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denied rumours about the impend-
ing devaluation. That of course is 
not unusual on such occasions. T h a t 
apart, M r . Liaquat Ali Khan's 
statement that "real friendly rela
tions between Pakistan and India 
can never exist unless the Kashmir 
issue is justly solved" is likely to 

have a unsetting effect on the 
market The economic and polit ical 
implications of the Kashmir Issue 
are well known but prospects of an 
early peaceful settlement of this dis-
pute do not seem encouraging. Be
sides, the textile strike continues and 
its end is not yet in sight. 

Money Market 

Return to Orthodoxy 
NEWS emanating from New Delhi 

lend colour to the suspicion 
that New Delhi is contemplating a 
combination of fiscal and financial 
measures wi th physical controls to 
combat prices. The implied assump
tion contained in the annual report 
of the Reserve Bank, that regulation 
has not conformed to basic econo
mic factors has fostered the appre
hension that the policy of cheap 
money may receive a setback. 

This problem is of topical interest 
because of the sharp difference of 
views on the exact policy that 
should he followed in the event of 
war. There are some who believe 
that, as wars cannot be fought wi th
out currency expansion and reason
able interest rates, the gilt-edged 
may become active. Indeed, the 
steadiness in the local gilt-edged 
market is partly due to the growing 
belief that inflation w i l l be an in
evitable accompaniment of rearma
ment. 

Vet, it is of interest to note the 
new orthodoxy in monetary policies 
that are visible in some countries. 
Steps taken in Sweden to deal wi th 
the threat of renewed inflationary 
pressure, arising partly from the 
international situation and partly 
from internal conditions, arc highly 
intriguing. More significant is the 
immediate reason which has caused 
the change in the policy of the Swe
dish Government. 

U n t i l recently, the Swedish Gov
ernment have relied mainly on price 
and import controls, l imitation of 
dividends and wage-freezing to 
keep the inflationary pressure under 
check, and have rigidly avoided re
sort to the weapon of interest rates. 
Indeed, the long-term interest rates 
haw been kept pegged at 3 per 
cent, though this has meant heavy 
open market operations by the Riks-
bank on many occasions. 

Recently, however, the Swedish 
Government have tentatively revert

ed to orthodox counter-inflationary 
"measures: The Riksbank support 
has been wi thdrawn tentatively, and 
the bond market has been left to 
find its own level. Simultaneously a 
system of legal cash reserve require
ments has been enforced on com
mercial banks, which wi l l become 
effective from the beginning of the 
next month. These measures haw-
not yet had any adverse effect on 
the Swedish money and the gilt-
edged market. But the change of 
emphasis from the "business rigidity 
to a certain measure of flexibility" 
has been emphasised in a recent 
article in The Banker 

In the United States, too, the re
cent differences of opinion between 
the Treasury and the Federal Re
serve about bond market policy has 
revived discussion of the case for 
monetary as against physical con
trols in the light of Korean war and 
of intensified stock-piling and de
fend- preparations. In a recent 
monthly letter issued by the Na
tional City Hank of New York, the 
problem of interest rates is discus
sed in detail. 

Arguing against the advocates of 
a return to the frozen pattern of 
interest rates of Wor ld War I I , i t is 
emphasised that it is a "misfortune" 
that the management of the public 
debt "has, wi th few exceptions, 
fallen into a routine," However, it 
adds, that "no weapon in the coun
ter-inflationary arsenal is more rea
dily available, more flexible, more 
impersonal, and yet more persuasive 
in its effects", than the Federal Re
serve action "to avoid an unneces
sary increase in its Government se
curity holdings or to produce a de
sirable decrease.'' 

Apart from the interested propa
ganda and arguments by banks and 
bankers, it is significant that the 
changed monetary policy in Sweden 
is immediately traceable to the 
abandonment of the wage freeze 

agreement, the cornerstone of the 
stabilisation programme n o t only, in 
(Sweden but in a l l countries which 
pursue a policy of controlled, mixed, 
economy. It is in this context that 
the recent decision of the British 
Trade Union Congress to abandon 
the policy of restraint on wages as
sumes disturbing significance. 

Even so, it may be safely assumed 
that the financial world w i l l need 
a lot of convincing that an orthodox 
monetary policy is likely to be im-
plemented in the future while it has 
not been enforced in the past de-
cade, although this means that the 
alternative would be a re-introduc
tion of the paraphernalia of physi
cal controls and controlled alloca
tion of scarce supplies. 

Wi th this as the wider back
ground, it may be of interest to exa
mine financial trends and develop-
merits in this country in the past 
twelve months. An examination of 
relevant data reveals that some of 
the implied assumptions and argu
ments, contained in the annual re
port of the Reserve Bank for the 
year ended June 30, 1950, have no 
statistical basis. 

Today, the volume of note cir
culation is Rs. 68 crores below that 
of a year ago. Though the Bank's 
holdings of rupee securities show an 
increase of Rs. 33 crores in the 
twelve months ended September 8, 
1950, the combined holdings of in
vestments and rupee securities reveal 
a rise of only Rs. 13 crores. As 
against the possible increase of Rs; 
13 crores of currency in circulation 
as a sequel to open market opera- 
tions, the Central Government's 
balances wi th the Reserve Rank 
show an increase of Rs. 35 crores 
wi th in the year. 

After a substantial decrease for 
some months, demand deposits of 
scheduled banks has again improv
ed, and now stand at Rs. 3 crores 
more than the volume of a year ago. 
True , scheduled banks' deposits w i t h 
the Bank are materially lower, but 
that may be due to the fact that, 
though declining, bank advances are 
higher today than those of a year 
ago. Statistics do not suggest that 
the authorities have pursued a policy 
of monetary expansion in recent 
months. This is as it should be. 
But this also encourages the hope 
that the policy of stabilisation of 
money and interest rates w i l l not be 
revised in the light of recent wor ld 
developments. 
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