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Money Market 

Demand For Import Finance 
FOR the second week in suc-

cession, the Reserve Bank's 
balances held abroad registered 
a decline in the week ended 
A p r i l 21, 1950. Need for finan
cing imports is aggravating the 
trade demand for funds, as is ap
parent from the continued increase 
in the volume of advances by sche
duled banks. Recent banking sta
tistics would seem to corroborate 
apprehensions that, due to the com
bined demand for funds for finan
cing imports and normal trade re
quirements, the money market 
may get , stringent in the coming 
months. 

Expected stringency in the money-
market may be accentuated by gra
dual contraction of currency as a 
result of excess of imports over 
exports during the corning months. 
Recent decreases in holdings of 
foreign assets by the Reserve 
Bank indicate that this influence 
is already in operation. A n d it is 
more than a mere coincidence that, 
for the first time in recent weeks, 
the volume of notes in circulation 
registered a decline in the week 
ended Apr i l 21, 1950. 

While the demand for funds is 
expected to expand, there is the 
possibility that the volume of cur
rency in circulation may gradually 
contract in the coining months. 
Moreover,- there is the problem of 
shrinking bank deposits wi th indi
cations that the phenomenon is 
likely to persist. Reasons why 
hank deposits are shrinking were 
explained by the Finance Minister 
in one of his speeches during his 
visit to Bombay; and whatever they 
be the fact remains that the money 
market continues to feel the impact 
of diminishing resources and of in
creasing demands for funds. 

This is the background against 
which renewed weakness in the 
gilt-edged market has to be viewed. 
Sufficient time has elapsed since 
the presentation of the budget 
to indicate that neither the reduc
tion in the maximum rate of in 
come tax nor tax concessions have 
had the desired effect on the gilt-

edged market. Dr. John Mat tha i 
has repeatedly reiterated his opinion 
that his budget concessions wi l l 
gradually lead to an augmented 
flow of savings and investment. 

It is yet too early to say whether 
his expectations wil l materialise. Hut 
price movements in the gilt-edged 
market since the presentation of the 
budget reveal that investors have 
their doubts. It is also apparent" 
in retrespect that devaluation has 
not helped to stimulate the How of 
investment. In the past two or 
three years, the Government have 
not succeeded in their borrowing 
programmes. Nor is industry able 
to raise capital from the new issue 
market. Increasingly it has become 
apparent that this stalemate in the 
gilt-edged market cannot continue 
for long without prejudicing indus
trial borrowings and economic 
recovery. 

Paradoxical as it may seem, 
though the gilt-edged market re
mains apathetic due to lack of in
vestment demand for securities, the 
demand for bullion continues un
abated. In the current week, silver 
registered an appreciable improve
ment in prices while gold also was 
firm. Wide spreads between quota-
lions for the two settlements and 
unduly high budla charges indicate 
the technical factors responsible for 
the spurt in bullion technical fac
tors which are due to, and are being 
aggravated by, the growing scarcity 
01 visible stocks of gold and silver. 

Dr John Matthai's address before 
the Bullion Association has alle
viated apprehensions that silver-
sales may be resumed in the near 
future. Some days ago, the Gov
ernment issued the threat that mea
sures to check speculation in bul
lion were under their contempla
tion. Later, the Finance Minister's 
revelation that silver stocks held by 
the. Government were in excess of 
the volume of silver that the Gov
ernment would have to return to, 
America under lease-lend arrange
ments encouraged the belief that 
the Government would resume 
open-market sales of silver. The 

Finance Minister observed in Bom
bay that bullion interests had mis
understood his reference to the 
Government's silver stocks in Parlia
ment. He pointed out that though 
the Government possess surplus 
stocks of silver, they had not come 
to any decision relating to open-
market sales of silver. This was in
terpreted by the market to mean 
that the Government had no inten
tion to sell silver in open market. 
The spurt in silver prices in the 
latter half of the week is partly the 
result of this interpretation. Whe
ther the interpretation is correct, 
remains to be seen, though some are 
inclined to the view that traders 
are reading too much in the Fin
ance Minister's statement before 
the Bullion Association. 

There is more dependable basis 
for the spurt in gold. As was to 
be expected, the Finance Minister 
emphatically rejected the demand 
of the President of the Bullion As
sociation that the Government 
should lift the ban on imports in 
order to augment supplies of gold. 
Whether such imports would help 
reduction in the general price level 

and there are few who can seri
ously believe that to be a possi
bility—the country has not enough 
foreign exchange resources to 
finance them. It is right and pro
per that the Finance Minister has 
categorically denied that the Gov
ernment have any intention to 
to waste scarce foreign exchange re
sources on such debatable and ques
tionable propositions and remedies. 
Though the Finance Minister's cla
rification of the Government's bul
lion policy is aggravating the spurt 
in gold and silver, traders need to be 
reminded that the Government are 
examining a scheme for control of 
legislation over speculation in 
bullion. 
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