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Money for the Busy Season 

A Y E A R ago today, India, joined the ranks of countries which had 
rediscovered the classical weapons of monetary and credit con

t rol . On November 15, 1951, the Bank Rate was raised from 3 to 
3½ per cent; and the Reserve Bank announced that it would refrain 
from buying Government paper to meet the seasonal requirements of 
the banking system. The normal practice for the Reserve Bank thence
forward was to he one of lending against paper specified in Section 
17(4.) (a) of the Reserve Bank of Ind ia Act . Following developments 
elsewhere in the wor ld , it was decided that the time had come to 
make increasing use of monetary measures in the fight against inflation. 

M u c h lias happened in the interval, and the ' new ' monetary 
policy has contributed to the change in economic climate. Rates of 
interest have been adjusted upwards, money supply wi th the public 
has contracted, prices have come down, and there is a general feeling 
that the worst of inflation is past. There w i l l , of course, always be a 
difference of opinion about the extent to which changes other than 
those in interest rates and money supply could be directly at tr ibuted 
to monetary restriction. For, the precipitate pricefall in February-
March this year was not a l i t t le clue to international factors, and to 
improvement in domestic availabilities of goods through higher produc
tion and import surplus. Granted all that, it must be recognised that 
the effective, check on monetary and credit expansion in the busy season 
did contribute its mite to the price debacle. Between "October 1951 
and A p r i l 1952, covering the busy season, money supply increased by 
less than Rs 9 crores, as against an increase of Rs 216 crores in the 
previous busy season [which incidentally was of a longer dura t ion) . 
Even allowing for the fact that contraction of bank credit in the 1951 
slack season was less than it should have- been, there is not doubt that 
monetary stringency was a factor of importance in the early months 
of the year. Though the Reserve Bank resumed support, to 3 per cent 
Conversion Loan in December 1951, and introduced its bi l l market 
scheme in January this year, money was tighter than it had been for 
a long-t ime. 

The hue and cry raised in the early months of this year about a 
payments crisis has to some "'extent abated. Prices have not, as was 
feared at one time, gone tumbling down, but have recovered substan
tially from the March levels. Nor have we done badly in regard to 
balance of payments. Despite the contraction of money supply natural 
in the slack season, conditions in the money market are not too hard. 
In point of fact, there are several factors which indicate a position of 
comparatively easy money. Cal l money rates in Bombay which were 
at 15/8per cent on October 24, have come down to 7/8 per cent; call 
money rates in Calcutta also have registered a decl ine ' in recent weeks 
(though the rate as on November 7 was much higher than the ½ per 
cent for November 9, 1951). Obviously, the exchange banks' demand 
for call loans has slackened and the banks have had to invest in 
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treasury bills. It may be observed 
that the amounts tendered for trea
sury bills in the weeks ending 
October 24 and October 31 were 
over Rs 4 crores, as against a l i t t le 
over Rs 2 crores tendered in the 
week ending October 17. Further
more, the prices of Government 
securities have also firmed up in 
recent weeks. The 3 per cent Con
version Loan 1986, e.g., which was 
quoted at Rs 80-7 in mid-October 
had increased to Rs 81-6 on Octo
ber 31 and Rs 82-7 on November 7. 

The general impression at the 
moment is thus one of relatively 
easy money situation. But the 
question now is, how about the 
prospects for the coming busy sea
son? Are the arrangements and 
conditions existing likely to lead to 
severe stringency as the season pro
gresses? It is not easy to prognosti
cate in respect of the volatile 
money market ; but there are cer
tain features worthy of note. 

For one thing, the price level 
today is substantially below what it 
was at the commencement of the 
last season. We are also, rela
tively speaking, better stocked in 
respect of food and raw cotton. 
These, in addit ion to the recent 
modif ication o f O G L No. X X V I , 
might unde r the transactions 
demand for funds to be consider
ably less than what it was a year 
ago. As the market demand in
creases, increasing resort could be 
had to the facil ity afforded by the 
Reserve Bank for rediscount, of 
usance bills, and the banks might 
reduce their investments in trea
sury bills gradually. And their cash 
ratio, at around 1 1.4 per tent, is 
well above the usual level of 9.5 
to 10 per cent that prevails in the 
busy season. It would thus seem 
that as things stand today, there is 
considerable scope for credit expan
sion to meet the Busy season 
demand. 

There is a further factor to be 
taken into account, and that is the 
possible addit ion to money supply 
due to Budgetary transactions. It 
is more than likely that unlike last 
year, the budget deficits in the 
current financial year wi l l be heavy, 
and that for various reasons. Cus
toms receipts are bound to be much 
lower, and despite higher taxation 
in some States, the revenue budgets 
of the public authorities wi l l prob
ably show, in the .aggregate, a 
much smaller surplus. Further, 
while internal procurement of food-
grains has so far been at least as 
high as in the last year, offtake 
f rom Government stocks has been 

reported to have fa l len off, As 
against these, projected outlay by 
the governments is on the increase, 
according to plan. There is there
fore the near-certainty of an addi 
t ion to purchasing power through 
Government operations. 

So far as the remaining sector 
which is relevant in connection 
w i th money supply, viz., the foreign 
trade sector, is concerned, the posi
t ion at the moment is vague. The 
latest available data cover the first 
half of 1952, and a distinct i m 
provement in the balance of pay
ments position in recent months is 
reported. What the current and 
the next quarters hold in respect 
of India's balance of payments 
remains to be seen. But once again, 
on the basis of variegated informa
t ion available, it would seem that 
the balance of payments deficit is 
likely to be much smaller than last 
year. That is to say, absorption of 
purchasing power through the 
foreign transactions sector, could, 
broadly speaking, be less than last 
year. 

A l l of which seems to indicate 
that in the coming season., a situ
ation of acute monetary stringency 
may not arise. But this does not 
rule out a difficulty which might wel l 
arise on account of the institutional 
characteristics of Indian economy 
a diff iculty to which attention has 
often been called in the columns of 
this journal, The money supplied 
through Reserve Bank purchases 
in the open market directly helped 
to meet the demands in the orga
nised money market; it increased 
banks' deposits wi th the Reserve 
Bank, and provided the base for 
credit expansion by the banks. 
Inject ion of money through budget 
deficits is not a complete substitute 
for open market purchases. For, it 
w i l l have to seep through gradually 
to the banks and only then wil l the 
bases for credit expansion widen. 
When and to what extent this w i l l 
happen wi l l depend upon the nature 
of Government payments (i.e. whe
ther they accrue to wage-earners or 
traders), and the manner in which 
those who receive addit ional i n 
comes dispose it off. In any event, 
it is not clear if in the tradi t ional 
busy season the Government i n 
creases the rate at which it incurs 
deficits and injects purchasing 
power to the system. There are al l 
these uncertainties, and it might so 
happen that despite deficit-financ
ing, banks may be unable to ex
pand credit, to meet the demands 
of traders and producers for work
ing capital. 

When the new monetary pol icy 
was adopted,, the view taken was 
that there was too much money in 
the system, and that a reduction in 
it would not adversely affect the 
supply of essential work ing capital. 
Now the position is d i f ferent 
Money supply d id not expand in 
the last busy season, and has, as 
usual, contracted substantially in 
the ensuing busy season. Whi le 
there is as yet no sign of shortage 
of l iquid funds, and w i th the lower 
price level the requirements for 
bona fide transactions may be 
somewhat less than previously, there 
would probably be need to expand 
money supply somewhat more than 
was done last busy season. Should 
this not happen, and should reli
ance be placed entirely on budget 
deficits to do the needful, a situ
ation might still arise in which 
some of the organised markets are 
starved of l iquid funds despite the 
bi l l market scheme and Section 
17(4) (a) of the Reserve Bank of 
India Act. 
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