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of peace. No one with wish, of 
course, that mank ind must call off 
its explorat ion of the Solar system 
just when i t has begun; but i t is 
imperative that the maniacal r i v a l r y 
behind that explorat ion must cease 
at once. The war camps cannot re
main cold for ever; the obvious 
thing is to dismantle them whi l e 

there is s t i l l some chance of doing 
so. More than ever before in his
tory , immediate disarmament has 
become a matter of l i fe and death. 
The Space Age itself w i l l vanish i f 
the efforts at Geneva f a i l . We cer
tainly want the o r b i t ; but more cer
ta in ly still do we want to retain the 
earth. 

On Government Debt 
OXE NE obvious conclusion emerging 

f rom the data on the pattern of 
ownership of Government debt pub
lished in the M a r c h 1961 Bulletin 
of the Reserve Bank of Ind i a is that 
ind iv idua l investors are amongst 
the least important buyers of Gov
ernment securities. Another is that 
not a l l of long-term bor rowing shown 
in Government budgets can be 
deemed to be a non-inflat ionary 
source of financing public expendi
ture. Neither of these conclusions is 
s tart l ing or ent irely disquiet ing. Close 
students of public debt are aware 
of these dimensions of Gov
ernment b o r r o w i n g ; and to some 
extent, these have been taken into 
account in the fo rmula t ion of debt 
policy. The importance of the 
Reserve Rank data therefore lies 
largely in g iv ing a certain quan
ti tat ive basis for further specula
tions in this field. A n d some of 
these speculations w i l l inevitably ex
tend to fields which abut on debt 
management. 

The relative unimportance of 
ind iv idua l or personal investors in 
the Government securities is not 
peculiar to India . In most countries, 
it is the ins t i tu t ional buyers who 
dominate this market : and this no
minat ion increases as ind iv idua l in
vestors are attracted more and more 
to industr ia l equities. It is possible 
that what We are observing now in 
India is just this sort of a shift, so 
that a reduction in ind iv idua l hold
ings of Government paper does not 
necessarily i m p l y a f a l l ing off of 
personal savings of the transferable 
k i n d . Apart f rom this, the figures 
relating to the holdings of Govern
ment paper by ' ind iv iduals ' do not 
by themselves show the amount of 
savings out of personal income 
flowing into the security market. 
Much of what is shown, for instance, 
under insurance companies and pro
vident funds is in reality personal 
savings diverted to Government secu
rities via inst i tut ional agencies. 

If we lake this larger view, it be
comes obvious that the tastes to 

which debt policy should cater are 
not those of ind iv idua l savers but of 
insti tutions which interpose them
selves between the saver and the 
capital market. It is then invest
ment decisions which determine the 
quantum of current savings going in
to Government securities. As w i l l be 
seen f rom the Reserve Rank figures 
(reproduced in the Current Statis
tics in this issue, p 625) . not only 
the propor t ion but the absolute am 
ount of Government securities held 
by "others" — i n c l u d i n g individuals , 
jo in t stock companies, trusts and 
local authorities -was less in March 
1960 than in any of the previous 
years. Ins t i tu t ional investment, how-
ever, increased more or less steadi
ly, at least un t i l the end of March 
1960. It would therefore seem that 
the strategy for increasing the ab
sorption of Government securities 
by the pub l i c (i e. excluding the 
Reserve Rank and Government 
agencies) consists in : 

(a) making Government securities 
attractive to the institutions which 
have a choice in the selection of in
vestments for their por t fo l ios ; and 

(b) enlarging the amount of per
sonal savings transferred in one form 
or another to such insti tutions. 

The spread of insurance and pro
vident fund arrangements is perhaps 
a surer means of enlarging the sup
port to the Government securities 
market than offering prizes or tax-
concessions to ind iv idua l investors. 

This is perhaps all there is to it 
in the pattern of ownership of Gov
ernment debt as set out in the Bul-
letin. However, the subsidiary tables 
presented by the Reserve Rank re
veal certain trends which are l i k e l y 
to be of considerable significance to 
the formula t ion of policy. In the 
assessment of deficit-financing, it is 
often taken for granted that the 
budget-data on long term bor rowing 
represent the loans to Government 
by genuine savers. As it happens, a 
good bit of the rupee securities are-

absorbed by the Reserve Bank and 
Government agencies; net cash re
ceived by Government f r o m the pub
l ic has, in a l l the years except 1953-
5k been less than accruals under 
the debt heads in the budget. (See 
Table on net absorption, p 6 2 5 ) . 
Gash receipts f r o m the publ ic in the 
period A p r i l 1956 to February 1961 
was, at Rs 366 crores, less than half 
the total net receipts of Rs 747 
crores. Even if one takes into ac
count the addi t ion to the private 
sector's ho ld ing of Government secu
rities as a result of the open market 
sales of the Reserve Bank, net h i -

"Vestment in Government securities 
over the five year period comes only 
to Rs 468 crores. What then is the 
logic in calculating—as the Planning 
Commission has done—deficit-financ. 
ing in the Second Plan period at 
around Rs 1,150 crores, on the basis 
of a figure of Rs 800 crores or so 
for ' loans from the publ ic ' ' ? How 
does Government bo r rowing from the 
Reserve Rank against Government 
securities differ conceptually f rom 
bor rowing against treasury bil ls? 
Surely, if the latter is part bf deficit-
financing, so should be the former. 

There is a further point about the 
trend in net absorption of Govern
ment securities by the pub l i c . The 
h igh water-mark of this was appa
rently reached in 1958-59, when 
agencies other than the Reserve 
Rank and Government added Rs 194 
crores to their holdings. Since then. 
ther'' has been a sharp fa l l , wi th the 
publ ic actually reducing its hold
ings by Rs 54 crores between A p r i l 
1960 and February 1961. The sale of 
rupee securities by the Stale Rank of 
India, consequent upon the transfer 
of P L 180 deposits to the Reserve 
Rank, is undoubtedly' a major factor 
in this. Rut even a l lowing for this 
special factor, it is obvious (fiat the 
publ ic is not taking in as many 
Government securities as it used to. 

In the main , the credit squeeze has 
compelled the commercial banks 
which in M a r c h 1960 held as much 
as 28 per cent of Government debt 
-- to disinvest heavily. The ind i 
cations are that in the T h i r d Plan 
period, banking institutions w i l l be 
able to invest in Government securi
ties l i t t l e more than what is neces
sary for meeting the legal or con
ventional l i q u i d i t y requirements. The 
point once again emerges that the 
way to the T h i r d Plan targets of 
long-term b o r r o w i n g lies through in
st i tut ions other than commercial 
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banks unites of course the latter are 
made to Take more of Government 
securities. The Governor of the 
Reserve Bank has already made it 
known that the l i q u i d i t y ra t io pre
scribed by the Bank ing Companies 
Act is too low. 

Since new flotations cannot as
sume a continuation of heavy sup
port f r o m banking insti tutions, their 
terms have accordingly to be ta i lored 
to the requirements of other major 
investors. W h i l e on this point , i t 
may be observed that in the past few 
years there has been a noticeable 
shift in the ma tu r i ty pattern of Gov
ernment securities held by the differ
ent inst i tut ions. Between 1957 and 
March 1960, commercial and co
operative banks moved out of short-
dateds (up to 5 years) into longer 
matur i t ies ; the p ropor t ion of short-
dateds fell f r o m 52 per cent in De
cember 1957 to 40 per cent in M a r c h 
I960 . On the other hand, their hold
ings of 5-10 years and 10-15 years 
securities rose in the same per iod 
f rom 38 per cent and 8 per cent to 
42 per cent and 15 per cent respec
tively. Since their aggregate invest-

ment in Government paper increased 
in the meantime f r o m Rs 478 crores 
to Rs 733 crores, this is not fu l ly 
explained by the a t t r i t ion of short-
ilaleds f rom year to year. Presuma
b l y they exchanged the near-matu
rities for longer ones either through 
conversion offers or through switch 
transactions w i th the Reserve Bank. 
Either way. they were apparent ly not 
perturbed by the lengthening of the 
average matur i ty per iod. 

Concurrent ly, the 5 to 10 year 
bonds held by insurance companies, 
provident funds and 'others' have 
fallen relat ively to both the short-
dateds and the longer maturi t ies . In 
the case of insurance companies, the 
holdings of 5-10 year securities have 
come down f rom 44 per cent in 1957 
to 22 per cent in I 9 6 0 , whi le the 
0-5 year category has improved f r o m 
13 per cent to 27 per cent. The 
shift in the case of provident funds 
is more in the other direct ion, to
wards 10-15 year bonds. It does 
not, of course, fo l low from this that 
insurance companies have suddenly 
developed a preference for securities 
of short matur i ty . The percentage 
variations are in a measure a t t r ibu
table to the transference of certain 
issues f rom one category to another 
wi th the passage of time. Even so, 
given the yield preferences of such 
institutions, one would have expected 

them to restore the bias in favour of 
long-dateds through switch opera
tions. 

It is not clear whether this has 
been prevented by a change in the 
relative supplies of securities of vary
ing maturi t ies, result ing in an even
i n g out of yie ld differentials. Here, 
again, one cannot press the poin t too 
hard on the basis of data for the 
relatively short per iod covered by 
the Reserve Bank Survey. For one 
th ing, events since M a r c h 1960 have 
made the Reserve Bank a net buyer 
of securities on the open market, 

largely f r o m commercial banks, and 
this migh t have necessitated the L I C , 
etc. hold ing their hands, for reasons 
of stabil i ty in the security market . 
Whatever the explanat ion, the fact-
remains that future flotations of Gov
ernment issues w i l l have to be nursed 
much more carefully than so far if 
the Reserve Bank is not to be loaded 
up wi th unsold or unsalable scrips. 
A n d as observed earlier, this is not 
a matter of rates of interest or issue 
prices a lone; it reaches back in to the 
whole question of savings and mone 
tary pol icy . 


