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 Chapter VI 163
 QUANTITATIVE MANAGEMENE. IN GINERAL. & '

ALL the‘thxée instruments of guantitaiive mansgement
of money act through bank resexrves. If any one of them, at any
time, is capable enough %o affect bank reserves, the results will
be the same. However, thé éld technique of manipulating bank
reserves by changes in the discount rate can now no longer be
relied wpon. bespite this, the recent policy in seversl countries
to reise Bank rates leads one to believe that the old technique
of Bank rate comes into its own again. The recent dear money
policy, though accompanied by the raising of Bank rates in a

numng 0f couniries; is achieved by an active open market policy

on the part of Central banks, though the nature of this policy

slightly differs from that in ordinaxy times. In ordinary times
the potenxiél power of banks for cxedii expansion is cdnxrolied ,
by the central bank by exchanging inierest-bearing éeeuriiies for
cagn with commercisl banks. In the post-war period, the commercial
banks did not havé sufficient cash as such with theme. But a very
large volume 'of Government securities guarantéed agalnst any
depreciation in tieir valué was ag geood és cash for the purpose

of lendinz to nnﬂvg0?ernménx borroweré; When the c¢entral bank
would give up supporting governments at a particular level of
yields, the banks lose all inceative to convert’governmggts into

cash and loan the proceecds to private borrowers. Ultimately,

" thexefore, in both céses the. choice for the banks is between

government secuiitieg and coumercial lozns and the restrictive
policy becones effective by i km@ek inducing banks to prefer
former to the latter. mhus}'in the U.Se., restrictive policy was
effected by raising the yield raies on short-term securities by
selling short-tarmsnoj&%heréﬁy, inducing commercial banks to hold

! o
sbort-term governments. When thus, the yield on short~term§wasnusdh
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Lanomalous to keep the discount rate lawer, far, than the banks

would be encouraged to.§§rqup$hxpggh,?@g;@@sgaun& w;n@ow,?,yiha
raising of discount rate was only of secondary importence. iven
in case 0f U.K. where the Bank rate changes are expected to have
aymoblic effects, the restxictive oredit policy was si nificantly.
‘marked by the abandonment af £% market rate for Treasury Billse.
1t was not the hax&ening of Bank rate but a poliey of flaxibilit&
,in the yield on Treasury Bills that was important. It is selfe
eviaent that so 1ong as the bank* are holding 1iquia ascets in
the form of government short-term and also long term securities,
it is only through the manipulation ot the yield rates on
government secuxities(tnat)a restgictiVe credlt policy ma can be
made efféct;ve, in UKo the Treasury Bill rate rose as high as
242 per cent. by June,1952. |

This manipulatien of the yields on,goveznment securlities
can be made by means of apen markeh operations. In ‘the peculiar
vost-war period, pen.maxket operaxions have beaome the chief
tool fozr monetary nanzgement. This is due to two apecial reasonse.

Firstly. ‘the exﬁstence of a very 1arge vnlume of public
debt automatmcally makes the money market highly sensitive to
the changes in the yields on.government seeuxities. In this
respect the answer given by chairman.Maccahe of the Board of
Governoxs of the Federal Resexve gystem to tha Donglas Committee
AS worth noting. The -Chairman stated: mhe whole credit strueture
i& clouely relatad to the govexnment bond market and very senslie
ive to that market. 50y if there 18 a rise in gavernment bonds,.

| thexe 1s a stiffeming of rates thxoughnut the cxredit suructur‘“g

This is heaause, when the Ji@ld rates on governments rise, the

1s Fed.Rss-Bull.Ang.,1948 Pe910. !
2, guoted by David R.Alhadeff. 9ﬂonataxy Policy and Treasury Bill
Market* Am.uco.Rev,,June 19524 pe32T0 .
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banksrs or the investoréﬁhavegta?bake a cholce be;ween government
securities and private loans and’the rate ofi the latter has to .
¥ise much more in ordex tn compensate for the element o ;xt!nxt

i PR vl Leavng e
flsk‘ Thus, the rise or fall 1n the p&iua;emleﬁns yield matas on
governments bring about corresponﬂing risa and fall 1n the market
ratess To bring ahout vise or. fall in this yleld rate to dhe degree
6eblred, open market oPPrations on the part sf a eentral bank are
indispensable. _ ,‘ |
Secondly, the widespread ownership of public dedt and a

vexry large‘ﬁartion held by nonrbénk holders. impart to open market
policy a superiority over the other two tools of qﬁantiﬁaﬁive

anagement, namely, the discount xaxe and raserve, reau&raments.
During the war in geveral countries under the pressure of phys;cal
controls, the public (that is to say all‘nonpbank’gnd non=~-official
institutions, business hdusés,and~individugis etc. which live on

their own resources) hexd theix savinga in the foxm of government

" gecuritiss. If the non=-bank holders of govermment securities,

like the hanks. also find new assets more atzraetive than their
present holdings, they wnu_d try to convert thelr presenb assats
into new ones. They can be discouraged from doinb S0 by ra&sing

the yield rate on govexnments '80_as 1o make them relatmv&ly
atiractive for the nonybank investors. The conversion of government
securities into bank 1oans by commereial banks can be controlled
ever by a direct .control of bank loans e.ﬁ., by prescribing speaial

reperve requiramenxs against aSSQtu, rationing of leans stc. But

- these expedients cannot be used to influence the behaviour of non-

bank holders of government securlitles.

H

Ihe Problem éf Nop~bank Holdexs of Govérggppx Securitiese
lianagement of the quantliy of money requlres that the

nonetary authority should:i inflwence not only the balance sheets
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of banks but also those of a large number of individualse. Tﬁié
need to contxol the preiaréncestef individusl holders of noney
and other assets has become lmperative in the post~war period
due to the diffusion of the ownersghip of public debt. The money
supply is mnot restricted to the amount of cash and liqui&'assets
in the hands of banks aloue. For -ascertaining the total potential
money supply, liquid assets in the hands of individuals also
should be taken into cqnﬁidérat;pn,.Bankipg,'therefore, is a

 pervasive phenomanon and cannot be properly dealt with by regula-

tions directed-msrely to What we call banks. The behaviour of
individual hnldera of liquid assets influences the quantity of
money just as the behavmour of banks does. It is not pos ssible to
inyluence the hoardlngs and dlshcaxdings by the people by means
of. gentral bankmng €ouTrol davices whxzh axe em@loyed to influence
baulc reserves. In additlon t0 individual. hclders of public debt
therxe axe othex nnnrbank institutinaal holders of public debt such
as insurance companies.sanxins savings banks, investment trusts
etCe. S0 long as these nonrbank holders of public debt axe ready
to hold govermument securities if the yield on them is slightly
raised, ﬁhay can be 1nnucéd to do 50 by allowiné ths yleid on
public debt to rises Fine. ¢hanges in the yield stxuotuxe can be
made hy Open market Operations. Open Market operations as. a t00l
for monﬁtary management touch a vexy wids range of sgencies which
are resnonsible far the supply of loanable funds and waich are
not thhin the cempetence of othar t0dls.. - ‘

mhis rising importance oi nonwbank holders of wvarxious
assets particularly ‘ailutes thQ.po;ency ol ;he technlqus of manae
ging the qﬁant;t} of mona& tﬁrou&h'the m&nipulation of only bank
reserveégxln thé pdsﬁ—wa$ périod tﬁe bahav;oﬁr}oi non=bank holders
of government seéﬁrities”has cregted a proﬁ;em for monetary

managemente The technique of moketary mansgement which. does not



ﬁ@’“’

bring within its compaés theae var:l.ed agene:l.es wh:l.ch are all the

:whila thinking as to in.ﬁhax form they shoula hold their mpnsy

cannot nawe daaixed quantitative effects cn the- volume of mnn.eyJ
ox such effects, if at all it is able to exert, wxll ba shert-lived.
it can be sald, to the. cradit of laxe Lora Keynes, that the
relative changes in the various raxes wouldpe 1nﬂispensable if
the preferences of these 1nd1v1dual 'bankexs' are to bhe efieotivq;y
influenceds It is in this f;eld and&n this sense that the rate
of intersst will have peculiar significance. This necesgity of
making. central banking d3V1Ees capable of touching several atrata-
-eic painxs and not only- ‘the bank regervesg was present evan in the
pre-war days. A8 ans wriﬂer has rightly pointed outy svery ‘
indivigual in the communlty is, on & gmall acale, a banke Monetaxy
theory, therefore, bncemes'a gk sort of venerallzatxan of bﬁﬁﬁi%g
The ultzmate choice as -to in what form thay shculd keep

v'fheir sawlngs reats with individuals. They may pxefex the kinﬁ

of; assets to +the other ox: they- may cheoae Zo.. spend raﬁhar than

to “ave. Ho central ‘bank | can iniluence such. preferencea of the:‘
public by central bankinw dﬁvices. If the individuals choose

to purchase consumers‘ gooés by aelling off their government
securities,ths raising of yiﬂlds on gublic "debt cannot step thsm ‘

PR}

from liqnidating thc aecurities. But S0 long as. the eha&ée of

. individuals is between one fbrm af intarest bearing seouxities

\
andthe other based on bhe relauive yialas and elements of risk
1nvolved, the central bank can induce even indiviﬂuals to prefer

" ~overnment ‘seourities to o»her ones by making thﬁ .yield rates

on. the former relam*vely attracuive by open market opexations.

” Ogen Market Opergtlons Vse Ghagges in .
Laserve Reguiramants in t Post»%ax Peri@d.

When there is .an, extra—ax&;nary pressure’ of demand for .

) ‘mm, the  banks :i.n the beginniig. will  loan oul. whatever

1. “%5&5&25§ ngsuggggt§9¥2for aim@leyzng the Theoxy of money*
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amount of excess cash that wouldbe with them. Theréafte:, they
would 1iquidate their marginal investments. The earnings\oflbanks
on thelxr new investments would have the element of rent in thom

to the extent of the excess of the ylelds on their new 1nvestments
over those on the assets which the banks liquidate . In the poste
war period, thanks to the policy of stabilising the prices oé gove)
~ynment bonds, a 1arge volume of bank assets coustituted a sort

of marginal investments and, therefcre, the prospects of earning
rent on new investments 1n the post-wax period increased
considerably. The large element of rent in bank earnznga is
undesirable from. social pcint of view far, the pnrchases of new
assets from the proceeds af the sales of older ones such as the
governmen;,seguxitiea proves inflationary as it happened in the
post-waxr period. The central bank can check this sort of inflation
-ary expansion of ﬁang leéqs by selling éoverpmenx secuxrities with
higher yields to the bankgi_mhough‘this soxt of open market sales
ﬁy the central bank‘willjéﬁeék ungue gxpaggionﬁof bank loans,

they will cause caéital 1dés¢s to the central bank and will give
undue premiums to the banks on government securities whﬂ:h;are

the least risky assets in bank 1nvestments. In order that the

. central bank may not have to suffex capital losses and also that

the banks may not earn undue premium which has got the nature
of..xent ;(changes in reserve requiremenis pi&viﬂe a’bettex
alternative as an instxument of credit control in the circumstan-
ces described above. The plea that forx amall changes the instrum=-
ant of variable reserve ratio will. prove inflexible is not an

important one as gxaminedAbefora.1 ~ Suitable changes in the

1. See infra ChepeIV, De %\

‘. N
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resexrve ratio can be prescribed for each bank ox type of banks

and for each smell perlode It is trxue, that fzaqéant chaunges in
resexve rsquiremenﬁs woul%pnt the banks to unnscessary ‘broubles
and would cause freguent readjustmenis of the asseils of banks
which would be ultimately detrimental to the monsy market. But
such readjustments woul%ﬁake place even cthexwise as the banks
would pegln changing existiﬁg'asaets for new ones. However, the’
basie requirements for yesexrves Iixed oxlgilually upto a particular
level, should not be toucheds. To this extent the significance

of reserve regulrements will be for émsuring the licuidity of
bamks,rathex than as a special instrunent of credit conizol.

Sub above this level, small snd freuent chauges in the reguire-
menss of reserxves cén be made for the pborpose of quanti%ativa
mansgensnt of moneye Such a2 use of chenges dn iesérve reguirements
in prefersnce 1o open markel operations will stop banks getiing
vent as shown above, anduun: would alsc protect the central bank
agalnst occasiocual capital losses. It 1s worthwhile to note that
gmall and frequent changes in reserxve regulrements as proscribed
in the case of ench rmaiwiddsty individusl bank ars used by the
Commonwesltlh Bank of Australisa as a vexy poweriul instﬁument of
quaniitative management. The trading banks have to transfer such
ond such amount of ; funds as moy be prescribed by the (ommon=
weslih Benc sfrom time Lo time to & *Special Account®. This.

gort of deposits are ralsed or lLowered by the Commenwealth Bank

nt its own instance and the trading banks have no powsxy to draw
upon these deposits at thelr option. lHowever,in the case of this
device of Spsecisl Agcbunﬁs in dAustraiia,; the Componwealith Bank
pays intexest at a very noainal xailsge. De;pite this, the rental
glement 1in bank eaxnirvs is considexably reduced.

Such a use of the reserve ratio will be possible only
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undexr certain conditions.wﬂirat condition is that there should
be no othexr objsctive wiﬁhv%he Centrai bank,suuﬁ as supporsing .
the prices of gov&rﬁment s&éuritiesg than the one of effecting
desired changes in the qqéniity of monsye. For, othexrwise, the
banks will be able/to replenish their resexves by saliing off
government securities aith them.

Secondly, the cenzral bank's action must be conv&ncing
to the individual bank to which it is epplied that the step is
not discriminating egeinst it. This means that the ventral bank
must be well~inforxmed about tﬁa position of tue bank or banks
subjset to the action vis=a~vis other banks which are nots Othey-

‘%133, the action would be highly invidious ‘and indiscriminate. A

clear kpowledge about the imikwiia individual position of all
banks is possible only when there 15 not en abnoymally léxga

number of banks :as in the U.S. In the U.S., therefore, it is
diflicult to make a discriminate use of the Anstré;ian device.

- 8ECO SSERVE REQUIREL Ezé s,

The element of ren$ in the sarning of banks emerges

especially when they puzohase new assets for old ones, with RRX

a higher yieid. if at a;l,,tharefore, the banks voluntarily do

not effect this mhtudihing shﬁffling or they are by law reguiryed
to holdg paxticulnx amounz oz assets of a certain description,
they will not be able to’ earn this sort of rental 1ncome. This
leads to the. requiramenxa of secondary resexves constitutead ny
law of certain assgeils which mnst be compnlao:i}igld by banks at
a certain pexrcentags. ‘ '

The new resexrves, if they are constituted of government
lseeurities, will felieve the pressure on central banks far

paintaining the prices of government securitiesd But more than

,1. This measure. by itself cannot provide an effective control of

the quantity of money for, in the present context, such contxol

is impossible unless the policy of supporti
government securities 1s giseo{tinugdgpo A ug ‘the prices of
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this, in notmalitimes, the device will prove & weapon no% only
for gquantitative control but alsc a gort of qualitative control
of credit.

The Retionale of yonetary Management based on
Fragtional Resexrves.

- e

Quantitatively, the volume of money created by banks on
the basis:af‘fractional‘reserves undergoas greater oscillations
of expansion and caatractlon 4 the smaller is the fraction of
required resexves. Though, short. of 100% resexves, the fluctuations
in the volume of money (which do not take place in a definite::
proportion to cash reserves) cannot be eliminated, they can be
bowever, considerably reduced i the cash reserve ratio is higher.
But the primary xeserve ratio composed of cash cannot be increased
beyond a particular,leVei without adversely affecting the mkamkke
elasticity of money supply of eur financial system.

S0 long as declsions to save amd decisions to invest are
not taken by @ single individual or a body oi individuals but are
the result of uncowrdinated behaviour of a very large number of
ingividuals and institﬁtiqns, complete equilibrium between
savings and invesiments in short intexvals can never bes realized.
Agein, savings are not available for investment as soon as they
are effected. There is a time lag which can be conveniently
filled in by bank money. The greatest adventags of the banking
system Based Qu'm fractional reserves is that it lmparts
elasticity to money supply by providling liguidity to those who
need its But under the pretext of elasticility ths banks cannot

be allowed v indiscriminate credit expansion just as a central

‘bank cannot résort to boundless CUXTeNcy expansion.

It sounds paradoxical thet a great hue and cry was raised

in England‘against’the system of note-lasue by private banks befor
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1844. The Bank Act of 1844 in Bpgland abolished this system and
the note-issulng authority was centralizod in a single bank in
elose co~operation with tne uovernment. put with the rise of new
gystem of making payments throubh the banking system, the spiri?v
of the Bank Act is lost. The private banks are mamafacturing
money today no less than thsy were before 1844. Private bankers '
cannot issue 'currency® but they can 'create' deposits and
between ‘currency' and 'dééésitwi money’ there is absolutely no
differexce for practical purposesa'lnspite of this, the deposit
ﬁonay eludes the regulation which legislatures so industrieusly
enforce upon other constituents of money. Beyond the requirement
of minimum reserves of cash to be maintained by the banks, law
has not touched the subject in any country up t1ll nowe This
*geposit® money, it 1s worthwhile to note, is the outcome of
nothing substantial behind it but only the promise of the banker.
By means of this deposié;rﬁzzt%ankex is able to purchase assets

on which he is getting a &ood intersst income. So far as the

purchages ol these assets. are made. by megns of money which the

‘banker is ensbled %0 ureate by the willingness of society to

accept banker's promlses as,moncy, the control of the bankers
power to. purchase these assets is necessary for gocial purposes.

‘The rationale of fractional reserves, therefore, rests

on the needs of the community to pvovide bslancex between
© savings and investments durlng a particular period and the

ecredit created on the baais_pf fractionsl reserves should not

pe the result of the interest of the banker slone but also that

of the cormunity. The ake banker's capaclty to create credit,
. glven the demand for ity does net depend upon the amount oI cash

TESeTVves alcne. This is true eyen'in the case of ingividualse.

The individual's power of spending does'nof depend upon the



164

173

amount of cash bslances that he or she may be holding. The amount
af'liquid_assets'which are nsar-money shoﬁid also be taken into
consideration, when assessing the overall resour¢e5<of the bankerx
or the inﬁividual to ersate new cradit or to spend. This importa-‘
nce of other balance sheet items was emphagised by Henry Thornton

as early as 1802. But, foxr the puxpose of monetary management,
these ligquid items of a bank balance-sheet have received little
attention,&s fhe quantity of cash rcserve‘ﬁgée dong,so far as
their regulation by law is concerned. |

Generally, a banker does maintain a cexrtain balance sf

liguid assets but this liquiaity ratio is fluctuating and 1t
cannot be relied upon for the puxpose of . monetary management.
Thms, in U.K, the usual liquidity ratio.. is 30% of the deposita.—
ﬁurinb tioe wartlime it rose to about 60% in 1945 and at present
1t is near 40%'3' Prioz to the first raising of the Bank rate
on T=11-19%1, the banks had this peroentaga of liqnidity :atia
and the banks could have increased their advances without
difficulty but kax thqy scrupulously mainxained this llquidlty
ratic an&fhus in mngland ‘there was no problem as regards the
security prices as 1t was in the U.S. In the UeSe the experience

was dmfferent. The banks began to unload government securities

to meet the demand of rapldly expanding private economy in the

post—war period. The seeurity hoﬂdings of banks fell from 90
biliion in 1945 to 65 billion in 1948. This shows that a

_ voluntary maintenance of_a certaln percentage of liquid assets

~cannot be taken as a guide for m@netary‘policy.

In order that the monetaxy authoxity may be able to make
precise ealculations as to the potentzal power of banks to expand
eredit on the basis of- their caah resources, 1t the banks should not

. s gk

T RWOAKE PR CERY T - Crank %ﬁttmfidmamlqm PRl -k

9. H,G.Johnson.’Sone Implications of mmgukiax & Secular Thanges
in Bgnk Assets and liabilities in Great Britian'.h.J Sept.1951
Pe540. ~

-
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be allowed to counvert a certain amount of their liguid asseis
into cash. That is to say that they must be required by law to
hold a certain smount of secondary resexves constituted by certain
assets the nature of which may beAprescribed by thé monetan# A
authority. A fixed ratio of assets o deposits will reduce the
maxgin of expansion above primaxry reserves and will impart a grea‘
~ter degree. of sxactness to the proportional changes in the
¥k volume of money consaquent upon changes 1n primary reserves.
This is because the banks wouldpe prevenxed from drawing upon the
- lliguia aoSOtB which constituze the seconﬂaxy resexves and; there—
fore, cease to be 1iquid. If the primany reserves are fixed at
20% of deposits the margin tor expansion is 80%. But 1f again
the secondazy resexves eonstitute 40% of the total exziks deposit
lizbilitles, the operational margin for the bank will be xaxy
ovd¥ 40%. The greater tha percentage of reserves. the smallerx
the amount of tnﬂ multiple expansion of credit.
A 1egal requirement of sccondary reserves above that. of
primary reserves would ba fayoured cven by the banks. For, 1f
the primary reserves are raised to a very high 1evel in order
| to eurtail drastically the capacity of banks to expangd credit,
the banks wiI* suffer a loss of interest income on & very 1argo
portion of their 1iquid resources. The assete constituting
gecondary reserves, on the conxraxy, are 1ncome yielding. Perhaps
this rnay be-an 1mportant reason ¢¢ the opposition of bankers to

the use of variable eash\resgrve ratio as an- instzument of credit
control. | | . | A
| | The stability Qn ba i assets piovided by legal secondaxy
. | reserves will impart stabilitv to the carresponamg bank~dsposits
and, therefore, te tne tctal supply of moncy. Thzs result has a

great significance from the point of view of a contra-cyclical
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policy. During the period of a, slump,the rapid fall in bank
advances,which are the most volatile of a bank's short term asse$ss
#brings about a correspéﬁﬁing £all in the effective volume of
money. This gives an 1m§étus to falling prices which might be
originally the result of some other causes. A stable ratio of -
secondary reserves will provids a system in which ereditors would
be unable to b:ing pressure wpon enterprises to guickly repsy
their debts by rapid and impossible ¥¥2&£2322§g¥§21 During the
period of boom also, the banks? power to multiply credit will .
be restricted due to steady elements in thelr asseis,

Stability in the bank assets and deposits would nave
salutary effeéts on the other holders of liquid-assets, fox,to
the extent that banks axe ready to hold cexrtailn-assets, thelr va=
lue will not falls The stéady value of liquiggﬁghld prevent liqui
«3ity orisis which is pne of thg.most important zasmskx causal
force in & trade cycle.fitxmay’heEthat no new assets would pe
absorbed by the public ar thefﬁagka but a check to the liquida~
tion of existing clalms will go a long way in preVenting money
disa@peaxins in private hoards. It is true that ﬁiennmenon of
liquidity erisis does ngtmcon§?ggute in itself the mischief of
the bankers for, during the périod of prospeatriry they advance
loans to pexrsons whose draattnworthiness appeafs‘to them beyond
doubte But @xk during slump,the banks, naturally being over
scrupulous about the security‘of‘;he debts that they czeate, not
only stop extending fuxther loans but even call back those
extended in the past.uA'steady glement in the assets of the banks
will curtail the scope for extending excessive amount of loans

and advances which cqnétitute the most volatile element in bank

_assets and,therefors,: would reduce the cumulative effects of

7+ He0oeSimons.'Rules Vs. Authority in Monetaxy Management' .
Readings in Monetaxy Theo:y p.354.
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of contraction and expas&sn during slumps and bomms respoctively.

The loans and advances are essentially ghort=ternm lendings and
therefors, it 1§'ppssible for the banks to revise their
commitments periodically and in sympathy with and conaudive to
swings in the bhéinessA¢ycle.1 If the secondayy reserves
constituted paxtiélly of long term’credit the banks would not

be able to liquidafé théselwithout‘sufferiug heavy capital losses
and again,if such assets are government securities or securities
guaranteed by sbvernmeny,vtﬁese would be mere atiractive to banks
in period of depression asi ateady earning assets. Thus, in the
UeSe the volume of commercial baﬁk loans fell. sharply from

55.7 billion dollars in June,BS@ 1929 to » 16,3 billion in June
1933 while tﬁe commereial banks® hpldings,of U.Se.government

" gecurities increased from 4.9 billion dollars to T.5 billione.

If 1t 1s that, in shite of this, some members of public begin to
unload theéir kigh liquid claimss the central bank can increase

“the seconﬁa:y resexve ratio of banks'anthus can restors conii=-
; dence of the public. In this respect, the post-war period has
| got a speci.al adVantage in that most of the liguid assets held

by the public anﬂ other institutional investors belng government
securities, the’ banks can accept these from the public without
any fear from the poinm of view of sacurity and financial standing

of the debtox. ‘j‘j

" The new ‘reserve ratio will exert a gualitative inilusencs

 on the bankér‘inhhis selection of bank assets.'AsVohsaIVed before,

the banker does mak maintain a certain percentage of liwuid
assets. sut the‘bankeré” assessman£ ot 1iquid1ty and‘secuxity

of an asset is not uniform and man& times it is not based on
social htilitya AfspeeﬁlatiVe loan grénted at a 50 to 60 per cent.

ma:gin on the face value of the ppa paper pledged by the borrower,

t\kyi.’;s\?\’ﬂn
1. 'Memorandum on the Stability of demandA C.R.Whiltlesey
AoEoBo DQCO19491901193O
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or a real estate loan advanced against the securlity of a houase
with 507 margin on its present estimate , or a loan advanced t0
a borrower the porsonal bonafides of whom are not at all guestio=-
nable to thé banker, or consumers’ loans advanced against the
security of the article purchased Ey the consumer and saveral
other types of loans advanced against a very sound securlity and
at a substantial margin may be secure and liquid in the
consideratian of the banker, but the proceeds of these loana

may be x used FHor speqpla$4va hoarding o£~eommodities.1 such

loans, howeverx: prefezablé they may be from the point of view of

the banker; are npt'desréhle from the point of view of society,

for , in eésence, thay‘aré inflationary.

when a banker, prompted by his personal considerations
of iiquidity and security, purchases assets the proceeds of
which are to be used for anti~social purposes,. he betrays ihe
trust reposed in him by his depositers. Those who entxust thelr
savings to the banker lose all control ovex the use of these

rasources placéd at the’aisposal of the banker in exchange ufox
a small interest income. mhey vuluntaxﬂyahstain from consumption

and save a part of their current income because they may not be
o e oo ey

penalised by way of forced savings. They entrust their savings ,

because the bankerydue to his expert knowledge and strategic

position;can.make these savings available to those who nsed

for socially dasrisble ends. When the banker uses these resources

in ways which reduce the veal velue of the savings of thg deposi-
tors the éoéial'burpose of savings 35 marred.
xxi is, therefore, necessary that the assets that the

hankei chooses'as'liquid assets should have soclal siznificance.

when the central bank has to prescxibe the assets eligible for
secondaxy resexves the liguidity < and security of an asset will
1s R.b.Sayers .'Mcﬂern Banking' 1949qp.229-
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be baged on the econom&c‘éaod 6f~sccistys In snohf@ase, the j'7é§
depositoxs' confidence in the ultimate safety of thelr deposits
will increase which would contribute,in its turn,;to the soundness
and stability of & banking corporation.

Quantitative managemaﬁt of money is guided hy the inform

‘~ation supplied by totals wherein individual cases are not and

cannot be given exclusive attenticn. iz 13 aust like an irrigaxion
system which roleases and wzthd:aws‘waters for ail fields growing
gifferent crops &edpixing.malz‘watér at differenf timese

Withdrawing the supply im ozder to ‘p':event soms plots being

" over-irrigated, mekes other plots, which actually require water

for better crops, suffer. such a system that is to say lacks
directional cnnxrol. ﬁatar shoulﬁ reach whan and where required.
Proper eanalizing of the money floa,which is esseniial for the

health of the body eoonnmic, cannot be secured uy such a system.

‘Por this, the central banking instruments should touch essentially

strategic points. The regulatzon of consumers' oreait,conmrol

‘0f bank ¢redit flowing $o stock market and ‘the directions given

by the central banks to commereial banks &s to their policy of
Joans and advanaes are impertanx develoPements in the directional
eredit control. Nevertheless, monetary ﬁanagemepxressentially
constitutss the féguiua.oh-ofﬂ&{'iénuty of uioney s0 as to be
appropriate to the needs of different times. For this, the
manipulation of bank resarves will evey remain an effective weapon
in the bhands of mnnetaxy auxhority.

: ’*n*q*qwn*‘%n*—*—



