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The Bengal Agricultural Debtors Act was passed in 1.935 before 

the inauguration of provincial autonomy. The Act was to provide. ·for the 
relief of indebtedness of agricultural debtors in Bengal whose debts 
MDounted to more than one hundred crores bf rupees. "Various defects 
in the Bill were pointed out when it..was under discussion in the Bengal 
Legislative Council. There was general agreement that some llleans ~hould 
be found to relieve the indebtedness of the agricultural population. It was 
however pointed out by the critics of the Bill that its principles' were 
unsound and many of its provisions were too "ide and vague. The 

. Government was warned that the bill if passed would wreck the whole 
. system of rural credit since the Government were not giving any financial 
help or creating rural credit organisations. The defect in the definit.ion 
of 'debtor', it was pointed out, offered a loophole for persons who were not 
agriculturists and tenure holders, and others would take advant.age of the law 
to defeat the claims of their creditors. The difficulty in creating Debt 
Settlement Boards of the right type in the rural area was anticipated 00, 

also the dangers from vesting enormous powers in the hands of the Debt 
Settlement Boards. The palpably unjust discrimination that was made' 
between the debtor and the cred itor in regard to procedure was also 
criticised, The member in-charge of the Bill, now the Home Minister, 
wa"! however adamant and almost all the amendments moved from the side 
of the opposition were defeated. As to many of the criticisms levelled 
against the Bill, the member·in-charge, Hon'ble Kbwaja Sil' Sazimuddin, 
promised that rules would be framed under the Act WhlCh would meet 
most of the objections. Certain rules were framed and issued as "The 
Bengal Agricultural Debtors Rules, 1936", But these rules did not at all 
seek to fill up the lacuna or remedy the defects in the A0t. '1'he result 
has been that the Agricultural Debtc.n·s Act has proved a remedy worse 
than the disease. In the following pages an endeavour has been made to 
indicate bow the Act and the Debt Settlement Boards created under the 
Act have, while seriously injuring the interests of creditors of all classes 
includi~ the Loan Companies have conferred no benefit worth the name 
on . tb'e 'bonafide agricultural debtors. On the other hand, the Debt 
Settlement Board.s have, by ousting the jurisdiction of t.he civil courts, 
created an eKtraordinary situation. In sE:Veral cases that came before the 
Hon'ble Judges of the Calcutta High Court, their lordships have pointed 
out the serious defects in the Agricultural Debtors Act and in one case 
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involving a claim of over twenty-six thousand rupees, the Chief Justice 
observed: 

"It seems clear that the Bengal Debt Settlement Act in its 
present shape is likely to entail consequences of a fantastic description 
which obviously could not have been fully realised or even dimly foreseen 
when the Act was drafted or when it was passed into law." 

The Government of Bengal do not appear to have taken notice of this 
and similar other observations of their Lordships. They have on the contrary 
decided that they would more than double the existing number of Boards 
till e~.ery union in every "thana" in the Province had at·least one Board. 

Space does not permit a full review of the operations of t.he Debt 
Settlement Boards or even a mention of the numberless cases of the 
injustice and of malpractice that have been brought to the notice of the 
All Bengal Loan Companies Association and by the Association to the 
notice of the Government. 

In this brochure I have not .confined myself to the criticism 
of the B. A. D. Act and the D8bt Settlement Boards. My object 
has been mainly to indicate how the Bengal Loan Companies 
whose nUlllb~L' is more than 80J, already hard hit by trade depression 
and the phenomenal f,l11 in th'l prices of agricultural products, 
are receiving their death blow at the hands of the so-called Debt 
Settlement Boards. 'l'he Loan Companies have been largely instrumental 
in rescuing the agricultural population from the hands of the rural mahajan 
during three quarters of a century, that they have thrived as Bengal's 
peculiar indigenous rural credit organisations. The Government will be 
guilty of betraying a sacred trust if they allow these institutions to die; 
for even now they are the principal credit orgauisations in rural Bengal 
and hold as deposit the savings of a considerable number of the lower 
middle and upper agricultural classes of the province. Crores of rupees 
are involved and what is more, the confidence of the people in non- official 
Banks and Companies is terribly shaken. If these pages succeed in creating 
public interest and making the Government realise their responsibility, I 
shall consider myself amply compensated for the trouble undertaken for 
a cause I consider to be great. The materials have been gathered mORtly 
from articles published in newspapers contributed from time to time by 
persons who have first-hand knowledge of the subject. If many of the 
articles are mine there are others also from the pen of experts 

I am indebted to several friends in the preparation of the manus
cript and otherwise, particularly to Sj. Narendra Nl1th Mukherjee M. A., 

himself a banking expert, Prof. Hari Charan Ghosh M. A. P. R. S., arid Mr. 
S. K. Niyogi of the Khulna Loan Co. Ltd., 
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BENGAL LOAN COMPANIES-THEIR SERVICES 

It is an admitted fact that before the advent of loan offices rural 
agricultural finance was in the hands of private Mahajans. In spite of the 
invectives hurled against them for th~ir one tima usurious 
~ethods; it can not be gainsaid that the money of these private 
Mahajans, obtained by the agriculturist as loan, contributed mostly to the 
agricultural stability of the country. Bengal loan offi<!el'J were ushered 
into existence 10 take the place of these private Mahajans and as a matter 
of fact, these private Mahajans as a class had been almost wiped awo.y ill 
the wake of the coming into being of these loan offices. The o.griculturista • 

. who erstwhile, were an uncared-for lot, got the entire benefit of lesser rate 
.:'6f interest a.nd 'bona fide' dealings, which these loan offices offered them. 

And had it not been for these indigenous humane banking organisations 
the present Government would have found the agriculture of the country 
o.s well as its agriculturists in a plight beyond redemption. So it is idle io 
say tlu1.t the Bengal Loan offices did not benefit either the agriculturist or 
the landlords. For all time to come agricultural stability and progres8 
must depend upon finance of some agencies and in the absence of a 
network of Co-operative Banks and Mortgage Banks, the loan companies· 
must continue to supply the bulk of rural credit. 

The ruin of the Loan Offices of Bengal will entail extreme -misery . 
on the lower middle class and a certain section of the solvent a.griculturists. 
It is therefore necessary to devise ways and means so that this claSS of 
semi-ndigenous banking institutions may be saved. tt is also generally 
accepted that the chief malady from which these are suffering is tha.t the 
assets are all "frozen" and as such they are unable to realise them. This 
is why they fiml it difficult to pay interest or any part of the principal to 
their depositors. Thus the problem is to investigate the caUses responsible 
for this locking up of their assets so that there m!l.y not be any repetition 
of the disaster in future and to devise measures to thaw the frozen assets. 

In regard to the first part of the problem it may be pointed out that 
these loan offices did not go out of their way in advancing loaDS against 
la.nd. It is common knowledge and we should not forget that "land revenue 
fixed in perpetuty in 1793 was inordinately high and was exacted with the 
utmost rigour." The more shrewd among the Benga.l Zamindars ma.naged 
to so.ve themselves from ruin by the ingenious device of "Creating perma
nent tenures in their estates. This process de-veloped with the aubsequeat 
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growth of population and the rise of prices and was responsible for partial 
reduction of the incidence of land tax. But at the same time "a large class 
of intermediaries arose between the Zamindars and the actual raiyat." It 
is also to finance these Zamindars and the superior class of intermediaries 
like the patnidars and darpatnidars and other permanent tenure-holders 
that the necessity was felt for a special class of banking institutions making 
advances on the mortgage of land. . 

This special class of banking institutions practically ousted the only 
other lending agency-the private money lenders, so far as these tenure
holders were concerned, and continued, unlike those in other provinces, to 
develop along the line of land mortgage banking. For about half a cen
tury these offices were maintaining, on the whole 'a steady upward ten
dency.' The reason of this continued success was not that they followed 
what is commonly known as strictly commercial banking practice but a. 
rise in' prices leading to an inflation of land values and an iflcrease in the 
demand for advances from loan offices. The clientele also of these offices 
most of whom are directly dependent on agricultnral prosperity for the 
liquidation of their indebtedness never failed to pay the bank dues. There 
was nothing wrong in their methods of business and the Hon'ble Mr. N. R. 
Barkar admitted (as a member of the Indian Central Banking Enquiry 
Committee) that "as a rule, the loan offices ...... conduct their activities 
with a reasonable degree of caution, maintaining a due proportion of 
capital and reserve in comparison to their total deposits." In regard to 
their investments, he said that "it is true that investments are not liquid, 
but bad investments have been few." 

Circumstances, however, have, of late, changed the whole situation. 
The general depression during the last few years led to a precipitate fall in 
agricultural prices. 'rhis weakened the financial position of most of the 
olients of these companies and they began to default, and as a result these 
offices have been hit hard. This is obvious since almost all of them lent 
out a large portion of their funds on the security of landed properties, 
mostly agricultural. But these offices ca.nnot be blamed for this sta.te of 
affairs. They could not avoid their present fate as it was a natural coro
llary to the existing agricultural economics of the country and specially so 
of OUr province. 

It is undeniable that there had been too many small offices which 
grew much more rapidly during the period 1915 to 1930 than the factors 
giving rise to loan offices can legitimately account for. This created 
maladjustment between supply and demand and there was a very unheal
thy competition among these newly started companies. These new com
panies, unlike their older comrades, changed their policy and began to offer 
an increased rate of interest to the depositors and also to advance consi
derable sums against personal security. They, too, in their turn began to 
charge still higher rate;; of interest from the borrowers and degenerated 
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almost into the sta.tus of the ordinary moMy lenders. No body could; 
however, then anticipate that the state of agricultural industry would be so 
disastrous in near future and the economic condition of the la.rge section 
of their clientele would be so impaired by dependence on agricultural 
income. The circumstances were entirely external and as such were 
beyond their control. The authorities of these offices were surprised at the 
course of events following the deepening of the depression and could not 
adjust themselves to a situation where there is "poverty amidst plenty." 
And in the course of a year and a half after 1929, they found that they had 
become owners of lacs of rupees in paper but hardly of hundreds in actual 
cash. Things became worse, when, above this, came the demand of their 
customers for the withdrawal not only of all accumulated interest but also 
of a. substantial portion of their deposit money. 

It should, however, be pointed out here that "the loan offices in 
Bengal do not form a homogeneous body" and the depressibn has not hit 
all of them equally hard. A few of the older companies, though affected, 
have somehow managed to keep themselves afloat but the rest and the new 
companies in particular whose number is the largest are the worst sufferers. 
And for this, the la.w of the land is to be blamed. The law should have been 
a.mended, or a special Loan Offices Act ought to have been enacted on the 
lines suggested by the Bengal Banking Enquiry Committee to prevent this 
unhappy and rapid growth. 

There had been only 103 companies in 1915. The number reached 
'l99 on the 31st. of March, 1929. Of these as many as 400 were started aftar 
1925-26. This rapidity in the growth of small loan offices ought to 
have been checked long before there could be an actual disaster. Even ~ 

champion of laissez faire policy like Adam Smith advocated the regulation 
of small banks on the ground that the liberty of the few, in their cases! 
endangered the liberty of the many. 

THE B. A. O. ACT AND LOAN COMPANIES. 

A piece of bad draftlmanlhip 

The Government of the Province seems to have taken no great 
interest in this matter. It has, on the contrary, recently passed a legislation 
which has made the situation still worse, and has thereby been indirectly 
an instrument of causing extreme hardship to a very large number of 
people. This reactionary piece of legislation is known as the Bengal 
Agricultural Debtors Act of 1935 (Bengal Act VII of 1936.) It has been 
introduced "to provide for the relief of indebtedness of agricultural debtors" 
.nd presently to avoid "consequences that may be disastrous to the 
province". But it will seen that these have remained a pious wish and the 
Act "has created an .wful confusion in rural Bengal". This Act further 
furnishes a very useful illustration of what are the consequences when a Bill 
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is carelessly drafted. Lack of draftsmanship and adequate attention have 
deprived it not only of an integral entity but have very materially affected 
the other settled statutory laws of the country. 

Its basis is fundamentally wrong 

The basis of this Act is fundamentally wrong. In the statement 
of objects and reasons, it is said that relief would be given by settlement 
of debts through agreement between debtor and creditor and only in certain 
cases powers will be granted to the Settlement Boards for settlement 
by compulsion. 

Banking, even in the crudest form of mutual loan taking, rests 
primarily on the co-ordination of confidence and credit amongst the 
contracting parties and the State should be extremely cautious in affecting 
the friendly relations of good will and business between the creditors and 
debtors. No creditor who means business out of his accumulations prefers 
a law court for the final adjustment of his claims, nor does a sensible 
debtor in ordinary course of things wants to harass his creditors. But if 
the debtors find that they have been powerfully armed and privileged by 
the Governmental authorities to put off the creditors for decades, they 
naturally feel inclined to avail themselves of these opportunities. The 
consequences are that rural credit in Bengal has hopelessly been shaken 
and there has been a serious set back in the development of all classes of 
credit organisation in the province. 

The B. A. D. Act is one which will ultimately throw, if it has not 
already thrown, all machineries of agricultural finance out of gear. The 
several hundreds of loan offices, scattered throughout the province, have 
hitherto supplied a large bulk of rural credit and their resuscitation must 
be an important factor in all schemes of credit re-organisation of our 
province. But before any such scheme is mooted, the evils that have come 
into existence in connection with the operation of this Act injuring the 
interests not only of the creditors but of the debtors as well must 
be removed. It has been pointed out that this Act which "in its first 
operation for the time being has created havoc in the credit of the 
agriculturists, will contribute very little to the real well-being of the 
agriculturists or the agricultural development of the country. It has 
not only created a negation of credit but has lost sight of the fact that 
without future and continuous agricultural finance the scheme of protection 
of the agriCUlturists will be problematic". 

Many of the provisions of the Bengal Agricultural Debtors Act 
are so wide and vague that it is not at all surprising that in judging cases 
arising out of its operation, scathing remarks have been made by the 
Hon'ble Judges of the High Court of Calcutta. The case of Nrishingha. 
Vi. Keda~natb, (41 C. W.N. 1308), says the Acting Chief Justice, "affords 
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Bome illustration of what may be the amazing and unexpected results of 
the Bengal Agricultural Debtors Act". "The facts here", as the 'Calcutta 
Weekly Notes' puts them, "were, that in execution of a money decree some 
properties of the judgment-debtor were sold. The purchaser was the 
decree-holder himself and he purchased for the amouut of the decree.. 
Having done so, he applied for a set-off which was allowed but before the 
sale had been confirmed, a notice to stay further proceedings was received 
from a Debt Settlement Board. Before an order was passed on that notice 
the judgment-debtor also made an application under order 21, rule 
90 C.P.C, so that when the order came to be made, that application was 
yet undisposed of. Could it be said in such circumstances that when the 
notice under section 34 came to be dealt with, any debt was in existence 
or any proceeding in respect thereof was pending? Their lordships 
answer both the questions in the negative." On these facts, the Acting 
Chief Justice opined that "the effects of the Act, unless the courts are 
very careful to interpret its provisions with the utmost strictness, may be 
to work untold hardship to persons to whom money is owing and to 
entail much injustice." Elsewhere in the same judgment, he thinks that "this 
case ought to be regarded as a warning of the kind of thing which may 
happen in the future and an index of how the provisions of the Agri
cultural Debtors Act may be taken advantage of by dishonest debtors with 
the object of defeating or delaying the just claims of their decree-holder 
creditors." In the same case Mr. Justice Edgley remarks that "the 
provisions of the Bengal Agricultural Debtors Act are so drastic and 
interfere to such a large extent with the ordinary rights of decree-holders 
and creditors that it is obvious that they must be very carefully and 
strictly interpreted." 

Later on, in another case (B~~gawan v:~jdM.,llil~J:J.:wA. __ ~~6.~L 
one of the defendants in a suit of Rs. 26,855-15 went off from Darjeeling, 
where in the court of the Subordinate Judge the suit was lying, and 
claimed to reside at Maldah, and on that basis, made an application, under -the provi&ions of the Bengal Agricultural Debtors Act, to a Board 
established under this Act at~i-pur, claiming that he was a 'debtor' 
within the meaning of the Act,- despite the fact that the amount claimed 
by the petitioner was a sum over Rs. 26,000. Judging on these facts, the 
Acting Chief Justice writes that "it seems clear that the Bengal Debt 
Settlement Act in its present shape is likely to entail consequences of a 
fantastic description which obviously could not have been fully realised 
or even dimly foreseen when the Act was drafted or when it was passed 
into law." 

"An Example of Injustice-Wrought to Judgment Creditors 

More recently in Manindra vs. Bepinbehari ( 41 0. W. N. 1367) the 
Acting Chief Justice holds that it "furnishes another example of injustice 
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which may be wrought to judgment-creditors unless the courts are very 
careful to see that no more latitude is given to the provisions of the Bengal 
Agricultural Debtors Act of 1936 than the strictest interpretation of those 
provisions will justify." 

SEC. 34-A further weapon in the hands of 

dishonest debtors 

Coming to a detailed consideration of the operations of this B. A. U. 
Act ( which has, as the "Calcutta Weekly Nots" puts it, been so christened, 
not without reason, by a high official of the High Court, B standing for 
Bengal, A for agricultural and D for debtord) on the loan ofl'ices, it may be 
pointed out that the collection of debt by these companies, specially in 
North Bengal, has been seriously interfered with. Advantage is frequently 
being taken of section 34 for staying all further proceedings in the civil 
courts for realisation of debt. Referring to this fact, the Acting Chief 
Ju~tice remarks in 4t C.W.N. 1370 that "the case ( Manindra vs. Bepin) 
under review shows how it is possible even under the general law for a 
dishonest debtor, even if he be a judgment-debtor, to evade his just obliga
tions and to avoid discharging the debt which he undoubtedly owes. But 
now a further weapon has been placed in the hands of dishonest debtors 
in the shape of the interveution of Debt Settlement Boards," There is a. 
further difficulty about this section. It has also been provided in this 
section that the suit or proceeding should abate so far as its claim is 
covered by the decision of the Board. But there is no provision in the 
Act entitling the deserving creditor to the cost of the suit or proceeding 
and prescribing the proced ure to be followed for its realisation. Before a 
aecree is passed for the costs. it will not be a debt. andio ih~t case it will 
be outside the jurisdiction of the Board; even if it be a debt, the amount 
incurred after the date of application under section 8, sub·section 6 will 
not be taken cognisance of by the Board. The civil or revenue court 
cannot give a decree for costs as the suit or proceeding will abate. 

SEC. 13, Sub·Clause (3)-A Reminiscent of Archaic Law. 

Next comes the notice to the creditors under section 13, and the 
exparte order in case of non-compliance with the notice under clause (2) of 
this section. This order shall not be questioned in any civil court and no 
remedy against it can be sought save in the manner provided in proviso (1) 
of clause (3) of this iection. This has practically ousted all other 
settled statutory laws of the country. Besides this section appears to be 
inconsistent with section 8 under which either the debtor or the creditor 
may apply to the Board for debt-conciliation. But here in the event of 
n'3ll-compliance by the creditor, the amount stated in the dehtors' 
application is taken to be correct, whereas in the case of creditor's 
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application, the debtor defaulting, the application is to ha diamiBSed. ·111 
all fairness, on the analogy of sub;91aulile (2), the amount stated in creditor's 
application should be taken as correct. The principle embodied in sub
clause (3) is reminiscent of archaic law where the plaintiff had to drag the 
defendant to the court before the court would assume jurisdiction in the 
matter. Over and above all these, certain practical difficulties are being 
experienced by the loan offices in regard to notice. The Settlement Boa.rd 
is to recognise a creditor after he has appeared before it on the service of 
a notice. Now the name of creditor may be omitted from the list sub
mitted by the debtor, or sometimes the distance of the creditor's residence 
(as in the case of the loan companies,) may be an inducement to the debtor 
to omit the name of s!lch creditors with the hope of defrauding them 01 
their dues. The Act undoubtedly provides for redress in these cases, but 
the process is costly and harassing to the Loan Com~anies who may not 
know for a considerable period of time that the debtor has not included 
them in the creditor's list. Moreover, even in those' cases, where the 
notice is obtained, it is very incon~enient and often prohibitively costly 
for these companies to appear before the Debt Settlement Boards in view of. 
distance and the difficulties of com~unication, especially in north and ea.st 
Bengal. Instances are on record to show that cases have been fixed for 
hearing on the same day before a dozen or mor~ of Debt Settlement Boards 
at dishnces from the office of the company ranging from two to forty miles 
and in all directions. To add to these difficnlties, it often happens that 
in the notices served only the name of the Debt Settlement Board is 
mentioned and not the place where the Board is situated. 

Conciliation by Compulsion 

. Then comes section 21. This is perhaps the most objectionable section 
in the whole Act. It negatives the principle underlying section 19 that 
where 0. large proportion of creditors (40 per cent) agree, and the offer 
seems fair to the Board, settlement may be made and "gentle" compulsion 
applied. to the other creditors. This principle is in keeping with the 
professed objects and reasons of the Act. It could never have been the inten
tion of the Government to enforce absolute compulsion in the settlement of 
debts of the agricultural debtors owing to the creditor. But section 21 in 
effect compels the creditors to accept whatev'~r the Board considers fit and 
fair. even though not a single creditor accepts it, for otherwise thesecr editors 
are to wait for considerable period of time even up to ten years. It may 
not be here out of place to refer to section '20 of the Punjab Act of 1934 
which provides for a certificate being given by a Settlement Board to a 
debtor in respect of a debt where the terms offered are considered fai. by 
the Board 'and' are accepted by the creditors holding 40 per cent. or more ~ 
ihe total debts. There iij a Iilimilar provision in thfi' Bhawnagore State. TW 
Durbar has sanotioned a debt redemption scheme depending for its applicMi~ 
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Oh the voluntary co operation of the 'Sowcars' and the indebted IKhadue; 
The Zanzibar Commission on agricultural indebtedness reported that "the 
Conciliation Board should have the power to impose on the parties any 
adjust~ent which is acceptable to the debtor and to 60 per cent. in nlue 
of his creditors." 

Definition of a "Debtor" has created a 

remarkable situation 

Further, to crown all, the definition of debtor, as contained in 
clause (9) of section 2 has made the position of the creditors still worse 
Any debtor who has something to do with land comes within the purview of 
this definition and may avail himself of the Act. There is a provision under 
section 55 empowering the Local Government to fix the maximum amount 
of debt to be deaU with under the provisions of this Act, but the 
Government has yet done nothing in this direction. The consquences are, 
in the language of the Acting Chief Justice, that a "remarkable situation 
arose that an agricultural Board was being invited to take and indeed was 

t already taking (by its Chairman) action which had the effect of holding 
, up a suit involving a claim to over Rs. 26.000 solely upon the exparte 
statement of one of the Defendants that he was a "debtor" within the 
meaning of the Act." (41 C. W.N. 1364). Elsewhere in the same judg-

. ment he observes that "although the alleged debt was as much as 
Rs. 26,000, it yet does not seem open to the court to decide or even 
consider whether the debtor comes within the Act or whether he does not: 
that question rests solely with the Board." Recently on the re-opening 
of the High Court in November last, an appeal was allowed by Bartley and 
Nasi m Ali J.J. in a case where "the facts alleged were that during the 
pendency of the insolvency proceedings a notice under section 34 of the 
Bengal Agricultural Debtors Act was received by the court intimating 
that an application had been received by the Atharabari Debt Settlement 
Board under sections 8 and 13 (1) of the Act praying for the settlement 
of the debts of the opposite party who had since been adjudicated 
insolvents. The court when moved to stay all further proceedings in the 
case under section 34 of the Act refused to take action on the ground that 
"the Act had no application as the opposite party who were stated to be 
merchants were not debtors within the meaning of the Act." Their 
lordships observed that the order made by the judge could not be supported. 
It was made mainly on the ground that the appellants were not debtors 
~within the meaning of the Act. Under section 20 of the Act itself if any 
question arose in connexion with proceedings before the Board under the 
Act, as to whether a person was a debtor or not, it was for the Board 
to decide the matter. It was not for the insolvency court to decide whe· 
ther a person was or wa.s not a debtor within the meaning of the Act. 
l 
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Nothing in the Act as to the personnel of the Board. 

Lastly, there has been no provision in the Act as to the per8~iii1ei 
of the Board. These Boards are called upon to decide important questions 
of fact and sometimes of law. Village people such as we generally find 
in the Union Boards are ill-equipped for such task. The constitution of the 
Boards should avoid all classes of persons who are very often amenable to 
the influence of village factions and other undesirable influences.. Accol'
ding to the Khedut Debt Redemption Scheme of the Bhavanagore State, 
the Debt Liquidation Committee should consist,of (i) two Darbari Officers 
of whom one will be drawn from the Revenue Department and one from 
the Judicial Department, (ii) two respectable Panch nominated by the 
creditors of the Mahal and (iii) two respectable persons of the village 
jointly co-opted by the Darbari Officers and the Panch. Reference may 
also be profitably made to the recommendation of the Zanzibar Commiss
ion in regard to the Debt Conciliation Board which should consist of a 
Resident Magistrate, an Indian and an Arab. But in Bengal, educated 
men are few in the villages and the spirit of public service is woefully 
lacking. Village cliques which are a bane to rural life have captured and 
are capturing the Boards for their selfish ends. And unless something is 
immediately done there will be a devastation of the entire credit system of 
rural Bengal. 

To harass Creditors. 

Many of the provisions of the Bengal Agricultural Debtors Act are 
so wide and vague that it is not at all surprising that undue advantage is 
being taken of them to harass the creditors in every possible way with the 
hope of eventually defeating their claims altogether. The Act was ostensi
bly framed to scale down the amount of the debts to comparatively manage
able proportions but in actual practice the agencies created by the Act e.g. 
the Debt Settlement Boards have in many cases allowed themselves to be 
used for the purpose of protecting dishonesty and frustrating the just 
settlement of claims. A few types of cases are given below :-

(1) Designing persons; some of them debtors themselves; ha~e 

combined and got Debt Settlement Boards appointed in their areas, and 
are becoming members themselves. The object is to issue 'stay orders' on 
suits instituted or execution obtained in civil courts. As some of the 
members of the Boards are debtors, unscrupulous use is being made of the 
power given to these Boards to stay proceedings in the civil courts for an 
indefinite length of time. 

(2) The members of the Boards are generally ignorant of many of 
the provisions of the Agricultural Debtors Act. They are generally in the 
h~nds of their Peshkar and know this much that they have a right to issue 
ini~tions on civil courts staying proceedings aga.inst debtors. Not a few 
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oi·them are illiterate and have no knowledge whatever of the law relating to 
mortgage or limitation. The personnel of the Boards should be improved 
by taking more educated persons or peripatetic village Munsiffs. To pro
vide against unfairness or partiality of the Boards, strong action should be 
taken such as reprimand or dismissaL Circulars in Bengali should be issued 
to the Boards explaining the meaning and the implications of the Act. 

. . ~3) l.'hough the Agricultural Debtors Act defines 'debtor' as a 
person whose primary means of livelihood is agriculture and who is (a) a 
ryot or an under-ryot or (b) cultivates land him .. elf or by members of his 
family or by hired labourers or by adhiars, burgadars or bhagdars, the 
zemindars, talukdars, and other persons who ought not to 
get the ·.benefit of this Act are having recourse to 
it only for defeating and delaying their creditors. As there IS 

no limit to the amount of the debt which may be the subject of settlement 
or award, debtors in the position of zemindars and gantidars and e\fen 
professional men owing debts of thousands of rupees manage to get stay
orders on the plea that they cultivate land by hired labourers, burgadars, 
etc. In one case the debt was over rupees sixteen tbousand. The 
operation of the Act should be confined to cases of persons having debts 
up to a certain limit, say rupees one thousand and five hundred. Cir
culars should be issued to the Boards explaining, to whom to give 
the benefit of a debtor. Instructions should be issued that before issuing 
stay-order the Board must insist on having satisfactory evidence that the 
a.pplicant is a debtor within ilie definition of the Act. Circulars should be 
issued indicating clearly the points necessary to prove that the applicant 
is a. debtor under the Act. 

(4) Cases before the Debt Settlement Boards are adjourned again 
and again for some or other frivolous reasons. The chairman and members 
of the Board are irregular in attending meetings of the Board. The result 
is that applicants often find that the Chairman is absent or there is no 
quorum for the sitting of the Board. Such instances should be taken 
serious notice of and Boards performing their functions in this slip-shod 
way should be dissolved. Circulars should be issued instructing the 
Boards to dispose of cases within six months. 

(5) There are cases in which the debtors have stayed 
e~ecution of decrees obtained against them and have, in collusion with 
their landlords, brought about the sale of the mortgaged property for 
a.rrea.rs of rent. Thus the creditors are defrauded of their dues. There 
is no remedy provided in the Act against such cases. 

(6) The Debt Settlement Board is intended to be the cheapest 
machinery for administering justice. As a matter of fact, it is cheap 
neither for the debtor, nor for the creditor. Debt Settlement Board clerk~ 
realise fees from each applicant at the rate of annas four for copying tb,e 

l document even though it be copied by the applicant, and annas eight for 
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statements even though the statements be written and presented by the 
applicant. Besides this on every date of hearing even if an adjournment 
is given, each party has to pay one rupee and two annas. 

(7) Perhaps the greatest sufferers under the operation of the 
Agricultural Debtors Act are the Loan Companies. Instances are on 
record to show that ~~s ,~_~,:e bee!; fi,xed fO.r . hearing on the same~al 
before a dozen or more of Debt Settlement Boards· at' . distances- . from the 
<>Mce ortne compaity ranging from ~o miles to --fOtJY--fulles- a.8i:"in all 
dfl'ections, north, south, east and west. How is it possible for a Loan 
COmpany to send officers simultaneously to t~elle places to look after the 
cases? To add to their difficulty it often happens that in the notices 
served only the name of the Debt Settlement Board is mentioned and not 

~~--

t~ Wa.~ where the office is situated. Besides, communication in the 
rural areas, it is well known, is not easy and many are kutcha muddy roads, 
where roads exist at all. It is suggested that all cases in which a Loan 
office is concerned should be transferred to and disposed of by a Board 
nearest the headquarters. 

To sum up : The Debt Settlement Board Scheme has on the 
whole proved to be a total failure. The reason perhaps is not due so much 
to the Agricultural Debtors Act, which is full of defects, as to the almost 
total absence of proper materials in the rural areas for the constitution 
of impartial or efficient Boards. Educated men are few in the villages 
and the spirit of public service is woefully lacking. 'rhe impression has 
gone abroad that the Mahajans being mainly Hindus and the debtors 
mainly Mahomedans the latter need not pay the debts even when they are 
able. The Agricultural Debtors Act has armed the Boards with extensive 
powers and these powers are vested in many cases in most unworthy 
hands. People in cities and towns have a very inadequate notion of the 
devastation to the entire rural credit system wrought by these Boards. 
The only honest remedy will be to repeal the Act and arm th~ civil courts 
with the power now vested in the Boards. 

Attitude of Government. 

The attitude of the Government of Bengal towards the operation 
of the Debt Settlement Boards is curious. They have not apparently 
taken any notice of the severe strictures of the Calcutta High Court 
on the defects of the B. A. D. Act and the operations of the Boards 
created by it. A deputation of the Loan Companies Association waited 
upon the Ministers at Darjeeling in June 1937 and the position waB 
discussed threadbare. The Home Minister who was present and who 
was responsible for the B. A. D. Act admitted some of the defects of the 
Act and promised to remedy them. But though since then the All 
8engal Loan Companies Association has submitted representations to :the 
Government and representative!" of the ASBociation have interviewed and-
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disoussed ma.tters with the Hon'ble Ministers and their Secretaries no 
action bas been taken in the way of removing the admitted defects of 
the Aot or framing proper rules and regulations under the Act with 
a. view to improving the personnel of the Boards and regularising their 
procedure. Even as late as on 24th March (1938) the Hon'ble Minister Mr. 
M. B. Mullick spEaking at the Bengal Legislative Assembly in connection 
with the demand of grant for debt conciliation admitted that there were 
defect!'! in the Bengal Agricultural Debtors Act which required amend
ments. He or the Government has however done nothing so far to bring 
an Amending Bill. Despite the fact that the Debt Settlement Boards have 
generally proved themselves incompetent, the Government have thought 
fit to announce that they would more than double the number of the 
Boards instead of scrapping them as they should be if their personnel 
cannot be improved. 

The Hon'ble Finance Minister has presented two Budgets since 
the present Ministry took office. Curiously enough in none of his two 
Budget speeches he has thought fit to refer to the gravity of the situation 
created by the collapse of the more than 800 Loan Companies of Bengal 
or to the evils associated with the operation of the Agricultural Debtors 
Act. He had promised to the deputation of the Bengal Loan Companies 
Association that the Government would appoint either a committee or an 
officer of the Government to investigate the affairs of the Loan Companies 
with a view to finding means as to how the Government could help 
these useful institutions. One could have understood this apathy and 
virtual repudiation of promises given had the Finance Minister provided 
in the Budget any considerable extention of credit facilities for the rural 
population by means of a greatly increased number of mortgage banks 
or Co-operative Credit Societies. He observed in the first of his Budget 
speeches that "mere scaling down the amount of the debts to comparatively 
managable proportions will not yield any permanent result if steps are not 
taken at the same time to prevent the ryots from relapsing into the same 
hopeless state by incurring further unproductive debts." "They will also 
have to be provided," he proceeded to observe, "with proper credit facilities 
for their long term and short term requirements. "Row best such 
facilities can be given, whether through Co-operative Societies, or Land 
Mortgage Banks is receiving", the Minister anounced, "careful considera
ition of the Government." 

It is to be observed that he refrained from mentioning the Loan 
Companies as the alternative agencies, already existing in very large 
number, which properly reorganised, could be utilised immediately in the 
scheme of supplying credit facilities to the ryots. 
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Debt Settlement Boards and Loan Companies 

The Loan Companies are in a peculiar position of difficulty in 
regard to the Debt Settlement Boards. The companies depend entirely 
on borrowed capital. Unless some sort of arrangement is made with their 
creditors, viz., the depositors prior to settlament with their debtors, 
awards forced on these concerns will be rUinous. It may be noted 
that these companies used to supply' credit to the agriculturists 
and investments among the agriculturists represent . a considerable 
share of the working capital of many of them. So any attempt 
at disturbing their normal function and free dealings is ?alculated 
to bring about stagnation in their credit system and an ultimate 
break-down. Very few people have foreseen the awful situation that may 
arise out of the impending crisis. The depositOl's who entrusted their 
lives' savings with these concerns will be ruined. With them will also be 
gone the rural credit. Can rural Bengal go withont credit? If not, why 
these credit institutions, useful as they are, should be strangled? If the 
Loan Companies are not excluded from the operation of the Bengal Agri
cultural Debtors Act very few companies are likely to survive. A simple 
petition made before the Hon'ble High Court would put many of them 
under liquidation as no Loan Company can under the present law apply 
to a Board for the settlement of its liabilities. 

Instalments Too Long 

It is well known that the Loan Companies receive deposits for 
short periods ordinarily not exceeding one to four years but the instalments 
usually proposed by Debt Settlement Boards are amazingly long. No pru
dent company with an ounce of business instinct can agree to such wild 
proposals without running the risk of going into liquidation. 

It may be noted that some of the Companies were forced by circum
stances to enter into a scheme of arrangement with the creditors for a 
period of ten years or so under section 153 of the Indian Companies Act 
with the sanction of the Hon'ble High Court for the liquidation of the debts 
due from them in accordance with the terms of the scheme. If any settle
ment with the debtors of such a company is made in contra'Vention of the 
terms of the scheme or if as a result of such settlement payment in terms 
of the scheme is deferred or delayed it will be open to any creditor of such 
company to apply to the Hon'ble High Court for putting such company· 
under liquidation. There is no provision to stay the hands of the creditor 
of such a company. 

Loan Companies Were Looking Up 

During the last few years the Loan Companies have been put to 
88~ strain due to economic depression. The depositors patiently w..ited 
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and suffered a good deal. Yet it cannot be said that these Companies had 
been harsh to the agricultural debtors or harassed them with unnecessary 
litigation or took out vexatious executions. It is therefore, most unfortu
nate that when the sign of recovery was already visible these companies 
should have been seriously handicapped in rehabilitating themselves by 
reason of the operation of the Bengal Agricultural Debtors Act. 

Touting for cases by D. S. boards 

It is a general complaint of the collecting officers of the Companies 
that propaganda is being carried on among debtors who are able and may 
be otherwise willing to pay amicably not to pay.[The Debt Settlement 
Board Rules require a minimum number of cases for the maintenance of 
a Board. Fixing of such quotas for a particular Board may be construed 
as a direct hint to the Chairman and the members to canvass for the 
increase of cases. Will it be in keeping with the dignity of~rsons who 
h!l.ve to exercise judicial function to go, abegging for cases W Yet there 
are chairmen and members who do not hesitate to take the hint. 

Refusal to pay debts 

It may be noted in this connection that since the depression 
became widespread, some of the Loan Companies especially those under 
scheme of arrangement under section 153 of the Indian Companies Act 
adjusted the debts due to them granting sufficiently long instalments 
~~~'~:cru~ur~·~nterest. Such debtors paid theCir instalments regularly 
till the commencement of the operation of the Boards. Now they would 
not pay. What is this inability due to? Economic outlook is decidedly 
better. Jute is now selling at a higher price. But the Debt Settlement 
Boards have encouraged the debtors to put off the payments in the hope 
that there may not be payment at all. 

Compulsory settlements 

The law contemplates that the Board "shall use its best endeavours 
to ind-uce them (creditor and debtor) to arrive at an amicable settlement" 
(vide section 15 of the Act). If the parties can be induced to arrive at an 
a.micable settlement no occasion for grievance may arise from either side. 
Moreover such mutual adjustment by consent may prevent estrangement 
.of feelings which may result from compulsion. In some parts of the 
country, the Boards do not at all encourage amicable settlements. From 
the very beginning the creditors are sought to be coerced and compelled. 
No pressure is put upon the debtor to give a reasonable offer. Instances 
may be cited to show that for paltry amounts pretty long instalments are 
considered to be fair offers by the Board with the result that the 
creditor does not think profitable to take certificate proceedings on 
defalllt of the paltry amount of a particular instalment. General provision 
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tor post·award interest is not considered fair by the Boards. In· the case 
of a Loan Company they forget that the Loan Company itself is a borrower 
and it has to pay interest. Its creditors may not wait beyond the terin of 
their deposits or loans and that the company cannot therefore agree to long 
instalments. When the parties do not agree the ordinary Board must 
either dismiss the application or send the record to the Collector for 
transfer to a special Board lvide rule 78). They do not always follow the 
procedure laid down in the Act and the rules in such cases. In such cases 
some ordinary Boards pass orders of settlement against the consent of the 
creditor on terms fixed by them although they are not empowered under 
section 7 read with section 19 (1) (b). Of course such irregularities may 
be rectified on appeal and as a matter of fact certain appeals have been 
preferred. This fact is mentioned to show that these ordinary Boards 
think that they have power to compel the creditors. This erroneous notion 
of their powers stands in the way of effecting amicable settlementa-. So 
it is essential that the persons who hold administrative control over these 
Boards should instruct them with regard to their proper functions and 
duties. As the Loan Offices stand on a different footing special instructions 
should be issued by the Government regarding the settlement of debts 
due to Loan Offices having regard t6 the following points :-

(a) Long instalments should not be considered fair and there 
should always be a default clause in cases of instalments; 

(b) Post-award interest should be allowed at a reasonable rate; 
(c) No principal amount should be reduced j 

(d) Priority next to arrears of rent should be given to the dues of 
Loan Offices. 

Some practical difficulties 

(i) Debt Settlement Boards are scattered over the whole area in 
a district and they hold sittings generally on the same days. Great 
difficulty is experienced in attending such Boards simultaneously. Due to 
economic depression the staff has been reduced by almost every company. 
Most of the companies have only one officer. To add to the inconvenience 
the same date is not given for the cases of a company. 

(ii) It is difficult to give consent to settlements. If such settle
ments propose any reduction either in the principal or interest the sanction 
of the Board of Directors would be necessary. This power cannot be 
delegated to an agent. The new amendment of the Companies Act saddles 
the Directors with great responsibility. They cannot, without personal 
risk, give consent to any reduction er;pecially of principal amount. Under 
the byelaws of many Companies, DirectOl'!!' power to allow remission or 
reduction is also limited. 

(iii) Delay in disposal of cases. 
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Unusual delay takes place in the disposal of cases. Some civil 
suits which were stayed months ago. ha.ve not yet been disPo.sed o.f finally 
owing to the delay of the Bo.ards. 

(iv) Stay orders. 
The provisions relating to stay of civil suits and proceedings are 

liable to. be abused. So far as is known Government has not yet issued 
instructions on the subject to the Boards. The decision of the Board 
after the stay order has been Dbtained in .the civil cDurt is nDt promptly 
communicated to. the CDurt so. as to enable it to deal with the matter so 
stayed. 

(v) Maximum amount of debt. 
The maxmium amount of debt which can be dealt with under the 

provisions of the Act has not yet been prescribed under section 55. A 
limit should be immediately fixed. Boards should not be allowed to deal 
with an amount of debt exceeding Rs. 1,500. 

(vi) ~ 
The Boards make unusual delay in giving an estimate of court 

fees and granting copies. The date of the application fDr copy, the date 
of giving estimate and the date of delivery of the CDPY should be inserted 
on the back of the copy. It is complained that some Boards deliberately 
make delay in granting copies to avoid appeals. 

(vii) J,uspectiot;,: 
Although the parties and their authorised agents are entitled to 

inspect records during the sittings of the BDard, such inspection is not 
generally allowed. 

(viii) Section 8 (5) should be so amended as to bar a fresh applica
tion by a debtor if an application has been already filed by the creditor 
except when such application of the creditor has been dismissed under 
section 17 (1) (b). 

(ix) Appeals from awards and on the ground of failure on the part 
of the Board to perform its functions under the Act or any abuse of powers 
as contemplated by section 40(1) (b), and (d) should be to the Special Ap
pellate Officer and the proviso to section 40(1) and the rules should be 
amended' accordingly. 

(x) Court fees. 
t Court fe. es are unnecess~r~ly deman~ed by some Boards on State
\Dents, of obj~ions and on peti,t.i.ons fo!..J.ime although such documents 
are not charged under Schedule attached to Rule 136, Bengal Agricultural 
Debtors Rules, 1936. Some of the Loan CDmpanies have complained to 
the Sub-Divisional Officers and District Officers, but to no effect. 

(xi) Properties, movable and immovable, shown in the petition for 
settlement should be deemed to be attached on the filing of the petition of 

settlement, 
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(xii) CI}4.~~p.t to settlement shouli1 De 'obtained in writing. The 
signature or thumb impre-ssl"on of tiie parties concerned should also be 
obtained. A written petition embodying the terms of amicable settlement 
should be required so as to prevent fraud and abuses. 

(xiii) The law relating to settlement of debts is complicated. It is 
unfortunate that its working has been in most cases placed in charge of 
persons who are unable to understand the provisions of the law but who 
are empowered to deal with cases involving thousands of rupees which the 
muosiffs with legal education, training and judicial experience are forbidden 
to entertain. 

Remedial Measures Suggested 

In view of what has been already said, the following ameliorative 
measures for the immediate relief of the loan offices of our province may be 
suggested. But it must not be forgotten that the banking system is very 
delicate and is determined by local circumstances, partly economic and 
partly historieal. The special feature of Bengal Loan Offices is also a 
reflex of certain economic and historical facts, and no scheme of reorga
nisation can discard this fact. We should not ignore that "the vast 
majority of loan offices carries on land mortgage banking in greater or less 
degree and also grants loans against pledge of ornaments." This old 
transaction must not be lost sight of and facilities must be given to these 
companies to preserve and develop the tradition more efficiently. 

Taking over the Zamindaries by the Court of Wards 

During the last few years vast properties have come into the hand. 
of these offices in spite of their efforts to avoid it. The ZamindarB and 
other landholders form a large group of debtors, especially the bigger 
ones, and the companies have tried to settle with some of these Zamindars. 
But these Zamindar-debtors could not avail themselves of these seUle
ments although most of them were offered considerable sacrifice of interest 
on the part of the Loan Offices. The result is that these offices have 
been compelled, much against their interest and ordinary practice, to 
get the properties sold in execution of decree, and in the absence of buyerq, 
to take over the property themselves. This unavoidable state of affain 
has made the situation worse, and these Zamindaries have in many cases 
turned o~t to be additional burden upon the companies. If it is difficult 
for the landlords and other private landhoJders to realise rent to the 
proportion sufficient for them to pay their creditors, it is still more difficult 
for the companies as the mortgagee-purchasers to managee and make profit 
out of these properties to pay their own depositors. In view of this abnor~ 
mal situation it is not expecting too much if these companies ask for som«! 
Ipecial privileges, at least for some temporary period, so that they may 
title OTel the present situation. If the Court gf Wards takes OTer the 
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rniLIiagement of these Zamindaries, it will be, in the majority of cases, 
Iioble, through better management and the advantage of certificate proce
dure to pay at least the interest due if not a part of the principal as well. 
But the Court of Wards Act, although recently amended, is for the benefit 
bf the Zamindars. The law does not give any locus standi to the creditor 
to apply to the Court of Wards to take over an estate mortgaged to him. 
All that is necessary now is an amendment of the Court of Wards Act in 
this direction. That will then be of immense service to the loan offices of 
:Bengal. A substantial part of the working capital of the companies is blocked 
in mortgage loans to Zamindars, talukdars etc. and the provision suggested 
above, at least in the case of loan office creditors, for application to the court 
to take over an estate encumbered to the extent of say, fifty-thousand rupees, 
would save the present situation. Provision should also be made for an 
~~~ to the IE~~ Court against the decision of the Court orWard~~-----

Extension of the Privileges Contained in Chap: XIII (A) of The 

Bengal Public Demands Recovery Act 1913 

Secondly, extension of the privileges contained in Chapter X III (A) 
of the Bengal Public Demands Recovery Act, 1913, to the loan offices would 
be another measure of great relief in the successful administration of the 
properties that have come to their hands. 'rhis chapter provides that any 
landlord other than the Government whose land is situated in an area for 
which record-of-rights has been prepared and finally published and in 
which such record is maintained may apply to the Local Government 
through the collector of the district in which his land is situated, for the 
a.pplication of the procedure prescribed by this Act, to the recovery of 
arrears of rent which he alleges are or may accrue, due to him for lands in 
such area. The Local Government may allow such applications on speci
fied conditions. This demand of the loan offices will not be unusual. The 
properties which are taken over by the Court of Wards from the "disquali
fied" landlords are always under special privileges. Why not extend 
analogous rights to these offices? The Court of Wards can realise rent on 
certificate procedure from estates in their charge for which no record-of
rights has been made. The same privilege should be afforded to 

_ these companies .. 

Exemption of the Loan Offices from the Scope of the B. A. D. Act 

Thirdly, the B. A. D. Act should be immediately amended to exempt 
the loan offices from its scope. If that is not considered possible in the 
la.rger interest of the indebted agriCUlturists, the Act should be substantially 
modified and very carefully drafted in the light of the judgments 
delivered by the High Court. The evil consequences of the B. A. D. 
Act an~ its operation must be arrested without further delay. - The 
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provisions of this Act "are suffici~ntly iniquitous to shock the mora) 
and legal conscience," and the sooner it is removed from the statute book, 
the better it is for society. 

Refund of Court Fees in the Event of A Stay Order Upder 

the B. A. D. Act 

Fourthly, the Court Fees Act should be a!llended in order 
to give relief to the loan offices. In regard to suits to be instituted 
the loan companies' difficulties are considerable. They pay the usual 
court fee stamp, pleaders' fee and incur consideraDle expenditure by 
way of travelling and halting allowances of their agents who go to the 
interior of the districts to appear before the Settlement Boards. But they 
find one fine morning that all these ~xpenses have gone for nothing for the 
debtor's action who, on receipt of summons from the civil court, has applied 
before the Conciliation Board and got a stay-order. Notice under Section 
34: has become the everyday practice of these Settlement Boards, which, it 
seems, are indifferent to the just claims of the creditors; "The making 
of the order," under this section, to quote the Acting Chief Justice, once 
again, "will serve to indicate how hard is the way of creditors seeking to 
recover moneys justly due to them." (Monindra Yohan vs. Bepin Behari 
41 Cwn 13(7). Is it, in these circumstances, too much for these companies 
to demand that the court fees should be refunded as the stay-orders issued 
by the Hoards have made these suits infructuous ? 

Extension of the Period of Limitation 

Fifthly, the period of limitation should be extended, at least in tb~ 

case of these loan offices. Their present practice is to defer the institution 
of suits till the very last moment when suits are about to be barred by 
limitation. This is considered in certain quarters to be asking too much. 
The period of limitation appears already to be too long but abnormal 
circumstances require abnormal remedies. It is no business of the loan 
offices to manage big properties and make profit out of them. On the 
contrary they are supposed to lend money to the proprietors of these 
landed estates out of the deposits of lower middle class and of certain 
section of the solvent agriculturists. If through unforeseen circumsta.nces, 
a.ll these moneys are locked up in Zamindaries, it would be difficult, nay 
almost impossible for the loan offices, to pay either interest or any part of 
the principal. The result will be that the distress of these classes of people 
who invested their all in these companies will be, as it has already been, 
great and the entire source of rural credit for agricultural finance will be 
dried up. Politically viewed too, it will be inexpedient to leave things to 
drift for nobody knows what the ruin of these classes of people will lea.d 
to as both in quautity and quality, they are a lot to be reckoned with, by 
any responsible Government. 
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How Reserv~ Bank can help Loan. Companies 

The Reserve Bank of India has issued a circular rega.rding the 
extension of its operations to ind igenous Bankers and firms. The scheme. 
suggested therein to establish relations between the Reserve Bank and the 
indigenous Bankers and firms is proposed to be experimental in its nature. 
'rhe Reserve Bank will not. in its experimental stage, deal with these 
indigenous Bankers direct as there are aome difficulties on the part of the 
Reserve Bank to do so. It proposes to provide for credit facilities to these 
indigenous Bankers through the scheduled Banks which will receive from 
it an accommodation for the purpose. The Reserve Bank is in this way 
trying to avoid all possible risks that ma.y arise out of the transactions 
with these indigenous Bankers and placing the same on the shoulders of 
the scheduled Banks which, it has been proposed, would directly deal 
with them. It is not known whether the village Mahajans and money 
lenders will be treated as indigenous Bankers. It is necessary to define this 
term indigenous Bankers clearly. 

One thing which should be pointed out in this connection in 
particular is about the Loan Companies and small mofussil Banks of 
Bengal. These Loan Companies are joint stock concerns. Although 
many of these concerns had to take recourse to Sec. 153 of the India.n 
Companies Act, the conditions of sev-eral Companies are not beyond 
a.ny hope of revival. If these Companies are given proper help to divert 
some of their resources to proper banking business and for 
financing rural trade of their locality, they will certainly prove to be of 
much help and continue to be an essential part of the banking structures 
of the mufssil areas of Bengal. While the Reserve Bank is making an 
endeavour to improve the position of the indigenous bankers, we fail to 
understand why the ill-fated Loan Companies which are nothing but well
organised joint stock banks should be left out of its fostering care. These 
Loan Companies would not be less helpful in providing banking facilities 
to rural trade and agriculture than the indigenous bankers, provided 
of course necessary help and opportunities are offered to them also. Their 
position is rather better than the indigenous bankers as these Loan 
Companies are legal bodies having proper accounts of their business duly 
audited by registered Accountants and Auditors. Their business is 
confined to bonafide trading according to the prOVISIOns of their 
Memorandum and Articles of Association. In a word they fulfil 
all the essential conditions required by the Reserve Bank, with 
only one exception, on fulfilment of which the Reserve Bank 
may deal with the indigenous bankers direct and without 
interv'ention of the scheduled Banks. The companies have not the 
resources which in the opmlon of Reserve Bank should 
be atleast equal to those stipulated for scheduled Banks. Had the Loan 
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Companies possessed these resources, they would have been. as a matter 
of course, included in the scheduled list of the Bank and there would have 
been no reason for any request on the part of these Companies fOf any help 
from it. Now these Companies, in view of the facts above, may reasonably 
demand special consideration from the Bank which has been 
ready in edending its helping hand to persons and firms inferior in status 
and qualifica.tions to the Loan Companies. It is not understood why 
the Reserve Bank should ignore these important Joint stock Banks in 
offering at least the facilities which are being offered to the indigenous 
bankers. It may insist reasonably to have the accounts of the banking 
business which may be done by these Loan Companies shown separately 
in their Balance Sheets and there will be no difficulty even on the 
part of the Loan Companies now under Sec. 153 of the Indian Companies 
Act to do so. 

So far we have discussed only the Loan Companies which have 
been compelled to have recourse to Sec. 153 of the Indian Companies Act. 
but the attention of the Deputy-Governor of the Reserve Bank of 
India is drawn to Companies which, unlike the above noted 
ones, are transacting business as in normal times and like other joint 
stock banking concerns. Under Sec. 277.F of the Indian Companies 
(Amendment) Act 1936, these Companies are banking concerns and they 
are to maintain a cash reserve and file returns with the Registrar, 
Joint Stock Companies, a.lmost in the same way as the schedule Banks are 
to keep Cash Reserve and file returns with the Reserve Bank of India. 
The banking facilities which some of these Loan Companies are affording 
to the rural traders should not be overlooked. Many other similar con
cerns may do so, if proper facilities are afforded. The Reserve Bank 
should consider sympathetically the question of giving the Loan Companies 
facilities, at least some of the facilities that are being afforded to the 
scheduled banks as they fulfil almost all the conditions of a scheduled bank 
except of having 5 lacs of rupees to the credit of their reserve fund. Besides 
the facilities that are being offered to the indigenous bankers, these Loan 
Companies should -be allowed to have facilities in the matter of remittance 
of their funds through district treasuries and sub-treasuries seeing 
that free remittance facilities are given to the Co-operative Banks, 
which are nothing but joint stock concerns. There is no reason why 
the Loan Companies should not be allowed such facilities. 
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