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WHITEWASHING 

WAS it obligatory on the Finance. Minister to touch on all the various 
points of economic policy, even though he might have been 

addressing so important a commercial body as the Associated Chambers 
of Commerce? The result is at best a series of ' n o t i n g ' which neither 
throws any new light nor clears up any obscure points. Since one cannot 
cover everything under the sun in the course of a single address, some 
attempt at selection was obviously indicated. A n d what would have been 
a better theme for the Finance Minister for the audience he had in front 
than an enunciation of the Government policy w i t h regard to foreign 
capital and foreign enterprise? Shri Chintaman Deshmukh reserved 
his comments on this subject to the end and wound up w i th the 
impassioned utterance that 

" In a wor ld torn by international conflict, India , steadily surmounting 
teh many difficulties that beset her path in the early years of her 
independence, today stands four square as a bastion of peace and 
order in the East, not untouched by economic distress, but far from 
dismayed by i t . " 

A significant omission, however, was the absence of any reference 
to the terms granted to an American O i l Company for setting up a 
refinery in India . The omission is doubly significant because not only 
it marks an important departure from past professions and practices; 
one would have expected the Finance Minister to wax eloquent on the 
concessions made and the spirit of accommodation shown by the Govern
ment in getting foreign capital and enterprise on its own terms. Perhaps 
what restrained h i m from making such a reference was the danger of 
disturbing a hornet's nest. If special concession can be made in the 
case of one, why not in the case of others? . A n d to this there is no end. 
Hence, perhaps, the discreet silence. This is not a far-fetched interpre
tat ion for poli t ical cartoonists have not missed the hint and have pre
sented Indian capital as wai t ing on the table for its share of the leavings 
since so much is being given away to re-assure the foreigners. The 
industrialists at home, too, may ask for more. True , nothing is being 
done to put them out of business but the Industries (Development and 
Regulation) Act is now on the statute book and it contains some un
savoury clauses running from nationalisation in ten years to all sorts of 
interferences in the conduct of their business. A lit t le bit of plain 
speaking that the Government d id not really mean what they said 
on such matters would have impressed foreign interests more than the 
picture of Ind ia standing four square as a bastion of peace and order 
which he presented so ably to the Associated Chamber. 

More important perhaps are the international implications of the 
decision at an hour like this when I n d i a has taken a definite stand on the 
question of the I ranian O i l dispute on the Security Council and elsewhere. 

Barring this omission, which itself is a contribution to the unfolding 
of the Government's economic policy, the only other contribution in the 
speech is the light it throws on the Government's monetary policy. The 



rise in the bank rate, the Finance 
Minis te r emphasised, had been " de
liberately adopted as a measure of 
t ightening c r e d i t " and was " not i n 
tended merely to put an official seal 
on prevailing trends on the money 
market." 

As on the question of monetary 
policy, so on every other issue raised 
in the speech, the Finance Minister's 
observations lose much of their 
value, because instead of clari
fying issues, he has obviously 
laboured to defend Government 
actions and to explain away 
errors and commission and omis
sion. The observations on the bank 
rate change are an instance in point. 
While l ight on Government policy 
is welcome, some more clarification 

would not have been out of place. 
Indeed, it is urgently called for. 
T h e necessity for t ightening credit 

is not apparent to outside market 
observers when the demand for 
credit arises from the usual 
seasonal factors. It is not any 

easier to appreciate this neces
sity when the Government d id 
not think of exploiting its sup
posedly restrictive and healthy ef
fects in a comparable situation dur
ing the last busy season when the 
usual seasonal demand had been 

.greatly augmented by increased 
demand for exports. For others to 
be convinced about the necessity for 
t ightening credit, it has to be proved 
first that credit expansion had been 
pushed to an unwarranted extent, 
that it had reached the danger 
l imits of speculation. None of these 
propositions has been established. 

The Reserve Bank have issued 
directives from t ime to time to sche
duled banks to keep a watch on 
speculative credit. This the schedul
ed banks may be supposed to have 
done as a matter of routine. If 
routine checks have failed, a case 
can be made out for more drastic 
measures which need not necessarily 
be a higher price for lending. But 
when the prevailing market situa
t ion bears no indication even of 
normal investment activity, not to 
speak of activity on a heightened 
level which can possibly call for res
tr ict ive measures, i t would be diff i 
cult to make out such a case. On 
the contrary, the complaint has been 
frequently heard and is almost chro
nic that investment activity has re
mained stationary at a very low ebb 
and Government policies aimed at 
st imulating it have failed to produce 
any. results. Certainly it cannot be 
the aim of the Finance. Minister to 
retard normal trade activity or to 
pu t obstacles in the path of its 

smooth funct ioning by depriving the 
money market of the requisite 
finance? 

This is not to deny, however, that 
reports have also been current about 
hoarding of goods and speculative 
accumulation of stocks of produce. 
These have been held responsible 
for mainta ining some prices at an 
artificially high level. Such action 
has also been castigated as ant i 
social and as being directed at beat
ing the controls and sabotaging them. 
It would have been helpful to know 
from Finance Minister if he holds 
scheduled banks responsible in any 
manner for helping such operations 
by extending their credit unduly. 
For the common belief is that such 
operations are never directly financed 
through bank credits. Tha t black 
money is still in circulation is ad
mit ted on all hands and the mere 
fact that such money is ' b l ack ' 
keeps them miles away f rom the 
coffers of any banks. If credit res
tr ict ion is aimed at such speculative 
activity, the remedy cannot lie in a 
higher bank rate; it has to be 
sought elsewhere. 

Instead of throwing l ight where 
it was needed, the Finance Minister, 
whether deliberately or unwit t ingly 
is immaterial , obscrures the situa
tion by pu t t ing the blame for the 
recent debacle in the money market 
on " certain quarters " who, he said, 
" had taken objection to the deci
sion of the Reserve Bank that in 
the current busy season the Bank 
w i l l advance money against Gov
ernment securities instead of buying 
them ". He seems to complain that 
" this had been represented as a 
decision on the part of the Bank 
to stay out of the market alto
gether." Wha t else could it mean, 
pray? True enough, the Governor 
of the Reserve Bank subsequently 
recanted but not un t i l much harm 
had been done. It certainly does not 
help to make the situation any 
clearer by trying to white-wash a 
series of explanations which would 
never have been needed at all had 
the ini t ia l mistake not been com
mit ted of issuing a communique 
which was capable of creating such 
misunderstanding, to put the most 
charitable interpretation on i t . The 
damage has not been fully repaired 
yet and the Government are now 
making amends by al lowing the 
banks to value their security hold
ings at the closing of the year, not 
at their current market value but at 
their average value for the last six 
months. Again, but for the mis
handling of the situation, this resort 

have been necessary, though it may 
be approved practice elsewhere. 

T h e domestic quarrel between 
the Reserve Bank and the scheduled 
banks has been unnecessarily brought 
in to l imelight and much d i r ty 
l inen washed in public. I t would 
have been more helpful for the 
Finance Minis ter to answer the 
question why instead of turning to 
the Reserve Bank, commercial banks 
in this country habitually turn to 
other sources when they need tem
porary accommodation? To speak 
of the necessity of developing a b i l l 
market in this connection, however, 
is to carry the argument to the 
point of absurdity. The self-liqui
dat ing trade b i l l is now a th ing of 
the past. Is it not rather late in 
the day to talk of developing a b i l l 
market in this country when the 
world's most famous b i l l market has 
been forced to live on short rations 
and reduced to subsist on treasury 
bills? More useful would have 
been some indication that the Gov
ernment were aware at least of the 
existence of an indigenous bi l l mar
ket in this country and had some 
measures in view to bring this 
method of financing the needs of the 
small man into the orbit of the 
banking system. 

Assuming that the Government 
feel the need for t ightening credit 
on the threshold of the busy season, 
how do they view the export pros
pects and the price situation in the 
coming months? No prophecy is 
demanded but only a re-assurance, 
if the Government are in a position 
to give i t , that the restrictive policy 
on exports which has been pur
sued wi th some success in the past 
w i l l be continued and w i l l not have 
to be abandoned because the foreign 
nexchange budget could not possi
bly have provided for food imports 
on a scale now contemplated. 
There was enough provocation for 
the Finance Minister to touch the 
point as the. Associated Chamber 
had specially drawn attention to it 
and pleaded for a greater liberalisa
t ion. Since the Finance Minister 
wants the Government to be absolv
ed from blame for the rise of prices 
last year and claims no credit for 
the fall that has taken place this 
year, should the public understand 
h i m to mean that a budget surplus 
and tighter credit exhausted the 
Government's armoury of weapons 
for fighting the present high prices 
or that the Government have finally 
surrendered and have decided to 
leave prices to find their own level? 
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