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the Palai Bank to rectify its posi
t ion or w i n d u p . The Bank had, 
under Section 35 ( 4 ) , the power to 
report to the Central Government on 
any inspection made by i t and, if 
the findings warranted such a mea
sure, to move Government to p roh i 
bit the concerned banking company 
f rom receiving fresh deposits and 
direct the Reseve Hank under Sec-
l ion 38 to apply for w ind ing it up. 
In a l l that the Finance Minis te r 
has said in defence of the Reserve 
Hank, he has not indicated that 
resort to these measures had been 
contemplated earlier. This , coupled 
wi th misunderstandings about the 
status of 'scheduled' banks, has ex
posed the Reserve Hank to the 
charge of misleading the depositors. 

It is. of course. possible that if 
the Reserve Bank had moved for 
closure of the Palai Bank in 1953 
or 1950. it would have been severe
ly crit icised for too hasty an action. 
For, some of the advances now con
sidered irrecoverable or sticky 
wou ld not have been patently so 
then: and the cash-ratio or the de
posit-advance ratio would perhaps 
have been better than they were, at 
the beginning of this month . In 
other words, the position of the 
Palai Hank at any time previously 
could have been such that an honest 
doubt could exist regarding its in
ab i l i ty to survive. Th i s is in fact 
the stand taken by the Reserve Bank 
and the Union Finance Min i s t e r : 
and if cannot be denied that without 
the hindsight which we now have 
it would have been impossible to 
say whether the judgment of the 
Hank was right or wrong. 

For a variety of reasons, the Palai 
Bank affair has resulted in a bigger 
furore than anybody anticipated. 
Part of the reason for this is un
doubtedly ' the l o b b y ' that the bank 
has built up. both inside Kerala and 
outside. Hut equally important is 
the doubt it has created about the 
abi l i ty or willingness of the Reserve 
Hank to enforce a strict code of 
discipl ine on banking insti tutions in 
the country. Related to it is the 
di lemma that faces us at this junc
ture. Manifest ly, the Palai Bank is 
not the last of the delinquents, and 
it is more than probable that other 
shaky banks are s t i l l being softly 
handled by the, Reserve Bank. What 
ought to be done about these? Sure
ly. after this debacle, the last th ing 
that the Reserve Bank would want 
to do is to give them the benefit of 
doubt. It w i l l perhaps adopt a 

stricter l ine in the future and seek 
systematically to weed out the un
viable un i t s ; and it wou ld seem that 
Kerala and West Bengal have a dis
proport ionately large number of 
such units. Should the Reserve Bank 
act wi th a sterner hand in the 
future, those who have accused it 
of weakness vis a vis the Palai Bank 
w i l l have to stand by i t . But this 
could wel l involve subjecting the 
depositors of other banks to the 
same misery about which there has 
been such an uproar . Nobody re
lishes the prospect of being an 
accessory in this matter. 

The t ru th of the matter is that 
whatever escape we might seek f rom 
the present imbrog l i o , same un
pleasantness has to be faced on the 
way. This applies to deposit in 
surance as much as to nationalisa
tion of banks. There are many 
whose imaginat ion boggles at the 
mention of nationalisation of bank ing . 
It might solve the problem of deposi
tors, but raise difficult problems for 
other sections of the communi ty . In 
any event, it is much less of a 
favourite than deposit insurance at 

the m o m e n t . Here again, i t w i l l he 
necessary to prescribe standards of 
e l i g i b i l i t y i f the deposit insurance 
scheme — whether managed by a 
separate corporat ion or by the Re
serve Bank — is to operate success
fu l ly . For, as has been argued in 
these columns before, deposit i n 
surance w i l l work on ly i f good 
banks along w i th the others came 
into i t . A n d the good banks can 
be persuaded to j o i n if the risks 
they have to bear are confined to 
reasonable propor t ions . In other 
words, the very bad banks are not 
l i ke ly to constitute acceptable pro
positions for deposit insurance, 
since by not keeping them out, the 
other members of the scheme would 
be jeopardising their depositors' 
interests unduly. This aspect of 
deposit insurance has unfortunately 
not been adequately appreciated. 
Nothing would be more dangerous 
than to imagine that all the banking 
companies exist ing in the country 
today can automatical ly be admit ted 
into a deposit insurance scheme or 
that it is a nostrum for a l l sick 
banks. 

Surface Calm in Laos 
A S I T U A T I O N of considerable 

potential danger seems to have 
developed in Taos though on the 
surface the coup of August 8 appears 
to have not only stabilised but also 
legalised itself. Capt Kong Le, 
leader of the coup, has seemingly 
handed over the adminis t ra t ion to 
poli t icians and gone back to the 
barracks. The former Government 
has been legally dissolved, fo l lowing 
a vole of no-confidence in the legisla
ture ; and Prince Souvanna Phouma 
has formed a new Government 
w i t h the consent and approval of the 
K i n g . Wha t is more, the new Gov
ernment has proclaimed its neutra
list intentions; and the Prince, whose 
cabinet is otherwise f a i r l y broad-
based, has kept the Communists out. 
Capt K o n g Le had made scathing, 
c r i t i c i sm of excessive American i n -
iniluence in the Laot ian A r m y and 
the previous regime; but the Prince 
has since assured the French and the 
Americans that there w i l l be no hos
t i l i t y towards them of any sort, and 
that Laos w i l l receive wi th pleasure 
the U S aid coming to i t . 

What . then, could he more satis
factory? True . the West has lost 
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Laos f rom its arena of active i n 
fluence; but since it has lost it to 
neutralism and not to Communism, 
is that not a matter of great conso
lat ion ? That angle has. no doubt, 
suggested itself to the Slate Depart-
meri t ; but one does not know as 
vet how strongly the Uni ted Stales 
has steeled i tself against apparently 
f r iendly counsels t ry ing to stress 
that the loss of Laos has been great
er than it seems, tending even to be 
disastrous to the West in this par t i 
cular region. The argument here is 
that the present Laotian neutra l i ty 
cannot last, and that the d r i f t f rom 
now on w i l l be increasingly and 
decisively towards China unless the 
U S acts straightaway and stops the 
d r i f t . 

How is that to be done? General 
Phoumi Nosavan, the Defence Min i s 
ter of the previous Government, is 
sufficiently anti-Communist and pro-
West to p lan an invasion of the new 
regime. He commands the loyal ty of 
a considerable section of the A r m y . 
which is well armed extremely well 
armed, in fact, for the forces now 
loyal to the Prince's Government. 
A l l that needs to be done is to 
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strengthen the hands of the General. 
overt ly if possible, to faci l i tate this 
invasion and win the country back 
lor the West. This is rather crude
ly put. of course; hut those who 
seek to influence the Uni ted States 
against, a complacent acceptance of 
the coup are not l ike ly to th ink in 
too refined a manner. 

Why is it assumed that the neu
tralist pose of the present regime is 
transient, and that it w i l l sooner 
rather than later give way to Com
munism? Because of the Prince's 
previous record as Pr ime Min is ter in 
a former Government? It is recalled 
that then he had legalised the Com
munist Neo Lao Haksat and al lowed 
it to par t ic ipate in, the pol i t ics of the 
coun t ry : and since the openly de
clared a im of Capt K o n g Le's coup 
is to slop the guer i l la war fare in Laos 
and negotiate peace w i t h the Pathet 
Lao. there is something in the as

sumpt ion that the P r i m e with repcat 
his previous per formance. 

Nevertheless the danger of en-
couraging a c iv i l war in Laos is 
extreme f rom everyone's point of 
view. The country is very strategi
cally si luated. hemmed in by Nor th 
V ie tnam and China on one side and 
South V ie tnam and Tha i land on the 
other. It is not to he assumed that 
in the case of an open conflict jeo
pardis ing the Prince's regime in 
Vient iane. Communist neighbours 
w i l l he content to play the role of 
idle spectators. There is one rather 
simple and obvious way in which 
Communist countr ies can come to the 
a id of the Prince's Government w i th
out openly sending their armies to 
f ight for h im . Pathet Lao gueri l las 
are on ly about 30 miles f r o m the 
capi ta l , and could very reasonably 
offer to forget their quarre l w i t h 
Government (special ly the new Gov

ernment) in order to meet the threat 
f rom the General. And Pa l l i d Lao's 
sources of assistance arc not open to 
accountants. 

Whatever the cost, therefore, it is 
important that the si tuat ion should 
he conrol led immedia te ly : and what 
better way could there he of doing 
it than to recall the In ternat ional 
Commission of .1954? Th is proposal 
was turned down at the t ime of the 
last upheaval in the coun t r y : but 
now it would he extremely dangerous 
to repeat the re ject ion. The Com
mission is the only means of halt ing 
the violence towards which Laot ian 
developments are moving. To ret use 
at this stage to intervene through the 
Uni ted Nations in a si tuat ion thai 
can spell danger to the whole of 
Asia in the long run. would be to 
provide w i l f u l encouragement lo r 
mak ing Laos an explosive pawn in 
the Sino-Amer ican cold war. 
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