
Chapter X

TEE PL&CS OF MCMETAEY |««KT XM THE BR0GRAIS-1S 

FOR 2CQMC8CTC STflB&XmTIQM.

Monetary management essentially the quantitative manage­

ment of money. Changes in the quantity of money are brought about 

by'means of changing bank reserves« The changes in the quantity of 

of money snd thus brought about^ inf Ins nog the rate of interest.^ and 

the changes in the latter sire expected, to control the economic 

activity in general. The various instruments of control banking 

policy such as ths rediscount rate * open market operations and 

changes in reserve requirements are based .on the sghsie same logic 

^TIio regulation of economic activity by means of monetary policy 

rests on th© changes in the cost of credit or tho rate of interest. 

Few people would k now deny that monetary policy amiod at influencing 

the cost of credit has lost all its effectiveness especially since 

yinssKHs fa-fa pnp± m th©. events of the thirties*

Xt ims been now clearly rocognised thaw other non-soretary xactors 

affect prices, and business activity so powerfully that they cannot 

be controlled by monetary action alone.1

The Availability vs» The Cost of Credit,

^Several reasons are 'pointed out for the failure of monetary

policy during the Great Deirsss-ion, Two reasons among those stand 
'

out as most important ansi general. Firstly^ .monetary policy does not 

and eannov 1 influence directly fcho most important cans© of depression, 

namely, th® defieioncy of deaam. This is because the expansion of 

the quantity of money followed by the lowering of the dost of

1. F.R.B., ^Objectives of Kofcotary Policy’ Sept., 1937 p*020«



borrowing does not result directly into spendable incomes* So long 

s.s1 s ?3endable incomes do not rise the nios u .important cause of 

clgnrcssi.onj namely the deficient demand, cannoo be removed.

<Secondly, the central bank policy of cheaper money docs not

reach immediately all the areas in the structure of interest rates.

byg touches significantly only the short-term rates nua gilt-edged

long tot'd rates. The flooding of'the banking system with excess

reserves can bring down the rates of interest in a limited'number

of areas such ao government security market and short-term loan

market. But these rates are"not important for encouraging long-term

private investment .fit may be expected b that the effects of low-

rates on short-terra loans' and government securities will soon spill

over to other rates of interest. But this generally does not happen.

This is because, in the first place, the bankers estimate of risk

involves in various investments differs from borrower to borrower.

didieap money policy , therefore, does not bear the same significance

for all the borrowers* In the second place, deficient organisation
in backward countries like India. In India the 

of market considerably dilutes the effects of cheap money especially/

effects of1 low rates do not pass beyond the1 fa 2.rentiers 02

organised money market which is composed chiefly of commercial bards.

^The result is that the advantages of cheaper credit are not available

to the agricultural sector of the economy. Even in countries with -

organised money markets, s’m 11 borrowers xn country centres are not

able to avail of cheaper credit. In the U.S. in 193b, about one

fifth of all' member-banks received on the average more than 7 por

cent, on their loans and the proportion must he larger for non-

member banks, 1 Thus , for the general run' of insaraecdAto and

^ ^ „ n •} . .3u£u<&»4. ti
scale enterprise^ for more risky ventures and for small cities

1. mmm£ as*1940 p,197.
Igtikks: P.a.B. March



and communities, cheap money in the banking system offers no 
adequate remedy. For these area fantastically high excess reserves 
and a high degree of bank liquidity are apparently of little avail.!

Hie limitations of cheap money .policy arising out of the 
bankerfs calculations of the element of risk involved in different
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investments and deficient organisation for the distribution of 
credit were well zscr^niaekien tm. Id® tsS.

recognised during the Great Depression. In order to make cheaper 
credit available to a large number of borrowers, the existing 
distributional system was supplemented by special types of financial
and credit institutions in several countries. Thuss in the B«S. 
certain loans by private banks ore now guaranteed by special 
institutions such as the Federal Housing Administration* Fedoral 
Farm Mortgage ^Corporation* Federal land Banks, Export and Import 
Bank end Reconstruction Finance Corporation* During the depress ion 
these agencies rescued the institutional lenders like the banks9 

insurance companies and investment trusts from the welter of bad 
debts. Rot only this* but they also made funds directly available 
to borrowers who could not become eligible for loans from
banks and other investors. Hie federal Housing Administration by 
guaranteeing loans on residential construction * encouraged banks 
insurance companies etc., to enter a fields wheie| with out such 
guarantee; they would not venture without deraanding rates to high 
as to tpresHia® preclude willingness to borrow*^

In order to make cheap money policy really effectives 
central banking policy designed to supply funds at low cost 
needs to be supplemented by special agencies raised to serve tho 
specialised needs of different classes of borrowers. In future*

X * A,« h * i’iII.Hanson. * Fiscal Policy and Business Cycle5 1941* p«&L 
2. Ibid p.S2.,



therefore /monetary policy can be used as an effective instrument 

for- reviving business activity by directing it to tho problem of 

availability of credit , rather than to the cost of credit alone. , 

The special agencies raised for this purpose should be tho regular- 

constituents of the market for loanable funds * In the post-war 

period, the need for such special institutions cannot be'over-*’ 

emphasised '.in the. case of a backward country like India# 'This 

aspect of the management of money seoas to have received 'a good 

attention in India too. He liave now special lending agencies such 

as the Industrial Finance Oorporafcion, State Financial corporations 

Land fortgage Banks etc#
Tho problem of availability of credit nay bo tackled in 

the post-war perked not simply by raising special financial 

institutions# The monetary authority may exercise direct control 

over-the direction of bank credit# This has been largely made 

isuBiiahijs possible by tho nationalisation of central banks and the 

powers given to the nationalised central bathes and to thoir 

Ocvorreents wider the hationalicatIon Acta# Thus, in Britain, the 

banks can bo directly compelled to use their resources for one or 

other fora of investment aa-required by the goverrmiont and the 

Hank of Ireland# In France, tho bunker cannot question the oroidt 

worthiness of n borrower if tho government guarantees the loan to 

the borrower* Such a control of directing the resources of' banks 

to the channels deemed dooirable by the government loaves very . 

little room-for tho banker*s freedom, to select the right type Of 

borrowers according to hi? own calculations:, of risk, Uo will.

therefore not bo ah ILa to charge a higher ra ,3 of interest to the

borrower0 who ordinarily do not become acceptable to Yt tVm

» fJoe Ch* Relations between the State cad Central Bank, p. 95.0



Monetary Policy and the Levels of 
Income & Fahrdoyionb« ;

As regards the firot limitation of monetary policy namely 
its•incapability to create spendable incomes* it should bo accepted 
without any reservation* There io nothing Sfetf in the central banking 
policy of influencing bank reserves that con bring about the Creation 
of new income and 'employment /"Znccmis depends upon oxpo’nditure on ' 
consumption, goods and production goods (:i*o* investment) * Monetary 
policy can help the formation of new incomes by oneouraging invest­
ment by lowering the cost of borrowing or the rate of interest* But 
irireotaont in modern capitalist societies does not depend upon the 
rate of interest; alone* ('There are several other factors which 

iafiiisnee investment more powerfully than the rate of interest can 
do* All of those factors can be subsumed under marginal efficiency 
of capital or expectations of profits* -The most important- prop of 
marginal efficiency of capital is- the effective demand for aonsiaapuian 
goods or propensity to consume.^The policyxi of lowering the rate 

of -interest cannot increase propensity to consume for it depends 
not upon the rate of interest but upon the level of income.;

It ray be argued that the policy of encouraging investment 
by lowering the rate of interest will bring about a ripo in incomes• 
And increased incomes will make increased consiuiption possible *
This may bo true to a certain extent* But so long ns the fundamental 
causes of deficient demand in modern individualist societies are 
not removed^consumption expenditure connot be stabilised at a 
higher level* The discrepancy between the volume of the production, 
of consumers * goods and the voliasao of current consumption 'will 
reappear after seme time* tllieix this happens , too levels of Incomes 
and employment will again begin to sink down* The policy of 
rectifying this situation by increasing only the inyoetuent outlay 
either on private or on Government account * therefore, begins at



a wrong ends 1
The policy of raising the levels of income and employment

by means of encouraging especially investment is based on the tacit 

assumption that propensity to consume will talc© care ox it so lx once 

the process of creating new incomes has been started by row invest** 

inert outlay. This position is taken especially byMCeyaes* He - 
contends that a net increase in investment even :ii it may be a small 

pronc>y*t'ion of the national income, xs caps.ole ox, bringing about a 

far gfeator increase in employment' and income.- This is because an 

initial increase in xwiaesfeaesS income brought about by an increase 

in investment raised consumption outlay of those who become the 

first benoficiar ios of increased investment expenditure* A s those - 

ro c eivoro of new incomes wxll scoro. _ an least a suostaroxal part oa 

their incomes on consumers? goods, they would help to create further 

incomes for the suppliers of these goods* In this way each one of 

the subsequent income receivers will contribute to the incomes 

and esurloyment of others by spending at least a part os taioir income 
on consumption. This is his famous Theory of Kultiplior.^ <%.o 

capacity of an initial net increase, in investment to bring about 

a several fold increase in ihcokio and -employment will depend upon 
the marginal pr 0 pens it y to consume*. Keynes has rocQgrxced (Sf.T.p.llo) 

the importance of consumption Gx-cpendit'ere vio-a-vis investment*. but, 

elsewhere j. he attaches only a secondary importance to marginal 

propensity to consume, by taking it for granted that the propensity 

to Consume * is a fairly static luactxoii* • " As the i^rgi!®! 

nroponsity to consume is assumed to be a constant- factor, ori© 
effects of the increment of mysstHiert on xncome and eniploytiieob would 

be direct and immediate.. According to KoyneS; there 3s a special rear** 

on to assume the consumption function to be relatively stable* He

1*. General Theory ch.lG 
2.- Ibid Pi96.



/

states i -’The fundamental psychological law upon which wc are
entitled to depend with groat confidence both *apriorl* from

our knowledge of human nature and from the detailed facts of experi

~enee is that men are disposed as a rule and. on the averages to
increase their consumption as their income increases; but not by

1as much, as the increase in their incomes*!
So long as the assumption of stable consumption function 

holds good in actual practice8 a small amount of net initial 
investment outlay will certainly bring about a sewral~f old rise in 

income and employment. But the assumption of stable consumption 
function nay not hold good in actual practice* *1?3rstly> the total 

propensity to consume of society as a whole would largely depend 

upon the distribution of income* If a large part of the new income 

that is created by the initial dose of investment^passes on to the 

wealthier classes the marginal propensity to consume will shrink 
soon and will dilute the-' effects of now investment on income and 

employment „ Again* income which becomes .available as profits of 
large corporations is not generally available for consumption,1 2 

Mf a substantial part of this income is retained as reserves, the 

total flew of consumption expandiburo will shrink cussing a reduct-» 
ion en the new Incomes to be sstesasstt subsequently earned out of this 
expenditure«therefore, though, it is necessary to stabilise 

investment at a high level for the purpose of stabilising income 

■and employs® ntv such a policy chouM not be carried on at a level
J eav'mg

of inadequate consumption and by Mfviag- private irrv esiniont to 

pursue an erratic course-.
Monetary policy cannot influence -successfully one of the 

most important factors upon which income and employment depend, namely

1. General Theory p*9o. . , „ 10»(f « 9^
2. G .Haber ler* Prosperity and Depress won „ O.M.19tb p.2wy«



comvmptm expenditure,* IS argued that by ©aslog tfco terms
of instalment, credit the purchases of durable eons traces goods can 
be raised substantially* But in a depression, such a policy will 
-orovo a failure, For 9 demand and for consumers’ durable goods, depends 
upon ©specially the level of income while team of instalaenb 
credit are of only secondary consideration* Iho total consumption 
outlav of the community can be inf lyenced not by monetary policy but 
b'.- fiscal policy based on redistributive tarnation and expenditure
on social security sorvicos by tho state. • .

TtiPi Rote of Interest# Fiscal

>yXnsolte of all those considerations* the monetary authorit? 
will have to decide upon a certain interest rat© polio?/ in a 
depression » This polio?; will ho essentially a cheap money policy 
in'the sense that the rates of interest will be brought down or they 
would bo checked from rising if they aro already prevailing at a 
lower level*xdiG cheap mane?/ policy will be pursued not primarily 
for encouraging private Investment but for lowering the cost of 
government' borrowing.<ln a period of depression the government 
fiscal policy td.ll have to provide an important link between the 
.interest rats and c-uantity of aoney on one- hand and the levels 
of income and employment on the other. In fact at any time the 
significance of the changes in the volume of money and the kat© 
of interest consists in the influence that these changes exercise 
over the volume of income and employment* So long as tao changes 
in the quantity of money exercised a direct and broadly proportionate 
influence on the level of ineon©#it was natural to trace the Impor­
tance of monetary changes which appeared to be both strategic and 
controllable.~ Changes in the quantity of money could influence

1, n.H.-Villard. Survey of contemporary Boonomiee# Asia Publishing 
House* 1951 p-#32l*



income because private investment reacted favourably to tho changes 

in the rate at interests The- private investment outlay provided a" 

sort of a bridge through which the ©ifacts of hue cnauges in oho 

quantity of money wore communicated to income and employment 

that private investment does not respond to- the changes in the 

rate of interest so as to sake tho quantitative changes in tho 

volsiao of money really effective for .income and employment, its 

place has to be taken by government expenditure,* Fiscal policy, 

therefore, has to intervene to moke the quantify o.t money effective 

for raising the levels of income and employment*

Ourlag the period of depression tho policy of lowering the 

rate of interest for tho purpose of enabling the govorament to borrow 

at a lower rate, can be pursued^increasing the cash reserves of 

hanks* As5 in. a depression,, there is a dearth of assets which suit 

tho bankers* considerations of safety and profitability, the

increased liotdditv of haute would compel! thorn to lend to the
\6

government at a lower rate of interest, Thisjwcr monetary policy caa 
help the government policy of’increased expenditure for the pur pose 

of stimulating income and employment,
rApart from a period of dopeossion, government interest in 

tho clioan money policy will be more or less oi a permanent eliaracber« 

This is because a largo volume of public debt will bo a pcrisanent 

feature of the capitalist economy,^Tkc idea of nteat chronic 

existence of public debt 2s based on especially three reasons., In 

the first place,private enterprise economy has a tendency towards 
a deflationary gap in the total amount of pelvat© outlay supporting 

income and employment. This gap ashen has to be filled in by 

government compensatory spending whenever and in. whatever amount 

it occurs. It my bo argued home that tho government cun repay its 

debt out of budgetary surpluses which would be realised in a period



of prosperity. But it shouM be noted that a comparatively long 

and aont inuous period of prosperity is itself an impossibility without 
public expend!turor^'or, mintaining a high level af income and 

employment government deficit spending more or less of a permanent 

character is indispensable. The indiopensability of a permanent 
deficit financing is if ell borne out by the American experience in . 

the later thirties* By the end of 1936 #. in the U»S *, recovery was 

practically achieved. But this recovery at once gave way in 1937 to 
a new depression when# for & brief interval# budget came to bo 

balanced* It 3s worthwhile to note that this balanced budget vraa

secured not by a reduction in public expenditure but by a rise in the 
government revenue consequent upon the rise in national income

^In the second place# the deflationary gap say bo the result 

not of a fall in the total outlay on private account? out of gih 
gigantic productive power of advanced industrial economies. Techno* 

logical progress has made possible an ever Increasing volumes of 

production which may surpass at any tins the existing capacitor of 
private and public outlay to absorb.' This problem of over-production.

cannot tackled by fiscal policy alone. For# in this case# the

amount of deficit spending will have to bo so largo that it would- 
be incompatible with a democratic individualist economy except in 
tioo of war.^

Super imposed upon- these two reasons* there is the third

factor which considerably enhances the possibility of peiv-tment
burden of public debt,'rTbis is the postwar heritage of huge public 

created stece/wV
debt/during theAwar. These developments point out to the fact 

that considerations of government debt policy will considerably
.•«*• MC WW *#■» ■«*»«>*

1. JJI,Williams ’Post-war* Monetary Plans and other Essays1 * * * 5 .p*222,
2* J.M.Koynes quoted by J*K.williams.Ibid p.229*

This problem of ovor-oreduction is acute especially in mature
economies as that of the U*S. in the case of under-developed
systems like that of India'the occasion of general over­
production is far remote*.



influence monetary policy* In a period of depressions this subser­

vience of monetary policy to government debt policy does not raise

any serious problem* But in a period of inflation the subordination 

of monetary policy to public debt policy would considerably,enhance 

inflationary nrassure* it is interesting, thercioroj to Gasman© the 

role of monetary policy as a weapon 2 or controlling un lotion*

r-.TniTifii.ary Policy & the Control of Inflation*

The efficacy of monetary policy for the purpose of raising 

income and employment during a period of depression came to bo 

serious!y called in question after the experience of the thirties# 

But it was still considered to bo a powerful weapon for controlling 

inflation# However in tho postwar periodf considerations of 

Crovernrsiont debt policy hay© created serious impediments to an effec­

tive use of monetary policy even for the purpose of controlling 

inflation*-
The problem of inflation arises when tho economy is 

fowetioming at a full employment or near full employment level* At 

this level of business activity# marginal efficiency of capital 

is generally higher and^ so a result$■ there is a nigh jrossuro of 

private demand for haul; loans* is tho rate of Interest carried by 

bailor loans ^ to private borrowersfbecomes ahbratxve to the bankers, 

they would be tempted to liquidate their holdings Of government 

securities and use the proceeds, of zho rzzism aaloc for advancing 

loans to private borrowers.*, The impact of this sort of behaviour 

of tanks on the prices of government securities "would be to force 

them; down and „ therefore , to raise the rate of inter os t on thorn* 

Here, the monetary authority, prompted by tho considerations of 

government debt policy, will intervene to prevent the rise., of the

cli* r’obiic Debt,p)p \6b'" *5&1 * d a ©



rate of interest on government ootids. It would purchase at xa&ed

prices whatever amount of government securities is offered to it»
but such a policy would enhance the liquidity of the syst051 at a

tlnse •shea there is an acr.te necessity to reduce it* Tans the

considerations of government debt policy preclude the use of a

restrictive monetary policy for chocking inflation*

In order4 to prevent the rise in the cost of servicing the

government debt or to enable bho govsrr&ienfc to hcwc&s at a lower

cost in an inflationary period, it is somgbit&es suggested that

monetary policy should loot be used at all for the too pose of
1controlling inflation*** If monetary policy is not to be used, 

the policy of inflation control mil have to depend upon other 
measures Phm of ouch nan-raonobary measures 3s the <so of direct 

controls \&ich would help cheap money policy in an Inflationary 

situation* This is true. After 'the experience in the .post-war 

period 5 Innere

content cannot bo maintained without trigging the market9 at 

several points r'
Here two typos of controls may he proposed# ^Sirotly 

directional control of credit ctr. do a great lot W checking barfs

pG.r3.0a; unere to no doubt, that cheap money policy in an inflationary

credi »om financing unnecessary investment or speculation* Boring

the period of full employment great reliance dial! havo to bo 

placed upon directional control of erodit.*dSecond.1 y, there may 

ho instituted direct investment controls for curtailing private 

investment*. This Kill be of special advantage nlion investment is 

too high and creates largo excess caraoities in a part ion .lor 

sector*'
luch measures as mentioned above will no doubt help the

9

* 
» H
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objoctlve of Bviintaimbi'i’ the rate of interest at a lower level,* But 

oven-after admitting the need for direct controls in order to 
servo the purpose of maintaining cheap mossy, policy in an ’inflation­
ary content , one is tempted to ask:^bT ill direct economic controls 

totally obviate the need for monetary action ? If at/ ail they 
are introduced with an intention of not using monetary policy at all) 

•*H1 they-succeed in bringing- about an all round reduction in- 

inflationary pressure* 'flu, a period of high level of income 
accompanied by an over-liquid state of the Economy, it. is .doubtful 

whether direct controls will prove effective fa? controlling inflat­

ion* For , under such uisfeHm circumstances there is a high pressure 
of' denanil for .goods of all sorts • Consequently,, excess demand 

controlled at on© point breakthrough at .inalterable other points*
In order to be effective^controls shall hare to bo stricter and 
all-comprehsuslye* 8ueb a policy of controls * will prove incoapatibl© 

with the private enterprise economies except in. time of war-* And 

oven in time of an emergency such as that of war when the imposltica 
of controls say be justified, administrative weaknessOS and leag- 

ages considerably dilute their efficacy*
'd In the context of as all round inflation, controls alone 

cannot be relied uixm as a' solo weapon- • of regulating the economy*
For, the of foots of, controls are ssstrxfiil peacemeal and desultory*

fPor. tfes ss£ i3»23triate securing: an all round reduction in
„ „ . be , ,'

inflationary pressure rates of interest shall have tDemised* ana 
supply of stoney shall havo to bo reduced or- restricted* There is 

one characteristic of monetary policy which makes :ib transcend any^oWc^ 
\ direct controls in point of effectiveness.Monetary policy is 

pervasive and hone© its effect is felt throughout tho ceonomy,. The 

raising of the rates of .interest in several countries in 

has got this significance that it -helped other government measures
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that ware atosed at the control Of Inflation,1' » is true that 

monetary policy alone cannot help the control of inflation without

seriously injuring the econcmy«dBut it 3s equally true that other 

measures of inflation control will also bo iaeff©etivo without the 

help of monetary policy*

Government B eh^lt. Financing. and the 
Problem" of~IririatiohlJbntroj..

As observed on page %\Xr- the need for deficit financing 

and the chronic esdetence of a huge public debt prevent the- use of 
monetary policy for controlling infj&tion^-ut. in an inflationary 

context maintenanc© of an ultaea cheap money policy m- order to 

serve the needs of tho Treasury is Impassible tjithotfc allowing 

the prices to rioe.fSiat. is really to be decided hero is not whether 

the rate of interest should bo raised or not but that to what extent 

it should bo raised* If tho problem of the cost of goverivaont 
borrowing is to bo given due consideration* rate of interest will have 

to bo raised to a smaller- extent* and monetary policy shall have 

to be cupplosnentod by direct controls /direct controls cannot 

obviate altogether the use of monetary policy but would help 

maintaining the rate of interest at comparatively lower1 level.

Bach one Of those two weapons will be cosipfementary no tho other

in the task of controlling inflation*
it 5s true that tho raising of the rate of interest will 

raise tho cost of government borrowing to some extent 5 nevertheless* 

such a policy will enable tho government to successfully carry 

on its borrowing prograssae/Th® first condition that Is neces^aiy for 

enabling the government to borrow successfully from vhe market 

ip the creation of sufficient liquid it y in the market. This liquid­

ity is provided by the open market purchases of the conox-al bank•

But so long as the rate of interest on government bonds 5s pegged 

iTiTilFTThe Revival of Monetary Policy* W ashington 1953.



at on artificaily low level, the liquidity of the market is need ior 
providing private loans rather than for purchasing government bonds* 
Government borrowing programme therefore fails despite there 
being sufficient loanable funds in the market,

This aspect of the relationship between the fiscal and 
monetary policies in an inflationary context in trail illustrated 

by the post-war monetary situation prevailing in lading In order 
to provide cheaper finance for government development schemes the 
Eeoerve Bank of India pursued the policy of maintaining the pattern 
of interest rates by means of open market operations especially 
%xi I94gv49.^he central banking authorities tried to chock the 
flow of credit to other channels by issuing directives to commercial 

banks to regulate their loans and advances. But the events of 

devaluation of September, 1949 and the Korean hostilities of June, 
1950 diverted the liquid resources of the system to finance specula­

tive hoarding of commodities and inventory building, The consequence
was that* though the open market operations wore carried on to

imaintain cheap money rates so ns to enable the government- to
borrow funds from the market at fairly loti rates* the government

s'
was unable to raise locals of the required amount-s?but speculative 

and hoarders derived full benefit from the prevailing low rates,.
It in interesting to note that in the beginning the 

Government adopted all possible measures to meet the inflationary 
situation, while the interest rate policy was left untouched to 

meet the inflationary trends following the devaluations of the 

rupee in ^optember, X%% & comprehensive eight-ppint programme 
was announced in October. 1949.General measures were taken during 

1950 to keep inf lab ionary pressures in chock and to hold the 
price line. After the outbreak of the Korean hostilities, the Sentpal

3U Tlio word’ government* 'stands for both the central and State 
Governments all combined*



Government assumed t-IiO gOlfST tO legislate daring tilG yQClTy on trade 
and cornerce and production* supply and distribution of goods- 
two of the subjects within the' legislative competence of the States* 
Op^ieo controls on several commodities vers, reinetatutod and drastic 
penalties wore introduced to discourage hoarding of food grains* 

^Control over investment was ©screioed through the control of capital
issue and efforts were made, to exercise some restraint over 
Government expenditure and to increase production* ^ 'nfheae were 

heroic measures no doubt but what Was conspicuous by'its absence 
amongst all these measures was the use of monetary policy* Monetary 
policy ins maintained status quo • The directives issued to the 
basics not to grant credit for speculative purposes were continued 
in f orce.^ln the absence of a proper interest rate policy^ all 

other measures of ihi‘Xation control'could be of little avail*- Bank 
credit continued to flow to Speculative channels with the result

s' .that the busy 'season of 1950-53« witnessed a record expansion of
bank-credit * The return of funds to banks in tbo following slack

season was' much smaller than the previous seasonal outgo* Although
there were other factors aueh as increase in production and greater
inports occasioning increased bank-credit, speculative building

of inventories and withholding of commodities from the market
contributed to it substantially* long-term yield on government
securities Indicated an upward trend^and there was a Blight increase

3in the borrowing' rates of Central and State Governments in 1950*
t'hb last in November 1951 the authorities had to rise to the occasion
They realised that the stepping stone to isk& ssuasdsss H&gp any
programme of control of inflation, is to reduce the- liquidity of the
1* See Body given by the (government of India to the questionnaire 
2gj issued"by the t!»K. concerning Full Employment Standards, economic 
^trends and objectives and Domestic Economic Policies for 1950-51* 
reproduced in » Problems of Unemployment and Inflation an 1950^51«o*6i
2*5ResGrvo Panic of India* Report m Currency & Finance, 1951*52*P»51. 
3* 0*li* op.Cit* ,p*X60*

r,



system* So lose as the system remains liquid other measures are 
inoffoetive/Tho' liquidity of the system was reduced by raising 
the 8or\K rate from 3$ to 3|$ and especially by stopping the 
moneti^UVon of public dobfc by baste by moans’ of a change in the 
policy of ones market operations * A similar experience can bo 

• evidenced in Britain from the Daltonian experiment at cheap mosey 
nolley In 1946-47# and from the post-war monetary policy in XS46-47
in the U*3*

f^fhe post-war experience in monetary mmgmmb clearly indi** 
cates that, in order to control inflation, monetary factor shall have 

to be controlled* This control of the monetary factor will chiefly 
consist in the control of the quantity of money or the liquidity of 
the system* Directional control of credin in an. inflationary situat­
ion is generally ineffective.4his 'is because, though the banks 

may exercise all possible caution in selecting thorr borrowers, they 

cannot exercise vigilance as to the use s£ to which bank credit 
is placed by the borrowers *c It is n just likely that too borroeero 
may shift their own working capital into speculation and replace 
it by moans of bank credit which may be used forking capital* In 
such a case bank credit supports effectivelys though indirectly, 
speculation* It is very difficult to know for the authorities as to 

in what way the borrower uses his funds* on there is ^he 
consistence of the liquidity of the .banking eyaten the demand 

for loans both for speculative hoarding commodities and genuine 

trade purposes, mere directives to honks not to sake advances to 
spceulatots cannot be of such help*

nntfgwOTgmt Peficit Financing.. &
IfoelfariHag System*

In the present contort as well as in the period, to follow, 
nanagoaOBt of money -will be. tersely teftaonoed by the cons aerations



of- the mamgeine&fe of public debt# The bearing on monetary management 

of the problems .created by .a largo volume of public debt and the 

distribution of its ownership as between bank am noa-foank holders 
has boon already e^amined®*^ Xt is worthwhile to osamino hero 

•certain false issues which have boon raised as regards the immet 

of public debt on monetary policy®

Firstly, there 3a the contention that the government 
hould borrow as far as possible outside the banking oystera® This 

smtontlon is based, especially on two groimds* In the first place,

it i'5 eU. t!hat government borrowing from the banking system

automatically increases the supply of money an&> thofofcspct it lias 

‘got inflationary effects„ Another reason for not financing government 
deficits by borrowing fro® tho banks is that the accumulation of 

government securities in the poarfc«*f olios of banks makes-, quantitatlye 

management of money difficult*
is regards the view that government borrowing from the 

banking oystea increases money supply it can be paid that such an 

increase in the supply':oi\ money does not load to- inflation under 
all circumstancese^hust- in a period of depression go Vermont 

borrowing from tho banking syr>tomw leaves the funds of the people 

free for their am use,- If the government expenditure brings about 
a rise in the marginal efficiency of capital^holders of cash will 

use it for purchasing private investments* Again, in- a period of 

depression the banks are in i-kuit of good earning assets which they 

can f iiid only in government securities® Sven if* the- government 
may be able to soil securities to ao»-bank borrowers in the beginaing, 

there is no assurance that they will remain with thorn for a long 
period to come. For, in order to provide themselves with a good

**$F»

1* See ChTQuantitative saanogemeat in General»pf \6^Uf 
2. d.IhhilXiams# P.W.Q.Plans& other Assays* p*242 ana p.24S.



quality of earning assets especially to a period of detresaion, the 

hauko will repurofeese the government securities from thoto ordinal 

holders by slightly bidding up their Ibices* Whenever the banks g 

find earning assets which suit their choice, they will get them 

by any means . An apt illustration of this sort of behaviour of casks 

is provided by tho experience to the- B.S. dittos tho Second World 

War® Boring' the war to hold down the volume 02 spendtog* public 

securities wero pushed into tho ownership of individuals, and the 

banks wero prohibit^ from casing these bonds* As the cutlets for 

private investments wore closed oxcepb to todtotries which directly 

or indirectly contributed to government war efforts, sufficient 

onomt of good assets from private borrowers* wore not available to 

the bants . 'They were , therafore, obliged to ftod outlets for 
their funds in government securities. When tho Panics were proaibiuCd 

from owning certain types of bonds # they purchased them surroptiti- . 

ouoly through tho to directors aryl officers by advancing loans to them 

A large part of public debts fcsaesagH though to the beginning sold 

to non-bank buyers , found aseoure lodgement to tho banking syatm 
to one way or tho other ^ ^D«?tos an" emergency either that 01 war 
or depression, the Treasury cannot roly on private funds whien may 

not forthcosae to sufficient amount ami at a proper tto© so as to 

meet tho Treasury to requirements* Government therefore, has to 

depond upon institutional- investors lito banks to a large e^tont in

order to fulfil its borrowing pcogramsae*
/It to cortatoly true that to-: a period of inflation such as

it came to .prevail to tho war and post-war period tho policy Of 

borrowing from tho non-bank public has got groat utility. For, the 

purchasing power to the itofts of the people, can bo mopped up by

%4 t American Banks and War Finance*. Tho Economist #A pril 23,1944 

p.939.



the government in this way, which would reduce the pressure of private 

demand for goods which are in short supply* But even here, it would 

be wrong to say that foorrowlng from the banks autorsatleally gives 
rise tt> inflation* ^io factor which gives rise to inflationary 

pressure as the mounting government expenditure superimposed on 
the existing. flow of private expend it ure* Further, as regards the 

government borrowing from banks, the crucial fact is, that the banks 

are enabled to purchase government bonds without reducing their 

existing investments am loans The banks are able to buy govern- 
merit, assets because the monetary authority ssopoan rnssLuassk replenis­

hed bank: reserves in order to sh support the ever rising volume, 

of bank deposits», Here, therefore,, it is not tho policy a? borrowing 

from banks, bit tho monetary policy that is inflationary#

Tho problem of government deficit financing is not whether 

government should borrow from the banks or non-bank public but 
whether the government cards borrow successfully the svsd necessary 

amount at a low rate of interest from the non-bank public* The 
problem for the Treasury is ha? to secure necessary funis at a

comparatively lower rate of interest. Even if the Treasury may
o$

decide to finance the wholeAthe deficit in the budget from the 
subscriptions of non-bank public, it is doubtful whether it would 

be able to realise necessary funds at comparatively a lever rate 
of interest* In facts banks help the treasury in pursuing a cheap 

money policy for government deficit/ financing* to it has been 

pointed out in'•chapter -first, monetary authority can counteract tho 
liquidity preferences of the public by influencing tho preferences 

of tho banking; system* When the holders of speculative balances 

are convinced•that government can borrow at a lower rate of interest

I • Charles 0*I-Iardy ^Fiscal Operations as instruments of Stabilisation 
Readings in Monetary Theory*! *E*A* London 1932,p.427*



from the banking system* they will have to accept men a lower rate 
of interest for, otherwise, they will have to loose interest on 

their idle balances, They* therefore* have to fall in line with 

the banking system and have to accent a lower rate of interest* 
at which* bat for the help of the banking system* they would 
not have erne forth to subscribe to government loan. Borrowing from 
the banking system becomes indispensable in order to make cheap 
money policy successful* So long as the public is not prepared, to 

invest on a sufficient scale in long-tera loans to government at 

terms currently offered by the Treasury, the Treasury should borrow 
on short-term from the banking system. This would result in an 

expansion of bank deposits on which the public receives little or 
no interest and as this process continues, the terms offered On 

long-terra loans may bo expected to appear gradually more attractive 
to the public* In this way the investing public can be induced to 

lend to the' government on longer terms at lower' rates. Hence, tho 

more the government borrows from the banking system by soiling 

short-torn debts to banks and so enlarging bank deposits, the better 

the term it can exact on long-term loans sold to the public This 

sort of cheap money technique has been used recently in, Britain,

As regards tho second reason that &s • is advanced against 
the policy of borrowing from the, banking system, it should be stated 

that it is f allacious * So long as the policy gm of stabilising 

tho prices of government bonds continues, an effective control of 

the quantity of money is impossible even if the whole of the public 
debt is held outside the banking system, Kven if the banking system 

hold no government bonds, attempts to control the general credit 
situation,, either by open market operations or changes in reserve 

ratios, would inevitably lead to unacceptable repercussions on tho
*■» l»MM| *m mi mi m wTi 1—1—1—

1* vJ,2<I,-&eeS|’ ’The Cheap Money Technique* 3® Llyods Bank liev, Jan 1947 
p,51.
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government bond market;- in other words, the problem i?guM be the 
some as it now is,3* The quantitative fsmmsma control of credit 

by means of changing bank reserves has been rendered ineffective not 
because of tho concentration of government debt in the banking' 
system but because of the policy of maintaining the prices Of 

government bonds 0
It is interesting to note that the problem of monetary 

management has become mere difficult in the post-war period ®2 not 

because the banks are holding a largo volume of public debt but
obecause a largo volume of it is hold outside the banking system*

For, the central bank can atop the banks from monetising public 

debt by prescribing warn, secondary reserves to be hold in the form 
of, government securities or can prescribe ever rising cash reserve.. 
ratio as the banks go on liquidating their government assets; but it 
cannot make individual holders of public debt amenable to such 

measures*
The second issue that is raised as regards public debt is 

that public debt management should be used as an instrument of 
economic policy* If the management of public debt is so devised 
that it can reinforce the contranyclieai policies of government, 
it would no longer work as a clog in mhe government economic policy 
as it presently does .^Public debt can be used as a contracyclical 

measure by inducing people to purchase government securities during 
the period of prosperity and to get them redeeoied during a slump* 
This would holp the authorities to mop up excess purchasing power 
in the hands of the people in a period of boom and supply purchasing 
power to tho people in a slump* It is further believed that the

1» lljl#?il,lard* purvey of Contemporary Economics, 195'i p*345*
2* s>oe Cnap»VI*
2, % C- \XJ«>\\\\£\n ‘ fVVc-Wpa c»-4 caaa. 6}

{V<c' ft' , \Hi^



task of full employment policies will bo easier due to the liquid 

assets hoMiBss. of tho public. For, so long as the pcdplo possess 

liquid assets in tho form, of government securities 9 there cannot 
be any fear of deficient demand» Existence of public debt is 

calculated to impart greater cyclical stability aRR reduce the
i

magnitude of cyclical fluctuations.
The view of using public debt as an instrument of economic 

stabilisation is highly erroneous from several points of view* 
Firstly » it should ho noted that durisig the period of prosperity 

any government will create debt only when it needs funds for 
government expenditure which is in excess of current revenues. In 

a period of prosperity government is not required to undertake 

extra-ordinary expenditure* On the contrary* in. a period of 
yrggcravttot prosperity budgetoty, surpluses can bo easily realised. The 

policy of public borrowing simply for the purpose of absorbing 

excess purchasing power in the bands of the people in a boom is 

anything but YSfcioml. The present period is extraordinary because 

it inherits a huge volume ‘of public debt and the governments are 
compelled to borrow for the purpose1 of refinancing the maturing 
debt which they arc hot able to redeem on masse* Hot only that* but 
many governments^embarked upon mobilisation programme xor which they 

aro required to spend huge sums which cannot bo realised from tax 
revenue^But in ordinary times governments can bettor relieve 

inflationary pressure by reducing thoir expenditure rather tnan by 

borrowing from the people.- By creating budgotory surpluses» govern­
ment can- advantageous If tnedertake the redemption of public debt in 

a period of prosperity. Moreover, if tho government follows the 
do lie y of borrowing in s period of prosperity in ordor to reduce
iW» n'm iVruir - ~r -------

i. w.GiJohnson ’Secular changes in. Bank assets* S*J* kar.uec.l95l 
P.556.



inflationary pressure , it would have to borrow at a comparatively 

higher rate of interest than the one at which public borrowing can 
be undertaken in a period of stesp depression', 'Hi© policy of using

public debt as a contracyelical weapon is a foolish policy which 

fattens the rentier at the cost of the taxpayer*
bccondly, in a period of depression the policy of redeeming 

government bonds can hardly be expected to bring about desired

results.' 'fills is because a large bulk of public debt as generally
owned by comparatively richer sections of the community whoso

S'consumption standards do not seriously fall during a slump* Xhe 
standard of consumption increases with the rise in, incomes, people 

' would bat into their savings only whan they are not able to meet 
out of their currant income their expenditure on goods the demand 
for which is generally inelastic, ’i’he policy of debt redemption 

in a period of depression cannot be expected to restore the fall 
in private consumption expenditure caused by falling incomes* In a 

period of depression government needs come $ebsx positive programme 
of expenditure, the policy of debt redemption like 'that of tax

remission does not give any assurance that it will give desirably

spectacular results* What is necessary for counteracting economic 
fluctuations is a contracyelical fiscal policy, Government debt

policy can bo only & necessary adjunct of contracyelical deficit sp­
ending » there cannot be, therefore-,, any independent public debt 

policy speciallyi;deeigned for the purpose of economic stabilisation*

Monetary Policy and Economic Stabilisation*
After the events of the thirties of the present century, it 

has become evident beyond any doubt that monetary policy by itself 
is too weak an instrument to control cyclical fluctuations * But this 

does not imply that monetary policy lias no significant role to play 

§xy in the general economic stabilisations programme * tlnf orburntolyj



the Impress ion gathered during the years of the depression relegated
monetary policy to a neglected corner in the' general economic policy
of government,* hufe the experience of the post-trar period has clearly
indicated that the impression as to the efficdey of monetary policy
formed during the special elreurxstances of t!i© Groat Depression
cannot bo true for all economic situations * Sven during the depression
monetary policy could have played a significant role had the policy
been directed towards the problem of availability of credit rather
than that of the cost of credit alone*.

/It is an undeniable fact that in a monetary economy no 
programme of economic stabilisation can succeed unless it is based 
on an appropriate monetary policy. Monetary policy provides an 
offactive starting point for tho general policy of economic 

stabilisation* This importance' of monetary policy mis no bettor 
naoc rcall,sod before than in the post-war period» Though, monetary 
policy as tho chief instrument of economic control has far 
deteriorated in importance9 it has gathered greater importance in 
other direction in the post-war period,^Thin rim significance 
of .monetary policy essentially springe forth from tho fact that it 

provides a necessary framework within which other instruments ox' 
economic policy can successfully function* lb is true that within 
the monetary framework the realisation of the goal of economic policy 
wd.il largely be tho responsibility of fiscal policy aided by direct 
economic controls * nevertheless! the .monetary framework will be- impo­
rtant « Is a modern writer has well placed it: ’Money may no longer 
be tho master but,if it has become the servant, it io a servant with*- 
out whose services the new masters cannot live and who* If not 
well treated * plays very nasty tricks on them. The position of

money ha the wholo pattern of social and economic policy may not
1be completely dominant but it 'has remained pivotal5’*

1* J.Beycn.Money in a Maelstrom* London 1951,0.154,



In the Oldest Depression monetary policy was asked to 

porfaro an fcaposaiblo feat* It was asked to counteract single** 
banded the economic evils which were a Joint • product of a number 

of factors working in combination . application of inappropriate 
remedies not, only does not ci.ro economic maladies but creates other 

unhealthy developments. It is of extreme importance, tliQroforo, 
that monetary policy should bo assigned a role which it can 

successfully play in a given sot of circumstances.
^‘fhe role of monetary raanagcaont in an economic programme 

of government is to provide -an appropriate monetary framework; An 
appropriate monetary framework does not necessarily mean an 
appropriate- quantity of money • It means tho degree of liquidity 

of the system suited to the policies of expansion or contraction* 

fhe liquidity-of the system, in the first ins tone e, depends upon 
the quantity of money and the quantity <£ liquid assets* it also 
depends upon distribution of the ownership of financial assets, 

especially public debt, as between the banking systati md non-bankigg 
public». It is further conditioned by tho maturity and other condit­

ions attached to different financial assets * All these factors 
taken together give, the liquidity pattern of the economy. The most 

important factor which influences the liquidity pattern ofrthe 
community is the rate ox interest.^it is here that tho rate- of 

interest assumes a special significance in the financial system of 

a country.
' As it has been noil pointed out by Keynesa tho rate of 

filter cat is significant in two-respects; firstly, as mentioned asges 
above, it has got a strong influence on the liquidity preferences 
of the people along with those of tho banking system. Secondly, 

it influences investment by rising above or falling below tho 
marginal efficiency of capital. In the latter case, other factors
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g the marginal E££±ssazy efficiency of capital are so . 

powerful, that small changes in the .rate of interest ssre not able 

to inf 1x102100 investment significantly while bigger changes are 

not advisable due to their unhealthy repercussions in other 

directions * But the role of the rate of interest as a factor affect-* 

ing the liquidity of the system has corse to assume a greater 

importance in tho post-var period. Small changes in the rate of 

interest significantly influence the behaviour of the holders of 

financial assets. The monetary authority can significantly influe­

nce the liquidity pattern of tho system and henco the general. 

monetary framework of the economy by changing the pattern of' interest 

rates or by raising or lowering; thm without disturbing their 

pattern. This rolo of the. rate of interest is well homo out by 
the saporionce of the tost*v/ar perxocl in several countries •^""it” should 

be noted her© that a rise in interact rates’, brought “■ about by the 

monetary authority in order to reduce the. liquidity ox the sys\>o®j; 

ia not incompatiablo with full employment ssysfc as is sometimes supp­
osed. On tho contrary, such a measure :1s likely to help full 

employment policies of government. In the postwar period an undue 

fear was entertained by the monetary authorities as. regards, the 

adverse effects of the policy of raising tho rate of structure* 

upon enrich the employment situation# Thin is viol I borne out by 

the experience in France. In Franco, the stricter credit policy 

pursued during the period of %%&~50s compelled tho trades to 

release suroluo stocks* This helped the authorities in oilsmrtjJig

shortages of goods at There was m increase in industrial

production by 10% while imcsaploymenb remained at a low level*

In order to Influence tho liquidity pattern of the system, the
«»«» *»«!■»-— «HH**»*-4*
l. Twentieth Report of the rank of International settlements p,220



monetary authority may make use of selective credit controls in place 
of or in addition to the use of the rate pf interest* 3h the case 
of public debt, the monetary authority can influence bho distribution 
of the oxrnership of government securities by attaching special 
conditions to ouch assets-, fids is the role which can bo assigned 
to monetary management * It is to regulate the liquidity of the 
system so as to prepare monetary conditions favourable for an 
economic policy .uni:

It may b© argued that, as monetary conditions serve only as 
a bad: ground, monetary policy cannot play a loading role in the 
anticyclio&X programme as fiscal policy does, fills contention is 
correct* Monetary policy has not proved an effective contract ye Ideal 
weapon. - In this respect fiscal policy enjoys a ixHgOESHssy hegemony

s'over all other contra~cyc.Ucal weapons, <1kit it should be notod that 

the objective of government's economic policy is not simply the 
restoration of full employment but also the maintenance of full 
employment after it has been secured at an appropriate price level, 
The objective of a motorist, to take an analog , is not only that 
of starting the oaf and driving it at a certain speeds but also to 
keep the car just on the track* One© the car lias boon started and 
imported the desired speed,, it is the steering if;eel. that is 
important and not the propeller or tho accelerator. The function 
of monetary policy in the policy of maintaining full employment 
can be MkiY\eS to that of the steering -wheel. The main problem, 
of the policy of maintaining full employment; is how to avoid 
inflatioru^Ono of the outstanding economic phenomena of recent 

years is that unemployment and inf lotion have gone Mud in hand *
The moat important factor which contributed to this unhealthy 
development was the failure of the authorities to Xovrer the degroo 
of liquidity of tho system. When the economy Is working under tho
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Gozrl itiono of full emtiojaant , the task of monetary authority is

to counteract lux'.lafionary or deflationary tendencies by appropriate

changes in the quantity of money or by reducing or inerea/mig the

liquidity of the system, This role of monetary policy is

homo out by tlie monetary poixcloo ox rocout yoars xn cLIxaG.!. out

countries, Fiscal policy by its very naforo is not suited for this

star cose. For , changes .in public o^cpondituro or In tan rat#es cunnoc-

ho effected all at once. If iixiMatiomry tendencies develop,

constructions of government projects caanot bo left xriccoplsbe

so as to finish them later on when deflationary tendencies begin to

reappear. Again, to stem back deflationary tend one Ids, now rrojeets
1cannot be started teediately in the wake of such tender-exto.

Fiscal policy lacks the flexibility which characterises monetary 

policy %o the best instrument to be used mid or ouch eircumetuneeo. 

The problem , hero,, is not that of combating a developed depression 

or an inflationary boom, 1 great dsdl of confusion hue been caused 

as regards the Importance of monetary management by not distinguish­

ing its role as a contra-cyclical weapon that as as instrument 

to counteract inflationary--or .deflationary tendencies order the 

conditions of full employment.

Full gaptowaont and the -problem of Inflation,

I-ionotary policy, as observed, before, can ho toed tor count er-- 

acting the tendencies towards inflation or deflation, nut sometimes 

estra-vagant olaltt arc made over monetary policy. IXecpite an open 

hearted confession o-n the part of a monetary authority that monetary 
policy cannot control prices2, it is sometimes suggested that 

Stability in the level of prices should‘bo the objective of■monetary.

li l.y.PTints ’Monetary Policy for a competitive Society’ 1950 Hew 
"fork. o,210,

2. F.R.lCSopto 193?,p,
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policy that, this objective is »©U8C0p*}ibXeV* of' atta^iaenb 

by monetary '^Stabilioatioa of tho level of prices ;*n

something oiiicb the Konotnry policy cannot secure £»i2£Xp-ha«dfe& * 

T*t ■ ’’s true timh tuOJiotafy policy nay fee dmeotOQ. tot/orhc. &uh3 end

but violent- fluctuations. from tlm desired level 'of prices occur $
!

monetary policy shall hive to bo reinforced fey other o&fisuroft' It is. 

one thing feo say that the stabilisation of the level of prices is 

a desirable economic objective , it is critq $tkr different thing 

to say that it is •susceptible of attainment by eonetary measures.
However, in the contest of full employment and nour-full 

'employment conditions, the abjective of stabilisation ot pc ices ■ 

uecervos some cons id oration. The Keynesian conception of x> .rue . 

Inflation Thick takes place only after the level of full employment
p.has "seen reached has done more -ham than good.*'' This sort of 

definition at inflation has made sicBotafy management mid or the 

conditions of full eniployasrh or near full employment to suffer froa 

an inflationary bias no less than the monetary policy of the gold • 
standard suffered from a deflationary bias/The phonmonon at - , 

initiation and unemployment existing side by side in tco poet-war

period contradicts the kcyncsion conception of inflabion.-Any rise
/■ in the .level of prices -Jiieh 3s act accompanied by an increase ia 

csaployaent should bo cons Mered as inflationary. G$ if' tho increase 

an Offiplopaest id negligible in comparison uifch "-he rise in the ' .

level of prices, an inflationary tendency should be clearly, 

recognised, ^ny rise in trices -that is not conducive to a rise in. 

employment should bo avoxdoa for, xt posx&i.’JOi-'y uee*co.:io other 

factors vrhich support employment at a level already attained * Such

o
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consume the .fall in which creates a deficiency of d&aand for the 

goods which staad comparatively at a lower Im&l in the consumption

schedule «-
increase in efaployssant can no longer be brought about by 

cleans of an ineraas© in the Quantity of laoeey when inflationary 

tendencies begin to appear*, In such a juncture government shall 

have to direct its fiscal policy ©specially in depressed-areas 

and rc&iove other causes Impending the rise of ^iploymeat by moans- 

of direct interference* Bath sc-netory end fiscal policies will 

have to ba reinforced by the use of direct economic^controls for 
t;ho purpose ca curbing sectional price increases economic controls, 

bherofo-o, sunt be regarded an on iodioreusable weapon of full
• i,

employment ’policy, tnforhunately,, though uo roly upon tlvm as a sole

IriEti'cncnt ^3^1 b̂f

controlling the economy during art emergency of war -without any

compunction, in a period of pofcce, the economic exigencies of

pbich raav be no .loss than those of war, vs generally fight shy

of thosu It is iterated sit), reiterated tint the goverrnent policy

to maintain full employment should ho based on a proper coordinate

arvX tv.notnr* pnl.lales and that the approach towards

■fall cuployaent should be more lupus iopsrsonal and democratic.

The use of direct controls over prices, wages, materials arid

o;.ber economic life should bo avoided for they render the full 
’ ^ 1 - ■ oneicya,•oiit. policy essentially dictatorial In icon approacn*

It ^ocs without saying that a proper coordination of fiscal

and nonotary policies will go a long way in counteracting cyclical

fluctuations * but the stabilisation of full eraploywont &o the

'icvnl of maximum real income Is something which eimnot be attained

by vearn of such policies 'alone at this stage of capitalist system*
W» m9 ftOwa rt| «a> w

1. S.A.Golclenwelocr ’Douglao Committee Report,A.E.Rev* June, 1950 p*309<



fit •«** Oteco ef she eyeio the actorvsatlon of direct controls fend* 343 

be necessary would depend «I»n...tto_eSe?tieitp ®* factors ‘
of I^cttovkgreatec ft. elasticity of ffi&i&m of ******* ■

• tSiO loos dependence upon direst controls* If tie supply of AiStava&t 
factors ftn» inelastic at different {Mints 02 the oycie? «» 'I®1*® 

of full asploysoBt* becomes raoahinelose, The criterion of distinction 
between istitifiaial osffsoaien of credit rad ono that is fraught u*M> 

t*e dancers ef inflation should rest net with ts® point «2 f«H . ^ 
enptojsont toe with the iacteticifcy of the faetora of praduotlon.- -mis 

flosa not Sf.ply that monetary sad fiscal <watK*» ohouM torn to a 
uudden otopsos?, *jmsoos as tuppfcr ^ «® fectore of jroitetior. beeoaea 
inoiaatic aot^tict they ehosild he reinforced by enroot gsveRa&na 

intcsrtcotiOii for 1*0 purpose of reaootaS «J» .Slog; either 5& th» process 

of recovery cr in the otabiliaation of full dapjMpm* at asttew real 

incase* ■
<m «ff ttarBtwfco by ssm «T direct QOKftvofe docs

not, *agAy rwcaooarily to 3tin&ntias c? ^ivatc esit€rp?is0* Th©
ob;ftoStfQ of such Ititwontioi?. te fc& acotra to .^h?m^agos «? a eoapofei* 
tlye eocioty tfiteh hav® bgsi rendorstl • today devoid of any practical 

ii^osb* A fzm fte.7 of iitf ividual inibiat>iyo oannob solve -to
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