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Money Market 

Budget Deficit Casts Shadow 

IN retrospect, it is apparent that 
the recent decline in bonds was 

mainly a reflection of the strain on 
the market arising partly from the 
recent State loans and the Bombay 
Municipal loan. Though money 
market conditions remain easy, 
withdrawal of approximately Rs. 10 
crores wi th in a period of three weeks 
seems to have temporarily dried 
up the demand for securities. 

There is another factor which has 
been responsible for the sagging 
tendency in the gilt-edged market. 
Official statements in the past few 
weeks have emphasised the yawning 
gap between the Government's ex
penditure and revenue. Even before 
the budget session ended, it became 
apparent that the estimated surplus 
would turn into a deficit. 

Subsequent developments have 
confirmed the apprehensions then 
entertained. Though revenue in
gatherings are working up to expect
ations, expenditure is mounting up. 
For one thing, it appears that it 
has not Seen possible to implement 
in full the cuts in administrative ex
penditure contemplated in the bud
get. Though the actual civi l ex
penditure is not likely to exceed 
materially the original estimate, the 
other items of expenditure are 
expanding. 

On relief and rehabilitation of 
displaced persons alone, the actual 
expenditure is likely to exceed esti
mates by a large margin. Food i m 
ports and subsidies, it is now appa
rent, w i l l cost more. On top of this, 
then- is the problem of earthquake 
devastated Assam and of flood-
damaged Bihar and U.P. 

Reports emanating from New 
Delhi indicate that, instead of a 
small surplus, the budget may reveal 
an actual deficit of Rs. 20 crores. In 
the event of a deterioration in the 
Kashmir situation, the deficit may 
mount up further. Despite the re
ported efforts of the Union Govern
ment to curtail civil expenditure, 
the scopv for retrenchment and the 
consequent reduction in expenditure 
is widely admitted to be meagre. 

Nor is it likely that the Govern
ment would take the bold decision 

to step up direct taxation to bridge 
the budget deficit. In the circum
stances, belief is spreading that the 
Government may have to enlarge 
its borrowing programme. Indeed, 
this is one of the reasons for the 
lack of response to the Bombay 
Municipal loan and for the down
ward trend of the gilt-edged market. 

Yet, in view of recent financial 
developments, the behaviour of the 
gilt-edged market is not unsatisfac
tory. There is no statistical evidence 
of open-market purchases of securi
ties by the Reserve Bank. The in 
crease of Rs. 15 crores under the 
item of investment in the week end
ed August 25, 1950, represents a 
transfer from the issue to the 
banking department and the Bank's 
holdings of rupee securities have re
gistered an identical decrease in 
the same week. 

On the other hand, the volume 
of total note issues has declined by 
Rs. 43 crores in the month ended 
August 25, 1950. It is arguable that 
thv contraction in currency is a visi
ble symptom of the shrinking trade 
demand for funds. In the month 
ended August 18, 1950, scheduled 
banks' advances have decreased by 
Rs. 22 crores. Even so, statistics 
indicate a relative contraction of 
currency, which partly explains the 
hesitant trend in securities. 

Paradoxical as it may seem, nei
ther the rapid contraction of cur
rency nor the sharp fall in gold in 
Hong Kong has had any visible 
advance effect on bullion prices. 
Gold and silver are not moving up, 
but they remain remarkably steady 
at current levels. Also strange is the 
fact that, despite famine conditions 
in some parts of the country, the 
up-country demand for bullion 
seems to have been revived. 

W i t h resumed up-country demand 
and with normal arrivals, bullion 
prices should have been higher but 
for the lack of professional interest. 
Price movements indicate that pro
fessional operators are reluctant to 
add to their commitments. Tha t 
explains the narrow range of fluc
tuations in the prices of gold and 
silver in the past few weeks. 
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Physical Output 
THE Directorate of Industrial Sta-

tistics of the Minis try of Indus
t ry and Supply has recently publish
ed the Statistics of the Production 
of selected Industries of Ind ia for 
the first half of this year. 

F rom the fairly large number of 
industries covered in this publica
t ion we have selected the following 

twenty-five and classified them into 
three broad groups: (1) Consumer 
goods, (2) Raw materials or inter
mediate goods, and (3) Machinery, 
etc. This classification is perhaps as 
much open to controversies as any 
other, and we shall therefore make 
no special claims for i t , except that 
over a period if the rates of expan
sion or contraction of the groups 

distinguished above differ signifi
cantly, that would indicate a 
structural change in the economy 
—cyclical or secular. 

The data for the first half year 
have been split into two quarters, 
and for purposes of convenience we 
have also shown the total as well 
as the quarterly average for 1949. 
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Export Import Loan to 
Australia 

FU R T H E R particulars as to the 
Export Impor t Bank loan of 

100 mi l l ion dollars which announced 
in February last are now available. 
The Bank has authorised Indonesia 
to use, if necessary, more than 22 
mil l ion dollars for rehabilitation of 
highway transport. Out of the loo 
mil l ion dollars loan, Indonesia would 
purchase about 20 mill ion dollars 
worth of spare parts and a two m i l 
lion dollar worth of road building 
equipment. The Bank is of the 
opinion that road development de
serves top priority because " the 
post-war economic development of 
Indonesia has been retarded because 
of lack of access to areas rich in ma
terial resources." This liberal at t i 
tude of the Bank w i l l go a long way 
in helping Indonesia to complete 
the 1,000 miles of highway, mainly 
in Sumatra, planned by the Indo
nesian Government. 

Incidentally, it may be of interest 
to note that the Export Impor t 
Bank has granted a loan of 
$1,800,000 to Chile, and it is ear
marked for aiding building of a 300 
mile road which is a part of Pan-
American, highway. 

H e a v y F a l l i n U .S . C l o t h 
Exports 

AC C O R D I N G to US Depart
ment of Commerce, exports of 

do th during the first live months 
of 1950 amounted to 222,119,000 
sq, yards which, as compared wi th 
the exports during corresponding 
period in 1949, show a decrease of 
49.3 per cent. 

Exports to almost all the tradi
tional buyers of US cloth, have 
shown considerable decline during 
this period. Exports to Canada 
which, incidentally, is the largest 
importer of US cloth, amounted 
during this period to only 62,502,000 
sq. yards compared wi th 91,725,100 
sq. yards during the same period in 

1949. 
Exports to the Philippine Repub

lic, Venezuela the Union of South 
Africa, I ran, Thai land and the Bel
gian Congo showed considerable de
cline during the first five months 
of 1950. 

But Indonesia, a potential buyer 
from India, increased her import of 
cotton cloth from the USA during 
this period to a considerable extent. 

Indo - Belgian Trade 

FI G U R E S for the first quarter of 
1950 indicate a sharp decrease 

in India's imports from Belgium 
while exports f rom India to Belgium 
has increased to a very large extent. 
Total exports from and total im
ports into Belgium, quantitywise, 
during the months January, Febru
ary and March are as follows: 
(1 kgs = 2.2 lbs.) Quantity 

in 1000 kgs. 
Jan. Feb. Mar . 

Imports 1,591 8,096 36,031 
Exports 11,770 5,933 6,687 

Figures of Belgian imports of 
Apr i l 1950 show that India stands 
as the largest exporter of raw jute 

w i th an export of 922,000 kgs. Paki
stan comes second w i th 395,000 kgs., 
UK w i t h 61,000 kgs. and Epain w i t h 
a meagre 5,000 kgs. Ind ia stand* 
th i rd in the export of combed jute 
to Belgium in A p r i l 1950 wi th 8,000 
kgs. while the exports of Germany 
amounted to 37,000 kgs. and those 
of France amounted to 15,000 kgs. 

Dur ing this month the import of 
jute yarn into Belgium came wholly 
from France, the quantity being 
38,000 kgs.- As for jute goods; Bel
gian imports of this commodity camfc 
almost entirely from India. India's 
exports of jute goods during A p r i l 
amounted to 370,000 kgs. while the 
total of other countries during this 
month amounted to 22,000 kgs. 
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