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Weekly Notes 
Interest Rate Differential 

COMMENTING on the money 
market situation in this country. 

Mr Grantham. Chairman of the 
Chartered Bank. detects a r i f t be
tween the Reserve Bank and the 
Government. Failing to lay hands 

on India's hidden gold, the autho
rities have directed their endeavours 
to the prevention of further hoard
ing by making savings more popular 
and curtail ing the money supply. 
This is one of the factors which, 
according to Mr Grantham, has en
abled the Reserve Bank to go cont
rary to the Government's desire for 
cheap money. The other is the en
deavour to contain inflation due to 
speculation. Mr Grantham finds 
that, by its restrictive monetary 
policy and its selective credit con
trol, the Reserve Bank has succeed
ed in introducing a dearer money 
policy without on paper increasing 
the cost of Government borrowing. 
This, however. may not continue. 
unless banks maintain a reasonable 
interest differential between their 
borrowing and lending rates. 

The situation can be met in either 
of the two ways by raising the 
rates on advances further, while 
holding deposit rates at about their 
current level, or by pushing up 
rates on advances sufficiently high 
so that an adequate differentia! may 
st i l l be maintained while compe
ti t ion is allowed to push up deposit 
rates. Mr Grantham. however, re
jects the second alternative on the 
ground that to allow deposit rates 
to go up beyond a point wi l l lead 
to a switch from Government secu
rities to bank deposits. The impl i 
cation is that bankers in their own 
interest should, therefore, restore 
the ceiling on deposit rates which 
thev have recently removed. To re
store the differential by pushing up 
advance rates any further might be
all right for the internal economics 
of the banking system this was 
obviously the aim of the Reserve 
Bank in fixing minimum lending 
rates but it wi l l go against Govern
ment's borrowing programme and 
undermine the structure of security 
prices. 

The solution that the1 situation calls 
for is the one which Mr Grantham 
has recommended for Pakistan. 
Pakistan which otherwise gets a 
good chit from Mr Grantham for 

its sound leadership political stabi
li ty and the pragmatic approach to 
its problem, nevertheless, draws the 
following observation from him : 

' ' A n official restrictive credit 
policy is difficult to administer in 
an expanding economy with excep
tional seasonal demands and per
haps a l i t t le more flexibili ty is re
quired in the monetary manage
ment". 

This general observation applies to 
this country also. A little more 
f lexibi l i ty in monetary management 
is a sound advice, provided excess 
demand is taken care of much more 
adequately than has been done so 
far by fiscal measures. 

Moving Coal 
THE inadvertent use of the word 

'decision' to move one mi l l ion 
tons of coal by sea in these columns 
last week to describe the outcome 
of the conference of coastal ship
ping lines in New Delhi has brought 
forth a violent protest from an 
angry young shipowner. Decision 
reached? Nothing of the sort. 
There was only discussion leading 
to nothing specific. The correspond, 
ent writes ; 

Recently, an Eastern Railway 
official received a telegram from 
Delhi to the effect " H A V E AR
RANGED FOR AN A D D I T I O N A L 
M I L L I O N TONS BY SEA T H R O U G H 
C A L C U T T A FROM R A N I G U N G E 
C O A L F I E L D S STOP W I R E ACT
ION T A K E N The telegram is 
characteristic of the entire scheme 
for moving more coal by sea. 
Everyone is under the impression 
thai, once the Railway Minister has 
announced his intentions, the coal 
w i l l automatically move. 

In order to move a mil l ion tons 
of coal into Calcutta, the daily 
wagon arrivals would have to in
crease by an average of 150 wagons 
per day. Last year, the dai ly arr i
val was an average of 170; so 
almost double the number of 
wagons would have to move in , and 
the area into which they would 
have to move in is highly congest
ed. Secondly, if full use is to be 
made of the existing port facilities 
in Calcutta, the majori ty of the 
wagons would have to be open 
wagons which could he tipped so as 
to lake advantage of the mechani

cal loading berth at 18 Kidderpore 
Docks. 

Then there is the problem of un
loading at the discharging ports. The 
Railways wish to receive 50,000 
to 70,000 tons of coal at Madras 
per month. There are only two 
coal berths at Madras one of which 
has a wooden jetty. This jetty is 
unable to hold more than 10 tons of 
coal at a lime. There are no cranes 
at this berth. A l l discharging is 
done by ship's gear and moved into 
wagons by manual labour. If Rail
ways intend to receive 60,000 tons 
of coal per month at Madras, they 
w i l l have to discharge 2,000 tons a 
day which means discharging con
tinuously at 1,000 tons per collier. 
Recent experience suggests that 
even an average rate of 600 tons 
would be an achievement. 

Finally, there has been no satis
factory assessment of the ability of 
the present coastal fleet to carry an 
additional mil l ion tons of coal. 
Shipping circles have become so 
inured to the promises bv Railways 
to improve performance that they 
are sceptical of any all-out effort on 
the part of the Railways. 

Unfortunately, no efforts were 
made in the past by the Railways 
to ensure that coastal shipping is 
adequately developed as a partial 
solution to the transport crisis of the 
country. After all the crisis is only 
for a marginal amount of coal of 
perhaps four or five mi l l ion tons; if 
coastal shipping had bee'n expanded 
by transporting more coal by sea. as 
recommended by the Rail-Sea Co
ordination Committee, then, by now. 
coastal shipping would have bee'n in 
a position to move two mil l ion tons 
and more. 

The argument of the Railways has 
always been the untenable one that 
they pay a higher freight-rate for 
coal moving by sea. The point is 
not the higher rate paid by Rail
ways, but the fact that they subsi
dise the movement of coal by ra i l . 
It is totally beyond anyone's com
prehension why the subsidy for the 
movement of coal should not be 
reflected in the Railways budget. 
The correct procedure would be for 
the Railways to charge the same 
freight rate for coal as they do 
for other low-freighted commodities. 
The subsidy for coal should come 
from the general budget. The 
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