cash reserves 
they may be in a position to ignore the Central Bank. Something 
similar may take place in debtor countries. where the banks may be 
able to utilise foreign credits. On the London market very little or no . 
borrowing takes place at the discount rate. which is almost nominal •. 
The Bank of England. therefore. by the very structure of its monetary 
framework. is often forced to act through the market on the banks. and 
to deal on the m,arket directly by the sale (or purchase) of securities. 

It has sometimes been questioned whether Open Market Operations 
are effective in enforcing bank rate policy. Suppose the Central Bank 
has increased its discount rate by 1% but that market rates tend to· 
remain the same. Now. if the Central Bank sells Government securities· 
for £ 10 milliop. the money market has to pay the Central Bank by 
means of Central Bank money. i .•.• either with notes or by a reduction 
in the balances wi tb the Central Bank. These notes and balances· 
represent. however. the basis (the" cash " on which the credit structure 
is built and tperefore tbe tendency to restriction sbould be even greater 
than tbe amount of notes and balances witbdrawn. It may, however. 
bappen that the money market. in order to get the necessary resources. 
starts re-discounting with the Central Bank. .. The market is thus 
driven in to the Bank" as the expression is on the London market. 
On that market. where the banks do not discount directly with the 
Bank of England. but draw their funds from the money market in case 
of need. it would seem as if by forcing the market to rely upon the 
Bank the change in the rate must soon become effective. 

In other markets. where private banks re-discount direct with the 
Central Bank. it may conceivably happen that these banks increase 
their re-discounts with the Central Bank. pay the higher nte on their 
total re-discounts with the Central Bank (which may not be a heavy 
burden) and leave other rates and the credit volume unchanged. in 
e>rder. perbaps. to maintain easier money conditions for tbe industries 
:in wbich they are directly interested. If so. tbe discount policy of the -
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'Central Bank could not be made effective even with the aid of Open 
Market Operations. It would seem, however, as if only in exceptional, 
circumstances would the money market be able to carryon a policy 
opposed to that pursued by the Central Bank. It will be observed that 
the operations dealt with in this connection are only designed to make 
hank rate effective in the short term money market. To what extent 
Open Market Operations may be employed to effect changes in other 
branches of the credit structure (overdraft rates quoted by the commer
cial banks, long term rates, etc.) is a much more difficult question to 
answer. (See below under 6 and 7). 

2. Day-to-day offsetting of temporary market maladjustments.-A 
temporary shortage or abundance of funds is often caused by tax pay
ments or the distribution of interest on Government debt. The more 
the State takes of the national income, the larger public undertakings 

, get, the more important can this disturbing factor become. It is' 
possible by a wise distribution of tax payments over the year and by 
making tax payment dates coincide with dividend distribution to lessen 
the inconveniences involved. However, in so far as these methods are 
not in themselves sufficient or employed to their full extent, the money 
market may be temporarily affected. The collection of large non
interest bearing Treasury balances with the Central Bank, besides being 
expensive to a Government wi th interest bearing debt outstanding. 
would when not actively employed by the Bank, tend to have a deflatio
nary effect, which may be undesirable from every point of view, while 
a correction by means of the discount rate would appear unwarranted 
if no great change in the credit situation has taken place but only a 
transfer of funds from the holder to another. The employment of the 
highly fiel'ible bill buying r~te may mean then ,an excellent means of 

, coping with the situation in New York. In other markets offsetting by 
means 01 Open Market Operations would appear appropriate. 

In London day-ta-day offsetting of this kind is made through 
. dealings in Treasury bills. In Switzerland the Government and the 
railways borrow from the Central Bank' against .. rescriptions ", a 
kind of Treasury bill negotiable on the market, and the Bank uses 
these securities for its offsetting policy. In Sweden strictly temporary 
dopo:;;ts have been made through the Public Debt Office with prh-ate 
banksduring tax payment periods-the arrangements having been made 
by the Centr .... Bank. 

It has happened in some markets, where no sinlilar day-ta-day 
offsetting has taken place, that the credit institutions have largely called 
upon their funds abroad to meet tax payment requirements and thus 

,.also caused disturbances of exchange rates and in foreign markets. 
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3. The offsetting of seasonal gold moveme!lil.-This is a more ambitious' 
form of Central Bank activity than the operations described under (I) 
and (2), which are more of a routine character. 

The principles on which such offsetting is based may be given as
follows: 

If there is an influx of gold of a purely seasonal character and un
connected with any fundamental change in international relations, it 
would be dangerous to allow such an influx to influence the credit 
conditions of the market, since the gold may be expected to flow out 
within (say) haU a year when the seasonal trend has changed. The 
gold coming in should, therefore, be offset by open market polic'y and, 
likewise, when gold flows out the Central Bank should absorb the shock. 
and increase the availabilities ofthe market. 

In order to make a seasonal offsetting policy successful it would'. 
seelb as if at least the foIiowing conditions must be fulfilled: 

~. 
(i) seasonal movements must be carefully studied aad weJ.1:. 

understood; 

(ii) the Central Bank must be satisfied that no fundamental dis-· 
equilibrium exists; 

(iii) not only the efflux but also the influx of gold must be offset. 

Before as well as after the war a number of Central Banks have
purchased and sold foreign exchange instead of having to import and 
then to export gold during different months 01, may be, the same year. 
These purchases (or sales) of foreign exchange do not in themstlves 
constitute Open Market Operations. A Central Bank in control of its 
market may try to influence more directly the amount of rediscounts of 
private banks and in that way offset the movements of gold or devisen .. 
To what extent the purchase and sale of securities will prove an appro
priate method will naturally greatly depend on how far other possible 
methods prove inadequate. 

There is a welI defined and, in England, well understood seasonal' 
/luctuation of sterling which is normalIy strong in the spring and weak 
in the autumn. Operations to meet this movement by allowing the 
reserve to Huctuate while maintaining the market stable by offsetting 
may be shown by the following example of the period February 1929 to
February 1930. 
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£ millions-items from Bank of England return-

1929 6th February 
.. 12th June 

1929 12th June .. 2nd October 

1929 2nd October 
1930 5th February 

Gold. Total Government securities. 

150 289 
163 273 

+13 - 16 

16:f 273 
129 309 

- 3~ +36 

129 309 
151 284 

+22 - 25 

At the end of the year covered by this table the gold reserve was 
practically unchangej 011 bllance, in spite of the violent swings during 
the twelve months, While, although there was a slight compression of 
the security holding which appears to have been effected in pursuance 
of a long term policy, the market's resources were maintained through
out on an even keel. 

4. Oll.ettin, the ~ •• h of .bnnms\ movemenh due to lome Ipecial 
iaBueJIce and Dot to th. more ordinary items ia the halaace of paymenb.
A typical case is that when there is a large amount of foreign 
borrowing. 

If the Government is the borrower the Central Bank may be able 
to arrange for the fund to be made available only as and when they are 
required for the completion of public works, for which purpose they 
may have been borrowej. and in this way these funds will have no 
undesirable inlluence on the m \cket in the meantime. 

In the case of private borrowing it may be difficult to obtain e.'l:act 
.. timing" of this kind, for the private borrowers may prefer to invest 
the money immediately on tb~ home market in order 10 profit from 
the higher interest level in their own country. It has been common 
procedure in a great many markets to offset the inllaw of the extra 
funds so as to avoid any tenJency to inll.tion based on resources only 
temporarily available. 

Other examples of offsetting abnormal movements are given in an 
Annex to tiils nole. 
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The examples set out in the Annex show how impossible it is to 
generalise as to whether or not offsetting mly safely be carried out in 
the event of abnormal movements. The desirability of sl1ch operations 
must dpend upon a number of factors, such as the degree of abnor
mality of the movement and the strength of the market internationally 
on which the operations are made. If tbe Central Bank has collected 
strong reserves in gold in order to be able to absorb the shock which 
would result from the withdrawal of foreign credits, it seems obvious 
that the bank should take advantage of its strong position when such 
withdrawals take place. It may be that in some cases ordinary dis
counting possibilities are sufficient for the market to avail itseU of the 
assistance of the Central Bank. The Annual Report of the Neder
landsche Bank for 1927-28, after describing a sudden movement of the 
exchanges, says: 

II •• • the fluctuations of the home bill portfolio and the foreign bill 
portfolio between them form a certain equilibrium, wbich proves 
to what great extent the foreign bill portfolio acts as a sort of 
regulator, the increase in one being. as a rule. 600n followed by a 
decrease in the other." 

Likewise during the liquidity cdsis of 1931-32 the decrease in the 
foreign exchange holdings of a numbrr of European Central Banks wag 
more or less counterbalanced by an increa,., in the inland bill portfolio 
and advances. 

It appears, however, that discounting possibilities may not always 
be adequate to bring about offsetting to the desired extent. It has 
been maintained that in 1932 the American market would not, even at 
a lower rate. have taken by way of discounts or sales of bills amounts 
sufficient to offset the outflow of gold and hoarding of notes, but that in 
spite of the resources which the system had in hand, there would have 
been danger of credit stringency being added to the other factors making 
for an aggravation of the depre3Sion. In such circumstances the 
FeCleral Reserve Banks felt that they should use their power to supply 
the market with funds by extensive purchases of securities . 

. The local situation may sometimes be influenced by the fact that 
the private banks hesitate for reasons of prestige, tradition, tiC., to 
borrow heavily from the Central Bank, or else they may lack tbe 
particular paper which, accorcing to the Central Bank Statutes, is 
eligible. This last point brings us to the next group of Open Market 
Operation'-

S. Inaeming the liquidity of the market whoa eligible paper is lack
iOf.-Discounts and re-discounts of three months' commercial bi\ls 
have for obvious reasons been the most favoured b""is of Cental Bank 
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credit in the past;. (i) the limitation to these particular assets has 
been taken to ensure the genuine need for credit as representing goods 
actually sold, hence the seU-liquidating nature of the instrument; (ii) 
the short currency of the individual credits makes it possible for the 
Central Bank to influence the market more speedily (in the event of 
changes in rate;), for some bills will always be maturing and others be 
offered in their place. 

One of the features of post-war financing is, however, -that 
commercial bills are gradually disappearing and financing by 
means of open credits to a luge extent takes their place. There 
are many reasons for this change. It may for instance be noted 
that the more c~mplex forms of modem economic life often necessitate 
longer periods, while changes in commercial practice have also given 
rise to an increase in the popularity of overdrafts relative to bills; 
moreover, large industrial and commercial concerns (such as depart~ 
ment stores and also co-operative societies) are mOle and more finan.~. 

cing themselves out of their own resoulces. This is shown by the fact 
that even in the period of trade activity before 1930 the volume 
of commercial bills steadily declined. Even if the v..>lume of bills 
dealt in on the market fluctuated in a regular way according to 
trade activity, the Central Bank re-discounting these bills had no know
ledge of the use to which its credit was put, but only knew that the 
borrowing bank had at least a certain number of bills, representing 
genuine commercial transacti.ons, inits portfolio. 

The strict definitions laid down in many Central Bank Statutes have 
led to ditliculties in nearly all countries at times of emergency. Various 
methods have been employed to overcome these difficulties: 

(i) The conditions for eligibility have often been widely 
extended de latro while maintaining the statutes un-
changed. • 

(ii) Legal amendments of the statutes ha"e been made, the 
most notable of which was the Glass-Steagall bill in the 
U. S. A., wbich permitted the holding of Government 
slcurities as supplementary cover. 

(iii) On the London Market the Bank of England will discount 
or advance temporarily against Treasury Bills and also 
buy and sell such bills on the market. 

(iv) In Germany and Italy institutions have been set np at 
the side of the Central Bank (the Golddiskontbank and 
the Istituto di Liquidazione) with the express purpose of 
providing credit facilities, in conjunction with the Central 

.1 
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Bank upon securities which the Central Bank under its
statutes might not admit directly. A somewhat similar 
development has taken place in Belgium through the
Societe Nationale de Credit & l' Industrie. 

A Central Bank may also increase the volume of outstanding credit 
by the purchase of Government securities at a time when the supply of 
eligible paper is getting low. The Central Bank may wish that the· 
banks retain eligible paper in their possession, particularly for psycho
logical reasons. If these banks were drained of the resources by means· 
of which they could obtain assistance from the Central Bank, they 
might, in order to strengthen their position, curtail credits granted to· 
customers. The opinion is sometimes expressed that Central Banks· 
would be in a better position to influence the credit volume by holding 
readily marketable Government secutities than by a portfolio of three· 
months' bills, which, in fact, may represent frozen credits to industry. 
It is evidently impossible to lay down general principles, for conditions 
naturally vary from one market to another regarding the volume of 
eligible paper available and the existence of an active market for Gov
ernment securities (the latter also depending on the state of Govern
ment credit.) 

6. OpeD Market Operations to affect IODr-term intorest ralo •. -.\n 
analysis of the relation between short and long-term rates is only 
available for a few markets, but the evidence tends to show that 
a change in short-term rates is followed eventually by a more or less 
corresponding change in long-term rates. It would seem, however, as 
it in certain circumstances the movement in long-term rates failed to 
react with sufficient rapidity and it has been argued that in such cases 
the Central Bank might use its power to hasten developments. In a 
periol of strong credit expansion when the Central Bank finds it ne
cessary to ptlt on tbe brake, it may be desirable to make borrowing by 
long-term loans less attractive, in order to keep investments within the· 
limits of available savings. By selling Government securities, the 
Central Bank would lower their price and thus increase the effective 
interest, which would tend to increase the cost of long-term borrowing. 

On the other hand, in a period of acute depression, it may happen 
that long-term rates remain at a relatively high level, as abundant 
funds in the short-term markets may remain uninvested. As it is the· 
low income obtained from real investment (the building of new houses, 
factories. etc.) which during depression causes the greatest difficulties· 
and is chiefly responsible for high unemployment figures, it is obviously 
desirable to make the rates of interest at which long-term transactions· 
may Cake place as low as possible. In fact, pre\;ous depressions bave· 
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usually been -overcome inte, alia by lowering of long-term interest. In._ 
order to assist in such a l-eadjustment. Central Banks might purchase-
long-term securities. 

It appears probable that both before and after the war the Bank _ 
of England has utilised its power to influence the quotations of Govern
ment securities in conjunction with schemes for the conversion of 
Government indebtedness. Such conversions help to consolidate the-
reduction in long-term interest rates and. from that point of view. may
be a step of considerable intportance towards a recovery of trade. 

In other countries also similar operations have been carried out: 

In the annual report of the National Bank of Denmark for 1927-28,_ 
it is reported how the Bank purchased 40 million kroner of bonds Bf the
"Soci6t6s de Credit Foncier"-about one·fifth of the bonds issued. These 
purchases direct from the issuing institutions (in effect ... open market" 
operations) contributed. it is explained. to an improvement in the price 
of these secutities and thus towards a lowering of the long.term yield. 
The bonds purchased were easily negotiable and tbe Central Banks
could sell on the market when it pleased to do so. 

Operations of this kind. unless the Central Bank has seriously 
misjudged the situation. would seem to involve little or no risk of 
capital. but rather the possibility of profit; for purchases would nor
mally be made when yields were comparatively high (i_e. when security 
prices were lOW) and sales when the yield was low (i.e. prices high). 

Objections are sometimes made against the purchase of long term 
obligations. on the ground that it is more difficult to restrict the market 
by the sale of such securities. if need be. In this connection, the 
nature of the holdings of commercial banks and also psychological con
siderations of various kinds Dlay be of intportance, as, for instance, the 
possibility that the muket m~y become nervous if the Central Bank 
reduces its holdings of Government bonds. 

Extensive purchases of exclusively short-term obligations may 
have the effect of bringing interest rates in the short term market 
down to very low levels. which from certain points of view may be 
undesirable. Commercial banks naturally tend to keep a certain pro
portion of their assets in short·term paper. and if the interest "aIRed 
on these assets becomes unremunerative the banks may lind it more, 
difficult to lower interest rates on overdrafts and advances. 

7. Ope. market operatioDS to usist io eofottiot a Ieq-tread poIicy.
It is ."ident that in uodertakitlg Open :\Iarket Operations under aoy Of 
the headings discussed abo,..,. it is ~eotial that long. trend mo,-ements-
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should be taken into account and an unbalanced position vis-a-vis othe 
countries not be allowed to develop so as to endanger the equilibrium 
of the currency. 

A good example of long·term policy is given by the figures of the 
Bank of England's return: 

Average yearly figures from Bank of England return 

£ millions 
Gold Securities Total 

1925 145 101 246 
1926 149 95 244 
1927 150 90 240 
1928 158 79 237 
1929 147 75 222 
1930 155 78 233 

The item .. Securities" above is the total securities (Government 
and other) in the Banking Department, and its fluctuations reflect the 
deliberate policy of the Bank in its control of credit (although this item 
may also include foreign exchange and care is therefore needed not to 
draw wrong conclusions, e.g. the increase in 1930 may be due to a 
higher holding of international, and not national, assets). Considering 
the period covered by the table, it will be seen that in spite of an 

-increase in the gold holding of £10 million" .. Securities" held fen by 
£23 millions, so that there was a steady compression of Central Bank 
credit in spite of a more favourable gold position. If we take the six 
years as a whole, then the fir.t three years give averages of £148 millions 
gold and £95 millions securities, while in the next three yearo gold was 
£153 millions and securities £77 millions, showing a long-term deflatio-
nary influence. 

In the United States day-to-day adjustments are mostly achieved 
through -re·discounts, purchase of hills and re-purchase agreements 
against short· term Government securities, while Open-Market Operations 
involving the purchase or sale of short-term Government securities have 
usually been employed as a means for executing deliberate long trend 
monetary policy. 

During the period February-July 1932, the Federal Reserve Banks 
bought Government securities for about !!,'<l,100 millions. As seen from 
the balance-sheet of the Reserve Banks, the effect of these purchases 
was roughly that the member banks reduced their indebtedness to the 
RCS6Ive Banks by $325 millions and, at the same time, increased their 
reserve balances with the System by ~lOO millions. The liquidity of the 
.banks has thus been considerably strengthened: the member banks 
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have now no reason to curtail credit to their customers in order to in, 
crease their reserves, and if a genuine demand for more credit should 
arise, the necessary funds would be available. Since July the excess 
reserves of member banks have been further increased by an influx of
gold, SO that they now amount to about $400 millions. 

At the same time another development of a monetary character, 
somewhat akin to Open Market-Operations, has taken place on thee 
American market. National Banks have been granted an extended 
right to issue, during three years, so-called National Bank notes, issued 
to them by the Federal Treasury, against specified categories of Federal 
bonds to a maxinum amount equal to the capital of each bank. In 
effect this means an issue of notes against long-term Governm~lIt securi
ties. Tbe object has evidently been to improve the liquidity and the· 
earning position of national banks all over the country and to enlarge 
the potential money circulation. especially in view of the greater re
quirements for notes resulting from the numerous bank failures. ·This 
issue of a particular kind of notes has. however, increased the volume of 
currency in circulation outside the control of the Federa! Reserve 
System. Up to October lst about $100 million of new national bank 
notes had been issued. 

At tbe time of writing it is still too early to indicate what effects 
the extensive Open Market Operations and the issue vf national bank 
notes may have on economic and financial developments in the U. S. A .• 
apart from the improvement in the liquidity position of tbe banks. 

It is obYious tbat fora country on the gold standard large Open 
Market Operations of the kind undertaken in tbe U. S. A. are possible 
only if the Centra! Bank is technically in a very strong position, which 
enables it to maintain without difficulty the international value of the 
currency . 

• • • • • 
Tbe different purpoSl's for wbich Opt'!l Market Operations may- be· 

undertaken make it necessary to indicate very clearly in cases of dis
cussion what particular kind of operations is intended, for, as has been 
pointed out above, generalisation would seem to be of no value what
soever. Some Centra! Banks have acquired experience in day-to-day 
offsetting and operations undertaken to enforce a discount policy, but 
with regard to other classes of ope-ations it would appear as if more 
knowledge were required before final opinion can be given. Open 
Mad.-et Operations as practised in the U.s.A have sometimes not infiu
enced the total of Reserve credit outstanding but led to a change in 
the assets--the holding of more Government securities and less re-dis-
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-..,ounted bills, or vice versa. How does sucb a change in the composi. 
tion of the assets of the Central Bank, involving a corresponding change 

-in the liabilities of member banks, affect the credit position? What 
-'effects mayan increase in excess reserves (if the member baRks tend to 
have? To what extent are long-term interest rates influenced by 
various kinds of Open Market Operations? 

It would seem dangerous to give dogmatic answers to these ques
-tions on the basis of the experience hitherto acquired; it would also 
seem hazardous to presume that experience gained in one market is 

-directly applicable to conditions in another. 

ANNEX. 

Examples of Open Market OPerations undertaken in order to offset 
~Jfects d,~ to som. special influence and not to the more ordinary items of 

-the Balance of Payments. 

(a) In 1926 when the Norwegian authorities, with the exchange 
, still 30% below par, had declared that it was their policy to stabilise at 
par, a strong bull speCUlation in the Norwegian krone set; in. The 
funds would obviously be available only for a short period and the 

-Bank of Norway in conjunction with the Government and the private 
"banks took steps to offset the inflow. The private banks were obliged 
to surrenderdevisen above a certain amount to the Bank of Norway 

-and receive payment in blocked account. When the reverse movement 
took place there was similarly no adverse effects on the credit 

.-structure. 

(b) The Bank of France during the period of de facto stabilisation 
-of the franc bom the end of 1926 to the middle of 1928 offset, to a 
great extent, the effects of the purchase of foreign currency in conjunc
tion with the Government. Several technical methods were employed: 
the final outcome was that the Government (through the issue of bonds, 

-the opening of banking accounts at the Central Treasury Office, budget 
--surpluses, etc.), was able to reduce its debt to the Bank of France, and 
thereby the note circulation which otherwise would have increased 
when foreign exchange was bought oy the Bank. 

(c) The following example from the Bank of England·s return 
shows how the routine operations of day-to-day adjustment may be 

-(:ombined with the offsetting of an abnormal gold movement. When 
the B. I. S. shares were issued in Paris and greatly oversubscribed there 

-was a withdrawal of funds from London and a gold efflux which fell 
__ heavily on the Bank of England between the 14th and 28th May 1930: 
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£ millions items from Bank of England's return 
,Assets: Gold: Government securities Other securities 

(in Banking Dept,): (in Banking Dept,): 

14th May 
"28th May 

Liabilities: 
14th May 
28th May 

162'4 
'57'2 
--
- 5'2 
--
Notes: 
356'5 
356'1 

- 0'4 
---

52'8 IN 
45'6 18'3 

- 7-'2 + 0'9 

Bankers' accounts: Public accounts: 
58'3 24'S 
59'0 13'2 

+ 0'7 - 11'3 
---

Thus while an abnormal efllux of gold of £5'2 million was taking place. 
the Bank of England sold a net amount of £6'3 million securities, re
ducing its total assets by £11'5 million, because it knew that the pay
ments out of the Treasury's accounts would be sufficient to put the 
market in funds again; in fact during the tronbled fortnight there was 
only an insignificant net movement of the note issue and market re
sources (Bankers' accounts), 

(d) An example of particular strain on the currency unconnected 
with fundamental reasons of the balance of payments is offered by the 
U. S, A. from July 1931 to June 1932 when the credit system was in
fiuenced by the conversion of foreign exchange holdings into gold and 
by the hoarding of notes in the country itself, This example falls into 
three separate stages: 

(i) July·October 1931 
(million dollars) 

<>Old exports Expansion of currency Total .. strain" on System 
511 642 1153 

The total strain put on the Federal Reserve System as measured by 
abnormal exports of gold combined with an intense drain of currency 
due to hoarding during this period, caused a normll reaction-the 
member banks rediscounted and the Federal Reserve Banks (passively) 
bought eligible bills brought to them-while there was only a small in
~ in the Reserve System's holding of Government securities: 

Bills discounted Bills bought Govt, securities Total increase 
of F. R, credit 

+ 4U + 613 + 59 ' + 1116 
(the difference being covered by the Federal Reserve Banks' "fioat". 
41&,). 
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(i.l October 1931·February 1932.-During this period there was a 
net -increase in the gold holding of about 20 million dollars but the 
internal drain increased also by a further 150 million. In February 
the strain was at its greatest, but instead of there being an increase of 
Federal. Reserve credit to meet this strain there was the following 
movement.compared with October 1931 : 

Bills discounted 
+235 

(million dollars) 

Bills bough t 
- 541 

Govt. securities 
+10 

Decrease of 
F. R. credit 

-296 
Considerable liquidation was thus being forced on the banks by the 
hoarding of notes within the country, a movement which during the 
whole period from July 1931 caused a greater strain on the banking 
system than tbe gold exports. At tbis time the Federal Reserve System 
was not in a position to come to the relief of the market by extensive 
purchases of Government securities (Open Market Operations) on 
account of the strictness of its supplementary cover reguJatbns (which 
admitted only eligible bills in addition to gold). 

(ii.l February-July 1932.-On 27th February 1932 the Glass-
.. ,Steagall bill was passed authorising the Federal Re;erve Banks under 

certain conditions to utilise U. S. Government securities as collateral 
for Federal Reserve notes. From this date the restriction on Federal 
Reserve activity mentioned above was removed by greatly increasing 
the potentially" free" gold. From February to July 1932 the monetary 
gold stock again decreased by 443 millions while currency increased by 
a further 124 millions but the strain on the member banks' reserves 
was released by the expansion of Federal Reserve credit due to the 
Open Market purchases of Government securities : 

(million dollars) 
Bills discounted Bills bought U. S. Govt. Increase of 

securities F. R. credit 
- 325 - 91 + 1075 + 659 

By July the run was over and the dollar had risen to par against the 
French franc; During the whole period from July 1931 to July 1932 
-the movements were as follows: 

July 1931 
July 1932 

(million dollars) 
Monetary gold stock Money in circulation 

4958 4836 
3941 5751" Strain ,. 

---
-1017 +915 1932 
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BiDs BiDs U.s. Govt.. OthrrF. R. Total 
.w EF"eled hught ...... i!ies credit F.R. credit; 

July 1931 169 '19 67' 32 954 
July 1932 S%3 60 1818 ZI zm 

.. 
+354 -19 +11" -11 +1468 

A ni!on>on of v_'w Banks' acoine bab"""" from M07 millions to 
%OOl millims ( - 404) __ Db ... the greater part of the dUiawce 
bet=_ the thtoietical .. straia .. and the iouease of Federal R we 
credit and re8eds the po: lie put 011 the bankjD~ system of the 
CUUDby. The wbnIe 01 this deaase took place in the first two periods. 
described above. that is, befnac the extensive . Open llarket Operations 
tonIt place. Indrffl. from February to July 1932 tbeac was an increase 
of lIem'w Banks' bala"""" by about 100 million. 

(e) A fnrtbeI' eO"'l'le 01 the oftsetting of an abDnnnal gold 
iDOi_t is gi_ by the United States immediately ~ the war. 
wbm, New York being the ooly free gold market, it ftCeiwd the bulk 
01 the facsbly mined gold. 

Total JIIOIId:.ry Increase Gold a:rtifs. Increase 

Bold stock. 011 year. _"a"ding. oa year. 
Eod 19!!O Z9!6 ZI9 

_ 19Z1 3660 + 73' 177 -42 
.19%% 3m +%69 303 +1%6 
.lm eM + 315 584 + ZSI 
.. 19".A 4199 + Z55 9;0 +386 
pl9!!5 U99 - 100 1113 +143 

-+- 1473 +894 

The paticy 01 oflstttiac the inihm 01 gold by the PIe of gold certificates. 
was DOt inangunted antil the middJe of 1m so that the ~ inftux 01 
r;oId in 19:1 bad its faD efiect OIl the gold holding of the Fedenl 
R we SysUm. Doring the years 19!!, 19.!3 and 19:-1 the total Bold 
in8ux of 839 millions _ aD was..-i as to 793 millions (9&l:J ... the 
n.- of gold certi6cates. wbiIe a furths-143 million were issued during 
19:5. dllling which year th«e was 011 balance aD eiBux of gold. These 
cold artificates did not. of oowrse. go to increase the basis of aedit. DOl" 

did tboy increase the cin'vlarioa above wbU it would othenrise have 
been.. The gold certificotes did. bo __ , e:Dst as a sort of semndary 
--boca ..... they could to a gteat extent be 1'1"""'" if _ ry by 
F edenl R we or othn-~ and this has. indrffl. bapp"""" to .. 
urtaiR extent withia ft!CI:IIl )'ftIS-

12 
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TJfE INDIAN COINAGE ACT (IU OF 1906). 

[2nd March, 1906] 

.·AnAct to consolidate and ammd the law,elating to Coinage and the Mint. 

WIIl!RBAS it Is expedient to consolidate and amend the law relating 
·"to Coinage and the Mint; It is hereby enacted as follows: 

. Short title aDd 
oxteat. 

PRBLIMINARY. 

1. (I) This Act may be called the IIiI)UH 
COINAGII: ACT, 1906; and 

(2) It extends to the whole of British India. inclusive of British 
Baluchistan, the Santhal ParganllS and the Pargana Spiti. 

I De6\litiona 2. In this Act. unless there is anything repugnant 
in the subject or context,- .j 

(.) .. deface," with its grammatical variations and cognate.elI:
pressions, includes clipping, filing, stamping, or such other 
alteration of the surface or shape of a coin as is readily 
distinguishable from the effects of reasonahle wear ; 

,(6) .. the Mint" includes the Mints nowexisting aod any which 
may hereafter be established ; 

'(e) .. prescribed" includes prescribed by a rule made under this 
Act; 

'(d) .. remedy " means variation from the standard weight and 
fineness ; and 

(6) .. standard weight" meaps the weight prescribed for any 
coin. 

Power to ... ta· 
"'bUsh aDd abo1ish 
.JIlia~ 

3. The Govemor-General-in-Council may by 
notification in tile Gazette of India-

(<I) establish a Mint at any place &t which a Mint does not for 
the time being exist; and 

,(6) aMlish any Mint, whether 1I0W existing or hereafuao esta
"Iislae4. 
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Silver coins. 
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SILVER COINAGE. 

4. The following silver coins only shalI be coin
ed at the 'Mint for issue .under the. authority of the
Governor-General-in-Council, namely:-

(a) a rupee to be calIed the Government rupee; 

(b) a half-ruFee [ * * * ] 

(e) a quarter-rupee [ * * * ] 

S. (1) The standard weight of the Government rupee shalI be one· 
hundred and eighty grains Troy and its standard 

Standard weight 
and fineness. fineness shalI be as follows, namely: eleven-twelfths, . 

or one hundred ond sixty five grains of fine silver,. 
and one-twelfth or fifteen grains of alloy. 

(2) The other silver coins shall be of proportionate weight and of" 
the same fineness : 

Provided. that, in the making of silver coins, a remedy shalI be· 
allowed of an amount not exceeding the following, namely :-

Rupee 

BaH-rupee 

Quarter-rupee 

[ • • 1 

Remedy in weight. 

} Five·thousands 

Seven thousands 

[ • • 1 

NICKEL CoiNAGE. 

Remedy in fineness 

Two thoosandths. 

} Three-thousandths. 

6. The following nickel coin only shall be coined at the Mint for· 
issue under the authority of the Govemor-General-

NickelcoiD. in-Council namely: [an eight-anna, a four-anna, a 
two-anna and a one-anna piece.] 

7. The standard weight of the [eight-anna, four-anna, two-anna, 
and one-anna pieces shall be one hundred and twenty, 

Standlu-d Weight. one hundred and five, ninety and sixty grains troy, 
respectively.] 

Provided that, in the making of nickel coin, a remedy shalI be" 
.allowed 'of an amount not exceeding one-fortieth in ·weight. 
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BRONZE CoINAGE.-

",i.:;' 

8. The following bronze coins only shall be coined at the -Mint for· 

- Bronze coina, 
issue under the autaority of the Govemor-General-in
Council, namely :-

(4) a pice, or quarter-anna; 

(h) a half-pice, or one eighth of an anna; a6d 

(e) a pie. being one-third of a pice, or one-twelfth of an anna. 

9. (1) The standard weight of the pice 'shall be 
Standard Wmght seventy· five grains Troy and th!: other bronze coins 

,and Compos'tiollI. •• • . 
shall be of proportionate weIgh •• 

(~) Bronze coins shall be coined from a mixed metal consisting of 
-copper, tin and zinc. 

Provided that. in the making of bronze coins, a remedy shall be < 

,allowed of an amount not exceeding one-fortieth in weight. 

Power to direct 
. -ooiDing Iud to pres
.. cribe dimeD8i.oDs 
_ and designs. 

DIIrI!NSIONS AND DaSIGNS 011 COINS. 

10. (1) The Govemor-General-in-Council may • 

by notification in the Gazette of India,-

(eI) direct the coining and issuing of all coins referred to in sec
tions '. 6 and 8, and 

(II) determine the dimensions of, and designs for, such coins. 

(2) Until the Govemor·General·in-Council otherwise determines 
tby notification under sub-section (I), the dimensions and design.Jof the 
,silver coins coined under this Act shall be those prescribed for the like-
,silver coins under the Indian Coinage Act, 1870, at the time of the 

commencement of this Act. 

LEGAL TaNDEIl. 

11. Gold coins, whether coined at His Majesty's Royal Mint in 
Gol I England or at any Mint established in pursuance 

. _d!~ a epI of a Proclamation of His Majesty as a branch of His 
Majesty's Royal Mint, shall be a legal tender in pay

'ment or on account at the rate of [ten] rupees for one soYereign : 

Provided that such coins have not been called in by any Proclama. 

.tion made in pursuance of the Coinage Act. 1870, or have not lost. 

-. 
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weight so as to be of less weight than thaHor the time being prescribedl 
for like coins by or under the said Statute as the least current weigbt . 

.• " •. "-'I f 
,..... 12. (1) The rupee and half-rupee shall be a 

Silver coin when 
a legal tender. legal tender in payment or on account; 

Provided that the coin-

(a) has not lost in weight so as to be more than two per cent .. 
below standard weight, and 
~ ". . ~ .. ,' 

(b) has not been defaced. 

(2) The' quarter-rupee [* * * *] shall be a legal tender in-. 
payment or on account for any sum not exceeding one rupee: 

Provided that the coin-

(a) has not lost in weight so as to be more than such percentage' 
below standard weight as may be prescribed as the limit of reasonable
wear, and 

(b) has not been defaced. 

[13. The eight-anna, four-anna, two-anna, and one-anna nickel' 
coins specified in section 6 shall be a legal tender 

-Nickel<oin.wben in payment or on account for any sum not exceed
a legal tender. 

ing one rupee at the rate of two, four, eight and 
sixteen for a rupee respectively] 

14. The bronze coins specified in section 8 shall -
Bronze c~in.wben be a legal tender in payment or on account for any 

a legal tender. 
sum not exceeding one rupee at the following rates, 

respectively. namely;-

(a) the pice at the rate of sixty-four for a rupee, or four for an _ 
anna; 

(b) the half-pice at the rate of one hundred and twenty-eight 
for a rupee. or eight for an anna; and 

(e) the pie at the rate of one hundred and ninety-two for a rupee, _ 
or twelve for an anna. 

]5. (1) (a) All silver coin of the weight and:· 
Coin made under standard specified in Acts No. XVII of 1835,. 

former Acts. 
No. XXI of ]838. No. XIII of 1862 and the 

Indian Coinage Act. 1870, and 

(b) all coprer coin of the weight specified in Acts No. XXI of 
1835. No. XXII of le44, No. XIII of ) 862, and the Indian Coinage· 

&:t,1870. 
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which mllY' beNt been issued since the passing of those Acts ~pec.
tiwly, and dec1ated by those, Acts respectively to be a legal tendel', 
shall, ,[subject only to the provisions of section Is-A and] in the case of: 
siWer coin to the provil!os, contained in section 12 of this Act in so far, 
,as such provisos apply to like coins under this Act, continue to be a., 
legal tender for the:amounts for which the like silver and bronze coins 
are a legal tender under this Act respectively. 

, (2) All double pice copper coinS which may have been issued under 
the Acts specified jn sub-section (1)" clause (b), shal,l continue to be a. 
legal tender in payment or on account for any sum not exceeding one 
rupee at the rate of thirty-two for a rupee or two for an anna. 

[" IS-A. Notwithstanding anything contained in section 12, section 
13,section' B or section IS, the' Governor-General

Power to call in in-Council may, by notification in .the Gazette of 
coin. I d' . n la can in, With effect from such dl!te as may be 
specified in the notification, any coil! of whatever, date Or denomination, 
relerred to in any of those sections, other than the rupee and half-rupee 
referred to in sub·section (1) of section 12, and on and from the date so 
specified such coin shall ce~se to be a legal tender save at a Government 
currency office; 

Provided that such coin shall continue to be a legal tender also at 
Government treasuries until the expiry of such further period, Dot 
being less than twelve months, as the Govemor-General-in-Council may 
fix by the notification. "] 

'DIMINISHBD, DEFACED AND COUNTBRFEIT COINS. 

16. Where any silver coin which has been coined and issued under 

l~wcr to certain 
persons to cut di
minished or deface
ed ,dver coins. 

the authority of the Governor-General-in-Council is 
tendered to any person authorised by the Governor
General-in-Council or by the Local Government to 
act under this section, and such person has reason 

to believe that the coin-

(a) has been diminished in weight so as to be more than such 
percentage below standard weight as may be prescribed as the limit of 
reasonable wear. or 

(b) has been defaced. 
he shall. by himself or another, cut or break the coin. 

Procedure in ~ 
p.rd to c:oio cut 
.. odor section 16 (a). 

17. A person cutting or breaking coin under 
the provisions of clause (a) of section 16 shall ob
servll the following procedure. namely ;-

(a) if the coin has been diminished in weight so as to be more 
tbaD such ~tage below standard weight as mllY be prescribed as 
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the limit of reasonable wear, but not more than such further percentage 
as may be prescribed in this behalf, he shan either return the pieces to . 
the person tendering the coin, or, if such person SO . requests, shall 
receive and pay for the coin at such rates as may be prescribed in this 
behalf; and 

(6) if the coin has been diminished in weight so as to be more . 
than such further percentage· below standard weight so prescribed as 
aforesaid, he shall return the pieces to the person tendering the coin. 
wko shall bear the loss caused by such cutting or breaking. 

Prooedure in re
gard to coin cut 
under section 16 (b). 

18. A person cutting or breaking coin under 
th~ provisions of clause (6) of section 16 shall observe 
the following procedure, namely :-

(ar if such person has reason to believe that the coin bas been 
fraudulently defaced, he shall returo the pieces to the person tendering 
the coin, who shall bear the toss caused by such cutting or breaking; 

(6) if such person has not reason to believe that the coin has 
been fraudulently defaced, he shall receive and pay for the coin at its 
nominal value . 

. IF:xplanation.-For the .·purposes of this section a coin which 
there is reason to believe has been defaced by sweating shan be deemed 
to have been fraudulently defaced. 

Procedure in rOo 19. If a coin is liable to be cut or broken wader 
gard to coin which •• :the provisions of both clause (a) and clause (6) of 
is liable to be cut t· 16 th . b akin th . under both clause sec Ion , e person cuttmg or re g e coIn 
(/J) clause (b) of shall deal with it, -
_on 16. 

(a) if he has reason to believe that the coin has been fraudulently 
defaced under clause (a) of section 18, and 

(b) in other cases, under section 17. 

20. Where any silver [or nickel] coin purporting to be coined or 
issued under the authority of the Governor-General-

Power to certain 
perIODS to cut in-Council is tendered to any person authorised by 
counterfeit silver the Govemor-General-in-Council or by the Local 
coin and procedure Go d his . d b in regard to coin SO vernment to act un er t section, an sue 
cut. person has reason to believe that the coin is 
counterfeit, he shall by hinlself or another cut or break the coin, and 
may at his discretion either return the pieces to the tenderer, who shan 
bear the lo~ caused by such cuttiog or breaking, or receive and pay 
for the coin according to the value of the silver bullion contained in it. 
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SUPPLEMENTAL PROVISIONS. 

21. (1) The 'Gov'emor-General-in-Council may 
make nIes to ' carri.out the· purposes and objects 

(2) In particuIar and ,without prejudice to the generality of the 
: foregoing power such rules may-

(a) reduce the amount of remedy allowed by sections 5, 7 and It 
, in the case of any coin ; 

(6) provide for the guidance of persons authorised to cut or 
',break coin under sections 16 and 20 ; 

(e) detennine the percentage of diminution in weight below 
'Itandard weight not being less in any case than two per cent. which 
· shall be the limit of reasonable wear ; 

(4) prescribe the further percentage referred to in clause (a) of 
: section 17. and the rates at which payments shall be made in the case 
of coins falling ,!nder the same clause ; 

(6) provide for the acceptance at prescribed rates by officers 
.authorized in this behalf of the gold coins described in section 11 where 
',Iuch coins have lost weight so as to be of lesS weight than that for the 
time being prescribed for like coins by or under the Coinage Act, 1870, ' 
as the least current weight. 

(3) Every such rule shall be published in the Gazette of India, 
-and on such publication shall have effect as if enacted in this Act. 

22. No sllit or other proceeding shall lie against any penon ia ' 
respect of anything in good faith done, or intended 

Bar of ."ito. to be done. under or in pursnance of the provisions 
of this Act. 

23. Nothing in this Act shall be deemed to prohibit or restrict 
the making, at the Mint of coins intended for issue as 

· of S:~ ofcou::.k~ money by the Government of any territories beyond 
Minta, the limits of British India. 

24. [. • • • .] 
r • .] copper coins of such descriptions as at the time of 

the commencement of this Act may be cou.:ed at the 
R~ Mint for issue under the authority of the Govemor_ 

General-in-Council may r • e] continue to be so 
· coined until such time as the Governor-Genera1-in-Council may by 
notification in the ,Gazette of India otherwise direct. and all copper 

.c:oins so coined shall be a legal tender in payment or on account for the 
amounts for which hroue coins of corresponding nominal value are a 

...legal tender under this Act. 
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THE IMPERIAL BANI OF INDIA. ACf (XL VB of 1920.) 
As amended up to 6111 Marcil, 1934. 

[19tll Sepkmber, 1920.J' 

All Acl to constitute all Imperial Balik of India and for otller purposes. 

WHEREAS it is expedient to constitute an Imperial Bank of India 
and to transfer to the Bank so constituted the undertaking of each of
the Presidency Banks and to dissolve those Banks and to make provi
sion for the regulation and management of the Imperial Bank of India; 
It is hereby enacted as follows.:-

Shorl title alld 1. (J) This Act may be caUed THE IMPERIAL 
oommOllcemellt. BANK OF INDIA Ar:r:, 1920. 

(2) It shall pome into force on such date as the Governor
General-in-Council may, by nGtification in the Gaz.ette of [lidia, appoint. 

DeJin itiOOI. 
2. In this Act, unless there is anything re

pugnant in the subject or context.-

(a) .. appointed day" means such day as the Governor-Genera!
in-Council may appoint for the commencement of this Act ~ 

(b) .. the Bank of Bengal," .. the Bank of Madras" and .. the 
Bank of Bombay" mean, respectively, those Banks as con.· 
stituted by the Presidency Banks Act, 1876; 

(e) .. dividend" includes bonus ; 
(Ii) .. general meeting" means the annual meeting of the share-

holders of the Bank ; 

(e) .. goods" includes also bullion, wares and merchandise ; 
(f) .. local meeting" means the annual meeting of the share

holders whose names are registered in a branch register; 
(g) .. meeting" includes an adjourned holding of a meeting; 

(II) .. prescribed" means prescribed by by-laws made under this
Act; 

(I) "Presidency Banks" means the Bank of Bengal, the Bank of -
Madras, and the Bank of Bombay as constituted by the
Presidency Banks Act, 1876. and a .. Presidency Bank" 
means anyone of these Banks ; 

(ii) .. Secretary" and 'depnty secretary' mean, respectively. " 
secretary and treasurer and. deputy secretary and treasurer 
of the Bank. 
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(J) .. special local meeting" means a meeting of the shareholders 
whose names are registered in a branch register, convened 
for the transacti~n of some par~icu1ar busi!1ess. ~ pecified in 
the notice conve.ning the meeting; 

(k) .. special local r~lution" means a resolution passed at a 
special local meeting; 

(I) .. special meeting" means a meeting of shareholders convened 
for the transaction of some particniar business specified in 
the notice convening the meeting; and 

'em) .. special resolution" means a resolution passed at a special 
meeting. 

CHAPTER I. 

ESTABLISHMENT AND INCORPORATION OF THE IMP&RIAL 

BANK OF INDIA. 

3. (1) A Bank to be called the Imperial Bank of India and in 
this Act referred to as .. the Bank" shall be con

Establisbment of . stituted for the purpose of taking over the under
~e ImperiaJ,Bank. 

takings of the Presidency Banks and to carry on 
1:he business of banking in accordance with the provisions of this Act. 

(2) Every person who, immediately before the appointed day, 
'Was registered as a shareholder or as a holder of stock in any 'of the 
"presidency Banks, together with such other persons as may from time 
1:0 time become shareholders in the Banks in accordance with the' pro
-visions of this Act, shall, as long as they are shareholders in the Bank 
-constitute a body corporate with perpetual succession and a common 
.seal under the name of the Imperial Bank of India and shall sue and be 
sued in that name. 

(3) Subject to the provisions of this Act, the capital of the 
Bank shall consist of one hundred and twelve millions and five hundred 
thousand rupees divided into shares of five hundred rupees eat'h. 

(4) The liability of the shareholde 's of the Bank shall be limited 
>to the amount not fully paid on their shales. 

CHAPTER II. 

TRANSFER OF THE UNDERTAKINGS OF PRBSIDENCY BAIIKS TO THE 

IMPERIAL BANK. 

t. (1) Subject to the provisions of this Act, 
.an~r:~~:..~ as from the appointed day, the undertakings of each 

of the Presidency Banks shall be transferred to and 
oshall vest in the Bank. 



(2) The undertaking of a Presidency 'Bank, shall be limed '<to
include all rights, powers, authorities ;and ' privileges, and· all property,_ 
moveable or immoveable, including eash" 8alancesf reserve funds,in
vestments and all oI!her interests and rights, in or arising· out of such 
property as may.be in the possession of that Bank immediately before
the appointed' day, and all ~oks" acc~unts ,and documents relating
thereto, and shall also be deemed tl! in~ude. all debts, liabilities and ob
ligations, of whatever kind then existmg of that BaDk. 

, (3) U,on tbe appointed day, any suit, appeal or legal proceeding 
• of wbatever nature is pending by or against any Presidency Bank, the
same shall not' abate, be discontinued or be in any way prejudicially' 
affected. by reason, of the transfer to the Bank of the undertaking of
such Presidency Bank or of anything in tbis Act, but the sait, appeal 
or proceeding may be continuoo, p,rosecuted and enforced by or against, 
the Bank. . 

(4) All contracts, deeds, bonds, agreements and otber instru-· 
. ments of wbatever nature subsisting or having effect immediately before, 

the appointed day and to wbich any 'Presidency Bank is a party shall 
be of as full force and effect against or in favour of the Bank, as the
.case may be, and may be enforced as fully and effectually as if instead 
of tbe Presidency Bank the Bank had been a party thereto. 

S. (1) The name of every person who immediately before the' 
Termo of tra.... appointed day .was registered as a shareholder in 

·fe .. ,reg,.,d. ohare- any 01 tbe Prestdency Banks shall be registered in 
h~ld .... 1ft tho Pn>- accordance with the provisions of this Act herein-
.·delley Baaks. . 

after appearing as holdmg the same number of 
shares in the Bank as stood in his name in the register of such Presi

" dency Bank: 
• 

Provided, that, for the purposes of this section two half-shares· 
standing in the name of any such p<'.rson, in the register of any Pfe!;i
dency,Bank shall be ,taken as the equivalent 9f one share, .and odd 

, half-shares shall be dealt with as hereinafter provided. 

(2) The name of every person who immediately before· the
appointed day was registered as a holder of stock in any of the'~
dency Banla shall be registered in accordance with the provisions of this, 

• Act hereinafter appearing as holding one share in the Bank for. every 
rupees five hundred of stock of which he was the registered holder in 

. such Presidency, Bank, and odd amounts of stock not amounting to 
rupees five hundred shall be dealt with as h<:reinafter provided. 

. (3) , The Bank shall issue fractional c:ertificates to the .holders of 
odd half-shaxeS and of odd amounts of stock, -l\ot ~ting to rupees· 
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; 'five hundred certifying,;as the case may be, that the-holder.is entitled 
'toone,.half of ODe fuliy ·pilidshare Or such u&£:tion.of.a share as thetldd 
'.1iUDount or stock is of rupees five hundred. 

(4) Holders of fractional certificates shall, if resident in' Indh 
-'within tbree months and in any othe,r case within six months from the 
-date of the certificate either-

(i) surrender their fractional certificate with other similar frac
tional certificates representing in all one fully paid share. in 
which case the surrenderor shall be entitled to be-registered as 
a shareholder and to have a fresh certificate for a fully paid 
share in the Bank issued to him and be eatitled to an allot
ment of new shares in the same way as if he had been the 
holder of one fully paid share, or 

(ii) at their option surrender the fractional certificates to the 
Bank, in which case the Bank shall be entitled to sell the 
shares represented by the fractions so surrendered from time 
to time in such manner as the Bank deems expedient, and 
the aggregate 'net sale,.proceeds realized by such sale or sales 
sha\1 be divided proportionately and paid by the Bank to 
the holders of fractional certificates for whose account the 
shares may have been so sold. 

(5) Every shareholder of the Bank whose name has been regis
-tered in accordance with the provisions of this section shall be entitled 
'in respect of every share of which he is so registered as the holder to an 
a\1otment to himself or to his nominee (provided .that such nominee is 

. approved by the Bank) of two shares in the Bank with the sum of 

.·rupees one hundred and twenty-five credited as paid up on payment.in 
respect of each share in the case of a former shareholder or stockholder 
of the Bank of Bengal or the Bank of Bombay of rupees one hundred 
and twenty-five. and of the Bank of Madras of rupees two hundred and 

, twenty.five. 

(6) The Bank shall cause notice to.be published in the Gazette of 
India and in two daily papers in each Presidency. and shan also send 

'hypost to every person whose .name immediately before the appointed 
, day was entered in the register of shareholders or stockholders of any of 
· the Presidency Banks a notice giving partioulars of ..the terms herein. 
before set out as to the allotment of DeW shares and the. surrender of 

· fractional certificates. and as to the manner and form in which appli
"cation for the aUotment of new shares and -the surrender of fractional 
· certificates is to be made.. 

(7) .If within A. period of three ;JJlQ,Ilths from the datuf publi
!'GIt.i<In in.the Gudlu/.l.wliII of ihe~ Jefnted.to in sub teetion~) 
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-.any'ahareboider' has 80t '1Il8IIle SD a.pplicatian oior the ,alllJtRftlnt. of new 
,Wres. to which be is entitled,otbeBauk may,olier:auch shares for public 
.subscription 8lId allot them to any ',persen."'PPlying therefor: 

Provided that the Bank in the case of shareholdelS whose ad
,dresses are out of British India may, eithlu' .generally pr in any parti
'cular instance, fix an extended period for the admission of applications, 
but in no case shall that period be later' ilian six months from the date 
'of the publication of the notice in the Gazau. of IMia. 

6. (1) Subject to the provisions of this Act, every officer and ser

Existing officers 
.and eervanta of 
Prelidency Bank. 

-and existing Pro
vid ... t Fundi, 

vant employed immediately belare the appointed day 
by a Presidency Bank shall, from the appointed day, 
become an officer or servant of the. Bank, and shall 
hold his office or service therein by the same tenure 
and upon the same terms and conditions and with 

the same rights and privileges :as to pension or gratuity as he would 
.have held the same under the Presidency Bank if this Act had not been 
passed. 

(2) Any person who, on the appointed day has been granted or is 
in receipt of a pension or other superannuation or compassionate allow
ance from a Presidency Bank shall be entitled to be paid by, and to 
-receive from, the Bank the same pension or allowance so long as he 
-observes the conditions on which the pension or allowance was granted. 
Any question whether he has so observed such conditions shall, in case of 
.any difference arising, be determined by the Govemor..Geueral-in
(;ouncil. 

(3) For the Directon and officers of the Banks of &mbay and 
Madras who are at the commencement of this Act the respective trustees 
-of the following funds, that is to say,-

(a) the Bank of Bombay Officed· P~on and Guarantee Fund, 
and 

(6) the Bank of Madras Pension and Gratuity Fund alid the 
Bank of Madras OfIicers' Provident and Mutual Guarantee 
Fund, 

there shall be substituted as tr nstees of those funds respectively, the 
members for the time being and the corresponding officers of the Local 
Boards of the Bank at Bombay and Madras; and if any doubt arises 
as to who are the corresponding ofIicers to the officers who are trustees 
at the commCSlO1'hU of this Act. the .. a" .. of the Central Baud 
shall be IiDal. 
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VI :·7.; As,from tI:I~ appoitUed· day the Presidency Banks shall be elill--
J , ,'" ,!. "solved; JUld thereafter' DO persOn shall make, assert, 

Pr~:~uti~';.;,k~!:: or tirk~'any d~.; demandsjOr proceedings against 
, , Y , " al!y of the said Banks oe against a director or officer' 

, there6f, m ~l:lipa:city as such director or ~fficer except in'so far as may 
· be n~ for enforcing the provisions of this Act. • ' 
· '!': ,'J. • : • . 

;CHAPTER III. ,i 

BUSlNESSOF Tlilt BANK; 

8. Subject to the provisions of this Act, the business which the· 
Bank is authorized to carrY on and transact shall be 

Business which 'the several kinds'of business specified in Schedule I Bank may transact. . 
, subject to the limitations therein mentioned. 

lJ. * * [Repealed]. 
Bank may do 

· Government b~sj. 
10. (I) It shall also be lawflli for the Bank 'under' 

any agreement with the Reserve Bank of India- , , 
I DesS. 

(i) to pay; receive. collect and remit money, bullion and securi-, 
ties as, agent for the Reserve Bank of India on behalf of the' 
Government; 

(ii) to undertake and transact any other business which the 
Reserve Bank of India may trom time to time entrust to the' 
Bank. 

(2) • • [Repealed] . 
11. For, the purpose of providing buildings arid' 

Acquisition of places in and at which to carry on and manage the' 
~. business premises. . 

business of the Bank and proper residences for its. 
officers and servants, the Bank may- ~ 

'(a) acquire any mterest in immoveable property, and 

(8) sell, buy, l'e-sell,e'xchange, let, furnish, repair, insure against 
fire and other risks' or deal with all or any part of the same 
as i~ ~~:r cpnsid~r m~st conducive to ~he interest of the Bank. 

Establishment of 
brancbe9 and 
agencie~. 

12. Subject to the provisions of this A~t the 
Bank may-

, (a). maintain, as branches or agencies of the Bank, any branches 
or agencies of the Presidency Banks which were in exis
tence immediately before the appointed day, and may 
establish branches or agencies at such, places whether in 

, India or elsewhere as it deems advantageous for the interests, 
of the Bank; and, . ' 

.' . 4.', . _ . ~ 

L (b) discontinue any branch or agency maintained or established 
under this section. . . • .• "" 
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· ''', 13.· (1) With the sanctiog of the (iovernor-General-in-Council. the 
Bank ma.y enter into . negotiations for and purchase 

· Power. of. Ba,,!,. and take over ~the lIusiness, including the capital. to take over bus.- . 
n... of cortaia . assets and liabilities, of, .any bankipg company 
otber Bank. and carrying on business in India (or elsewhere) of whicb 

.. for:tbat purpose tQ . 
increase.ts capital. the capital is divided into shares, and may pay the 

consideration for such purchase either in cash or by 
the aUotment of sbares in the -capital of the BanK, or partly in one and 
partly in the other of these ways, and may (subject to the pro-

· Visions of this Act relating to the increase of capital) for the purpose of 
· any such allotment of shares, increase· the capital of the Bank by the 
, issue of sucb number of sbares as maybe determined on by the Bank_ 
o. . . . I • 

(2) Any business so ptlrchased shall after tbe purchase be carried 
o~ by the Bank subject to the provisions of this A~t. 

,1a·A. Notwithstanding anything eontained in Scbedule I, the 
'PowerofBa 'k to ·Bank may, eith.er alone, or conjointly with other 

"",nt loans to ncor_: persons for the . purpose of a,verting the winding up 
tam otber Bank.. . of any company •• baving a share capital which is ex

, pressed in rupees in its memorandum of association or of any society 
Rgistered under \he Co-operative Societies Act, 1912, (or any. other. law 
for tbe time being in force in BritiSh India relating to co-operative 

. societies) or wbere any such company or society is heing wound up, of 

. facilitating the winding up, advance or lend· money tei, or open a' caSh 
credit in favour of sucb company or society or tbe liquidators tbe£eof. 
as tbe case may be, for any period upon tbe security of all or any of 
the assets wbatsoever of such Company or Society. 

CHAPTER IV. 

SHARES •. 

N.ture o/sbaros. 14. (1) The Shares of the Bank Shall be move-
able property • 

. . (2) Each Share in the Bank shall be distinguished by its appropriate 
number. 

15. A. certificate under the common or official seal of tbe Bank 

Certi6C11to 
Sh ...... 

specifying the Shares beld by any Sharebolder Shall 
'" be Jwi- faci6 evidence of the title of the share

holder to the Shares therein specified. 

16... The Bank Shall keep in one or more books a register of its 
Principal regist..- Shareholders (in this Act referred to as the principaJ 

. of sII.rel"ldera. register). and Shall enter· therein the following parti
c~ars so far:as they may be available :-

13 
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"(i) the nameSllnd 'a~dressen.nd occtlpa~ions, ih:ny, 'of ~h'share
. holders' 'and, a"'5tatement.of ,the/shiires' held by each share_ 

, ;holder,'di'stingUishing'each'f;l1are ,by its number, 'and'ofthe 
"iimount".id en the1lllares'Of eCh'S1iarehoider. 

(ii) the date' on 'which each person .is 10 ~teredas a'sharetlolder, 
and ' 

(iiil the date on which any person ceases to be a shareholder. 

17. (1) The Bank shall cause to be kept at the local head offices 
, ',' "'" of, the Bank in Calcutta, Madras and' Bombay 

, Brancli'reglSters. b h . t h' h hall b d d be f ranc regIs ers w IC s e eeme to part 0 

the principal register, and may do so at any other local head office 
"which may' hereafter 'be 'established'under this' Act. 

. " . 
(2) There shall be entered in the branch register to be kept in 

-(;alcutta" the-'tlame- of every person who, having' been ~egistered as a 
"s!lareholder orstdckholdet in the Bank of Bengal is entitled ..under--the 
'-provisions of seCtion' 5 to' be registered 'as a'shareholder in the" Bank • 
• 'With' the same' particulan appended" thereto as' are required in the case 
'cl the principal register; and the' same 'provisionssball apply'~s 
''lPlutimdis to the 'branch-registers to be kepf in Madras and Bombay. 

(3) Any shareholder 'may apply to the Bank to havebis name 
transferred from one branch register to another in respect of either the 
'Whole or any part of the shares standing in his name, and the Back shall. 
subject to such conditions as may be prescribed, -cause the registers to 
be amended accordingly. 

(4) Subject to the provisions of sub-section (3) no transaction with 
~espect to any share registered in one branch register shall be registered 
in any other bra!,ch register. 

'18. No 110tice of any trust, express. 
Trusts not to lie implied or constructive;" shall be entered on the 

_tered on tlie .... n·' al ' b ... ' . te "----:'-b1e b 
~register. 'y._Clp ol'any ranc" regIS 1'-or ..... ~.. y 

the Bank. 

19. ,'The<BlinlCmay dose 'the, Principal "regilIterort..oY',branch 
'Po,.... to 'close' ,tegistetfortny time 'or times,-Dot exceeding in the 

.... ioter. 'Whole> thirtY days in each year. 

20. (1) The principal register of shareholders shall be kept at 
. Inspection of ';such"'p1aces -as the Bank,b)J''IIOtiIicatioo' in the 

• npter of .- 'Gtuetle· 0/ 'lf1dia, fIlay ,appoint and. except wbea 
bolden. - <closed under the pro¥isions of this Act, that registre 
CIt any branch Tegister shaH during businessbours (subject to such 



,u:easolUlhle _trictious aII·the, Bank.maY.!lJIpose •. ;SG.tilat ,DOt 1/lSII thaa 
,two lu~urs in each d,ay be allowed for ~9plklliop), be open to, ~e ~~
.~"n, of IIny shar~lder g{atis. 

,> 

.. ' (2) Any shareholder:lnay require> .. t:op.y o~ any soch regi,ster. or 
-of any part thereof. on prepay,ment therefor at tie rate of siJ!: aqnal! for 
.. very hundred words or fractional part'thereof r.uired to, be ~pied. 

(3) A copy of the principal register of 'hareholders sha1l be 
oi:Ompiled within 30 days after 'the date of . the' 6rst ordinary general 
'meeting in each year and shall.bec,ftIed ferthwith with the,~,~
.forming the duty of, cegistration of companies under the Indian 
. Companies Act. 1913. 

CONTRACTS. 

Form of COD- .• 21. (1) Contracts. on. qehalf of the .Bank may 
'ltracta. be made as follows :~ 

(i) any contract. which, ' if made .blJtWeeD, private persous,llOuId 
, ·be by law required to be in writ,ing, signed by the partieS to 

be -charged therewith, may be mad~oa behalf ohhe Bank in 
writing signed by any person actiog onder its aUthority"ex
press or implied, and may in the same manner be varied or 
discharged ; 

(ii) any contract which, if made between private persolis would 
by law be valid although made by parol only. and not 
reduced to writing. may be made by parol on behalf of the 
Bank by any person acting under its autil,ority, express or 
implied, and may in the ~e man!!er be yaried or dis-
charged. . 

(2) All contracts made aCCo)rding to the ptClvisions. of this section 
-shall be effectual in ial!', anel shan bind .th~ Bank and all other parties 
thereto and their legal representatives. 

" UGll~TIOICS"'f ,JWIB:. 

,R"IfIllatiolll of ,2Z., The provisions .I»ntained in Scbedule 11 
tho II&DIt, sha1l be the regulations .of. tbe ~ ill regard to the 
,matters to which theX. J:!lla.te. 

may determine. 

OIAPTER V. 

)lAlCAGEKIUIT. 

,zs. The Bank sha1l have ,loI:al head offices ill 
Calcutta. Madras and Bombay,. and at such otha 
places in British India as the Bank, [ • • .' 
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24.' -The general superintendence of the affairs and· business of the" 
. . Bank shan be entru&ted to a CentralBoard of Direc-Central Board. 

tors (hereinafter in this Act referred to 'as the' 
',: Central Board "), Who inay exercise all .powers and do 'all such acts· 
~d.,things as, may be exercised or done by the Bank and are not by 
this ·Ac! e.Jqlressly.~ected orrequired to be done. by the Bank in, 
general meeting. . . . 
i, . ~ -; 

25. Local Boards shall be established at Calcutta, Madras and 
. '~al Boards. Bombay, and maybe established at such other places . 
. " I. . ' in British lndia as the Central Board, [ * * *j 
may determine. 

26. Without prejudice to the powers conferred by S. 24, the Local' 
Boards, established at Calcutta, Madras and Bombay, 

Po~ers of Local 
Boards, shall have power generally to transact all the USUIl! 

business of the Bank, and' shall have power as· 
regards entries in the hranch registers, respectively kept at those places. 
to" examine and pass or refuse ·to pass transfers and transmissions· 
and to. approve or refuse to approve transferees of shares and to give· 

-certificates of shares.' 

LOCAL BOARDS AT CALCOTTA, MADRAS: AND BOMBAY. 

zr. The several persons who were, immediately before the ap
pointed d~y, respectively the directors of the Presi

Constitution of 
first Local Boards. deney Banks 'shalf constitute. the first Loca! Boards· 

. of the Bank lit Calcutta, Madras and Bombay 
respectiyely, and the persons who were then president, vice-president 
and secretary, respeCtiVely, of the said bank shall fill the same offices in 
the respective Local Boards until they vacate office in accordance with. 
the provisions of this Act. 

ComJtitution of 
Central Board. 

CENTRAL BOARD •. 

28. (1) The Central Board sllall consist of the' 
following Directors, namely :-

(i) the presidents and vice· presidents of the Local Boards esta-
blished by this Act; . 

(ii) one person to be elected from,' amongst themselves by the· 
members of each Local Board established by this Act; 

(iii) a Managing Director who . shall be appointed by the Central. 
Board for a period not exceeding five years on such terms 
as the Central Board may direct, and may be continued in 
bis appointment by the Central Board for such further 
periods not' exceeding five years in each case as the CentraJ, 
Board thinks fit ; 
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'(iv) such number of persons not ,exceeding two and- not being 
officers of the Government as may be nominated by the 
Govemor-General-in-Council. Such persons shall-hold office 
for one year Ql1t may be re-nominated ; • 

_ ,(v) a Deputy Managing Director who shallbe 'appointed by the 
Central Board; 

- (vi) the secretaries of the Local Boards established by this Act ; 
- and -

(vii) if any Local Board is hereafter established under this Act, 
such number of persons to represent it as the Central Board 
may prescribe. 

(2) The Directors specified in clauses (v) and (vi) of sub-sectiOB 
(1) shall be at liberty to attend all meetings of the Central Board and t., 
-take part in its deliberations, but shall not be entitled to vot'! on any 
-question arising at any meeting: 

Provided that the Deputy Managing Director shall be entitled to 
vote in the absence of the Managing Director. 

(3) The Governor-General-in-CouncU shall nominate an officer of 
. Government to attend the meetings of the Central Board, and such 
·officer shall be entitled to attend all meetings 01 the Central Board and: 
to take part in its deliberations but shall not be entitled to vote on any . 
-question arising at any meeting. 

29. (1) Where the Central Board establishes 
Constitution of any additional local head office of the Bank in 

• other LocaIlloarJa. 
British India, a Local Board shall be constituted to 

manage the local business of the Bank. 

(2) The number of the members' of any such Local Board shaD 
-be such number, not less than three, as may be prescribed and shall be 
-appointed in such manner as may be ~prescribed. 

30. [ • • • • 1 
CHAPTER VI. 

Pl>wer of Cell ..... ' 
Board \0 mak ... 

'bye-Ia .... 

MISCELLANI!OUS. 

31. (1) The Central B~ shall, with the 
previous approval of the Governor-General-in-CoIID
cU. make bye-laws consistent with this Act regulat
ing the following matter., n.unely :-

(II) the muimum amounts which may be advance;l, or lent to or 
for which bills may be discounted fOr any individual 01' 
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patfnership, without· the- security'mentioned in sub-c:lause&. 
(i) to (iv) of C1ause(~ of part I of Schedule I, the conditions
under which advances;may!;le made on the!iaid security and-. 
the extent of the sums to which· accounts may .. be overdrawn.. 
without security; 

(b) the conditions subject to which alone advances may be made
to Directors, membe{!Lof. Local Boards, or officers of the 
Bank, or the relatives of such Directors, members or officers
or to companies, firms or individuals with which or with 
whom such Directors, members, officers or relatives are
connected as partners, directors, managers, servants •. 
shareholdets or otherwise ;-

Provided that the bye-laws shall provide that no advance without 
seciU'ity shall be made to any officer of the Bank without tbe specific' 
salii:'tiim of the Local Board under which he is serving; 

(e) the particulars til be contained in the annual and half·yearly
balance sheets . and 

(d) any matter which by this Act is directed to be prescribed • . 
(2) The Central Board may, with the previous approval of the

GOvemar-General-in-Council. make bye-laws consistent with this Act 
regulating the following matters or any of them, namely;-

(a) the keeping of the register and branch registers of share-· 
holders ; 

(b) the distribntipn of buSness amongst the Directors and their' 
remuneratiOl1, if any; 

(e) the distribution of business among the members of a Locat 
Board and their remuneration. if any; 

(d) the delegation of any powers of the Central.Board or of a 
Local Board to committees consisting of Directors or
members. as the case may,be; 

(e) the procedure to be followed at the meetings of the Central, 
or Local Boards or of any committees thereof; 

(J) the first appointment aDd the appointment of members of a. 
LocaI Board established under this Act; 

(g) the powers of Loca1 Boards establi.hed by or under this Act; 

(/0) the localities in, and with respect to which such Local Boards. 
shall exercise their powers ; 

(.) the books and accounts to be kept at the local-bead offices oL 
the Bank; 
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(J1 the renewal of ClertificatilS of. shares, :which have heen worn 
out or lost; 

(k) the conduct,and defence of legal proceedings and the manner 
of signing pleadings ; 

. (/) the constitutions and management of pension and p~ovident 
funds for the offices and servants of the Bank; 

(m) all matters which are hy this Act permitted to be prescrihed; 
and 

(fI)generally, the conduct of the business of the Bank, 

32. (1) The references in sections 188, 189 • 
..!.."!.-~_ kt .. , and 289, of the Indian Companies Act, 1913, and 
•• _~.DCy _0 •• f . h tm t h P 'd re erences m any ot er enac ent 0 t e resl ency 
Banks or any of them shall be deemed to be references to the Bank. 

(2) Where by any instrument power is given to invest in, to hold 
or to exercise any rights in regard to shares or stock in a .Presidency 
Bank, then that power m,y he nercised as if the same power were 
liven by such instrument in regard to shares in the Bank. 

(3) A pow,er of attorney ill favour of a Presidency Bank or in 
favour of a Presidency Bank and its offices shall be deemed, as the case 
may he, to be a pOlVer of attorney in favour of the Bank or of the Bank 
and its offices. 

Amendment of 
_ti",,11 (!) 01 Act 
VIl ol19U. 

Ropool. 

33. In section 11 sub-section (3) of the Indian 
Companies Act, 1913, after the word "Royal" the 
word "Bank of Beng.I", "Bank of Madras," "Bank 
of Bombay" shall he inserted. 

34. The enactments specified in Schedule III 
are hereby repealed. 

SCHEDULE r. 
(See suti<nl 8). 

PART I. 

BUSlNBSS WHICH THB BAliK IS AUTIIORISBD TO CARRY Oll AIiD TRANSACT. 

The Bank is authorized to carry on and transact the several kinds 
ef business hereinalter specified, namely :-

</I) the advancing and lending m!lney, and opening cash.credits 
upon the security of-

(i) stocks, fnnds and securities (otber than immowable property) 
in wbich a trustee is authorized to in\-est trust money by 
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any Act of Paruament or by any Act of the Governor-General
in-Council, any securities of a Local Governmen t or the 
Government of Ceylon and. shares of the Reserve Bank of 
India. 

(ii) such securities issued by State-aided railways as have been 
notifiedby the Governor-Genenu-in-Council under section 36 
of the Presidency Banks Act, 1876 or may be notified by 
him under this Act in that behalf ; 

(iii) debentures or other securities for money issued under the 
authority of any Act of a legislature established in British 
India by, or on behalf of, a district board or a municipal 
board or committee or, with the sanction of the Governor
General-in-Council, debentures or other securities for money 
issued under the auth",ity of a Prince or Chief of an} State. 
in India; 

(iii a) subject to such directions as may be issued by the Cer.tral 
Board, debentures of companies with limited liability 
Whether registered in India or elsewhere; 

(iv)go.ds which, or the documents of title to which, are deposited 
with, or assigned to, the 'Bank as security for such advances, 
loans or credits; 

(iva) goods which are hypothecated to the Bank as security f<:)r 
such advances, loans or credits, if so authorized by special 
directions of the Central Board; 

(v) accepted.hills of exchange and promissory notes endorsed by 
the payees and ioint and several promissory notes of two 
or mllre persons or firms unconnected with each other in 
general partnership, and 

(vi) fully paid shares •• of companies with limited liability, or im
moveable property or documents of title relating thereto as 
collateral security only where the original security is one of 
those specified in sub-clauses (i)· to (iv), and subject to such 
directions as may be issued by the Central Board ,wbere tbe 
original security is of tbe kind specified in sub-clause (v) : 

Provided tbat sucb advances and loans may be made, if tbe 
Central Board think fit, to tbe Secretary of State for India in Council, 
without any specific security; 

(b) the selling and realisation of the proceeds of sale of any such 
promissory notes, df:hentures, stock-receipts, bonds. 
annuities, stock-shares. securities or goods wbich or the 
documents of title to which bave been deposited with or 
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pledged, hypothecated,assigned or transferred to the 
_ bank as security for such advallces, loans or credits, or 
which are held by the Bank or over which the Bank is en
titled to any lien or charge in respect of any such loan or 
advance or credit or any debtor claim of the_ Bank and 
which have not been redeemed in due time in 'accordance 
with the terms and conditions (if any) of such deposit pledge. 
hypothecation, assignment or transfer; 

~c) the advancing and lending money to Courts of Wards upon 
th. security of estates in their charges or under their super
intendence, and the realisation of such -advances or loans 
and any interest due thereon, provided that no such advance 
or loan shall be made without the previous sanction of the 
Local Government concerned, and that the period for which 
any such advance or loan is made shall not exceed nine 
months in the case of advances or loans relating to the 
financing of seasonal agricultural operations or six months 
in 01 her cases ; 

~d) the drawing, accepting, discounting, buying and selling of bills 
of exchanl(e and other negotiable securities; • • 

{e) the investing of the funds of the Bank upon any of the 
securities specified in su b-c1auses (i) to (iii) of clause (a) and 
converting the same into money when required, and altering. 
converting and transposing such investments for or into 
others of the investments above specified; 

~f) the making, issuing and circulatinl( of bank-post-bills and 
letters of credit • • to order, or otherwise than to the 
bearer on demand; 

-(g) the huying and selling of gold- and silver whether coined or 
uncoined; 

{II) the receiving of deposits and kP.eping cash accounts on such 
terms as may be agreed on; 

{i) the acceptance of the charge of plate. jewels. title-deeds or 
other valuable goods on such terms as may be agreed on ; 

~J1 the selling al'd re l!ising of all property whether moveable 
or immoveable. which may in any way come into the 
possession of the Bank. in satisfaction or part satisfaction of 
anv of its claims and the acquisition and holding of. and 
6c •• erally the dealing with. any right. title or interest in any 
property •• noveable or immoveable. which may be the 
Bank's security for any loan or advance or may be COIIlIeCted 
with any such security; 
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(k) the tran9actill(;l af pecuniary agency business on commission;: 
and the entering into of contracts, of indemnity, suretyship. 
or guarantee with· specific security or otherwise ; 

(lJ':the administration of estates for any purpose whether as an. 
executor, trustee or otherwise GId the acting as agent on 
commission in the transaction of the following kinds of' 
bUsiness, namely :-

(i) the.buying, selling, transferring and taking charge of any' 
securities or any shares in any public company; 

(ii) the, receiving of the proceeds, whether principal, interest or' 
dividends. of any securities or share; 

(iii) the remittance of such proceeds * * by public or private' 
bills of exchange, payable either in India or elsewhere; 

(m) the drawing of bills of exchange and the granting of letters. 
of credit payable out of India. * * * 

(n) the buying of bills of ,exchange payable out of India, at any' 
usance not exceeding nine months in the case of bills relating' 
to the financing of seasonal agricultural operations or six, 

, months in other cases ; 

(~) the borrowing of money for the purposes of the Bank's. 
business and the giving of security for money so borrowed_ 
by pledging assets or otherwise ; 

(P) the subsidizing from time to time of the pension funds of the ' 
Presidency Banks; and; 

(q) generally, the doing of all such matters and things as may be 
incidental or subsidiary to the transaction of the various . 
kinds of business including foreigu exchange business herein· 
before specified. 

PART II. 

BVSINJ!SS WBICH THJ! BANK IS NOT AUTBORIZJ!D TO CARRY OUT OR 

TRANSACT. 

The Bank shall not transact any kind of banking business other' 
than those specified in Part I and in particular-

(1) It shall not make any loan or advance-

(a) for a longer period than six montbs, except a~ provided m
clause (c) and clause (n) of Part lor, 

(b) upon the security of stock or shares of the Bank, or 
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(c)aave in the'ease of the estates specified· in clause (c) of·Partl! 
I,upoll mortgage or in any other manner npoll thesecurit1' 
of any immoveable property, or the documents of title '1'8'-' 

lallng thereto. 

(2). The' Bank 1Ihall not (except ·upon a security of the kind speci
fied in sub-clauses (i) to (ill) or cla1lSe (<I) of part II discount bills for' 
any individual or partnership firm for an amount exceeding in the 
whole at anyone time such sum as may be prescribed or lend or
advance in any way to any individual or pal'tnership firm an . amount' 
exceeding in the whole at anyone time such sum as may be so. 
prescribed. 

(3) The Bank shall not discount or buy, or advance and lend, or 
Opfn cash credits on the security of any negotiable instrument of any in
dividual or partnership firm, payable in tbe town or at the place where· 
it is presented for discount, which does not carry on it the' several res
potlsibilities of at least two persons or firms unconnected with each. 
other in general partnership. 

(') The Bank shall not discount or buy, or advance and lend. or 
open cash· credits on the security of any negotiable security (not being a . 
security in which a trustee may invest trust money under section 20 of 
the Indian Trusts Act, 1882,) having at the date of the proposed tran
saction, a longer period to run than nine montbs if a bill drawn for the 
purpose of financing seasonal agricultural operations and six months. 
in other cases, or if drawn after sight, drawn for a longer period than
nine months if a bill drawn for the purpose of financing seasonal 
agricultural operations and six months in other cases. 

Provided that nothing in this Part shall be deemed to prevent the;" 
Bank from allowing any person who keeps an account with the Bank to· 
overdraw such account, without or with security, to such extent as may. 
be presctibed. 

SCHEDULE II. 

REGuunollS OF THE BAIIIC. 

(Su stcliOfl 22.) 

1. Every person whose name is entered as a shareholder in the· 
Shant certitica_ register of shareholders shall, without payment, be· 

entitled to a certificate under the common seal of 
the Bank (or if the certificate relates to shares registered in a branch 
register under the official seal of the Bank) specifying the share or shares . 
held by him and the amount paid up thereoo: Provided that. in res
pect of a share or shares held jointly by 5evt'ral persons, the Bank shaD. 
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'IIot be bound to is.ue more than one ~ertificate, and delivery of a certifi
;.cate for .a ,share to ~lDe Qf severa,! joint-holders shall be sufficient deli
vay to alt , 

Lien. 
2. The B~-nk- sball;have a lien on every share (not being a fully 

paid share) for all moneys (whether presently paya
Bank's lien on ble or not) called or payable at a fixed time in res--shares. 

pect of that share, and the Bank shall also have a 
~en on all shares standin&! registered in the name of a single person for 

,.all moneys -presently pa;) able by him or his estate to the Bank. The 
Bank's lien, if any, on a share shall also extend to all dividends payable 

-thereon. . 
3. The Bank may sell, in such manner, as it thinks fit, any shares 

, on which it has a lien, but no sale shall be made un
-Power to sell for 'less some sum in respect of which the lien exists is ··deh.ult. 

presently payable, nor until the expiration of four--
teen days after a notice in writing, stating and demanding payment of 

'such part of the "!Dount in respect of which the lien exists as is presently 
payable has been given to the registered holder for the time being of the 

-share, or to the person entitled by reason of his death or insolvency to 
,-the shares. 

4. The proceeds of the sale shall be applied in payment of such 
part of the amount in respect of which the lien exists 

Disposal of pro- as is presently payable anol the residue shall (sub)' ect -<eeds of sales. 
to a like lien for sums not presently payable as exist-

.-ed upon the shares prior to the sale) be paid to the person entitled to 
the shares at the date of sale. The purchaser shall be registered as the 
"bolder of the shares, and he shall not be bound to see to the application 
·of the purchase-money nor shall his title to the shares be affected by 
,any irregularity or invalidity in the proceedings in reference to the sale. 

CaUs on Shares. 

5, The Bank may, from time to time, make calls upon the share
holders in respect of any moneys unpaid on their 
shares, provided that no call shall exceed one-fourth 

. ()f the nominal amount of the share. or be payable at less than two 
months from the last call ; and each shareholder shall (subject to receiv
ing at least two months' notice specifying the time or times of payments) 
pay to the Bank at the time or times so specified the amount called on 

. his shares. 

-Liability of joint- 6. The joint·holders of a share shall be jointly 
holders. and sevenlly liable to pay all calls in respect 

,-thereof. 
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7. If a sum called in respect of a share is not paid before or on the
· Liability to pay day' appointed for payment thereof, 'the person from. 
interest on unpaid whom the sum is due shall pay interest upon the-· 
co.U.. sum at the rate of ten per cent. per annum from. 
the day appointed for the payment thereof to the time of the actua" 
payment, but the Central Boaul shall be at liberty towaive payment, 

· of that inte~est wholly or in part. 

Tratlsjer atld traflSmiss~on. 01 shares .. 

,s. The instrument of transfer of any share in the Bank' sball be-. 
Execut;on of executed both by the' transferor and transferee, and 

traDslen. the transferor shall be deemed to l't'.riIain hollier of' 
'the share until the name of the transferee is entered in the register of' 
· shareholders in respect thereof. 

Form of transfer. 
9. Shares in· the Bank shall he transferred in the,. 

following Fonn, or in any usual or common form... 
which the Bank shall approve :-

I, A B of ,in consideration of the sum of rupees 
paid to me by C D of (hereinafter called "the said transferee") do· 

· hereby transfer to the said transferee the share (or shares) numbered. 
in the Imperial Bank of India to hold unto the said transferee~ 

his 'executor, adininistrators and aSsigns, subject to the several condi
tions on which I held ·the same at the time of the execution thereof~ 
and I, the said transferee, do hereby agree to take the said share (or' 

'shares) subject to the conditions aforesaid. 

As witness our hands the day of 

W ilfuss 10 1M signal .. " oj, .Ie •. 

10. The Bank may decline to register any transfer of shares, not 
being fully paid shares, to a person of whom it does· 

Power to dec'1ine d also decl' . ·to register trans. not app~va, an may me to regISter any 
·fen. . . lransfllC of shares on which the Bank has a lien or' 
any transfer of shares to any person who is a minor or has been fo~!i 
by a Court of competent jurisdiction to be of un~und mind or to or in, 
the name of any firm. The Bank may also suspend the registration of 
transfers for any period during which it has undei the provisions of this· 
Act directed that the registers shall be closed. 

The Bank may decline to recogui&e any instrument of transfer unless

(d) a fee not exceeding two rupees is paid to the Bank in respect 
thereof;.ad " 
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-. (b~ ,the·il\Strwnent; oftIWISfer js accompauiecl "by the ,cerftJicat~ 
. of the shares to. which it relMes, ana such other evidence as 
t'lI~ Bank·roilY ,reasona1:lly ,r~uire to, show the ~ights of the 

"tl'l\IlSfe@r,1 to. ·,~ke the ,transfer, . 

'11, The executors or administrators of It deceased sole holder of 
~ sharel the holder of a succession certificate issued under Part X of the 
Indian Succession ·Act. 1925. in respect ·of the share, and a person in 

-whose favour a valid instrument of transfer of the share was exe-
-cuted by the deceased holder' during his lifetime, shall be the only 
,.peuons who.may be recognized by the ,Bank as havipg any title to the 
ISbare. In the ca..oe.(lf a· share registered in the names of two or more 
,holders; the survivors.or s.urvivor and. on the death of the last. survivor 
ibis executors or administrators or any, Ferson· ,who is the holder of a 
c1Iuccession certificate in respeet of such survivor's interests.in!the share • 
. and a person in whose favour a valid instrument of tran~fer of tlte share 
""as. -executed bYeSucb ,survivor during bis . lifetime, shall be the only 
'persons.whll.may be.recognized by the.Bank.as having any title to the 
$hal'e, 

12, ,Any·~son'becoming.ntit1ed to a',$hare in consequence of the 
death· ,or. insolveI\cy of a shareholder or ,in conse

Death .0' insol- "quenceof a -transfer: by. a decea~ shareholder 
"oncy of share- do' b' I'f' ball such 'den ""ft~ ;lloldol'8, ' nog IS 1 e time '5 , '. upon. . eVl ce ~_ 

, produced as may be required by the Bank. have the 
. right subject to. the provisions of. Regulation 10" either to be registered 
,a$ a :shareholder,in respect. of the sbare or, instead of bei.ng registered 
.himself, to make such transfer of the· share &II.the.deceased or insolvent 
:person could have made, 

13, Any Person becoming entitled to a share in consequence of the 

Right! o,f per
:aGDa acqu 1 riD g 
... barea ou.d_th.or 
-i D.a 0-) veney . of 
':sbarebolder. 

. death,or insolvency of the ·holder shall be entitled to 
the same dividends and other advm_ges to which . 

,. he would beoentitled if he were the registered holder 
-of the· share, except tllat·he,shall not, before being 
.registered·as a·shaJ;eJwJderin respect of the.share. 

·be entitled in_peel of it to ew:ercise any right oonfe ·red on a share
~holder,in·relation to meetings of the Bank. 

F Of'jeiturf of Swu. 

:14. ·U a sbatebol.dedaiJs.to payany,caIlor.~t;llmentofa.Ci1l1 on 
the day appointed forpaYJn8l1t thereof.the Central 

.cJ.ailu<o to pay Board may, at any time thereafter during such time 
as any part of such call or instalment remainsnn paid • 

.serve a notice on him requiring JI&¥11leDt of so much of the Cllll or instal
:JIlent as is unpaid, together with any interest which _y lIave acaued. 
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. :15. '; the' notice lIhaillllame, a .further" day '(not . _lienJ;tban the 
expiration of fourteen -'liays from Ithe date of the 

Form 01 Dotice. .notice) on or before whiclrthe-payment.required by 
'thenetice is to be. mad",. and shalL·state.that.in the evont of non·pay
ment· at Dr. before· ·the . time .appointed, the shares in respect of which 
the can was made will be Jiabl«;. to be forfeited. 

016 •. ·If the nquirement&. of. any ·sache notice· 'as,aforesaid are Dot 

Forfeiture 
: •• haret. 

.CGmplied, with, any ahare ·jn respect ·of which the 
01 notice has been given may at anytime thereafter. 

before the payment required by the notice hail been 
. 'IIIade;be forfeited by a resolution'of tire Central Board to that effect. 

17. A forefeited share may be sold or otherwise·d.isposed.of.w 
Dlapou1 01 for- such terms and in such ma~lDer as the Central Board 

"'feited lIlarea. • thinks fit, and at 'any time ·before ai. sale' -or ,disposi
·tion the forfeiture maybe cancelled on such terms as the Central Boa'rd 
'ihlnk. fit. 

lS. A person whose shares h"ve been'forfeited shall cease to be a 
Liability ollb..... shareholder. in res~ of th~ fo~eited shares, but 

"olden aftor- for· .shall, notwithstanding, .remam liable to. pay.to the 
foituro. .the Bank all moneys which. at the date of forfeiture 

. 'were, presently payable by him. to the Bank in respect of the.shares. 
,·but his liability shall cease if· and whee the Bank receives payment in 
,;full of the BOIDinal amount of the &hares. 

AlUrllliott 01 Cllpil4l. 
19. The shareholders of the Bank may, by special resolution in

Power to Ift_ crease or with the previous sanction.of theUovemor
« ndu .. copitU. .• General.in-Co\Ulcil reduce the capital of the Bank : 

Provided that no such special resolution shall be deemed tet liave 
.beaG passed. unless at least OIle·thirdinaumber·of the shareholders. 
·lIoldinc at least·.e balf ohbe paid-up capital. of' the. Bank fo~.the time 
'1Ieing. be ~t in pusolloOr -by. proxy" and the majority .ohach 
-shareholders have voted either by show ofllandsor .bypo11.aathe,case 
may be. in favour of the &aid resolution. 

20. When any suc:lupeciailesolution to increase the capital has 
. 1'nIced .... 08·.... . been passed, the'Central Board may,osubject to the ....a._ to 0.__ . provisioos of this Act and to the special directions 

,:,"p;hl. C :;,... (if any) givea. in reference thenlto by, the meeting 
.at which auc:h resolution bas been passed-

(.) make such orders as it thinks nt for the opeDing of subac:ri~ 
. ~ by the ~ders towards such ~ of pPital: 
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(/>') allow to the shareholders such, period to fill up the subscrip-
tion as it thinks fit; , L 

(e) direetihe manner inw111ch the shareholders shall subscribe
and pay into the Bank tlie proportions of new 'capital which 
they 'may respectively desire to subscrib,e; and 

(tl) make such orders as it thinks fit for the disposal and allot-, 
ment of the amount of new capital that may not be 
subscribed for and paid up in the manner aforesaid, 

-:' 'to 

21. Any new shares shall be subject to' the same provision with 
'New shiu... reference to ,the: payment of calls, lien, transfer, 

transmission forfeiture and otherwise as the shares, 
in the original capital. 

< Procedure 0 n' 
resolution to red· 

. uce capital. 

~. When any such special reSolution to, reduce' 
the capital has been passed, the Central Board may 
(subject as aforesaid) determine the manner i!l whi~h. 

the reduction shall be carried into effect. 

lit eetings of Shareholders. 

23. (1) On the first Monday of the month of August in every year ~ 
or as soon after such day as is convenient, a generall 

Annnal general 'meeting shall be held at such time and at such town meeting. 
where there is a focal head office of the Bank as shall" 

from time to time be prescribed by the Central Board, at which meeting 
the Central Board shall submit to tb,e shareholders a balance sheet of the 
Bank made.up to the preceding thirtieth day of June; 

Provided'that such 'general meeting shall not be held on two con
secutive occasions at anyone town in which there is a local head office

: of the Bank. 

(2) A notice convening such meeting, signed by a Managing 
'Director or Deputy Managing Director shall be published in the GazeUe
of India and iJ\ such other manner as the Central Board may direct at 

: least fifteen days before the meeting is held. 

21. (1) 1"\1e Central Board shall convene a special meeting on the, 
, requisition of any three Directors or of not lesS than 

Special Meetings. one hundred shareholders 'holding shares whether 
, fully paid up or otherwise of the aggregate amoun~ of not less than 
five hundred' thoUsand rupees, upon which all calls or other sums due' 
have been paid, if such requisition is'signed by the requisitionists and 

- addresSed to the Managing Director or Deputy Managing Director and 
contains a statement of the ·object of the proposed meeting. 
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(2) The requisition may consist of several documents in like form. 
each signed by one or more of the requisitionists. 

(3) Sixty days' previous notice of any such meeting shall be 
given by the Central Board under the hand of not less than three 
Directors, and such notice shall state the purpose for which the meeting; 
is convened and the time and place of such meeting, and shall be adver
tised in the Garelre of India and in not less than three daily newspapers. 
of which one shall be a new~paper published in the vernacular: 

Provided that not less than three months' previous notice shall 
be thus given of any special meeting held for the purpose of increasing. 
or reducing the capital of the Bank. 

(4) The place of such meeting shall be the place where the head 
office of the Bank is situated at the time of the meeting. 

(5) If the Central Board'does not proceed within 21 days from 
the date of deposit of the requisition referred to in sub-section~ (1) and 
(2) to cause a meeting to be called, the requisitionists, or a majority of 
them in value, may themselves call the meeting, but in either case any 
meeting so called shall be held within three months from the date of 
deposit of the requisition. 

25. (I) No business shall be transacted at any 
Quorum. meeting. whether general or special, unless a quorum 

of two hundred sha reholders, in person or by proxy 
is present at the commencement of such business . .. 

(2) If within one hour from the time appointed for the meeting a 
quorum is not present, the meeting, if convened by shareholders not 
being Directors shall be dissolved: in any other case, it shall stand 
adjourned to the same day in the following week at the same time anel 
place, and if at such adjourned meeting a quorum is not present, those 
shareholders who are present, shall be a quorum. 

26. (1) Save as is otherwise provided in this Act 
Decision by in regard to resolutions for the increase or reduction 

majority of votes. 
of capital or for the removal of a Director every 

election and every matter submitted to a meeting, whether general or 
special shall be decided by a majority of votes. 

(2) No shareholder sha1l be allowed to vote at any such meeting 
in respect of any share acquired by transfer; unless such transfer shall 
have been completed and registered at least three months before the 
time of such meeting. 

14 
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(3) :No shareh0lder shall be entitled to vote at any meeting ~n 
Tespect of any shares held. by him alone or. jointly, whilst any . .call 
due from him alone or jointly remains unpaid. 

27. Save as otherwise provided in this Schedule a declaration by 
Fower to declare the chairman of any meeting. that a resolution lias· 

Tesolution carried been carried or rejected thereat upon a show of 
by show of hands. hands. shall be conclusive. and an entry to tIuU 
effect in the book of proceedings of tlle BaDk shall be sufficient evidence 
(If the fact. without proof of the number or proportion of the votes re
<:orded in favour of or against such resolution. unless immediately on 
such declaration, a· poll be demanded in writing by ten shareholders 
present and entitled to vote at such meeting. 

28. If a poll be duly demanded, it shall be taken either at once or 
at such time and place, and save as otherwise pro

Pell to be taken, vided in this Act. either by open voting or by 
if duly demanded. 

ballot. as th e chairman directs and the result of the 
poll shall be deemed to be the resolution of the meeting at which the 
poll was demanded; 

29. The proceedings at any meeting and all re-
Proceedings and 

resolutions at meet- solutions and decisions of such meeting shall be 
ings to be binding. valid and binding on the Bank so far as such pro
aedings, resolutions and decisions are consistent with the provisions of 
this Act. 

30 •. 

Votu. 

Voles of Members. 

On a show of hands every shareholder present in person shall 
. have one vote. On a poll every shareholder shall 

have one vote for every four shares of which he is 
the holder. 

51. In the case of joint-holders. the vote of the senior who tenders 
a vote. whether in person or by proxy, shall be 

Votes of joint. f h f h h bold.... accepted to the exclusion 0 t e votes 0 t e ot er 
joint-holders; and for this purpose seniority shall be 

iletermilled by the order in which the names stand in the regist~r of 
shareholders. 

32. A shareholder of unsound mind. or in respect of 'whom au 
order has been made by any Court having jurisdiction 

Votes on behalf 
-of hHladcs. in lunacy. may vote whether <OIl a show of hands or 

on a poD, by his committee or etber legal guardian, 
and a shareholder who is a minor may similarly vote by his guardian 
and any such committee or guardian may. on a poll, vote by ~ 



2U 

33. No shareholder shall be entitled to vote at 
Shareholders in any general meetiDgWliess aU eaUs or other sum& 

default. 
presen Uy payable by him in respect of shares in' the 

Bank have have been paid. 

Poll 
34. O_n a poll votes may be given either 

Fersonally OF by proxy •. 

35. The instrument appointing a. proxy shan be in writing under 
the hand of the appomter or of his attorney dilly 

Form of proxi... authorized in'writing. No peFOGn.shaU act as a proxy 
unless either he is entitled on his own behalf to be 

present and vote at the meeting at which he acts as proxy, or he ha~ 
been appointed to act at that meeting as proxy for a corporation. 

36. The instrument appointing a proxy and the power of attorney 
or other authority (if any) under which it is signed, 

:o:.!!~pO.it of pro· or a notari'lily certified copy of that power or autho-
rity or in the case of a power of attorney previOU&iy 

deposited and registered with any local head office, a certificate of the 
Secretary of such local head office as to such deposit and registration 
shall be deposited at the head office 01 the Bank ill the place where the 
meeting is to be held not less than nillety-six hours before the time for 
holding the meeting at which the person named in the instrument pro
poses to wte, and in default the instrument of proxy shall not be 
treated as valid. 

·Locallolulings. 

37. A general meeting of the shareholders on a branch register 
shall be h .. ld once in every year at the local head 

m!~ 10 ... 1 office of the B1nk at which the branch registler is 
kept. It shall be held on such date as the Ceobal 

B:lArd may direct. 

S8. The foregoing p!'?visions of this Schedule as to the CIOnvening 
of general and special meetings and procedure at 

l'rocedu ..... t1 ..... 1 
meetiog. meetings shall, SO far as may be, apply to local and 

special local meetings of the shareholders on L 

branch register; 

Provided that refereDces in the said provisions to shareholders 
shall be deemed to be references to shareholders on the Branch ~ister. 
and references to Directors, the Managing Governor or Depnty Manag
ing Governor. and the G.uIl. 0/ If11l~ shall be deemed to be references, 
resptdiftly. to the mcmhers-ol the Lecal Boud. secretaries aDd to the 
lucal official Guette : 
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Provided further that ten or more share-holders holding share to 
the aggregate amount of fifty thousand rupees may convene a special 
local meeting and that the number of share-holders to constitute a 
quorum and to demand a poll in the case of a local meeting shall be. 
respectively, twenty and five. 

Qualifications and disqualifications of Directo,s and others. 

Qualification and 39. (1) No person shall be qualified to serve as 
-disqualification of a Director or as member of a Local Board who is not 
Directors and of 
members of Local a holder in his own right of· unencumbered shares of 
Boards. the Bank, to the nominal amount of ten thousand 
rupees at the least; 

Provided that this provision shall not apply in the case of a person 
who is an officer of the Bank or is nominated by the Governor-GeneraI
in-Council. 

(2) No person shall be quaIilied to serve as a Director or as a 
member of a local board-

if he holds the office of director, pNvisional' director, promoter. 
agent or manager of any joint-stock bank established, or having a 
branch or agency, in British India, or advertised as about to be establish
ed, or to have a branch or agency in British India: 

Provided that this disqualification shall not apply to any person. 
being a director of a joint-stock bank, who may be nominated as a 
Director under the provision of c\ause,(iv) of sub-section (1) of S. 28; or 

if he is a salaried officer of Government not specially authorized 
by this Act or by the Governor-General-in-Council to serve as a member; 

and the office of a Director or a member of the Local Board shall 
be vacated-

if the person halding it resigns his affice or dies ; 
if he accepts or holds any other affice of profit under the Bank; 

if he becomes insolvent or bankrupt, or compounds with bis 
creditors ; 

if he is declared lunatic, or becomes of unsound mind; 

if he is absent from tbe Central Board or the Local Board. as 
the case may be, for more than six 'consecutive mOnths; or 

. , 
if be ceases to bald in bis own rigbt tbe amount of sbares 

required to qualify him far tbe office. 

(3) Na two persons wbo are partners of the same mercantile firm. 
or are directors of tbe same private company. or one of 
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whom is the general. agent' of, or holds a power of procura
tion from the other. or from a mercantile firm of which the
other is a partner, shall be eligible or qualified to se",e as. 
membel'\l of the Central Board br of the same Local Board 
at the same time: 

. 
Remov"l of Directors and members of Local Boards. 

40. The shareholders may. by a special resolution P!lSSed by ac 
. majority of the yotesof $areholders holding in the 

:;:oval of Dire,- aggregate not iesS thait 'one-half 'of the capital. 
remove any Director other than a Director nomi,. 

nated by the Govemor-GeneraI-in-Council before the expirati!>n of hi!> 
period of office., and.appojnt. in his stead. a' qualified person, who shall 
in all respects stand in his place. 

41. The shareholders on a branch register may. by a special locat 
resolution passed by the votes of shareholders holding in the aggregate
not a less than one· half of the capital on the branch register remove any 
member of the L 1cal Board before the expiration of his period of office. 
and appoint. in his stead. a qua.\ified person who shall in all respects. 
stand in his place. 

Muting! of Cmtral Board. 

42. (1) Meetings of the CentTal Board shall be convened not less. 
than once in every four months by the managing 

c.:~ t~. of Director or Deputy Managing Director and a meeting 
of the Central Board shall be held once at least m 

every year at each of the local head offices established at Calcutta. 
Bombay. and Madras: 

Provided that not less than four meetings shall be cOnvened by the
M.maging Director or Deputy Managing Director in every year. 

(2) Any LocaI Board may require the Managing Director or 
Deputy Managing Director to convene a meeting of the Centra! Board 
at any time and the Managing Director or Deputy Managing Director 
shall forthwith convene a meeting accordingly. 

(S) Four Directors entitled to vote shall form a quorum fOl' the 
trdDSaction of business. 

(4) At each meeting of the Centra! Board the Directols present 
shall elect from among themselves a chairman for such meeting. who, if 
he is entitled to vote, shall have a second or casting vote in all cases of 
aa equal division of votes. 

1k 
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43. (1) 

THE RESERVE BANX OF: DlDIA ACT, 1934 

.. Local. Boards.., 

At the first generallocal'mecting after the commencement 
of this Act, and at the annual general local meeting 
thereafter,' the two members of the Local Board 
who have been longest in office as members thereof 
shall go out of office .. The vacancies shall be filled 

Term· of office 
and n umber of 
members of Local 
Boards. 

by election at a general or special local meeting. 

(2) Any member so retiring may be re-elected; and' if any ques
tion arises as to which of the members who have been the same time 
in office sball retire, the question sball be decided by the Local Board 
by ballot .. 

(3) Subject to any bye-laws wbich may be prescribed the· num
ber of members of any Local Board may be varied by a special local 
resolution. 

(4) Three of the members of a Local Board shall form a quorum 
for. the transaction of business. 

(5) Meetings -of a Local Board shall be convened by the president, 
vice-president or, in their absence, the senior member of the Board, 
whenever he thinks fit. 

44. (1) At tbe first meeting of the Local Board which takes 
place after the first meeting of the Central Boarci. in each year, the 
Local Board shall elect from among its members a president and a vice
president and the elected Director referred to in clause (ii) of sub-section 
{I) of section 28. They shall continue in their respective offices until 
the first meeting. of the Local Board after the first meeting of the Central 
Board in the following year, and, whenever the office of president or 
vice-president or of such elected Director becomes vacant, tbe Local 
Board shall at its next meeting elect a successor who shall'hold office 
for the unexpired portion ot the period for which his predecessor was 
.appointed. 

(2) The president or, in his absence, the vice-president shall be 
dlairman at aU meetings of the Local Board at all general or special 
meetings held in the town where the Local Board is established aDd at all 
general or speciallocal.meetings • 

. ", 

Provided that, if both the president and vice-president be absent 
at any meeting the persons present at such meeting shall elect a chair
man from among the memberS. of tbe Local Boardpresent. 

(3) The chairman shall have a second or casting vote in all cues 
~f an equal division of votes. 



45. (1) Any vacancy occurring on a Local Board' by the death, 
resignation' or disqualification 01 any member shaff 

Vacancies be filled up by the remaining members who shan 
<a.opt a duly qualified person to fill the vacancy. 

(2) Any member so appointed shall be considered to' h'ave neld 
o<)ffi.ce from the .dato: on ,which: the membedn whose place he iScappointed 
was elected or, when such member was appointed under this clause, 
from tile date on which his mediate or immediate' predecessor 'was 'elec
ted, as the case may be. 

G._al p,ouis;ol&$ as 10 CeKiral and Local Boa,ds. . •. 
46. No act or proceeding of the Central Board 

Proceedings of 
board. not invali· or of a Local Board sball be invalidated merely by 
dated by vacancies, reason of the existence of a vacancy or vac;ancies 
among its Directors or members. 

47. All acts done by any person acting in good faith as a Director 

Acts of members 
of bGards valid oot
withstanding sub
sequent discovery 
of disqualificatbn. 

or as a member of a Local Board shall be as valid 
as ,if he was a member of the Cen tral or Local 
Board as the case may be, notwithstanding it be 
afterwards discovered that there was some defect 
in his appointlhent or qualification. 

48. (1) Every Director and every member of a Local Board shaU 
be indemnified by the Bank against all losses and 

n.!::,t'r':.n~lboard~~ expenses incurred by him in or about the discharge 
of his duties, except such as happen from his own 

wilful act or default. 
(2) A Director shall not nDr shall a member of a Local Board be 

responsible for any other Director or member, or for any officer or 
servant of the Bank or for any loss or expense happening to the Bank 
by the insufficiency or deficiency of, value of or title to, any property 
or security acquired or taken on behalf of the Bank, or by the 
insolvency, bankruptcy or wrongful act' of any customer or debtor of 
of the Bank. or by anything done in the execution of tbe duties of his 
office or in relation thereto, or otherwise than for his own wilful act or 
default. 

'9. (l) The commOD seal of the Bank shdl not be affiXed to an'V 
instrument except in the presence of at least three' 
DirectotS including the Managing Direftor et' 

Deputy Managing DirectDC' who s.'la.ll sigD their names to the insbwneut 
in token of their pteseDce, &ad suc:h signing sh 1I1 be independent of the 
signing of any ~rsun who may ~:n tba instr.llllent as a ..,;tIl ..... Unls 
"SO signed as aforesaid soch instrument sball be of DO validity. 

Com.mon seal. 
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. (2) The Bank shall have for use by the Local Boards at Calcutta;: 
Madras and Bombay and may have for the use of other Local Boards 
estab.lished under this Act official seals which shall be fascimiles of the-· 
common seal of the Bank with the addition of the name of the local head. 
office where it is to be used. 

(3) The official seal shall be affixed to the certificates issued in. 
respect of any shares entered in the branch registers kept at those places:. 
and may be used for such other purposes as may be prescribed. 

(4) An instrument to which an official seal is duly affixed shall" 
bind the Bank as if it had been sealed with the common seal of the-' 
Bank, 

(5) An official seal shalI not be affixed to any instrument except' 
in the presence of at least two members of the Local Board anel the· 
secretary or deputy secretary who shall sign their names to the instru-· 
ment in token of their presence and such signing shall be independent 
of the signing of any person who may sign the instrument as a witness .. 
Unless so signed as aloresaid such instrument shall be of no validity. 

. Appointment .... 
laries, suspension 
and remov"l of 
o~cer~. 

Officers 0/ the Bank • 

50. The Central Board and subject to the provi
sions of this Act, the.Local Boards shall have power-

. (a) to appoint such officerS, and servants as may be necessary to· 
conduct the business of the Bank, 

(b) to grant salaries, pensjons and other ·emoluments to such. 
officers and servants, and to grant gr~tuities or other finan
cial assistance, either temporary or permanent, to widows •. 
children or other dependants, of 'deceased officers or ser
vants, and 

(c) to suspend or remove any officer or servant of the Bank. 

51. The Managing Director and Devuty Managing Director,' the

Accounts. re- : 
ceipta and docu.
nienta of Bank by 
whom to be signed. 

secretaries and such other employees of the Bank as
the Central Board may authorize in this behalf by 
notification in the Gazetle of India are hereby seve
ralIy empowered for and on behalf of the Bank to· 

endorse and transfer promissory noteS; stock receipts, stock deben
tures, shares, securities and documents bf title to goods, standing in 
the name of, or held by, the Bank and to draw, accept. and endorse· 
bills of exchange, bank post-bills,. and letters of credit, in the current 
and authorized business of the Bank, to sign aU other accOunts, receipts
and documents connected with such business, and to execute proxies to~ 
vole at meetings on behalf of shareholders from whom the Bank holds. 
general pow~ !>f a\tomey •.. 
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. S2. No Managing' Director, secretary, inspector, manager, or 
acconntant in the service of the Bank and, withcl\lt 

· Officers forbid· 
Jden to engage in the previous sanction of the Board, no khazatlclai, 
,~or commercial cashier or shroff in the service of the Bank and' no 
business.· B k h n .' agent, at any branch or agency of the an;s a 

, engage in any other banking or commercial business, either on his own 
account or as agent for any other person or persons, or shall act.. as 

-broker or agent 'for the sale or purchase of Government or other 
· securities. ' 

53. Every person appointed to hold or act in anyone or more of 
the said offices, and every other officer, from whom 

Security <(rom the Central Board may think fit to require it, shall efficers. . 
give security to the Bank for the faithful discharge of 

',bis duty to the satisfaction of the Central Board in such amount and in 
,such manner as it tbinks proper. The security to be given as afore-
· said by the person bolding or acting in the office of secretary shan 
,not be in a less amount than fifty thousand rupees. 

Booko to be 
'.b'\lanced twice a 
-year. 

AccOUflts 111111 Divitktltls. 

54. (1) The Central Board shall calise the 
books of the Bank to be balanced on every thirty
first day of December and every thirtieth day of 
June. 

(2) A statement of the balance at every such period, signed by a 
majority of the Directors shall be forthwith sent to the Governor

, Genernl-in-Counci1. 

(3) The statement of the balance shall contain the particulars and 
·shall be in the form required by section 132 of the Indian Companies 
Act, 1913, and the provisions of that section and of section 136 of the 

• same Act, shall apply to the Bank in like manner as they apply to a 
-baoking company. 

55. (I) An accoun~ of the profits of the Bank during the previous 

Dividend. to be 
~.termIDod balf
-:JeU1,. 

balf-year shall be taken on or immediately after 
e~~ry thirty-first day of DecembeJ, and every 
thirtieth day of June, and a dividend shall be made 
as soon thereafter as conveniently may be and lIle 

. amou~t of such diviliend shall be determined by the Central Board .. 

(2) No unpaid dividend shall bear interest as against the Bank. 

56. The Central Board may, before declaring any dividend, set 
aside ont of the profits of the Bank sncb sums as it 

Transfer to ROo 
,serve. thinks proper as a reserve or leset oes .. bich shall. 

at the discretion of tbe Central Bc.rd, be applicable 
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tor meeting contingencies, or for equalizing dividends, or for any other 
.purpose to which the profits of the Bank may be properly applied, and 
pending such application may, at the like discretion, either be employed 
,in the buai.oess of the Bank or be invested in any of the securitie& 
!1pecified in sub-clauses (i) to (iii) of clause (a) of Part I of Schedule I. 

c' 

, Joint-holders. 
57. If several persons are registered as joint

holders of any share, anyone of, them may givec 
effectual receipts for any dividend payable on the share. 

Audit. 

. ,58. (1) 
, ,- Three auditors sball be elected and their ... muneration· 

fixed at the annual general meeting. The auditors 
may be shareholders; but no Director or member of 

a Local Board or other officer of the Bank shall be eligible during his· 
eontinuance in office. Any auditor shall be eligible on quitting office 
!for re·election. 

A'I1:1itors. 

(2) The first auditors of the Bank may be appointed by the' 
Central Board before the annual genpral meeting and if so appointed 
s1l;l.II hold office only until the, first annual general meeting. All 
auditors elected under this clause shall severaIly be and continue to act, 
as auditors untj] the first general meeting after their respective elections: 

Provided that, if any casual vacancy occurs in the office of any 
auditorelected under this sectioll the vacancy may be filled by the· 
Len tral Board_ 

59. Without prejudice to anything contained in, 
Govern m,"" t the foregoing provisions the Govern, or-General-in. 

~~d tors. 
Council may appoint such auditors as he thinks fit 

to examine and report upon the accounts of the 'Bank. 

60_ (I) Every auditor shall be supplied with a CQpy of the h.a.U
yearly balance-sheet, and it shall I?e his duty to

'Rightaaadduties. e:xamme the same, with the acco11fits and vouchers 
()i auditors. . '.' . ' . 

relatmg thereto; Every audItor shaIl have a list 
delivered to binI of all books kept by the Bank, and shall ~t all rea5Oo

a'ble times have accesS to ihe books, acoounts and other documents of' 
the Balik, and may, at the expense of the B!",!<" if appointed by it and 
at the expense of the Governor-General-in-CouriCU if appointed by Jilin, 
employ, accountants or other persoas toassist binI in investigat~ such 
accounts, and may, in rel!'ti~n to; such accounts, examine any Directors. 
or' any member of a Local Board, or any officer of the Bank ; 

: (2) .Tbe ~itors shall make ~re~~ ~ .the abareholcJers or toi~: 
(io"'(!l'Il0r.Cieneral-ia-Counci,!" as ,the 0 c:a$e 1Jl&}', 1If, upon the anuuall 
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balance-sheet and accounts and ,in every" su!lh. report they shall state 
wbetker. in their opinion,. the balancf»heet.is a full and fair 'balance, 
sbeet CG)ntaining. tbe'prescribed partiouJars.'lIDd prQperly drawn up so as: 
to exhibit a true and correct view of tbe state of tbe Bank:s .affair$, 
and in case they have called for any explanation or information from 
the' C~nlrli.l-Board; whether it_ h:u been given and whether 'it is satis
factory. Iooy such report made to the shareholders shallbe read to
gether with the repolt of the Central Board at the annual general 
meeting. 

60 A. Notwithstanding anytbing contained in this Act or in section 

Liquidation, 
271 of the Indian Companies Act, 1913. if the share

: holders of the Bank pass a special resolution that the 
Bank be wound up voluntarily under' the provisions 01 the Indian 
Companies Act, 1913, the Bank sball be wound up in accordance with 
the provisions of that Act with regard to the voluntary winding up of a 
company: 

Provided that. for the purposes of this section, no such special re
solution shall be deemed to have' been passed unless at least one-third 
of the shareholders bohling at least one-half of the paid-up capital of 
the Bank for the time being be present in person or by proxy and a 
majority poll by open voting in favour ql the said resolution and such 
resolution is thereafter confirmed by a majority of the shareholders at 
& subsequent special meeting beld at an interval of not less than two 
m3lltus.or more than three mouths from tbe date of: ~be ,meeting at 
which the resolution was .first passed ... 

Nolices_ 

61. (1) A notice may be given by the Bank to any shareholder 

Service. 
either personally or by sending it by post to him to 
his regi.tered address or (if he has no registered 

address in Britisb India) to the address, if any within British India 
supplied by him to the Bank for the giving of notices to him. 

(2) Where a nolice is sent by post. service of the notice shall be 
deemed to be effected by properly addressing. prepaying and posting a 
letter containing the notice and, unless tbe contrary is proved, to have 
been effected at the time at which the letter would be delivered in the 
ordinary course 01 post_ 

entitled to any 
Act. 

62. A shareholder who has no registered 
address in India and has not supplied to the Bank an 
address lor the giving of notices to him shall not be 

notice. notwithstanding anytbing contained in this 
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_ Notice, on joint .. 
holders. 

the share •. 

63. A: notice may be given by the' Bank to the
joint-holders of a share by .giving the notice to the 
joint-holder named first·in the register in respect of 

. 64. Any notice given in accordance with the foregoing provisions 
~al1be deemed to have been duly given notwithstanding tha't ~h~ 
shiueholder be then deceased and whether or not the Bank had notice 
",f his decease and shall in that event be deemed to be a notice to his 
. legal representative. " . 

Service of notice 
-on Bank. 

Year. 

1876 
1879 
1899 
1907 
1916 

65. A notice may be served on the Bank by 
leaving.it at, or sending it by post to, any local 
head office of the Bank. 

SCHEDULE III. 

ENACTMENTS REPEALED 

(See sec/ifni 34.) 

. , 

I Number I 
XI I 

V 
XX 
I 

VIII' 

Short title. 

'The Presidency Banks Act; 1876. 
The Presidency Banks Act. 1879. 
The Presidency Banks Act, 1899. , . 
The Presidency Banks (Amendment) Act. 1'lO1. 

. Tbe Presidency Banks (Amendment! Act. 1914. 



THE IMPERIAL BANK OF INDIA (AMENDMENT) ACT 

(ACT III OF 1934,.) 

An Act Jurtller to amentllhe Imperial Bank oj Inti;a Act, 1920, 
for certa;n purpo.es. 

[6th March 1934.] 

Whereas Ity reason of the constitution of the Reserve Bank of India 
it is expedient further to amend the Imperial Bank of India Act, 47 of 
1920, in order to modify the control of the Governor-General-in-Council 
over the manag8m~nt of the B1nk, to remove certain restrictions on 

· the transaction of business by the Baiik, and to provide for an agree-
· ment between the Bank and the Reserve Bank of India; It is hereby 
',enacted as follows :-

1. .IIorl title anti commencemenl:-

(1) This Act. m~y be calle;! the Imperial Blnk of India 
(Amendment) Act, 1934. 

(2) It shall com! into force on such date as the GoveInor
General-in-Council may, by notification in the Garette 
of Intiia. appoint. 

41. Temporary saviNg of existiNg Celllral Boartl:-Notwithstanding 
· any amendment made in the said Act by this Act in regard to the 
· manner in which the Central Board shall be constituted, the Central 
Boar.! existing at the commencement of this Act shall, until it has been 
toe-established in accordance with the said Act as amended by this Act, 

-<ontinue to transact business and shall have all the powers of the 
<entral Board under the said Act as so amended. 



INDEX 

A 

Absence from Central and Local Boards, . S. 12. 
Agencies of Reserve Bank, 26, 95. 
Agreement between Reserve Bank and Imperial Bank, S. 45 and 

Schedule III. 
Agricultural Credits Department, S. "
Agricultural paper, 68. 
Allocation of surplus funds, S. 47. 
Allotment of shares, 16·17, 23. 
Amendment of R1!Serve Bank Act, .5. 
Areas for share registers. see Schedule r. 
Assets of Issue Department, S •• 33 I: 35. 

suspen~ion of requirements, S. 37. 
humbugging provision. Ill. 

rupee coin, fluctuations in, ~S. 36. 
Assets, depreciation of, 127, 128. 
Au1.itors of Reserve Bank, S. 50. 

appointment of Special, S.51. 
powers and duties of, S. SZ. 

B 
Bad and doubtful debts, 128. 
Bad debts .M /Ju INC_·III.~, Article 128.
Bank in general meeting, 24. 25. 
Bank, Scheduled, 

definition of, 9, 12. 
schedule IL ., . 

Bank Notes. 
denomination of, S. Z4. 
exclusive righl to issue, 91·2 .. 
form of, S. zs. 
legal tender character .of, S. 16. , 

':".1.:-

lost, stolen or mntilated or'imperfect, S. 28. 
mutilated, S.zs. . . . . 
re-issue of, S. Z7. . -. . . , 
recovery of lost, stolen, mutilated orimperfect; S. Z8. 
stamp duly, exemption ftoOm. o".$.!!t .. ' ,I . 
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-. Bank notes in cbculation', lOS, 106. 
-• Banks' and • Bankers'. 

exclusion of officer, employee or director of. from Reserve 
Bank, 37-8. _._ , .. ,..- ., "'" 'I' 

extending Act to mlD-scheduletl,--l40-1. 
meaning of terms, 38-49. __ 
vagueness of term in Weekly return, p. 159. 

-Bank post bins, 77-8. 
:Bank rate,publication of,_S .• 9." 

do. in England, 131. 
do. : changes in 132 • 

• Body corporate' lB. 
\Bouvier's Lalli Dictionary, 12, 95. 
:Borr.)wing. by Reserve B~nk, meaning of, 80. 
Branches of Reserve Bank. 26. -

-. British subject'. 2'-21. 
iBurges~ Dr. Randolph: The Reserve Banks a,1Ii the Money Market, 132 -
Business of Reserve Bank, S. 17 

restrictions on,S. 19. 
Byles on Bin! of Exchange, 78, 

c 
·Cash Credit, 76. 
Casual vacancies and absences, S. 12. 

-Casual vacancy. meaning of, 47. . 
·Central BtJnking Enluiry Committee' Report, 60. 
·Central Board: 

absence'-from meetings of, 43. 
allotmellt of shares by, 16, 
definition of, 9, 10. ' 
casual vacancies in, filling up of, 43. 
composition of, S. 8. 
tirst constitution of, S. IS. 
increase and reduction of share capital by; 24. 
meetings of, S. 13. 
power to make regUlations, S. 58. 
report, annual, of, 135. 
supersession of, 5.,30. 
validation of proceedirigs of, 30. 

oCentral Legislature, approval required for increase or reductio:a of share 
capital, U. - -_. 

Commercbl paper, what is, 67, 132-3._ 
oCommercial or trade transac;tions, 67. ' 



Co-operative Bank. Provincial. 
definition of. 9. 10-n. 

. INDEX 

directors of. pot excluded from Reserve Bank~ 411. 
officers of. excluded from Reserve Bank. 40. 
power of Reserve Bank to require returns from. S. 44. 

Copland D.B: The Banking System 0/ Australia; 139. 
Corporate Body. Reserve Bank. a. 13. 
C\lmulative dividend. 127. 

2tt. 

Currency. obligation to supply different forms of. S. 39. 113. 114. 
CurrefICJ Commission f!.eporl. n926). 3. 21. 37. 38. 67. 8'.89.93. 94. 95 

104. 114 • 
• Currency notes in circulation', 105, 106, 107. 

D 
Debts, bad and doubtful, 128 
Declarations as to ownership of registered shares, S. 56 
Definitions. S. Z. 
Demand bills and notes, prohibition of issue of. S •. 31 .. d 3%. 
Demand drafts, 77. , 
Deputy Governor, S. 8, 28, zt: 
Dicey: Conflicl of Laws, 22. 
Dicksie: Auditing, 128 
Direct discount, power of, S. 18. 83. 
Directors. S. 8. 

absence of from meeting. 43. 
terms of office of. S. 8 (4). 

Disqualification of. S. 10. 
means of acquiring share qualification. 17. 18. 
removal and vacation of office of. S. 11. 
resignation of office of. 42. 
share qualification for. 41. 

Direct discount. power of. S. 18, 83. 
Discrimination against India-

as disqualification for shareholding of. 15. 
Discount. meaning of. 66 
Disqualification of Directors and members of Local Boards. S. 10. 
Dividends payable to shareholders of Reserve Bank. S. 47 .. Sch. lV •. 

scale of. 157. 
Documents of title to goods. 76 • 
• Domicile' 22-

qualifications for shareholding. IS. 

E 
Eligible paper. 58. 
Eligibility and acceptability. 58. 
ErteydopNic 0/ Bwi", .d Fi....-. }3 •.• 
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F 
Federal Reserve Bulletin, 64. 

Federal Reserve System, Report of Committee on Bank Reserves of, 121. 
<Financial year' 107, 108. 

Fluctuations in rupee coin assets, 'so 36. 

G 

<ieneral meeting S. 14-
voting by shareholders at, 49. 

oold-
valuation of, when tendered to Reserve Bank, S. 59. 
valuation of, for Issue Department: 10&-5 
weekly return to show, in Issue Department, 159. 

ooldeuweiser, Dr., Federal Reserve System in Operation, 57, 58, 68. 

oovemment Business--
obligation of Reserve Bank to do, S. ZOo 
right to transact, S. ZI. 

oovernment official, 30 

oovernment Securities-
as part of assets of Issue Department, 100, 104. 

oovernment securities of the United Kingdom, 78, 101, 103. 

oovernor, S. 8. 
appointment of, 28 
delegation of powers to, by Central Board, 81, 83 
teIm of office of, 28, 30. 

oovernor-General in ConnciI-
Position and Powers of, under the Act 4, 5, 
Previous sanction required to make regulations 147. 

H 

Hart, Dr., Law of Banking, 39. 

f 
Immoveable property, meaning of, 86 

Imperial Bank; Agents of, positioa of. 1M. 
special position of, with reference to reserves to be kept with 

Reserve Bank, 122. 
remuneration for agency work Sch. III. 153. 
agreement with. S. 4$& Sch...IlI, . 



Impe,ial Dictiona,y. 39. 
Income-tax & Supertax. exemption oiReserve Bank from, S: 48. 128;' 
Ineligible paper as additional security. M. 
Indian States-

position of. in relatio.!l to Reserve Bank. 6-9. 

Insolvency as disqualil!cation for Directon and members of Local 
Boards. 3S. 36. 

International monetary position 1. 3. 
Issue Department. S. 23. 

assets of. S. 33. 
liabilities of, S. 34, 

Initial assets and liabilities. S. 35. 
separation of. from Banking Department. 92-3. 

I 

Keynes: A T,eatise 011 Mmsey Vol ll. 120. 
Kisch: Ctttt,al Ballks, 120. 

Leaf: BaHkillg, 38. 
Legal tender, 11-12. 94-5 

L 

LegislativI Assembly Debates. 29. la. 125-6 139. Ill. 
Liabilities of Issue Department. Sa. 34 Hd 35. . 
Liquidation of Reserve Bank. S. 57. 
Llyod's Balik Revierl. n 
'Local authority' 72. 
Local Boards-

casual vacancies in. filling up of. 45. 
constitution and {unctions, S. 9. 
disqualification of members of. S: 10. 
election of members. 31-32. 
first constitution of. S. 16. 
removal and vacating of o(ll.ce of members of. S. 11. 
resignation of office of. U. 

Local e.'Ctent of Reserve Bank Act. 2. S. 6.. 
Lunacy. as disqualification of Directors and members of Local BoardS,-

35,S1. . . 

• 
M-'1ln COfIIIIIitla Ret-', 120. 122. 

lIanagement of Reserve Bank. 26.. 
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Maturity, 62. 
Maxwe!l: I nterpretalion of Statwles, 2. 
Monetary position, Intet"national, I, 3-•• 
Moaetary stability, 3. 

Monetary standard, 1 
Monetary systems preSent disorganisation of, I, 3-•. 

Monetary system, Indian, 4. 

o 
Offices, branches and agencies of Reserve Bank, 26, 95_ 

Open Market operations, See Appendix A. 84, 85. 

Over draft, 76. 

Paget, Sir J. R. Law of Banking, 39. 
Gilbarl Lectures, 66. 

Palmer's Company Law, 23, 127. 

Penalty-

for issue of demand bills and notes S. 31. 
Person, meaning of term, 22, 35. 
Preamble to Act, 1,' 2. 

Px:ivate company, 40-41. 
Provincial co-operative Bank, definition of, 9, 10-11_ 

Proxy, voting by., 34. 

form of, 34. 

Publication of-
consolidated statements by the Reserve Bank, 12_ 

Public debt, 80. 

R 

Rediscount; meaning of, 66. 
Regulations, power of Central Board to make, S. 58_ 
Remittances for grant, So. ZO, 21, 89, 91. 
Repeals, S. &0. 
Report of auditors, 135. 

of Central Board, 135. 

Reports of Reserve Bank, S. 56. 



-Reserve Bank-
agen:ies of, 26, 95. 
bra nches, 26. 
busmess of, S. 17 . 

INDEX 

. central Board of, S. S. 
establishment, S.IZ, 13._ 
government busine>~, obligation to do, S,. ZJ, ZI. 
incorporation, 12, 13. 
information, power to call for, 123. 
management, S. 7. 
name, 12, 14. 
object of constituting, I, 12-13. 
obligation to buy and sell sterling, 114, 116. 
offices and branches, 26, 95. 
primary task of, 3. 
share capital, 14. 
share registers, 14. 
shareholders, IS, 19, 22, 
states, position of Indian, S. 9. 
suits by and against, 12, '13-14. 

Reserve Bank Act
amendment of,S. 
commencement, 2. 
extending Act to non· scheduled banks, 139-40. 
extent, 2,5, 9. 

states, position of Indian, 6·9. 
title, I, 14. 

Reserves-

.229 

cash reserves of scheduled banks to be kept with the Reserve 
Bank, S. 4%. • 

Res6f'1l6 BaNk Bill ofl927, 90. 
Reserve Fund, 127, 144. 

protection from depreciation, 128. 
Returns, weekly, of Reserve Bank S. 53 and Sch. V. 
Rupees, me ailing of term, lIZ. 
Rupee coin-

definition of, 10, II. 
obligation of, grant and Reserve Bank in respect of, S. 38. 

Rupee coin assets, fluctuations in. S. 36. 

S 
: Securities.-

government Securities in Isslle Department. 100. 104 
sterling. 104-5. 
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Scheduled bank.-
cash reserves of, to be kept with Reserve Bank, S. 4Z.. 
definition, of, 9, 12 

Share capital, S. " 
increase and decrease of, S. S. 

Shareholders. 15,.19.22. 
who may be. 19-22: 
voting by, 49. 

Share register, 14-16, Schedule, I. 
Sbares-

declaration as to ownership of registered, S. 5&. 
method of allotment of, 16-17. 
possible migration of, 19. 
resale and repurchase of. 16-24. 
reservation of, by Government, 17. 
transferability of, 18. 
nnencumbered, meaning of, 43. 
value of, 16. 

Sovereign and half Sovereign, deiDDDetis:!.tion of, S. 5). 
Stability, monetary, 3. 
Stamp duty, bank notes exempt from, S. 29. 
States, Indian-

effect of Act not extending to •. 6-9. 
Sterling securities. 104-5. 
Sterling, obligation to buy, S. 41. '. ~"""'; • 

obligation to sell. S. 40. 
Subsidiary coins. supply of, S. 39, 113. 
Succession, perpetnal, Reserve Bank to have, 13. 
Suits by and against Reserve Bank, 13, 14. 
Supe.-session, Central Board, S. 30. 

conditions of, 98. 
superseding agency, 99. 

Surplus assets distribution of. in event of Bank's liquidation. 14&_ 
Snlplus assets, meaning of, 144. 
SurplUS fonds, allocation of, S. 47. 
Suspensiou of assets requirements, S. 37. 

hnmbngging provision, Ill. 

T. 

Tannan: BIJ.u.tng L/JUJ IJIId PrlJdiu. 39, 77. 
Title 'Reserve Bank', I, 14. 
Treasury 1riIJs, 1&-71. 
Trusvry Report, 1911,U.S.A. 95. 
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~u nencum bered shares' 43. 

Ways and means advances, 77. _ 

Weekly Return, S. 53 ..... S'" V. 

u 

w 

, banks, a vagde term as used in, 159. 
gold assets, as shown in 159. 

Wharton's Lilli LnicOfl, 43. 

Willis, H. Parker: Federll' Reserva System 67, 132-3. 
Willis and Beckhart: For.;g.. BII"king Systems, 139. 

Withers: M ..... i~ 0/ MOtleY, 78, 103, 131. 
World EeMIOftIic COfI/er4ftU JOtmUII, 83. 

y 

~ Year' .7, 108, 109. 
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