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Money Supply and Bank Credit 

ments deficit or not. it Is difficult 
to say. 

The deficit in the balance of 
payments during- the year, as 
measured by the decline in the 
Reserve Bank's Sterling assets 
(without taking- credit for the 
purchase of Rs 61 crores from the 
I M F ), amounted to Rs 280 crores. 
In 1955-56, there had actually 
been a surplus of Rs 16 crores. 
On the other hand, budgetary de
ficit was much larger than In 
1955-56. Budgetary deficit is 
taken here roughly as Reserve 
Bank lending to Government, 
comprising mainly the Reserve 
Bank's additions to its rupee se
curities (mostly ad hoe Treasury 
bil ls), w i th suitable adjustments 
for variations in Government's 
balances w i th the Reserve Bank, 
loans and advances by the Reserve 
Bank to Government and finally the 
commercial banking system's invest
ment in Government securities. 
According to this definition, the 
deficit in 1056-57 amounted to 
Rs 208 crores as against Rs 184 

crores in 1955-56. These figures 
are, however, calculated wi th re
ference to the Reserve Bank's 
weekly statement which relates to 
the last Friday of the year and 
not to the last day of the financial 
year, 

The concept of budgetary deficit 
as used by the Finance Minis
try, however, is somewhat 
different f rom what has been 
given above. According to the 
Finance Ministry, the budgetary 
deficit is equivalent to the creation 
of Treasury bills w i th suitable 
adjustment for variations in 
Government's cash balances. On 
this definition, the deficit for 1956-
57, of the Central Government, la 
estimated at Rs 216 crores as 
against Rs 160 crores in 1955-56. 
Corresponding data for the State 
Governments are not available as 
not all the State Governments 
have yet presented their f inal bud
gets. But judging from the de
cline in their balances wi th and 
their borrowings f rom the Reserve 
Bank, it would seem that the 

VARIATIONS IN MONEY SUPPLY AND RELATED D A T A 

1 Money supply w i th the public 
(a) Currency wi th the public 
(b) Deposit money 
(c) Total money supply (a+b) 

2 Central Government's deposits 
w i th the Reserve Bank of India 

3 State Governments' deposits with 
w i th the Reserve Bank of India 

4 Foreign assets of the Reserve 
Bank of India 

5 Rupee Investments of the Reserve 
Bank of India 

6 Loans "and advances to Govern
ments by the Reserve Bank of 
India 

7 Banks' time liabilities (net) 
8 Bank credit 
0 Banks' investments In Govern

ment securities 

915 

Since the impact on money supply of a budgetary deficit is the opposite of that of a balance of pay
ments deficit' the expansion in money supply during 1956-57 was much smaller than in the preceding year. 

The extension of bank credit in the private sector was nearly of the same order as in 1955-56. But 
there was a change in the composition of the credit. In 1956-57, apparently a larger proportion of expansion 
was through advances against capital goods and raw materials. 

THE magnitude of variations In 
money supply and bank credit 

during the last one year reflects 
two fundamental developments in 
the . economy, namely, a large 
budgetary deficit and an unpre
cedented heavy deficit in balance 
St payments . Both the phenomena 
are directly attributable to the 
rising tempo of investment activi
ty in the economy, as part of, and 
Induced by the Second Five Year 
Plan, which is so much larger than 
the First. Since the impact on 
money supply of a budgetary de
ficit is the opposite of that of a 
balance of payments deficit, the 
expansion in money supply during 
the financial year 1956-57 was 
much smaller than in the preced
ing year, being Rs 118 crores as 
compared to Rs 264 crores (see 
table). It is interesting to note 
that the major part of the expan
sion in 1956-57 occurred in deposit 
money in contrast to the usual 
trend. Whether this was connect
ed in anyway w i th the mode of 
financing of the balance of pay-




