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OuR ANALYSI OF THE I4D)L,! .C:OV ¥ LL*[:, TIt 1iE ;*.L II NcO LO'CLUS$CI.S

THE INDIAN ECONCOMY HAS AN INRREEZNET LIA S SNORkT F¥LL OF INVEST$ENT

RELATIVELY TO 5AVIWGS. Tht REMEDIAL 'NEASUIRE$ NiV TO Et TWcO-FOLi.

THE GOVERNuMENT OIJOULO SZtRK TO < ;TERCCFT Tnri GA voii- O; Mi6 Lo piNO

CLASSES BY MEANS OF TAXATION. Tlit$ N4CAMZ AIN4tIT¥CT OF OAU 'X 'b. TZ* O ; .;

TO MAK<E RURiAL A iD AGR 34.T UA- CL! 3SLr 5>yirii T m kE TC P V

FOR IIVESTMENT. A rS WAL >kr) AGRIMR:LTtjRAL . ARF WAT A LtViL¥ rLEL

TAXATI ON LIKE AGO CULTUA.AL i NCO:>_ ¥ i Ai T AL (lt TO Tro r .SE RV2 Vt* o l rOST

COULD ACHI VE ONLY A PARV COF TE O<4 CT* *4! A :iAIN RL A; CE WILL -AVL E BE

PLACED ON INDIRIICT TAXS Llig iRItCATiO% CiHARWS, PRICES CtHARGED FOR TCED lR ,

AND OTHER STATE IERVICES IN RURAL AREAS, ETC.

O¥ERP11E[~[ AND PUBLIC AUtHoiQiTiE3 AU:UST UNDrrTAKE ArD EXECJTE LAIGE IN-

VESTMtNT SCHEMES NOT ONLY AS PART OF SPCIFICr$P[CIAl PLANS OUT FCRMAA:ZNT C{-

TINUOUS ECONOiIC POLICY. INVSTfLENT SCHMES SHOULD BE CONCENIITRATED AS FAR AS

PFOSSIBLE IN THE SECTORS OF AGRICULTURE AND DOMESTIC INDUSTRY SINrE THESE SEC-

TORS SUFFER MOST FROM UNOERINVESTMET. WHEN MONETARY CIRCUNSTANCES ARE FAVOn-

ABLE, DEFICIT FINANCIiG AND CREDIT-CREATION IN MODERATE DEGREES ©OULO EL QUITE

A LEGITIMATE MEANS TO RAISE NEEDEO R*SOURCES.

IN THE PRESENT INSTITUTIONAL SET-UP OF INDIA,* DEPRESSIONS AND DELATION-

ARY TRENDS HAVE NOT THE SAE DIRE SIGNIFICIANCE AS IN OTHER VCRL4 ECONOiiES.

ITS MAIN CONSTITUENTS ViS. rEASANT PROIET[FORSHIP AND CRAFTS A1OD COTTAGE iV-

QUSTRY SIOILD DEOWIDEtDO AriD STRILNalri.T"ED AC! NOT (.siWTA LrU, F¥1Ls OCr B-

PRESSION SHOULD BE COI;ATED BY >it¢ D¥1 t;Y1 ALLAVIN MALAL GN Igt+ Or i,/lCE5 ©

DIFFERENT CLASSES OF GOCOS ANDO SCY DIFFERRENT CF *SZI Oi PROO[UCLA.

SPECIAL MEASURES MIGHT BECCME NECESSARY fC Y THE SFCIAL DIrFICULTITS Cf FACTORY
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TEND TO SHIFT Zi H Vi fL'S2 FRON$I WrMCV vr<T C i if TO L A Si

WHICH SAVE AND tiOAiDo. DgFLgAT]Jiii A&D FALLI.N <ICZQiES ALTICUH HOT EQUALLY BAD

AU\ EVEN FAVOURnAaLE TO SAVI NG ADNO INVEST7.IT, 4AY HA.VE UJ DE$ >~AOLZ P SYC-

LOGIC'AL EFFECTS IN CR GRJYA t LIE VITA4 ,tL F UCRl'< rD T;T< I0 E

TAIO UNESMfLOYIENT fUi ZNL i; % A r OF A 2Ct AT t4iAT$ 1

POLICY OF AO HG O E rAN SIi'L, »<&I :T c I U LI EOI

RErNDSO PCiiD O37" HL A[I;NAt'IL TC RAT ,E C V l 4 t<U MA CA<N OI

TORs MA 2 I PiACTICE FLEX i tA EXCHAOC FtATES TTO itSULAATFO TH$ INDIAN

ECONOMY FRrMci HL OUVSiE-iJOiGiTC. IN ONR LCitC$CI0iO o; JNBIAN TRADE-S ,LADCL

UITH PARTICULAR R4EFERZcICr TO ILANNED IN3TVESTlC OUR CONCLUSION IS TNAT Hi Gi

RATHER THAN LOW FXCHANCE RATE IS LIKELY 10 SERVE OUR PfEiSIViT INTr-VSr75 ETTs .

Oun PnrSEbt AGuOMENT P1 FAVOUR OF FLEXIBLE EXCHANGE RATES INOICATLS FTIL LIMITS

WITHIN WHICH A POLICY OF HIGH EXCHANGE RATC EIST OWiEATr. GUR OTHER CONCLU31ON

REGARDING A POLICY Or NIGH EXC$ANGE RATE VIS THAT IT MUST BE A COMMON POLICY

FOR THE WHOLE AIREA Or THE INDIAN OCEAN 5 NOT LESS RELEVANT O VITAL 10TO OUR

PRESENT THESIS.

RISING WORLD PRICES MIG H T EXERT AN INFLATIOUARY PRESSURE ON INDIA EITHEI

BECAUSE OF INFLATION, PURE AND SIMPLE-, OR BECAUSE THE WORLD RATIO OF CHAN

BETWEEN OUR EXPORT COAMOD ITIES ALiD OTHIE COM$OOi;ElS IS RIS1ING IN FAVOUFF OF THE

FORMER. IN CASE OF INFLM I ON' ANY TRELNJ$ AS IN 21A AN AFTEi-WA! YEARS, IT WOULD

BE WISDOM TO RAISZ THE EtCHArflE RATE FROA TIME TO TIRE AN;) ALLOW i¥E RICE OV

WORLO PRICES TO fE A$SORBEO IN A HICBJEP , RUE. LuTr CH $ TU'T Of W4OULD

BE DI FERENT IF "HE pTAJNl TCKEO *LS iSL B( DO-&i.7 /l fJY Or f>4



DUCE o(ID 3FLC$A I-, Al % C L 6 1 V L.: L L. t a

AGR ICULTURAL GOOns. A XtMti Ca1 t: IN 1'S OCA:L VILL NO I©UBT PR£VLJ:IT

THE RISE OF T1E AVERAG[P: 4Ct-LE¥IVLT TO ; LTENT OUT L ILL OT F/EVUIJ THE

FALL IN TlHE RELATY VC PIC O NONF .-AtlN :CtT:LdL ;FC.,ILUtE A:D IwPFO;T CD)OS A¢l4

THEREFORE AN EFFECTIVE P;NS IN TOE INCOMEF OF A3rICULiUPAL CLASSES. IN V¥EV

OF THE SAVING-IiVESTMEIT RELATIONCSHIPS IN W D!A, SUCH A $fl :' OFi ltCO>4F5 l

FAVOUR OF THE SAVING BUT HOARDtNG CLASSES IS TO HE DEPRECAira. TW: A-, :'UATL

REMEDY FOR THIS SITUATION WOULD BE 0TO LEAVE 1HE EXCHANGE RATE UDISTUROE.D iur

TO IMPOSE EXPORT DUTIES ON APPRECIATING PRODUCTS AND USE THE PROCEEDS FOR IN-

VESTMENT.

A FLEXIBLE,, I.E. LOWER) EXCHANGE RATE WOULO tE QUITE USEFUL THOUGH NOV

EQUALLY PEREMPTrORYIF THE WORLD DEVELOPS DEFLATIONARY TRENDS DUE TO GENERAL

CAUSES LIKE THE GOLD STANDARO, BANKING BREAK-OOWUS, FAILURE OF INVCSTMELT TO

[EEP PACE WITH SAI/GSEIC. IN CASE CF RAPIO AND SEVERL DEFLATION, IT /OULO

tVEN BECOHE PEREMPTORY A5 THE BEST COI4PROMISE OF CONFLICTING INTEIRESTS;

AGRICULTURAL AND NON-AGRICULTURAL. SUT THE SITUATION WOULD AGOAIN BE DIFrLnEtT

IF THE DEFLATIONARY PRESSURE ON INDIA DEVELOPS THROUGH THE RELATIVE DEPRTC;A-

TION OF HER EXPORTS IN THE WORLDO-MARKITS. IN THIS CASE A LOW EXCHANGE fAIE

WOULD BE VERY DESIRABLE TO MAINTAIN THE MONEY-INCOMES OF THE AGRICULTURAL

CLASSES BUT IN VIEW OF THE SAVIING-NVEST4ENT RELATIONSHIPI NO STEPS TO MAINTAIN

THE REAL OF VALUE OF THESE INCOMES BY SUBSIDIES OR IMPORTS ARE DESIRABLE. THEL

MAINTENANCE OF MONEY INCOMES OF AGRICULTURIST IS VITAL ECAINSE OF THE DEPENDENCE

OF OTHER SECTORS OF THE ECONOMY ON THE PURCHASING POWER OF THE AGRICULTURAL

CLASSES.

THE RATIO Or EXCHANGE MUST E WATCHED YVERY CAREFULLY FROM TIME TO TIME.

WHEN THE FIRST WORLD WAR ENOEO, THE RATIO WAS IN FAVOUR OF MANUI FACTURED PRODUCTS
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PREWAR YEAR t9 i4 IT UEDA fro F;L tr> :L L rU] I BFORE /~iZ 0%2E¥ )

THE CREAT DEPrwCSSI ON THE >4. *t TY :F A-> kJ.14< rAAC LrF o CCEG$

WAS ALMOST REACiHE. IT 1s ARuG=KE ARE ct.02E TN>4T (Vr TKrIs CRGoVl1 A~rN

AGRICULTURAL PRICES OR EACNANGC RATE S4OLDL WAVZ aBEEN UTLA'TIV¥LY LO$WEf RATHER

THAN HIGHER IN INDIA. ACTUALLY, ON QUITE OTLER G20OUHNS A HGIGH ;XCiBAN[E RATE

WAS ADOPTED AND THE PRICE-L.VEL STRUCTURE ALMOST LIN'J ITTI NLY U40f2R:8 '; THIE

GREAT OEPRESSIOH UPSET AGAIN THE AZCCUIIN £EUIIA0RiUN AN4D 'NIC $WE Ti RtATIO

VEERED IN FAVYOUR OF HANU*FACTURED PRCDUCTS TILL IT 4A$ ABOUT I I/2 nBY 42. ITHE

TIMELY ABAhOONMENT OF THE GOLD STANDARD AND DEPRECiATiOk OF THE $TERLNHG COR-

RECTED THE DETERIORATiNG RATIO AND GY 1937 IT UAL ONCE ORFE ATTAINED THE j19P

PAR ITY.

WORLD WAR It UNi.EASHED I ulCE UIEXPECTED IrFLUEiNCEE DUIURING THE WAR,

CONTROLS ETC. NAINTAINED SOME PARITY BETWECN THE TWO CLASSES OF GOODS, UT

TH E END OF TilE WA R SAW A DIFFERENT SITUATION IN OPERATION. A GOOD PROPORTtON OF

EASTERN EUROPE WHICH WAS AN IPORTANT SOURCE OF AGRICULTURAL PRODUCE FOR THAT

WHOLE ARIEA WAS EALED OFF FROM THE REST OF THE WORLD. RECONSTRU0TI0N AN3 RE-

HABILITATION MADEO LARGE DEMANDS ON FOOD AND RAW MATERIAL RESOURCES OF THE

WORLD. IN THE GREATEST SINGLE SOURCE OF SUPPLIES, THE U.,/A. POLITICAL AUTHORITY

AND FINANCIAL RESOURCES VtER E PLEDGED TO MAINTAIN A HIGHERf RATHER TAN LOER PARIlTY

BY WITHDRAWAL OF SUPPLIES TO ANY EXTENT NECESSARY. AFTER M4ANY YEARS SINCE TIlE

OUTBREAK OF WORLD WAR I, THE RATIO TURNED HEAVILY IN FAVOUR OF FOOD AND RAI

MATERIALS I.E. GENERALLY THE EXPORTS OF INOIA. IF THE WORLO POPULAT!CN CONTINUES

TO GROW AS ESTIMATED AT THE RATE OF I % TILl ABOUT 1970 AND AGRICULTURAL TECINIQUE

ETC. REMAIN WHAT THEY ARE, THIS TREND MUST CONTINUE, IN OTHER WORDS, TO THE EX-

TENT OF THIS TREND, HIGH PRICES OR HIGH EXCHANGE RATE WOULO tE T"C MORE APiPRO-

PRIATE POLICY IN THE PRESENT ERA.

rLEXIBLE EXCHANGE RATES WHICH PROVOKE COMPLAINT ANO RETALIATION FROM
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RUT WHEN DtFLATiON 16 U~b;E JAY,¥ L(IWREO ),2 NSAE SAT.E 1$ AST TO INVITC SUS-

PICIOUS AND COUNTER !EA$UIrES. iH-©uzrt ScIN oI IN 12ZLF , A bOLICY 0'r FLEIBLE

EXCHANGE RATES MUST CARRY THE CONSEN? OF OTHlER4 COUT,1IlES IF T S15 NOT TO CAUSE

DESTRIUCTION OR ARBITRARY CA2ALISATION ,CF INTERNTIO .CV THiAD$ AJD t[LTNA1TZL.Y

QENCRAL IMPOVERISIMENT AND EVEN OLIT ICAL EX!o$SIONS* Ci t C ' Zuc> 21 cr a

SAFE ONLY IF IIP'LEHENTEO Ti OUGH AN' IE, NAL AU :T IY ¥ :-

WHICH IS THE PFOP[R F O!UA FOR SE '[IA PLEAS.

H-oW 0o TZSt tP PAR IN T22 LiCkY OF rtSy LrRJZ~?cL HI

TORICCALLY, IJ3DIA 'AS iAO0 RCIt EThY EC 3OF ( ) APPRE CIATION OF rUZ HiPES.

WHEN THE ATE WAS gAISED tsCi4 A VOSTSAUi LOW OF ls-.2 TO 1S-6Dg ;-?cEL I19O

AN4 1927, (11i D) F:[RIAVEC 1 O TIIE RUPEE UT It CO.MPANY LITN THE ST:RLINa, O8CS

AF¶ER 1931 AND A UECOND TIMIE AFTER 1949. THE E ISxE FRCH 18,73 To 1% +v BE

EXCLUDED AS IT IAS A PROCESS OF EVOLVING A NEW STANDARD FRO' THE ZXIStING NILVrdi

STANDARD.

IT IS CLEAR FROM THESE FACTS TIHAT INDIA HAS NEVER tiAD EXPERIIE4CE IN

RECENT TIMES OF SIMULTANEOUS RUPEE-DEPRECIATION AGAINST ALL MAJOR CURRENCIES

OF THE WORLD. THE REASONS FOR THIS THROW IMPORTANT LIGHT ON THE CHARACTER OF

THE GENERAL PROBLEM AND THE CHANGES WHICH HAVE TAKEN PLACE RECENTLY.

THERE CAN OE NO DOUBT THAT THE EXIGENCIES OF THE hNDIAN DUDGET WEIGIED

HEAVILY WITH THE BRITISH IN THE FORMULATION OF INDIAN CURRENCY POLICIES. TILL

THE OUTBREAK OF WORLD WAR II, INDIA HAD ON THE BALANCE TO MAKE ANtUAL PAYMENTS

To ENGLAND FOR ADMINISTRATIVE PERSONNEL OR STERLING LOANS SUPPLIED. A DEFPRE-

CIATION OF THE RUPEE MEANT EMBARASSING DEFiCITS AMD AN UPWARD ADJUSYkENT OF TAX-

ATION WHICH IN THE CIPCUMSTANCES OF INDIA 'AS NOT EASY. WHiLE DETRECIATION

AGAINST STERLING VAS AVOIDEi FOil THIS REASON, APPrECiATION /%AE4IrT STEILING AND

OTHER CURRENCIES WAS '©T UUJIELCOHr - IT 5Rl~OUC!~T -JINDFALLA TO TiHj TREASUllRY, To
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CTil FOREIGN OBLIERCATONS THIS PCOTET 4KI. tzrr P y <>)ULC ', >¥

THE NHEO FCR INVE.I Ž EIf OF rOF&RLI~.l Th CLl ,CEfrL <IYV MEAN

BRITISH CAPITALHAS B EEN CI`IZB 7RE-TZTLV A$S AIt D I

IN GENERAL AND IN RELATION CO TAF Gy tLN II U tNjL'<, 2 H

NOT HOLD TRUE FOR EC2ROWfiNG BY 30V<RC-NMEN 7 EU 2LI 'C ? -VC!F NE

TIE FOREICN LENDrR COULD ALWAYS rtZ>TEC7 WISZLF BY 531rOLAIa N RFPAAvUINy IN

HIS OWN CURRENCY. IT HOLDS TRUE IF AT ALL OF INVZTMIENT UDE[RTYKEN rBY FOREiN

PRIVATE BUSINESSMEN ON THEIR OWN ACCOUNT. THERE IS NO DOUBT THAT AN ASSURED

EXCHANGE RATE IS CONDUCIVE TO INFLOW OF FOREIGH CAPITAL IF ANY S FORTHCOMING,

AND SUCH INFLOW IS MUCH TO ~ OtSIRED, eUT THE EXTENT OF ITS OPFVAT<IV IN-

FLUENCE MUST NOT EC EXAGCGREATED, IT NEED AIAIDL aE tpINT H D OJ~ THAT cJ [I i)

POLITICAL CONTIrOL *IPLI[ IN I[ ERIALIS4 WAS MUCl THE NOC; lapoTANY i *,-T[C

Iv B[¥TISOi INVESTkmENT THANi AN ASIURECD XCLANGE RATL. WJ IiI U- C FJ.

£NCES OF TE WORLD ArFTER WORL.D WAA I, I IS Ir'DtO TO EC UOI. c, >;OW&(:.V ,

BUSINCSS ITSELF EXPECTS SUCH ASSURFD FIXITY OF EYCItANOE NATE Atl W Ai.R

WOULD NOT PREFER TO ADOPT iTS OWN PROTECTIVE HEASURES, LIKC AOMQUAIL NESIRVES,

ETIc. THE FACT THAT LATIN AMERICA AND EUROPE DEFAULTED AFTER WORLD WAR I AND

PARTICULARLY AFTER T*E DEPRESSION ON MORE THAN 3/4THS OF PUBLIC AND FrIVATE

DEST OBLIGATIONS -. SOMETIMES NOT WITHOUT GOOD CAUSE AND MORE OFTEN BECAUSE OF

IMPOSSIBLE ECONOMIC POLICIES OF THE LENDING COUNTRIES THEMSELVES - SUGG05T$

THAT EFFICIENT GOVERNMENT, FAIR LAWS, AND PROPER APPLICATION OF 8ORROUED FUNDS

ARE A FAR MORE IMPORTANT ATTRACTUON TO FOREIGN CAPITAL THAN ASSURED EXC:ANGE

RATES WHICH ARE PERHAPS IMPRACTICABLE IN TiE EXISTING WORLD SEIt-UP.

WITH THE WITHDRAWAL OF BRITISH IMPERIALISM FROM INDIA AND THE SHIFT tN

ECONOMIC POWER, THE PROBLEM OF FOREIOGN INYVESTINT HA5 BECO©E HUCII 4ORE COMPLICATED.
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t44E CURRENCY AiRLA LINt T';R<!NC Ai tl < i i fh > M si .'A·hANC-T T,

ALL OR DIFF0EITNT CURCNiCt¥ ARt.A3 IS .~C"T i~ 55 it , Z '% fN A LOs$

AS THE LEAOING CAPF$IAL-tL5INIG CVOj1 CtTlO II OF tft >· 2> OFS THE I.* M.

THE ONLY ASSURANCE TUHE PRI'iVATE I`C iG[ 4: IVN CA> J £ XT!A L'f SELF UST

DCPFND ON Ii CP fl>UN ABOUV A:Li A > I: *U TF , AiiAL IY l4< AIJ I <i-I HA I

CRGAN ISAT I l.

$cl'ECrTvE CRELrt Cc> Ltf N L

T N Or O EOFLAhOI C iOR INLAi LtA)Cf HII EF: II « I Y <sT

!TRl V T O A$5SURE fl <>4 I, W ),!Kl I I> %*it 3FO G',/Y. jV lFtA C N i ACiiIV

I S ONUJECTIVES T I TEER BY SELCrIYVE C4INTR f.$I Ri <CTZD AT PAI{f cULA+ PCI NIS Or

TlHE ECONOMY OR BY CIiE OEN1VRAIL PECIPL X (IF M)ONE SVPPLY ANS ITS 'iiAV OUR,,

IN PRACTICE, SELtCTIVE CONTROLS MEAN LIIAIAI ON OF eANKwG CREDIT TO PAWYICU-

LA OBJECTIVES. A GENRAL REVItW OF THE ULSE OF CREiDIT IN J{IDfA S4HOULD INDCATE

WIHAT SUCHi CANAL ISATION Of CRIEDIT COIR.D 0{ COULD NOT AC3IEVE UNIDER rH EXISTINC

C I RCUSTANCES.

IN REGARD TO THE SUPPLY OF 3HORT-T RIIM CRtDIT, INDIAN HANKINSG O3UCHES

THE ECONONY AT BUT A FEW POINTS. INDIAN BANKING HAS TAKIEN ITS CUE FR$O 1HE

BANKING PnRACTICES AND STANDARDS OF ENGLANoD. ALTHOUGH THE HIGH PROPORTION OF

QOVERNMENT SECURITIES IN INVESTUMNT OF FUNDS HA5 ALTERED THE BASIC CONCEPT OF

DEPOSIT BANKI(NC, THE 5ELF-LIQUIDATINQ LOAN STILL CONTINUES TO bE TitE MORNM OF

SAFETY AND LI(U.DIfq IN 4ELA¥TIOU TO 'RI 'iTE TtAOE AND DUSINES5.

IT IS NOA SUl<*SU, I THAT CLM5UAC-k CREDrn I> HNE 7I< OF

3TALM4ENT CREDIT OP OTHL'RI4IS HA5 ilA .DLY t ~ r'LAC 1i T1iE SUi>LV OF U SY

AN:AK. UNFAMIItAAIIY WIThk IH%. USE OF OUUNS1iZ <i0id$ CIA$. <i 1(

IN DE£T, MArn(tcE INSTABLIY OF CCON" ;Y0 f? Ct5 P4'JS L A?.CK O, VNt%'>~Z AND



CLNERAL ST ANhO li SILT, I F.nT IC',> CL-U - $I T .i N rgi'C

SIRASLE PRACTICE. EUT TQ:E 9Anl REA*I_:iS :&r iF iTS AO$9NCE 19 00 >'O:t57 Egrl tNEF

SY TIlE DOMINANCE OF THiE SELF-LI'UIOATiNG LO\N ILEA. iO THIS GENEjAR! PICTURl

THE S3MALL, NON-SCHLDULLED EANXZ 4HICI OGFEATE LA;<GELY IN St4LLER PLACES AND

HOLD ABOUT IC - 15 PER CENT OF THE TOTAL DEPOSI' COF £ CCUNflRY !SNT AN

EXCEPTION TO A CERTAIN EXTENT. TNESE BAiiS ARE APT ¥0T <(i: CilD, [Ofi HARDLY

OISTINGUISHAOLE FROM CONSUIPTION LOANS

PERSONAL AND PROFES$iOLAL LOANS VWiC! A&E rE .i A.KiN TO CiONSUEfER CRFDIT

ABSORB ABOUT 7 - 8 PER CENT OF TOTAL LOANS AND ADVANCLS. WITH NOW-S.CHEOULLO,

I.E.* SMALL BANKS, THE PROPORTION 15 VERY HUCH H(oNER, 26 - 27 PER ctaT. ONE

FACTOR WHICH MATERIALLY FACILITATES THIS KIND OF CREDIT IS NO DOUBT THE MUCH

CLOSER PERSONAL CONTACT WIICH EXISTS BETWEEN SMALL DANKj ANO LOCAl. SOCIETY.

IT IS A DRAWfACK OF INDOAN eANgINC AND SOCIAL CONOITIONS OENEIALLY ThAT NO

EFFORTS HAVE BEEN MADE OY INDIAN IBANNS TO NCCURAGE ACTIVEILY 50C*AI CONTACrS

ON THE PART OF THEIR EXECUTIVE OFFICERS.

THE EANKING S1STEM AS A WHOLE HAS NO CONTACT WITH HOUSE-iULOING

ACTIVITY AS SUCH. LOANS FOR REAL ESTATE PURPOSES ARE ALMOST NIL WHILE LOALD

SECURED BY REAL ESTATE DO NOT AGGREGATE TO MORE THAN 3 - PER CENT- EVEN 5mmL

BANKS DO NOT VENTURE IN THIS FIELD. THOUGH IN THE ABSENCE OF ANY EITTLR SECURITY

IN THEL AREAS IN WHICH THEY OPERATE, 23 PER CENT OF THEIR LOANS ARE SECURED ACAINST

REAL ESTATE AND 17 PER CENT AGAINST GOLD AND SILVER. IN EITHER CASE, THE LOANS

REPRESENT MORE CONSUMPTION TIAN TRADE ANtID CONSTRUCTION ACTiVITWE'.

THE BULK OF THE SHORT TERM CRLOED IT SUPPLIED SY THE BANKS A LOANS AND

ADVANCES IS ABSORBED BY WHOLE-SA L AND RE' tli TRADE. THE PRODORTION IS APT TO

StBE AS HIGH AS 45 - 50 PER CENT. ThIS 15 ALSO aORNE OUT SY THE FACT THAiiT WHEN

CLASSIFIED FOR SECURITY, LOANS AND ADVANCES SECURED $Y MERCHANDISE AOGREGATE 0TO

60 PER CENT OF THE TOTAL. THIs IS PERHAPS INEVITIABLE IN A AOGRICULTURAt COUNTRY
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AOVAHTAGE UNDER 1HE EatSrt>C eG SiT<4 !(' *L $7D VJE ,As A :V AL-:EA~ 'DI

THE VOLUME OF CON3ZIPTION tIN J A MAE CU A LI.MI 2D TKCHMICAL RELATIONSHIP

TO THE VOLUME OF lNVESTMiENT. kXPA'SION OR CIRAP:'O7 10iC 2 2 ¥0!t:i OF CON.

$UNFPTION IS NOT LIKELY 0T CRI;: NE, ':f T>0 T"~> $ 1CTWIL ti L. I E

DOMLST I ICRUSTIY D tV i Ci ,4<F I A- NT P*a<L t/ D ? A I t[ <:,

REWa,, V ;0 P ( 21 4I. vP L lY T ir5 -i C-i

LAT. NOT StONI;Ic,*.I¢T Ts>g Lu*A'2 < NU' r¥; C4E< Tr uEcS 1OT CCI:ND IT-

SELF TO IDIANO t, aN8s. TcE:z . S !o t>[D' Atr 'i'A>T lC!i:MAI0: ON T';iCiR PAl l IN

iOUSING CONSTRLU'CIONI - PERHAPS THE %:SV AIb BiGGS;- OSOECT OF SUCH SREDIT IN

COUNTRIES LIKE Tti U.S.A. AS A MATTER OF F ACT, R*AL ESTATE IS NOT ACCEPTABLE

FOR PUtPOSES OF SECURITY EVEN - NOT EVEN 3-4 PEr CENT OF ALL. LOANS ANO AOVANCES

BEINO SECU[ED BY REAL ESTAIT. IT ii OCUSTFUL '"TIIHEfl SMALLER $ IKS I:VN ARIL

PREPARED TO VENTURE INTO THI3 FIELD - ThOUGI BECAUSE OF TlIE iRAIINACTER OF iTE

AREAS AND SOCIAL STRATA IN WHICH THEI UOPRATE 23 Pr:, CENT OF TITEIP CANS AND

ADVANCES ARE SECURED BY REAL ESTATE AND 17 PER CENT BY GOLD AND $ILVZRU

SCOPE FOR EMPLOYMENT OF MONETARY WLAPONS THE ALTERNATIVE TO SELECTIVE CONTROLS

IS REGULATION OF INTEREST-RATE-SWORT-TERH RATES AND THROHUCGH THEN LONG-TERM ATE

AND LIQUIDITY-PREFERENCE OF THE PUOLIC. THERE ARE SPECIAL R$ASOHS WHY TilL !I¾)AN

MONETARY AUTHO4I0,E3 ARE TODAY IN A FAR SI:KO<NSR POSI rIC ¥0 tO:OreOL MONEY ANt

ITS eEHAVI 0u TIiAN s9EFOL i*O. LD WPAR I. R" Ihlh UAt_ T E ,E < IE 2NO A <OKETAIY

AND CRIEDIT STRUCTUVI[ SUFVCF'C FR<)0I CZRTPIN LIlTTi0S WUil4C.4 MUST NOr U[ OVELR

LOOKlD.
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PORTION OF DEPOS ITS Iii T TL yAL i; L BLCA., Ul 7AJ SO if Z D N 'JAR An

POST-VAR YEARS AND MAY nov C L MAY7IMPROVEaINgCc Or TIME:< OF CUR-

RENCY NOTES MEANS NOT THAT MONEY SUPPLY MUST LACK ELAS11ICTY, 3UT ONLY THAT

INITIATIVE AND POLICIES OF CO4NERCIAI. OA'IKS CAI4NOT GO VE>I FAR IN ALTERING

TOTAL MONEY SUPPLY. WITH THE ASJLITION OF OClI[4TIC CO VCRNTIE!L)[I OF ' l'E C4r -

RENCY NOTE INTO A TOKEN COIN OF APP RCI4.[LE SILVER CONTENT AND FOREIGN LKXC.AliE

RESERVES BEING MAINTAlLiED FORl EXT1RNbAL I`O4vZRTIBILITY ONLY, THE bOLUME OF CUED

RENCY NOTES CAN NOV BE AOJUSTLU t!ITHN MNt}Q vILR L![IITS. AS WAA WELL DEMiON-

STRATEn DURING IORLD WAR II, THERE WAS HARiOI.Y ANY LIMi TO TNE EXPANSION OF

NOTE ISSUE ONCE THE ULTIMATE CiECKS OF ItFLATION AiD T¥AOi UNOALANCE TO WHICH

INFLATION LEADS HAD BECOEMC INOPERATIVE. THE PiEFPONDERANCE OF NOTES IN CIRCULA-

TOON NOW MEA*NS THAT THE FESERYE BANM OF INDIA IAS AS DIRECT AND CVFLCTIVz CON-

TROL OF MONEY SUPPLY AS IN COUNTRIES WliTH MOST ADVANCED 6AN9IN* .YS1EiS. THE

RESERVE BANK BEING THE SOLE SOURCE OF SUPPLY OF CURRENCY NoTES, TIL CO>gCI AL

ANKIS ARE FORCED TO APPROACH IT AT A M¶tCH FAR. IR ST AGE TIAN IN OOE COUviRaL$

WHERE A SMALL LOWERING OF THE RESERVE RATIOS CAN ACHIEVE A MULTIPLE CREATION

OF CREDIT WITHOUT GREATING EXCEPT AFTER I4UCH oDELAY A SIMULTANEOUS DEAND FOR

MORE LEGAL TENDER.

WHAT MAKES CONTROL OF NOTE-ISSUE EVEN MORE FFECTIVE IS THE FACT THAT

THE TOTAL MONEY SUPPLY IS NOT EVENLY DISTRIBUTED BETWEEN AREAS AND CLASSES OF

PRODUCERS. WHILE THERE ARE IN THE COUNTRY ABOUT 40C0 TOWNS, LE., PLACCS WITH

A POPULATION OF 5000 OR MORE I BANKING FACILITIES EXIST IN ABOUT 1600 T7OWS O(NLY.

rOR A POPULATION Of 360 MILLIONS, TIHE NUMBER Or SANK ACCOUNT HOLDERS IN 1950

WAS A LITTLE MORE THAN 3 MILLION, AND MORE THAN lHALF OF THEM HELD UNCHECKABLE

SAVINGS ACCOUNTS. Ir TIME DEPOSIT ACCOUNTS BEEN ALSO EXCLUDO, TiHE NUMBEkS

WILL BE ONLY JUST A LITTLE OVER ONE MILLION. THE VILLAGES NUMBERING ABOUT SIX



TUE CUIRRENCY ' 2T& IS T LV, F , < I l IF, 4U I$2 II 51 ONY I

THE URB8AN AEA3S INgOI 0TD JUST NCO. lThz DctC I O2 MZA A iuFAL CH{A>CE3S i ruR -

CHASING POWER IN HA4i}3 OF THE GURAN PC~tLAiION PEV CENT CO 360 pUILLfON$

WILL NOT PERCOLAE TO RURIL AREAS. BUT VHEN THjY VO !E.COLATE, THE DEMAND I!

FOR CURRENCY NOTES AND NOlTHItG ELSE.

IMPLEMENTATION Or <.ONETAfRY POL CIES 30 FA A$ 3 > NiC Ey IC C:1 CFPlL)

1I3S RELATIVELY EASIER ANtD M''SE EF£rCT.%t 2:A2dl I UtS.A. AND (Ti;:z COUNr. lI$ '<A

ANOTHER REASON. IND4An 3nAAKIN ST'> IrzJE IS nUAM` <D Ot4 PANCII )ANVIKO 4ND

QUITE HIGHLY COCENTRATIED. StVLN G;t(E7S RFAI'S WITH - FANCHES HOLD AL-

MOST 67 PER CENT OF TH COUNTRY'$ OEPOStTS AtN) rFiu)vak OTERS Or NEOIt 9M 1

HOLO 15 TO 6 PER CGENT I'C~. 3, CZSLE t NC OIS4URiTIO4 OF f<$K$

AND LASY FLOW Or SUP'LUS CAPITAL Io UDAVICII ARES I:IWNE O3 L TTLE GOWUT THAT

THIS IS THE l1UZ CAUSE Or iaE :TZ[~,Gi A, S~TAILiAVY VJNICP LNOS V:LI -17 VD

ouR I NO THE CRCAT DcPR£$.ICN 0 IC4 N THE H I AArN IPANK fN sv T u * V2.O w~J SCY/Fr

WHEN SO MANY OLDER AND BIGGER BANING SYITEMS ROCACO AND ALL PU( 3EA1HD. F<

ABOUT 1600 i ACES OF BUSINESS, THERE EXIST iN iNDIA DELL OV~R 4300 aANK OFFItCE

AND BRANCHES. THE NON-SC14EDULED OR SMALL $fAN Y.SAE iA[ NiUoiER A:D ARE

GENERALLY SPEAKING OF TIlE UNIT TYPE FOR VHICH THERE 15 A LAIRE SCOPE iii Tilt RURAL

APEAS.

Tie EFFICIENCY OF THE INTEREST RATE AS A REGULATOR 'Fr HIE ECONOMY MuOS S.

JUOGED IN THE LiGHT OF EACH 'PAiTICU.AR SITUA41iOt. IT iHAS, G< TOC i 3LGE I5

RELATION TO PROSPFECTS OF ttPUSTRIAL INVE*ZTNZNt * li4U NG CONSTTi/io&0> VALUE5 Oi

EQUITIES AND OTHER EXfISTING ASETS, POSITION OF RAN1: AND INSURANCE COMPANIES,

GOVERNMENT INDEBTEDNESS A,2D LEVELS OF STO>($ ANtD INVENTORIES. IT HAS BEEN AL-

READY NOTED HOW TriE3L FACTLR5 riE E!TFO PZ ),AL 01FF tIOt).IF5 0 IC TNE INWFLA-

TtONARY AFrTR-MATH OF aO L0 WAR i1 EVEN NOPE tk * RTA 'T THAN fHE Lr tr Oc s Ca

THESE FACTORS iS THIE STAT. OF EXr:CTATION> *HICti g RlATO POI VY INCI$ARI Ly

I NDVCES.



SPECIAL S ITU7 C<AL EKr-UP OF D ._Tm AF %A¥ V' LL 80 FiE

PERSONAL CATECRo AnroD TI:L iAVQZ ,E SO 7.. ` ,!AE NUM; tI •<& N 4 ! A Tw*Af

ELSEWHERE. ANY LARGE FLi`UCQLCT S *, EV , V ;:LS3Oi $ CO 4.ER~ruT RATES

AND ANY S311FTS IN AVo 2SUu - >ri VCYPV 1tFOT4A CONs&

QUENCES TO THE ECCONOMY

SCOPE OF FISCAL POLI CY. 'FR sEvrjai RE cN3s IkNic 'ATLo ACUVn, TuiHE .i NIENAN OF

A STEADY VOLUME OF EIxENOITURE - CCiSLEU< CN (07 INVETMN - !?T N

PRESSIN N PROBLEM CF ~DIAN ICO!1C4O:Y AS ; It1 NDUNIRIA SCE ECOKC.< 4

IN WHICH THE VOLUNE Of OUTIfT Ht3 A C LO4 T/r. t.t.f rA$I{t4 P TO liNLTMt<I,

TIlE ELEMENT OF 3E1i'-; PL('>.MT HAiy EITS A; UitCi FOR TiHEE E ' EJ;-

FER rFO4 INSTAIIILITY L O~ aOQVN AMl Tr:HEi·!lo i 3 ojENT OF MON[A C POLCICY

roR INDIA SHOULI 'E FIR-L.Y A FGL LICY OF VV'PLa R.TlE PHICH PIrEVN > ; IIHPC0RTAT1ON

OF INFLATIONS A.0 OEFLATIONS FROX OU-ISGIJ, .ICOND T, A P)JI.ICY OF EoUAgLiS i

SURFLUME3 AND DEFICITS OF AGRICULTURAL OTIPUT OVE2 AGRICULTURAL CYCLED AND,

THIRDLYp A POLICY OF PUBLIC AND PRIVYAT IN¥IVSTENT TO1 QUALIZS $AViNC AND V;-

VESTMENT WITHIN THE LIMITS OF THESE OBJECTIVtES SPECIAL STEPS SHOULD S. TAKEN

WHEN THE NEED ARI3ES TO SUeSIPISE THE PRODUCTIOr OR SALE OF TIE OUTUPTI OF COT

TAQE AND DOMESTIC INDUSTRY, To SCALE DOWN' THE LEGITIIATE INOEBTEDNES$ OF THE

OWNER-CULTIVATOR, TO EXPAND EMPLOYMENT FOR URBAN LA5OUR AND PARTICULARLY URIAN

MIDDLE CLASSES,

APART FROM THE OVERRIDING CONSIDERTATION OF ACCELERATING THE TECHIOLOGOICAL

EFFICIENCY AND ENLARGIIG THE CAPITAL BASE OF THE ECONOtMY, POLICY MUST BE GUIDED

BY A PROPER APPRAISAL Or THE RELATIONSHIP nETWEEN VARIOUS FORMS Or INVETMZENT

AND THE VARYINO PHASE$ OF THE ECONOMY. IN TIMES OF AGfPCULTURAL PROSPERITY AND

RISING PRICES, TIlE MAIN PROBLEM is To ACTIVATE SAVINGS ANDO UNDfETAKiE SUITABLE

INVESTMENT. IN SUCH TIMES, THE INDUSTRIAL SLCITOR ibED NO 5VECIAL ST~4VI.US AND

THE CLASSES DEPENOENt ON THAT SECTOR ARE VEL! EMPLOYEO. -T 43 I'IGEAEFORE LOGICAL



A N" P F C P. F0 1, -T 7 l~ LI ~ I ~ ;A i- ': i C [ A L2V-

0 A ARICULTUREL ANXa flV¼AL ;?LEA$ 2.2 O Nl< F O> <OR 3 CO M

PFROJECTS, INPROVED TECThU.UE CN CULEO OF5POE, 4A >3Z ETCT ., >A4 TTo

THIS PHASE. DURIG THE OPpOSITE PNAZ,[ ;tE FALL OF AGNICULTURAL PRICCS ANO IN-

COMES IS APT TO BEAR HA~iJ AND HEAVILY OH LA~.O-LC$S AGPICCUULTruAL LABOUR, U-BIAN

LABOUR, URIAN MIDDLE CLASSE3 A0ND WORKERS IN DQFU SyC C: Us&R¥. TnLE HARDSHIP

OF LAND-LESS AHGRICUL1 RAL LAB~OUR COULD BC MET d COUV STRuCTO CF ;OAD3 AMo OTHER

MEANS OF COMMUNICATION I; TiJE RUfAL ARIAA AND BY Tiie F'`OMOTICt OF 0 P W< C> lETr

LIKE DAIRY-FARlH. THE ERECTION OV SCdiJL-$t2iLO tY . A!JD EXPANSIONJ (0P E[PCAT 'ION,

CONSTRUCTION OF ARTERY AND VROAN ROAOS AND SANIrATION lOPVKS E1C., HAVE GREAT

POTENTIALITIES FOP, EMPLOYMENT OF U!iBAN LAGO[SR ADO URBAN RIDOLE CLAISC.S. BUI

MAORE THAN ANYTHING ELSE, LARGE SCTLE HOUSING PROGRAMMEN TO ABSCIRV URBAN SAVINGS

OFFER THE 4OST EFFECTIVE ZTIMULUS BOTH TO NDUSTRY AND TlE UWBAI POPULATION.

HOUSING 15 AND MUST COCTItUE FOR MANY YEARS TO .Z RAINLY AN URBAN AC7IVI1¥"

PROVISION OF FAVOURABLE LOANS TO CERTAIN SECTIONS OF THE POCPULATION; OYERNCEVT

GUARANTEE FOR INSTALmENT AND OTIIER KINDS OF LOANS GIVEN BY BiANKS AND OTHER FINAN-

CIAL INSTITUTIONS SHOULD PLAY AN IMPORTANT ROLE IN INVESTNLENT POLtCItS OF rUCI4

YEARS.

THIS OUTLINE OF INVESTI4ENT RESPONSIBILITIES DURING DIFFERENT PHASES OF

THE ECONOMY FURNISHES TltE FLEXIBILITY TEST WHICH OUR FISCAL $SIR}CTURE SHOUiL.D

SATISFY. DURING RISING AGRICULTURAL PRICES AND INCOMES, IT SHOUlO l)atSr A[ ;-

TIVELY LARGER RESOURCES FOR INVESTMENT FROM THE AGRICULTURAL SECiOR. DUrl'";

THE ODEFLATIONARY PHASE, THE BURDEN ON THE AGRICULTJRAL SCTOR DSHOULD AUTOMAII.ALLY

FALL AND YET, THE PUBLIC AUTIORITIES SHOULD HAVE SUFFICIENT RESOURCES TO BUILD UP

STOCKS, TO SUBSIDISE DOMESTIC INDUSTRY, AND TO URDERTAKE JRBAN PFbLIC WORKS.

THE PRESENT STRUCTURE OF JrEORAL AND STATE TAX-rEVENUJE tOES NOT ATi!SfY

TillS LEXIBIILITY EST. IiN OUR TAX-:SYSTEM, I"DiZ <AXZX[S GIVE AOCUr 7' PER CELT

OF TOTAL TAX REVEtUES. A CURSORy ANALY51S (4 TEi C0b;t$Ut4 t Oil « WHICH IXE$C



iO INllECT T,&/~i " /t.R VI! I 3']Cl] f r- Ti;~!~ y! L [ ¥ J

TitAN 20 OR 30 DiL O F TY ¼> ATI C14 3 6 L> ON LI5. TaiL AORt t ITURA-

SECTOR CONITRIUTES kM LL BY WA 2: L"NJ UNIDOhC 'S FO ARC - C

CENT OF TOTAL YAX RCIIVVUZ$ 2V LlJC $5 Z2t$ 1D1 ~ U I3D A F`ALlNd

PnOPORTION OF 6 - 7F&4R -EI'T Z!CE T' P'U ' TA <H Ti L ., EV&i <. 8inuE

{AS OCCOME QUITE LtGHIT ©' ACCTOUi COF FALl IN ' ¾' Z A : ::: ? 1, fND

SUFFERS FROI THE IsF;.viev I: qLi . Ttt z ST

FACTORS MIQNT bE ?OUNb 1H CH<. RCEZ OA t2,z. 7; CD S %VZ< LAACELY A <'ATE

CONCER*N AND 3PtCIAL SUSC ,AqC'* Oi LA>) IPLCVNUt )NOT AB TA>ATV , BUT As PACT OF

A SCHEME OF COlMiL3OLR / fATINC3 Vt FlZ L CORXCED t ROOD I .B$ A'I $US EEO' I

BAD TIMES.

Oulsr( C Its -Ra>l uL5. THE CNLY OTHER OdI2UPfLBZ FOP CtAUNTtiEQcYC:>CAI

t[ v''.SITURE A.AE SO:CCiL Z CURITY FUl.NDy PUBLIC LOANS AND O3ZICIT f;INANCK. LtoI

IHA MAODE OiNLY ,A iQCEiTi S rl.i'f WUTH $3CI5A. SECURI VY Ol A RELLATIVELY NARC'() FRO1T.

A Y VERY DEFi NiT ION TIH •C FUNDS ARE EA4,ARHKEI FOV 3P'CI PC PJURP OSES ;N FO 2V

BLEEFIT OF SPECI FC ERtSAIS, THERE 45 LITILE OiSCIRETIF ABOUT ¥tt!. &fl T2,

PRINCIPAL ISSUES OF POLICY WHICH SOCIAL SECUnfF K<AI$SES It ITS ELTLENtSo TO WIOEP

FURPOSES AND OTHER CLASSE DOF WORKERS. SELF-[E'WLOYM WOfIkERS IN Pl<tE-:C tAO

COTTAGE INDUSTRY IN PARTICULAR PRESENT AT ONCE THE BiGGEST AND THW HOMOtT FF¼CULT

PROSLEM Or SOCIAL SECURITY. CENTRALSED PURCHASE AND SALE OF THf PRODUCT5 CF

TlIS SECTOR OFFERS PRSOBAELY A MUCH 8ETT[ FOR[( OF 3ECUIHrT 'OR TllS 3E~TOR THAN

SUB$IDISED RAV-HAT[ERIAL OR UNEMPLOYVINET HELIEF, WMH:L THE C:O4Fi[CIAL AND CO-

OPERATIVE BANKS COULD WELL FINANC! THE HOLDINa OF STOCKS U3UOE STATE GOAFANTEE,

THE SUBSIDISATION OF SALES INEVITABLE IN DEPRESSED TIH~S 2AISE3 A MORE DOIFFiCULT

PROBLEM OF SOURCES OF FUNDS FOR THE pURPOSES. IT 15 NEITiHE PRACI tCALE ,I*OR IN-

DEED JUST THAT THE SECTOR OF DOt4ESTIC IADUSTRY ITSELF SHOULD BEAR TIHE WHOLE OUTIlCN



OF SUBSIDISAfl O4

TIWES VERY LARUELY CH LU)A13 A:0D"IC17i l >AXC t, H rF (At A4~CULfURAL

PRICtES, THE RA1 OF HOARDONGO LUST DECLjNZ ANO 1iHE C[ZIAI. LIQIDUOTI oF T:E

ECONOMY MUST TEND TO liE Hilh Ei ATI.H THAN< LOWl Pt IS )E,.D< 7' i'TE CURIOUS, IN-

FERENCE THAT DEFICIT FINALCE J5 A LEr$ El.G IHL M[EAO GI (:fIT f

THIN I N PROSPEROUS TIWN3. THI: s t *Z Grs mh ,T t.CE $

IERELY A FINANC;AL CONVENIENCE OLT A Z2 2:C?«< ECt*0IC :Ni Ut C It 4Ci

SAVINOS TCNOIN2 TO RIE4IN IDL.

A LARGQE PR&OPOR7 I0 OF AVA 'At. <A. tPOlUC'-USt (U HE

TEO ON 8UFFER STOCCK: AD O C0o'PERATI VE SO,'T DO A' C )AK CAAL OF TiH LAflCASY

S$CTORS OF TIE CCCO1 OY IF TIE -'GULi a'tiOfI SA ,rE TO A'/,Y sNCH A LARCE

FI ANCIAL RLL iN i THESE TUDO SE¢¥O&$ 7T 0- OFF ICU0. TO DC kOJ tHF COCQP.TiVA

$OCtTtIS 5RUCTwiL CAH BSC AL LOWEO TO :cN~:rON AW A Wilt(¥QR 05 FD!m AI T Y

UIOFFcICIAL ORI IIISATIO . IT MUST FUNCTION AS ;, DEMOCRACY WITHIN A AIRIDE

OEIOCRACY WHICN SUPPLiL THE MEAN5 A1i 0 DtRECT3 THE T'I{ihAL MA~A(LEZMZNI'

WHILE A STRUCTURE OF REVENUES AiD FIN ANCIAL RESOItPCES 0' TiE REQUIRLD

FLEXIBILITY I3 BUILT UP, IT WOULD AL3T O NECESSARY TO IAVR A SIRUCIUJR OF

PUBLIC EXPENDITURE WtICH ACCORDS WITH THE ECONOMIC POLICY IN VIEW. fCcnIOINO

TO THE PRCSEI4T DIVS.ION OF POWERS .5 TWEEN FEDERAL AND STATE GOVERN[AENTS, LARGE

SCALE INVESTMENT FALLS LARGELY WITHIN THE SPHERE OF THi CENTHAL OOVt2NMZNT.

MORE PROMINENT AMONG SUCH OBJECTS OF INVESTMENT ARE RAILWAYS, iRRIGATION AhND

RIVER SCHEMES, MULTIPURPOSE SCHEMES, POSTS AND TCLEIRAPHS, AVIATION/ ETC. A\LL

INDUSTRY OUTSIDE THE SECTOR OF DONESTIC AND COTTAGE INDUSTRY IS AISO NATURALLY

THE CARE OF THE FEDERAL GOVERNMENT. STATE COVERLMENTS ARE ENTIRUSTED JITHt SER--

VICES LIKE EDUCATION, MEDICAL AND HEALTH, COCIERAIlON, SMALl. SCALE INU'tARYV

URBAN SANITATION, URBAH AHUO RURiAL RtOADS, .TC. HOUsING AlSC FCALLS VZIV LARGELY

WITHIN THE PROVINCE OF THE STATES. i AFPPEAIS ?FOM f TIS TiiAT INVESTIENTT OU;UNG



HENT. PUT & -i A zE2-A

EXPANSION VERY LAk.Y:LY UIO&';.2tY ¥ I; STAT VCr :iTrS. LAtlRiAI'IOs cj

FEDERAL AND STATE ACTIVITY CF BCH g FOCSTULjtI; A IAlC> Iil H Zut 0

COORDINATION OF FEDErAL AJD iTA iE CZCIGCAL fd l OZL ri V FRACTSED) AT

PRESENT.

THE PRE FIVE YEAR FLANJ DL,!CPM't T CE%> NDIIJ sE:OAL `i. U

GIVES SOME CLUE TO THE SC ALC Nf WH!8CY rpEr'TE V T t!C C L`F) I E IYD TO I-

pLEMINT THE ECONOMIC FOLCtES I:N:DCATED AO)VES II. ¥ : : ¥£4R 1g9?-)(TH

DEVELOP'MErT EXPENODI TUf OF CV T1E F<1)U*AL cO1:;I mt.47 AO1UNTED TO AbROU I I B~i

LiOm RS WIHLE THAT OF THE STATE GOVERi104EVT5 WA$ A .I TTLE L735$ 1: THE SUOON-

CT OF 1953-54, THE PROVISION IN THE FEDERAL eBUDcGT YAS 2 `3 BILLIO~ RS WHILE

THt BUIDGETS OF THE STATES R~ECORDED A RISE TO i 3/4 nlE LIO Rs ONLYr. [VN

AFTER ALLOW8rIG fOR SOME :4ORAL GqOWTH tN FEDERAt D[EVLOPMENT EXLtJ[NTIUiRE, 1T

SHOULD NOT ESC DIFFICULT O ARRKANCE FOR AN ADVERSE TIMi SHWFT OF AtLOUT I Gi-

LION Rs PER ANUrS4 FRO FrDERAL TO 5¥ATE 4P)(ND$TUfR E FOR CO6ArUi4 INE SFECIFIC

EVILS OF OEPRESSED TIUES.

PUBLIC DEBT AND LOANS: IN ANY FISCAL POLICY, GOVERNHMLFT LOANS AMD PUULIC DEBT

MUST pLAY A LARGE ROLE. EXCEPT FO R AN OCCASIONAL HERLETIC LIKE JAMES STUEIRT,

A LARGE AND GROWING VOLUME OF PUJLIC DEBT HAS BEEN ALWAYS ODEPRECATEU A5 A

GRI.VOUs LOAD ON THE ECONOMY - SOMETIMES AS A MEANS OF DIVERTINC TIHE FPUITS

OF INOUSTRY TO THE E£:JOWHENT AND EXTRAVAGANCE OF THE IDLE[ TISE ' EARS 5Q1E-

TIMES APPEAR EXAGGERATED BECAUSE THERE IS A TENDENCY TO OVERLOOK SEVELAL IM-

PORTANT FACTS VIS (I) THE PURPOSES FOR WHICH LOANS ARE RAISUD MAY BE PRO-

DUCTIVE IN THE STRICT ECONOMIC SENSE; (11) PUOLIC LOANS MAY DRAW iwTO THE HANDS

OF THE GOVERNMECN SAViNGS WHICH MIHhT OTHERWIISE E HELD IN CASO OR UtiFRODUCTIVE



FORMS; ( ) IT! ALL 4 3 5 C<?S A) KC t KL ',42L$5 OF WEALTh

AND ItNCOME MAKE PCL LIC O[JST Iq;TII Ati w FlRDEN¼SOML MOi E AIV ,:OAiZ BEARIBLE W TtI

PASSAGE Of TIME, fIV) 71H:LLY, AS , Ti :r.V$5 AL!AYS TO FALL IN FURCRASING

POWER, TilE GOVE£NM1I4T AND THE JPUBLIC ESCQ;M 4iicH TWr. LAR*ER PART OF THEIR

JUST OBLI GATIONS Wf*ITHOUT ANY FOcMAL ICLPI DATECA. IF TiESC POLCES WLERE NOT

OPERATIFL THERE WOULD BE LESS TENDENCY TO EQUATE A LARQ<V NILiC DgbT TO

WEALTH OR OPULANCE, TO COt~C IT WITH PROSPERITY AND ULL .PL¥RN OR

TO REGARO HEAVY TAXAIION 1<, PAY INTERLSi AS 4<4 NNOCUDJ$S TRANSFER iF>Sy, ONE

POCKET TO THE OTHER WIT4OUT ANy SERIOUS <Nr~ ADn<2RC Ps C½OLOICAL RLACTiOV$,

DEBTS PILED UP rFO uWR AND OtST¥UCTION CAN4 HWAVE <O IR:ACULOUS VIrTUc OF AD-

VANCING HUNAN VELTFAE.

THE ENISTENCE oF A IUOC PUBLIC DGET A-DS NO OPUTT TO VHE VOLUME OF

LIQUID ASSETS AVAILABLE 1O THE COAHUNITY. Ii WAY L TA TH IT OFFERS AN ALTER-

NATIVE TO HOLDING OF ACTUAL CAStH. To Tis EXTEJT, IT IS AN ANTI-D£ErLATIONARY

INFLUENCE. BUT PUBLIC OEE8 IS NOT THE ONLY FOR4 OF LIQUID ASSET AND IT WOULO

BE FANTASTIC TO URGE ITS EXPANSION OR ITS C0NTINUAUCF O TIHE GROUND OF ITS

INCIOENTAL USEFULNESS. THE EXTENT TO WHICH BANIKS HOLD PUtLIC, ODBT AND TIHEY ARE

ABLE TO REPLACE IT WITH LOANS ANO ADVANCES HAS ALSO AN iMPORTANT BEARIN! OT

MONETARY TREND3~ IN AN INFLATIONARY PERIOD LIKE THLC AFTERMATH Or WORLD WAR II,

REPAYMENT OF DEIT HAD NO DEFLATIONARY IMPLICATIONS AS SECURITIES VERE LIQUIDATEO

TO 8t REPLACEO VITH tOANS, IN A DEFLATIONARY SITUATION, REPAYNENT MIGHT HAVE

A DIFFERENT MEANING.

THE PUBLIC DEBT OF INDIA AGGREGATED IN 1950 TO Rs 15 BILLION.- AGAINST

A TOTAL GROSS NATIONAL PRODUCT OF 90 BILLION RS. PER IHEAD OF THE POPULATION,

IT MCANT A DEST BURDEN or MORE THAN Rs 4o ON A*N AN;UAL INCOE or Rs 230 ONLY.

IN ITS PRACTICAL EFFECTS, TiHE BURDEN IS UCH LARGER AS OUT OF A FOPULATiON OF

36o0 MILLIONS, IT iS pROBAL& THAT ALMOST THE WHALM TAXATiOi IS PAID BY ABOUT

15 TO 20 MILLION INDIVIDUALS. FORTUNATELY FOR NDliA, HOWEVfR, ALMOST THE WHOLE



PUBLIC DEUT $3 COVydO BY PrOJUCTI VL A<-.T$ LiiK2 Ia IAVTIONOS ,D IPAILWAY¥

THLE PUBLIC LOAN5S PLAY OT A SMAt.LL PFA-i N ACTiVAi1 ZAVIN3S OTHEIIE£ LIXELY

TO REiMAIN DORMANT.


