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THE purpose of this book is to 
study the possibilities and the 

technique of central banking in 
countries where the money markets 
are not properly developed" . . The 
undeveloped money market is 
defined indirectly by reference to 
the characteristics of the developed 
money market, viz., the existence of 
an organised banking system, of the 
presence of a number of active 
interconnected sub-markets, dealing 
in assets, sensitiveness to inter
national influences. Incidental ly, 
the author questions the thesis of 
Plumptre that for a developed 
money market to exist " there should 
be an export rather than an import 
of capital and the institutions in 
the money market receive short 
term funds f rom abroad and employ 
them locally rather than depending 
upon some foreign market on the 
repository of their own l iqu id 
resources". "Deve lop" is a rela
tive term, and a money market may 
he fairly highly organised; yet lack 
the feature mentioned by Plumptre. 
But surely, in history, the fact that 
UK was for a century a large-scale 
exporter of capital and that other 
countries found it convenient to 
invest on short-term in London, 
immensely increased the power of 
the Bank of England to influence 
the price and the volume of short 
term funds in the British money 
market. And according to Dr Sen 
" the chief aim of the central bank 
is to exercise control over the crea
tion and flow of money and to 
influence movements in the rate of 
interest and rate of foreign ex
change "! 

Since a developed money market 
is essential to the effective funct ion
ing of the central bank, the respon
sibilities of the latter in an undeve
loped market, naturally, falls into 
two categories: (a) to improve its 
control over the institutions of the 
money market that already exist 
and (b) to help create and develop 
new institutions and instruments 
that may assist in extending its 
influence over an increasing sector 
of the country's economy. The 
book under review deals mainly 
w i t h the problems that arise in the 
at tempt to discharge the first set of 
responsibilities. The l imitat ions of 

the various instruments of central 
banking control, e.g. the bank rate, 
open market operations, variable 
reserve ratios, the system of special 
accounts in Austral ia, are discussed 
extensively in the context of un
developed money markets. The 
reviewer finds the treatment ex
tremely interesting, The central 
banker in an undeveloped country 
should be able to draw expert 
lessons f rom the experience of other 
countries. 

A conclusion which is implicit, in 
these chapters is the effectiveness of 
instruments, e.g. cash reserve varia
tions that act directly on the cash 
resources of the commercial banks 
relatively to those, e.g. the bank rate 
and the open market operations 
which operate through the money 
market including the stock markets. 

'This is probably inevitable in the 
circumstances of undeveloped money 
markets. However, one of the pr i 
mary aims of an underdeveloped 
money market is to grow into a deve
loped money market and the review
er, for one, feels that direct control 
by the central bank over the cash 
resources of commercial hanks, 
except in a situation of the type 
that existed in the USA over a 
period, may tend to inhibit the 
spontaneous g rowth of proper bank
ing practices. Except in explosive 
situations, one should worry rather 
over the causes that are responsible 
for the accumulat ion of surplus 
cash in commercial banks. The 
basic explanation of the weaknesses 
of central banks in undeveloped 

money markets is the absence or 
near substitutes for money and of 
markets that deal in them. The i r 
pr imary concern should therefore 
be to discover ways and means of 
developing these substitutes and the 
appropriate markets. The central 
bank in an underdeveloped money 
market, having achieved its imme-
diate purpose of control over com
mercial banks through the statutory 
power of varying their cash resour
ces, may easily neglect its long 
term responsibility of removing the 
defects in the money market that 
account for the pi l ing up of sur
plus cash by commercial banks. 

Money markets are, in the final 
analysis, markets that handle certain 
commodities, viz., money and sub-
stitutes for money and the measure 
of development of the money market 
of a country and the effectiveness of 
central banking control , depends on 
the extent to which creditor-debtor 
relations are embodied in tangible 
instruments that can be bought and 
sold in markets. The author is ful ly 
conscious of this problem; indeed 
his discussion of the problems of 
central banking in relation to rural 
finance and long-term capital supply 
is an elaboration of this thesis. 

One last comment. Inspite of 
references here and there to the 
role of public finance, the book 
leaves a vague impression in the 
mind of the reader that the respon
sibility for control l ing the flow of 
money in a country rests solely wi th 
its central bank. This is of course 
not true even of developed money 
markets and much less true of the 
underdeveloped money markets, 
The author would have provided a 

useful corrective if he had ind i 
cated, at least briefly, the jo int role 
of public finance and the l imitations 
on central bank action imposed by 
large-scale investment f inancing 
directly and indirectly under the 
auspices of the State. 
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