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TUL PLACE OF HONETARY MANGG vEl‘"T EJ h%QGRA&?‘TJ
TeR 2CONCHIC STABILITZA 'IinE

Vonetary managencnt is ossential .'ﬁ the quantitative manage-
menis of money. Chenges in the quantisy of money are brought about
by means of changing banl regservos. The chenges in the quantity of
of money mmg thus brought about, influence the rate of intorost, and
sie changes in the latter ave expected to control the cccaomle
achivity in genoral, The varions ingtruments of conbrol banking
policy such as the rediscount rate, open marked operations and
chanzes in rescrve requirenents gre based on ble @IUER Sone logic
‘/‘":»*c reogulation of sconomic ackivity by means of monetavy wolicy
restos on the chomgos in the eost of credlt ovr the rate of iy vor'est.

2

Pow peonle would & now deny that monebory policy afmed at influencing

&~

the cost of eredit has lost all its effccliveness especially since
ook s fent BRR-eeR-rPerocivesmsg 59 the evente of the thirties.

T+ hos beeh novw cleariy rocognized that osher none-ncnetary factors
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cos. and busipess aetiviby so powerfully vhat they connov

he controlled by monctary acticn alone el

The Availabliliby Vs, The Gom, of Croadit.

/Sm‘ez'al roasons ave pointed oul for the falluce of motetary
policy during the Great Depression. Tuvg roassons snong these stend

out as most importanmt and genoral, Fivstly, monebory policy does N
and connov iafluence directly the most important ¢ause of depression,
nanely, the deficioney of demand . This is because bhe sxpansion of
vhe quanbity of money followed by the lovering ot the oSt of

D eyt . 2

1, TeHeBe YChjootives of Kohotary Policy' Seph.,1937 p.828,



borrowing does not result directly into spendable incomes, So long
as spendable incomes do not rlse the most importamt cause of

depression, nancly the deficient demand, cannot be removed.
ed - 1

{Seeondly, the coentrel bank policy of cheaper monay docs not

rench immediatcoly all the areas in the structure of intorest rates,

-

‘ig touches significantly only the shorbetorn rates and gikteedged

ng of the banking sysuen with excess

£3

lowg Leinm reaves, The Tlood

fole

resorves can bring dowun the rates of intorest in a limitcd number
of aveas such ao povermment secwrity mavked and shorg-tern loan

muvket. Bub thesce pates arc not dmportant for encouwraging long-term

]

spivate investment.(It my Le expected % vhat the effocts of lover
rates on shorteters Toans and governent gsecurities will soon spill
over ©o other rates of snborost. Hut this gencrally does nob hapyen;
This 45 becauso, in the first place, the bankeris esbinate of rlsk
involved in verious investﬁants differs frrom borrover %0 DOrrowWer.
CGheap money volicy ﬁhéref@re, does nobt bear the same significance
for all the borrovwerss in the sccond place, deficient crganisavion
in backward countries lilke India. In Indla the
of markot considerably dilubes the ofiecis of cheap money eapecialkm[
effeets of low rates Go nob paéa peyond the £g frontiers of
organisod money warket which is composed chiefly of compoercial bonks .,
‘/%he reguly is that the advanteges of cheapor credit ares not available
vo the agricultural sector of the cConony. qun in countries with
grsiniscd noney meriets, onall borrowers in cowtry genores are not
able bo avail of cheaper credit. In the U.S. in 19386, about one
£ifeh of all memLer-baniks recelved on the average mﬁravbhan 7 per

cont. oa their losns amwd the proportion must be larger IoT 00N~

amember bankis.d Thus, o the gepnersl run of invorseuiste and
cmall scele enborprises for more risky ventures and for smil cities

e et
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and communities, cheap money in the banling system offors no
adeguate romedy, For these aresa fantastically high oxcess roserves
and a high degree of bani: liquidiby are appavewtly of little availl.l
The limitations of cheap moncy policy arising out of “the
bankerts calculations of the element of risk involved in differcnt
investments amd deficisnd orgonisation for the distribution of
credit wore well rupmrnimetien Pun whm simkwbimiion g mendly
recogniaed during the Oreat Deproessieon. In order to make choaper

eredit available to a large number of borrowcrs, the existiog

2

fods

2 S
8o

butional sysbtom was supplemented by special types of financial

and credis institutions in soveral countries. Thus, in the UL,

[+

ertain loans by mrivate banks are now guaranteed by special
institubions such as the Pederal Youding Administration, Federal
Faynm Mortgoge Corporation, Fedoral Innd Daonks; Export and Tmport

Bank &

148
1

1 Reconsgtruction Finance Cerporation., During the Qerression
these agencies roscucd the institutional lenders like the banks,
insurance companics and investment trusto from the welter of bad
dobts. Kot énly this, but they also made funds directly availoble
to borrowers who could not become miziind eligible for loans from
tanis and other invesiors. The federal Housimi Administration by
puaranteeing loans on residential comstruction, cucoucaged baonks
insurance eonpaniss ete, to enter a field, whevewithout auch
guarantee,they would not venture without demanding rates bo high
88 o prmeulds preclude willingness to boTrey .

: In order to méke cheap money policy veally offceotive,
pentrel banking policy designed to cupply s funds at low cost
needs o be supnlenented by specialv agencins raised ‘te sorve theo

specialized needs of different classes of borrovers. In fubure,

R W BT D WO 160 st S, SR T

-
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L holdonseon. fFiseal Poliey and Business Cyele! 1941, p.hls

2, THid Ded2.
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e . . .
therefore Jmcnetgmy policy canr e used a8 an gffectlive Instruneont
3

for roviving business activity by direeting it to the groblem of

» -

availabil

3

of eredit, rather than to the cost of credit alone

f‘.‘.) V

The special agencies raised for this purpose should be the regular
consbituents of the marlet for loanable funds, Tn the post-war

noericd, the necd for such spocial institutions cdamnot be overe

.
fl”

O L4 - " - e pom T S3In -~ P 4
exrhosised in the gase of a backwsrd country lile Tndias This
~ N £ . K4 -
napaeh of the nanagouent of money seons to have recelved & good
’ 4 g3 ey A oy b ax v CONCIE. YN S v
atbention in Tndim top. Je have now gpeeinl lerding agencissg ouch

u‘ ~; - 4
oe Lhe Industrial Finanse Carporatdon, Btate Finonclal Corporations,

- n -
The problem of svailabilipy of eredit may be buckled in

the pootesrer poriod not sinply by raising speeizl finandinl
inaticetions. The monctory suthority moyv excreise direct control
over the direction of banlk eredit, This has been largely made
swwiabds possible by the natlonalizatlon of central banks and the
povers given o the mationalisned cenbrel banks and o their
Goverrrients under tho Fevionalizaticen Acts. Thus, in Uritain, the

¢ directly conpellod to wse thelr resources for one oY
othor form of investment ag reguired by the govortment and the
tant: of ﬂm;?an@, Tn Frao s the banker comnot questlon the creidd
worthiness of o borrorer if bhe govermnent guaranboes the loan to

, ,

whe borrewere Such o control of directing the rescurces ci banks ’
+o the chomnels deened deciroble by the goveorment loaves versy

T84 PO < . N . e T T 8
1ithle reoom -For the bankee's freedom 4o select the vight tipe of

e " £ S o “ ' i i .
horrovers according to his own caleulations: of risk. Ho willy

L x o= » . s 0 3 pyds g de n
rherefors not be able oo chavge & hizher ra.e of interest to the
% - —~, IS 34, 4 PR v N - . b 5y e N :

horeorors who ordinarily de not bocome acceptable Lo - WViea.s - .

I A e S B B

i « .
1, See Ch, Relations dbetween the Stave and Central tank; P szo
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4 wwong end. |

The policy of raising the levels of incomo and enployment
by means of encouraging cepecinlly linvestient 18 based on the bagit
assumption that propensiby to conswume will take care of itscli once
the provess of creating new incomes has been gtarted by new invesbe
ment outlav. This position is taken especially bs/j/}ngso He
concends that a net increase in investment even il 1b may ve a small
veapovkion of the natlomal incone, 18 capable of bringiang about a

far gieator inéreass in employment’ arxl incomes This is becayse an

a

initial incrense in inmesksest incoms brougat aboub by an irerease
in Snvestmeont raised consumpbion cutlay of thoSe who become whe

{iret bencficiariss of increased inV”“tFGﬁt expenditure. A 8 these
rogelvers of new incomes will swend, ab leost a substéﬁtial part of

their incomes on consugers! zoods, they would help to create further

Lo

apomes for the suppiiers of these goods. In this way each one of

£

the subsequent income réceivers will contribute bo the lricomes

and employment of others by spending abt least a parsd of thely income
on consumption, This is his famous Theory of ﬁultiyliOT. (The
capacity of an initial net increase in investrzent bte bring about

a sevoral £old increase in income and employment will depend upon

T
&R
a4
!uo
3
o~
€3
"
3
L ]
o]
[ ]
M
B
T

the marsinal propensity to consumes Keynes has roco
the ﬁaportanée of conoumpbion cxpeniiture viswa~vis lnvestnenb. Bub,
cloeghere; he attaches only a secondary laportance o Rparg sinal
propenoity $O consume, By saking it for granbed that the proponsity
o corsume 'is a fairly stable function', 2 4s the marginal
propensity to conoume is asswied to be g cohgtant factor, Gthe

effects of the introment of investmert on income and cmployment woud d
be direct and immediate. Acao&ding to Eoynes; there is a special reage

on o apsume thé consueption | fungtion to be bl&t‘?ﬁly stable. He

S W W e, AT i S-S B

1, Genoral Theory chslO.
?e Thid ’f:‘t f
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o

e R
states °( Yihe funé&méz,tal payehological Law upon which we are
entitled to depcond was% with great confidence both tarziori’ from
our knowledge of human nasure and from the detalled facts of experi
~once is thot men are disposed as a vule awnd. ea the average, o
inevcase their consumption as tholr income imereases; but not by

as much ag the ingrensc in thelr incomesy 1

So long @o the essumption of stable consumption function

holds good in actuwal practice, & small amount of net initial

inveatmeont oublny will certainly brdng about o several-fold rise in

)

¥

incone and emplojment. But vhe assunption of stable conswsption
funchion may vot hold pood in actual pra iﬁ@e(r/ﬂifs‘& iy, the total
propansity o consume of socleby as a whole wonld largely depend
upon the distribublon of :izmém, I a laypge part of bhe new incore
rhnt 8 created by the indtial dose of invesbmend / papsos on Lo the
wonlshier eclasces the mavginal propensity to consume will shrdnk
soor and will diluze the effects of new investment o iNComo and

caployment o dgain, inc:i}s*zzca virich begomse availnblo as profits of
large sorporations is not geaerd l’r available for consumptlion,
(7f 7 subetontinl port of thie incowe is vetnined oo resorvos, the
sotal flor of consumption expenditure will shrink cuasing a reduct-
son én the new incomes ho be subsfrmtd subscquently carned oub of this
gupend Lunﬂ*e.éhe}raﬂra, phouch, it is necessary ho stapllizoe
anvostment &t & high level for the purpese of stabl lizing incone

and anployvament, such a polley zi.avg‘_},d nob be carricd on ai a level

eaviy

of inadecuste consunption and by %&ww@e invesunet b

iEsue an erratlc coursd,
Monetary policy cannot influsnce lssuocef.::;sfully onz of the

most lmportant factors upon which ipcome am eaiploynent dopend, namaly

L BT ALY AP P AW E L L WD

1, Deneral Theary pe96e
5. G.Hoberler, Prosperity and Depression , U.N.19%6 p.220.
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concuaphlon expendlture, I£ my he argued that by easing the terns

of insvalment credit the purchases of durable consuners goods tan
he palsed subgtontially. But in & doprossion, guch a policy will
prove o failure, Tory domand et for consumers? durablo feods depoads
upon ospecidlly the lovel of income vhile serme of instalnent

eradis are of only gsmcmﬁam gonsiaera . Tho total wmm:mion
outlay of the commumnity ow be inf luenc ed not by menstary polley bub
by ficeal policy based on rodistributive taxation and oxponditure

on gocinl oeourity sorvices LY whe Bhata.

The Iiate of mto“eﬁt, Fiscal Policy & the
Thianrie 1t T
LItAL A u;)’ G ..’.0....

L)

Tngpite of all those considerations, the monetary aubhority
will have ©o decide upon & gertain interest rate policy in a l
depression . This policy will he essenbially = chenp money nolicy
in the senoe thab the rates of Lerest will be brovght down OF they
would bo checked from rising if they erc alrondy prevniling at a

ouer leval“/“"‘xcz cheap money policy wilil be pmsued not imarily
for encourag: ing privape iavestment but Por loweply f: the cost of
povermment LOrTOTINg. @“‘» a pericd of depregelion U‘m poverm@m
fiscal policy will have o provl 1de an important link between the
Anvorest rate and quantivy of momey on one hand and the levols

aff income and € -glomm:i, on the other. In fact at any time the
significance of the changes g in oh@ volume :::f moncy and the rate

of interest consists in tm\ influsnce that these changes exorclse
over +he volume of income and employmonts S0 long as vho chenges

in the nuantity of money GXerc ieed a direet and br‘;mdly wroportionat ¢

int }. qence on che level of incone, 3t was patural o trace the impors

mzm of monctary changes which appeared 0 he both strateglic and
. ? " ¥ * - ey -
crirollable.~ Chonges in the cuantity of money gould influcnce

W ki i BE Al e 8 s Sy s B

1. zi.d Villard, Svrvev gf coOubemporary Teonomicss Acia Publishing
Houge, 1951 p.;El.
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income because private inveptmont reacted favourably to tho changes
in the rate of interest. The privato iwegtment outlay provided a’
serts of a bridge throwh which the effsets of the changes in the
guantivy of money wore commmicated to lnconm aivl omploymontss Now,
shat private investment does not respond to the changaes in t,he

sate of interest s6 as to make the guantitative changes dn the

volune of monay really.  offective for income ard enployment, its
vlace has to be taken Dy government expenditures Fieoal policy,

sherefore; has to intervene to mrke the quantity of meney offective
Cor waising the levels of dncomc amd employment.

During the pericd of deprésoion the policy of louering the
rate of interest for the ’JUK‘E}C&-E of enabling ths governvent 0 borrow
ot & lower rabe, oan be ;3 "“ﬁuﬁzdbjmereaaing the c¢ash yoserves of
banls, As, in a dopression, thewe is a dearth of assets which suit
#he bankers! consideretions of safety and profibability, the
inerensed liguidity of banks vonld compell I cm to lend to the
inbereste T hcw monetary policy can
ip thoe governmoent pc}&:‘o,cy ¢ increéagsed cxpordituroe for the purpose

> »

of stimulating income and enployment.
‘/égzarn fyom o poricd of deprcssion,govoriment intercest in
he cheap money policy will be more or less of o pormancent characher.
Thiz 1o becauvse 2 lerge voluwme of public debt will ho a permancnt
talist economys (wc idea of rhkmm chronic
cxistonco of public debb based on especially thzoe reasonz. In
phe firet place,private enterprise econcmy has & tendency bowar
a deflationary ,{;%ga sn the dotol amouns of ivate oublay supporting
income and employment. This gap wdem has to be £illed in by
govertment compensatory spending whonever angdd in vhatoever amounc
it cecwrs, It may be srgasd hore that the government com yepay its

debt out of budgetary surpluses which would be renlized in a poriod
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of prosperibye. E“an it should be nobted that & comparat m‘é?y long

-

and continuous pa?i‘(}‘”’ px;*e:x periby is ibself an impossibility withpw
pubiic axpendiburos For, maintaining a high levol of income and
mployacnt goverament defleit spoending more or less of a peormanaent

'

choracter is indispensable, The indispensabllity of a pormanent

ju?

loficiv fdnancing is well borne out by tho American azperienee in
vhe laser thirtiss, By the end of 1936, in the U.S. ,mesvcrf was
rractically achieved. Bub “ahm Tecovery at once Agave way in 1937 to
a new coprsssion when, for & 1 brief incerval » budgot came t0 be
balonced. Tt Is werchwhile to note tlat this balanced budgen wad
secirad not by a reduchtion io public ciponditwre but by a rise in the
governuent vevenug conSéquent upon the riso in mational income, -
“In the second place, the defiavionary gap may bo the result
not of a fall in the toval oublay on private account, bub of gim
gigantic mroductive power of advanced industyrial economics., Technoe
logical progress has made pogsible an ever increavning volume of
production which mayv swrpess at any time bthe existing capacity of
vhay U

absorb, ‘/"

private and wnublic outl fhig problem of oyerenroduction
cannot be backled by fiscal poliey alone, Por, in this case, the
gnount of deficit sponding will have to be so large that it would.

be incompatible with a democrabic dndividuslist economy except in

3

tine of wWars

Superinmposed upon these two reasondy there 1s the thilrd

factor vhich considerably enhances the poosiblility of permanent
b\mx}m; of wublic deba-(ﬁ}lﬁ is the postewse heritage of huge public
Jwar. These developments polnb out to the fact

that Co.ﬂc%iﬁ(‘ﬁ ations of government debt policy will considerably

1. J.HYil1l4ome 'Pogseuar Monstary Plans and other Se5a707 «PerlZe
Ze¢ JJlBpynes au c;tecl by Js HoWillioms «Thid PeR20s
This problem of ovor-meoduction is acute {:smcwli,y in mabure

conoies ‘1“ that of the U8, In the case of uldermew,ic)ped
:s“:ww Jike that of India the cocasion of geleral over=
mroduchion is i‘ew paznlelels



influence monetary policy. In a pericd of depresslion; this subsers
vience of monctary policy to govermment debbt policy does not raise
any sorious problems Bubt In a period of inflation the s yabordination

of monebery policy to public debt policy would considerably. cnhante

oo

\.‘l

nflationapy Hrossurc. It is interesting, therciere, to cxamine the

vole of monetary policy as a weapon for controlling ini'latione
I :

onsiary Poliey & the Lontrol of Inflation.

|

a

The officacy of mofietary policy for the purposs of raising
inccme and enployment during a perdod of depresslon cauc Lo bo
sorious iy called in qugstion afver the apericncs af the thivrties,
But 1% was sbill conmeidered to bo g powerful weapan Loy controlling

.

inPlation., Howover in the postewar period, considerations of

Gowornment debt policy have coeatod serdous dmpodinents to an cffcce
sive use of monebory policy even for the purpose of ¢oI trolling

P .
int Iation ©

The problen of inflation axdscs whon the economy ig
- - - »: & - 3
_ionc’cmmuzg at o full employeent or neav full cmployment level, At
shis lovel of business activiby, morginal efficiency of capital

»

is gonerally hirher ang as a v eoult, there is a high jressupe of

pivate demand for banl: loans. 45 the rate of interest carried by

-

banls loan 15,0 § private borrowers, bocomes abkrative Lo Lhe bankers,
shey would be tompbed o liqui date their holdings of government
securitios ond wse the procdecds of vhe e sales for agvaneing
loans ©o private berrowerss The impoct of this sord ol bekaviow
of tanbs on the prices of government securitiics vould be te foree
whon down and , therefore, to raise the rate of Intercst on ‘hexm
dere, vho monctary authorisy, prompted by the cons i&ex*&*oioxis of
wovernmort aebt policy, will inbervenc to prevent Lhe risd. of the

e G e £ S s A

X
1: Sea che Public Debt,pp \8%-136
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objoetive of maintalning she rate of interest at a lower levol, But

ovon afver admitting the need for direct centrols in order to

sopve the purpose of mainboaining sf:lmap monay, policy in an Inflatione

SR
Y

2ry context, one in vempbed O asks 11 direct cecononic convrols

I ab: all thoy

’3
o
e
a
b4}

]

tosally obviato the nood for wmonebary ac

N

are dntrofhmed with an intention of not using monehary policy at all,
Al1 they succeed in brinping about an all round raduction in
inflationnry eSSy Tn.a period of high level of income

accommnied by an oversliy :;z.c‘z state of the meonomy, it . is doubtful
wvather éirect controls will pzmve effecpive fop comtrolling inflate

fone For, under such pdxfums circumstances theve I8 & zzim prescure

of dernnd Bor soods of all sorts, Consequently, eXcess demand

controllcd at one poink nreaks through ot immmorable ovher points.

3 ity B vl o
hoe gericher and

n orded te be ei‘:i‘ectz. e, eon rols shnil have to

on)

13 i-compr e}zss:swv,: dush a ;30’* icy of eontrols, will move incompatible

“J

with the meivate enteé;wiss economids oxceps in btime of war,s dud
lcvﬁm in time of an cmergency such as thab off war when the luposibian
of cémbrols may be juotifi ed, adainistrotive woaknesoes anvd leog-
agos eonsiderably dilute thelr off icamfa

Cfn the context of an all z?c:;mzé inf intion, controls alone
connot be relied upon a8 a '@{31@ meapdy - of regulating Tho eoonoiys

For, che offcets of contvols are nomerfud peaceneni and dosulboTy,.

(Tor pom zifecrz wf meaimeds securing an all round reduction in

»

» % ~ ' be’ " »
infiotionary proscure vates of interest shall have bo,raisedy and

supply of meuev shall have ho be reduccd or restricted. There ds
char

@O
&
‘.- 13

ragheristic of monotary policy which makes it transcend anypeliey
direes controls in point of effectivences ,éone"éwv policy is
porvesive and hence ise effect i felt throughout tnt CCOBOMYs The
rolsine of the vates of A:?r*c. oY Orfi’; in several countrics in 195051

hes zob ohis significance ﬁhat it helped other pgovernmont measures



shot ware aimed abt the conbrol of £ anflat wn;l 7t 18 true that
monebary poiicy alons cannot help vhe eo‘ms*ol of fnfintion wibhout

sericusly injuring tas ocsﬂ.cmm@v; it ig equally true thab other

£
B
&
0
;i
Q
=
}:g
L=t
&
&
o
it
<
&
T
r‘A
15
o
Pt
2
fa
3t
B
?4
&
o
sl
g;
5
o
]
§;,
<
o

» witheut the

help of monetary policye.

32

G overnnent Delle
Teoblom of Infly

& Flnaueine anc Lhe
Of QOnLI0Ls

.
ig
v

i observed on page 312, Sho need for defielt finnnoeing

8:

ol the chronic existence a huge public d@bb veovent the use of

moncbary policy for controliing infla z,.;.on.."im in on inflabionary
contoxt meintenance of an nltpa cheap noney mlic;g i opder GO
serve She needs of tho Treasury ic impossible wilthowt allowing
Cthe prieccs Lo ri&e,@mﬁ 15 fcal..j to be desided here is nob whdther
+hp rase of interost sho be ralged or nob pub thet to what ezbent
24 should be raiseds IF the problom of the cost of governms ntb
horeowing iS5 to be given due conzideratlon, rate of inberest will hawe
1o be ,E;Stgti 0 & omaller extent, and monctery rolicy shall have

to be supplementod by direct controif. (mact controds cannot

ohyiato altogetheor the use m monotary policy but would help
naintaining the sate of m*é;@ms;a ab cempa\-:/z@a% ively lover level.

Fach one of those two veapons will be comphementary to the gther

in ohe task of comirelling in flavion, '

v 1s true bhot tho raising of the rate of lnterest will
valoe tho cost of government borrowlng to some oxbont, sovaerthel ess,
such a policy will cnable tho government Lo successiully carey
on its borrdwing mosramne ,6 firgt conditlon that 8 necessary for
onebling the goverament te DOryoss suecessfully from the market
is the creaticon ¢ ef f'u.if figient Hcg*a ity in the mayket. Thio Liguide

4sy is provided by the open narket paechaces of the contral bank.

But so léong os the mate of inberest on gowerpment bonds 18 pagged

ou‘mmmu~

1, T.1#.0. The Revival of Monetary Folicy' W ashington 1953,
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ot on arbifically low lovel)the licuidity of the mortet is used for

providing privatc loans rather whan for purchosing govermient bonds.

QJ

Qovernment borroving wrogramme thevefore falils daspive there
neing sufficient loanable fudds in thoe markeb.

This aspect of the relatlonship between the fiscal and
‘_ monatary policies in an inflationary context is well illus strobed
by the pogbtwwar i monot vary situwation wwevailing in ‘.nd:iay(fz; order
tQ

Resorve Ronk of India vurbued the poliey of maintaining the patitern

Ko L3

wovide chenper financo for government develoment schemes Lhe

;]

[

of lmberest rabes by means of open merket operations oSp egially

e 3.91’:,%-&‘96‘?/12& gonvral bz—mké.ng; authorities tried to check the

"3
>

flerr of eredit te other chapnéls by dssuing divectives to cosmereial
honks Lo rvesulate their loans end advapces, Put the ovents of
devalvation of Sepsember, 1049 and the Kevsan hostilitics of Jume,
1950 diverted the liguid resouwrdes of the systen to Tinance speculas
Live boardire of commodities ard inventory bullding, The conpequence

was that, thought the open market Operabtions were carried on o

i

mainsain cheap monoy Tabes 86 28 to enable "me gavemment o
borroy funds from the markeb at falirly low ratos, the govorrment
was wnable to raise loans of the reguived cmounte bus speculatdws
and. hoorders derived full borsfit frém the wrovailing low ratis.
Tt 45 interesting to note that in the beginning the
Covornmont adopted all possible measures Lo meet the iw £ lationary
situation. while the inverest rate policy was left unbouched to
meat She inflabionary trends following the devaluationm of the
rupee in Soptemben 1949, a comprehensive eightepolnt programune
was amnounced in Octoben X 9&9.@@@ ol moasures were taken during
18950 to keep inflationary pressuces in check and to hold the
price line. After the outbreair of the horean hostilitios, the Benbrol

AR Y AR e ATy e B

1. The wordlfovermment?! stoands for both the central and State
Govorrments all combined,



by 9<0

Government essuned the power to legislate dwring the yoar,on trade
and sonmerce and production, supply and distribution of goodse

two of the subjects within the legislabive competencs of the States.

-~

Price controls on several eommodities vers mimtimﬁéé and drastic
pennities wero introduced to discourage hoarding of Lood grafns.

‘1 Control over investment uas excreiced through the contyrol of capital
issuc and efforts were made to exercise some vestralnt over
Government expondibure arnd bo Iingrease v:zmdmtidzz«}‘ @/I*z/asa wWere
heroic meoasures no doubt bub whobt wos conspicuous by ite absence
amonges oll these measures was the use of monetary policy. Mouetary
policy vas maintained status quo o The direetives isbued to the
banks not '%/:,o grant aredlt for speculative mrposScs were continued
in :J:‘orca.‘/’in the obsenco of a proper intercst rate policy, all
sher meosurea of inflesien control could be of listle avail. Bank

erodit conbinued to flov to speculative channels with the result

s

has the buey seaton of 195051 witnessed a rocord expansion of

fags

bank-credit, The retwrn of funds to banls ir vtho fellowing slack
= Although

sheve were other fastors puch as increasc in production and preater

senson was much speller than the previous seasonal DuULLOs

inports ocecasiondny increased bankecredit, speculavive buliding

.

of invontories and witbholding of commodities from the marked

contributed o it substantially, “he long=-term yield on government

*

securitios indicated an upward trondgand theve s a slight increase
: #

in the borrowing rates of Ceweral and State Goverunents in 3:950;3

g 1ot in Novamber 1951 the authorities had to rige to the ogcanicgs
(They realiced that the stepping ctone vo khe oeeasiouy Ky any

progrorme of control of dmflavion is o roduce the licuidity of the

A g A WOl e Qi Y s A

1. Sce Roply given by the Government of Indla to the %a@stﬁ.ammﬁm
% issued by the U.H. concerping Full Employment Standards fconomie
trends and Objectives and Deomestic Leonomie Policden for 1550‘6«51,
reproduccd in 1Preblema of UBnomployment and Inflation in 195Ce51 UM
1951 p.fB 163. : . ‘

2, Reserve rank of Indias Report on Cwrency & Pinonce ,1951=52,pe51s
3g- Veile Q?\;Cito ,pa,}.ﬁ@a )
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syotems So long ao vhe ayshen remains liguid other mogoures ore
inef feetwc,./h 1iouidity of thé gystem wad roduced by ralsing
the BowK rate from 3% to 33% and especin ally by stopping the
m@ﬁetix&ti?,@n of public debt by banks by maons of & change in the
policy of open markeb operations, & &:i.mi&az* e&:;mzﬂienc@ can bo
- gvidenced in imaam from the Daltonien Q&»ﬂeﬁ?lﬂﬁﬂv et cheay money
policy in 192;6;.2;7, and from the postevar monstary policy in 100607
in the U.u b

‘/‘ fho postewas eeperience in monetary managenent clearly indis
sates thatyin order to comrol inflacion, mongtary fagtor chall have
to be combrollod, This control of the monetary factor will chiefly
cemsist in the control of bthe auantity of money or the i aidisy of
ghe oystem. Directional contrel of credit in an inflationary situnte

/‘S/

ion is pomerally inoffectld 7“&?@ Yohis 49 becawss, though the banke
mey exercise all ps:zm:mle caubion in selecting tholr horyroWers they
cannot exez*cise ‘3..’7’11{2906 «;‘B to vhe use Bf Yo which bank credit

ic placed by the bowrovem.‘m is & jwet likely thot the borrowers
oy shift their own working capital into smcm.at‘ and replace
3t by méens of bank credld which may be used ,\workmf tapital. In
cuch a case bank credii supporis effoetively, though indirectly,
specalation, It is very difficult to know for tho authorlties as £o
in shat way the borrower uses his funds. (mm vhere ic the
eo-e:%istmce of the lianidity of tho hani:iﬁg; & yoten and the demand
for loans both fo pocula’cwe haoprdine of commedities and genuine
trado purposcs, mere directlves to banks not Lo malie advances Lo
spoculatoys: caunot be o:e":" mueh holps

covernnent Deficit Pingncing &
Lhﬂ Fanking ovshons

In the present conbext as well as in the period ©o follow,

anagesnont of money 1711l be lavgoly inf influaieed by the considerations
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of the monagement of public debte The bowmng on monetary managemernt
of the problems created by s large volume of public debt and the
distribution of ite ownershiip as between bank ond nonebank helders
has been already Q}:Eﬁ‘_zl.‘qcao T4 is worthvhile ©o0 «xamine heyre
cortain false issues which haove been raised as regards the lmpact
of public debt on monetary policy,

/ Pipstly, thoro in the contontlon thal the government

should boreom: 29

far as peosoiblo ma%;s;i.rm she banking syotens This
contontion is bosed especially on twe grounds, In the firgt placa,
it is argucd that g {}tTC""mnu borreving from the banlting syston

antonatieally inercases the cupply of money and, therefore & has

H,

gor inFlationary effects.. fuother resson for nobt finnuelng goverrment
deficito Dy bovrowring 3’3‘25@ the banke is that Lhe accumul&timz of
goveroment sceurities io the pmr%i"ﬁiies of banks makes . quantibative
monagonent of money dﬁfical%;g
A rogoards the view thab government borpowlng from vhe

bankzing syiten incrfeises money suppiy it can be gaid shat such an
 increage in the supnly of monoy does not lead to indiatich under
all éivcumsiances. iimss y m a pericd of depregsion povernnent
borrouing fronm thoe benking pystong leaves the funds of the people

froe for their am use, I

the government exponditwo brings about

a rise in the rm*-r:in 1 effieioncy of capital .}no,me:e of cash will

use it for m:*ahwiz ¢ reivate investhoents. Again, in a period of
derrossion the banks are In want of good ctrning assoets vhich they
can £ind only in pgovernment securililess Evén i the government

nay be able to sell séewities to non-bank borrowers in the bepginning,
vhere is no assurance shat they will rmw with them for a long

poricd to come, For, in order to wovide 'Z,hmgeiivea. with a good rgmm

ﬁi.

14 See Chy Quantlitativoe i‘um@mcm 3n Lcm:ml pf 165167
Hal

2. JHWilliams, Fi¥.1.Planss other bs ays, m.% and pehBe
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nlity of emrning assets copeclally Ina period of depwession, the

Q
B

bonks will repurchase the ZOVErNEeNT semrit:‘i,w from their oviginal
holders by slightly bidding up their rices ,@ nover the banko g
£ind enyning assets which sult thelr choice, they will geb them

by eny seanss An opt illustration of shis sort of behaviour of banks

iz reovided by the exporience in the Ucb. dwedng the Second Wopld

b

ar, During the wor %0 hold down the volww of spend dng, rublie
sesuritios werc pushed inbo the owners hip of dindividunds cand tho
hapks were prohibibed fror s cuning these bonds. A the cutlets for
private invesbmonbs wore closed oxcers in iAddsbries which divectly
or indivectly contributed ©O sovernment var efforhe) s uificient

anount of good asoets £rom Avate DOrTGors . WOre ROt avalilable 0
the banis ,» Thoy uere ¢ thevefore, cbiized te find cublets for

thedr Punds in govermont securit ios, When the banks were mrohibived
from ovming cerbain vypes of powls, they purchasod them purropbliols
ously tlwourh thoir dirvectors ard officers by advancing loans %0 thens
4 lorgs pert of public deby, whorardl thorgh in the begioning sold

£n ponebank buyers , found a s seevre lodgement in the banking system
in ono voy or Lhe oO% ]mz?.l (/mz:* ing an cmergency eivhor that of war

or depression, bhe Treasury cannot rely on private funds which nay

W

o fortheome in sufficiont anount am@d at a moper time S0 as wo

I—«

meot the ‘I’ma&:«vrytﬁ reauirenantss Governmens . theraforae, has to

pon institutionalk tovesters like banks to o larpe extont in

o
o
£
3
jod
o

(76 ds corbalinly true qrmt 4 o perdod of inflation such as
14 come o rrevail in the wer and poOSL-AL period the policy of
boreouing from the non-Lanlk public lms got great w utilicy. For, the

rehosing pover fn the hands of Whe goople. can be mopped wp DY

1, ”%%:zer jean Banks and Yoy Finance!, The Economist o0 il 23,10k
Pévf?39q
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the govermment in this way which would reduce the mréssure of privase
demand for goods whieh are in short supply. Bub even here, it would
be vmnz; t0 Bay that borrowing from the banks sutomatfcally pives
rice b ’.m, lation:‘The factor which gives rise o inflationary
pressure 15 the mounting povernmont espendibtiure superimposed on

the existing flow of private expenditure, Fwther, o regards the

, 'g:wernmcz%t borréwing from baz’ﬁ:s 3 the crueial fact ig that the bauks
are eamabled to puwwrchasc government bonds without reducing w:ﬂx‘
2xighing investaonts and loans 3' The banls are able 40 buy governw
nant. agsebs because the monetery authorliy sopedn zoxivmsh replenigs
hefl bonk: reserves In ovder o 81 supnort the ever ising volupe,

£ bank deposits, Here, therefore, it is not the policy of borraring
fren bonks, bub the monetary policy that iz inflationary.

The moblem of govermment deficis finoncins is not vhether
govermnent should borres £ron the banks or nensbonk public bus
whother the goveranont cand borrow successfully the gk necegsary
amount at a low rate of interest Lrom the non-pani: public, The
mroblem for the Treasury s hor to secure nccessary funds ob a
conparatively lower rete of interest, Even if the Troasury may
docide to fivance the aazzﬂgle?:the deficit in the budpot from the
subseripbions of norebank public, it is doubbtful whether it would
be able to realize necesgary funds ot comparatively o lower pate
of interest. In fact, banks help the i'reaawsf' in vursuing a cheap
money poliey for govermment defiglt. fimancing. 4o it has besn

inted out in chapter $firgh, monetary auvthority can couvnboract the

licuidity wreferances of the publie by influencing the preforences

O

¢ the banking system. When the holders of speculative balances

-

&

are gonfrinesd that government can borrow at a lower rabe of iutoraesh

1s Charlea O.Hardy 'Wiscal Opcrations as imstrumcnts of Soabilization
Readings in MHonetary Theary.d E.A. London 1952,p.427.
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from the banking system; they will have to accept éven a lowep rato
of interest for, ctherwise, they will have o loose interest on
their idle balances. They, therefore, have to fall in line with
the banking system and have to accept a lower rate of interest,

at which, but for the help of the banking system, they would

not have comeé forth to subseribe to govermaent loan. Borrowing frém
the banking sysbam becomes indispensable in order to make cheap
money policy successfuls $o long a3 the public is not prepared to
inveot on a sufficiend scajﬂ,in,longwteﬁm loans to governnent at
torms currently offercd by the Treasury, the Treasury should borrow
on shortetorn from the bonking systom. This would result in an
sepansion of bhank deposits on which the public receives little or
no interest and as this procéss conbtinues, bhe terms offerod on
long-term loans may be éxpecbod to apear gradually more atbractive
to the publie. In this way the investing publie can be induced to
lend to the government on lénmgoer temms at lower ratos. Hence, tho
nore the government borrows from the banking svetem by solling
short-tozy debtes to banks avd so enlarging bank depospits, the botter
the term 1t can exact on long~term docans sold to the‘putlie.l This
sovty of cheap moncy tochnique has been used recently in.Bri%aié.

An repords tho second regoon thob @B - is advanced against
the policy of borrowing from the banking systenm; it should be ptated
shat it in £allaciauﬁa So long as the policy ®en of stabilizing
the prices of govermaens bonds continues, an erfective control of
the quantity of money 15 Impossible even if the whole of the public
debt is held cubside the banking syoboms Bven if the banking system

hold no governmment hohds, atbompbs to conbrol the general dredit

situation, eithor by open market operations or changes in rescrve

ratios; would inevitably lend to unacceptable vepurcussions on tho

o ®q " * "]
1. w,ﬁsﬂgég; 1The Cheap Money Technigque' Ip Liyods Bank Hevedan 1947
pe5le



govornment bond market; in obher vords, the problem would be tho
game §s it now is;l The quantitative seseewes control of credis
by meano of changlng bank reserves has becn rendered ineffectlve nch
beeouse of tho concentrotion of government debt im the banking
system but bocause of the policy of meilntsindng the mrices of
government bonas. o
T ds intoresting Lo notce that the problem of monetary

rmapagenent 1os become mre difficult in the Emstqwar'period uf not
berause the banls are holding a large volume of public debt bub
because o large volumo of 1t is held outside the banking &yatem,2
For, the contral bank can otop the banks from monetising public

debt by p?ese?ibing mepn secondary reserves to be held in the form

£ covernmoent soccurities or can g:eseribe ever rising cash reserve.
ratio as the banks go on liquidating %heir govornment assetsy bub It
eonnot make individual holders of public debb amenable to such
Measures,
_ “The second issuo that is raised as regavds public debt is
that public debt monagenent should be used as an instrument of
economic §Qlicy% ¥ the manapement of public debt s so devised
that it can reinforce the contrapyelical policies of governnont,

it would no longer work as & clog in the govermment economic policy
as it vresently aaas.(;ﬁblig debt can be used as a contracyclical
measure by inducing people to purchase government securities during
the period of rrosperity and to get them redeemed during a slumps
This would holp the authoritics to mdp up excens purchasing power
in the hands of the pedple in a pericd of boom and.@U@ply purchas ing

parer to the people in a olumps Tt i8 fwbthor believed that the

L e

1s HJH,Tillaed. Survey of Coutemporary Deonomics, 1951 pe3h5.
2, 3ce Chap:VY,
. )
3 Q{-C . V‘@&‘fi‘kf‘*}\ DL Mewnaer. LAY L) A &A@J*}p&\"ﬁ\g{}ﬂsﬁh éj‘g
‘ Ceonuemart Pelity Q@R Junt, ajg RR-243~ 21
- Sl
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gaol of full employment policies will bo eesier due to the llquid
assets holdings of tho public. For, so long oo the pedple postess
Tiquid assess in the form of governmeny securitles, there cannob
he any fear ¢f deficient demaide fxistence of public debt is
caleulated to impart groater cyclical stability and reduce the

mapnisude of cyclical flugtuaﬁiﬁns.l

The view of usling public debt as an instrumcnt of ecoonomic

stabilinasion 35 hiphly erronecus from speweral points of view,
Firstly , it should be noted that during the period of prosperity

any government will creocte debt only when it needs funds for

&2

povormment oxpenditure whieh is In excess of current revenuss. I

a poriod of [rospority govermment i3 not required o wndertake
axErge-crdinary exgem&iture; On the gontrary, in o period of
mxmecmenst prosperity budgetory, surpluses can bo easilty roclized. The

policy of public borvowlng gimply for the purpose of obsorbing

exposs purchasing pover i

b}

the hande of the people in e boom i
anything but vatilomal. The present period 15 extraordipary because

it inherits a hugo volume of public debt and the governmonts are

debt which they apre not able $0 redeon o NasBe. Mot only thaby bub
m&ny’governmentgrgggarked upon mobilisation prograﬁmu Por which they
arc required to spond luge suns vhich camaot be realized from vax
revenue. But in ordinary bimes goveriments can betbor relisve
infliationary presgure by veducing thoir expenditive rather than by
bovroving from the peoples B7 creating budpetory surpluses, governs
ment can advantageoualy undertalc the redemption of public debt in
a period of YOS pOritye. Emr@uvér,if'thn covepmmend follows the

policy of horrowing in a period of prosperiby in order to reduce

e Lt L

Fpm

1, H.G:Johnson 'Secular changes in

mnk: astobst 373! Nnr.Dec. 1951
De 5504
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inflationary pressurs, it would have to borrow ab a sowmparatively

325

higher rase of intorest thon the one aﬁ which public borvowing can
be undertaken In & period of @wep derression, The policy of using
mblic debt as a contracyelical weapon is o foolish policy which
fabtons the rontier at the cost of the bax-payer;
Secondly, in a poriod of depression the policy of redesming

government bonds ¢an hordly be éxpocted to bring about desired
rosulto. This is because a large bulk of public debt ds generally
owiied by comparatively richer secbiods of the community whose
consuapbion gtandords do not serlously fall dwing o slumpe’ The
standard of consumption increases with the »ise in locomes, Poople
vionld eat into their savings ouly whon they are not able o neet
ouly of their curyont incomo theisr expenditwre on poods the demand
for which is gencrally dnelostic. The policy of debt rodeapbion

in & perigd of depression cannoct be expocted vo restore the fall
in rivate consuapbion axpendibuwre caused by falling incomes. In a
poriod of depression povermuont heeds some Fmwx positive progromme
of expehditure, The policy of debt redeaption ike that of bax
remission does not give any assurante that it will give desirably
spectaculor results, What i ﬁeceasary-far connberacting occonomic

fluctuations ic a gontracyelieal fiscal policy, Government débb

policy can be only a nccessary adjunet of contracyclical deficlt Spe
ondirg . There cannot be, therefore, any indepondent public dobt

policy speciallydepigned for Lhe pwrpose of oconomic stabilisacion

Nonctary Policy and Bconomic Stabilizmabion,

After tho events of the thirties of the precent century, it
fins become ovident beyond any doubt that monetory pelicy by ibself
ie boo weak an instrument (o control cyclical Iluectuations, But this

does not Iuply that monetary policy has no cignificent role %o play

gEx in the general soonomie sﬁabiliﬁatiog; rrogrammne . Unfortunatoly;
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the impression gathered during the years of the depression relegabed
monetary palicy o 2 neglected cornor in the general cconomic policy
of govermment. Sut tho cxperience of the postewar period has clearly
indicated that the impression as to the officdcy of monetary policy
Tormed during the special cirveunstances of the Great Doprossion
cannot we true for all ecenomic situations, Bven duwing the dopression
nonetary policy could have played o signifieant role had the policy
been dirccted tovards the problem of availabiliivy of aredis vother
than thm of the cost of credit aloms.

/:ﬁ; is an uridoniable fact that in a vonetary sconomy no
progranme of cconomic sbabilization pan succeed unless it is based
on an appropriate menotary npolicy, MHopetary policy mrovides an \
cifective storbing point for the general policy of cooncmic
shobilization. Yhis i 3@@?&3@&@' of monetary policy wes no hébhor
wk realised before than in the postewar peried, Though monetary
policy as the chief im*i:a*mm% of economic control has far

deperiorated in Impertance, it hos gaunaw;d greater fmpovitence in

.

other direction in the post-war pm*:«.s:;fi Tnio new significance

of rrra?e“'”*z*y policy essontial Ly eprings forth from the fact that it

woevides a notcssary framevork within uhich other instrunents of

sgonoric policy con succesafully function, It is trus that within

the monetary fLranevork the realisation of the g;eal of economic policy
will largely be the responsibility of fiscal policy aided by divces
conomic controls; nevertholess, the monetory frameuork will be impow

rtpnt « A5 g modern uriber has well placed it: thoney mov no lonser

be tho moster but,if it has beeome the sorvant, it i 2 servant withe

out whose services the new matters cannot livo and vho, if not

wall trected,; plays very nasty tricke on then, The pmision of

monsy In the whole pattern of social and sconomic policy may not

. . an &
be completely domipant but it has rommined pivobalht,

Le Jdl.Beyemioney dn a ¥oelstrom,. London 1951;pel5h.
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the Great Depression QOﬂeua?y noliey ¢ asked Ho
crform an imposaible feabt. It vas asked to gounteract singles
handed the economic ovils which were a joint- product of a number

working in combination .  Application of inappropwiate

0

of factor
ronedies not only does not cwre economic maladies but erowtaﬁ other

-

unhoalthy developments, Ib ig of extreme lmportancoy Liewgfexa,
that monebary policy should be assigned a volce which 1v can
suficessfully play in a given geb of civeunstances,
(}ne role of monetory managenent in an economic progranme
of povernment is to provide an oppropriate monetar vy fromevorls, An

>

appropriate monetary framevork Coes not necesior rily mean an

»

apppopriate quantity of money ¢ L& means the degree of liquidisy
of the svoben suited to the policics of expansion or coatragbions
The liguidity of the system, in the firsy instance depends upbn
the guantity of money and the suanplty & Licuid assets, Ip also
depends upon distribution of the ownershdp of finmunedal assens)
cspecially public debt, as between the banking siwton and nonebanleing

publics It is further conditioned by the maturisy and other condite

sons atbached to different finspcinl assots o AlL thess factors

&)

palen bogobher give the iiouidivy pattern of the economy, The mosb
important factor which influences the liculdisy pattorn of:the
community 18 the rate of interest.’It io here thet the rate of
inborest assupes a special gignificance in the finencial systenm of
a countIve
49 it has been well pointed ouk by Beynes, the rate of

Tntercst iz simnificant in two vespecbe; firatly, as mentloned wmm
a’move2 it has got a surong influence on the ligud d&%y §r0¢ewenccs

¢ vhe people along with those of the banking systom. Seeondly,
it influences invcstucnb by rising above or falling below the

marginal officioncy of capital, Ia the latber case, other factors



»

poverning the margindl niflemey offteiency of capital are so

T

21

powerful that small ehanges in the rate of Inberest are not able
to infinence investront ud significantly while biggew changes are
not advisable due o their unhealthy reporcussions in other

direcsions. Put tho role of the rave of interest 20 4 factor affecbe
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importance in the postevar periode. Smaell changes in the rate of
nsorest cignificantly influence the behavieur of the holders of
Pinancial asseus. The monctémy authority can significantly influce
nee the liguidity pattern of the syntem and hence the goneral
nongbary Fpamevierk of the economy by changing the pattern of interest
rases or by raising or lowering i;hé;:zz rivhout disturbing thelr
patbern, This rolg of the rate Im? interest is well borne oub by

sootwwar period in several countrles .@t should

EN}

the euporionce of bhe
be unoted hers thet z rige in intersot rabos,brought - cboub by the
mongbary authority in ovder to reduge the 1iquidity of the syvstemy

ig not incampaviable with full emplovient sumh o8 io sonctimds Bupps

osed, On the contrary, sueh a measwe is likoly to helo full

upon xiiwk the enployment SX

Lo exporience in Frances In France, the stricher cred® policy

I

sirausd duning the period of 194850, coupelled the traders €O
el 3 3

velease surplus stocks, This halpad the authorlties in eliminating
shorbages of goods ab home . Thore was an increase in industrial
reoduetion by 107 while unemployment remalned at a dow l@?@l.z‘

To order to influence the liguidity pattern of the system, the

i S N e W By

1. Twentieth Reoport of the fank of International Settlements pe220



338

monetary authority rmf alie usc of selectlve credit controls in place
of or in 2ddfpion te the use of the rate of :im;oreut. in the ca
of pubklic debt, the nonetary authority con :mi‘lucnf‘a tho distribution

of the cwership of @evern ont séeurities by attaching special

corgditions Lo oudh asww-. ‘%‘aﬁu iz the vole which can be assignoed
to monetary managenents It is to rogulote the liguidity of vhe

syeten so as to prepare monctary conditions favourable for an
econonic policv.sei

It may be arguod that,; a0 monetary conditilons serve qgl},r as
d baek ground, monstary policy cannot play a leading role in the
anticrelical programme az Liscal policy does,. This conveation is
correct. Hongtary poliey ha& not proved an effective contraescyelical

WeaAroh.- In this respect f”.aseal policy enjoys a hopummmey hegemony

over 0ll othor contrawcyelicel woeapons S 1% shouldt be notod that
the objective of goveriments economic policy is not simply the
restoration of full mgﬂlev*zﬁnt but also the mainsenance of full
employmeny afver it has beep seewrad ot an appropriote price level.
The objective of a mﬁtori:ﬁt,‘isa take an andlegy , iv nob only that
of starting the ca? and driving It av a gerbaln speed, Dut also to
keep the gar Just on the track. Once the car ns beon started and
inparsed the desired opeed, it Is the steerimg wheol thnb is
important and nob %,‘he wropeller or the accelerator, The function
Of monevary pelicy in the policy of meintaining full employment
can be likeved to that of vhe stmering whack, The main pwroblem
of the policy of mailntaining full eaployment is how Lo avoid
ﬁflaiziaﬁ.“ One of the outstonding ecconomic phenomena of recont
years Iz that unemplogyment and inllation have gove lmand in hand ,
‘i“’.iza most Important factor which conteributed to this unhealthy
deveiopném: was the failure of the authorities to lower the degrec

of liouldity of thoe systen, ‘i‘?zrzen the economy is working under the
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somsume the 211 4n which creates o deficléncy of demand for the
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goodo which stanl caapard t-’ivc}.y ab a Yower level in tho consumption

Tnoresse in enplovment can no lonper be brought about by
means of an increase iu the quantity of movey when 4ndlationary
sendonoics bempin to oppoar. In such a jnm%;m‘*e governnent shall
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