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Bea the bwaolcucimm of the gﬁlci s&andaxd, it was nel.t.evad
Lhab ggnbcb {md deliborace managmaem of money would serve as a
strong mgm,n’t of acenomic regﬁ&atim. put tho aapcr..ezme of the
zx,.neteun.ﬁ;ms elear‘!y indicated that cheap r:zemey pol:wy was nat; a .
panacea { wring economic instabilisy. However, That pe;r;o&
unique j}@ his%;r;ztry of theory and pra¢tice of monstary manapenent
because she reveiutmmry ebang,es that took pléce in both of them,
The ﬂr(}g wz<::s.&:"k is an attenpt, in the first lmstanco, el emm'hm .
cr:ﬂ;ica{i‘LG new devel@ments in. the rzgm&gement of noney. The nonstary
experiol gathwed du_.r'm& the ﬁh,m:.ms vas onewsided in the sSense that
it pég- ’xi m&iy e emti«-deflati@nary monetary pelicy as roquired
by the ul.~.ax= clrcumstances of the gsmrioﬁ. The pc;st-um x:m*iea g in
this 3,,}% has Ho meke some abpiking z‘evelmwm as reg,ard the role
of mﬁy L.zoi:wf in an inflationary ﬂﬁﬂu&&tc In bho nemt  instance,
thyg‘?‘, lu ip 'i,im pepose of this ctudy *w zzmsem; a eritical
anal bf tho posmm:r monctary é;xmricam;e. '

e }j}al:e.ey of stabilww the vields on government :seé*aritiea N
whichme a dominating featwre of tho post-war monotory policy, has
yeory prosting and instructive Ziefasgm o boar for tho theory of
mnofr anagoment , tthen tho mﬁeﬁéry aubhority sﬁf:m@s roeady to mr;vera
non«yy aasets into money ab a fixed mice, the dii’zomnce batween
) mone#d other auseba i entirely lost, uant ity of nmoney, under gsuch
| a E}Q}?*’, has no fiirﬂé{zaiﬁnsg It - pathor gtrange that Iord Keynes ‘
in }%emr‘al Theory,; after pointing own the essentinl maturc & moncy
as '{zzzos idouid of all ameﬁs, recommendoed dealing both zmys in

{ o ’
i, T;a-mr periodt gs usod -in the zellmmm; pages rofers to the period
lowing the Begond World Uar unlegs otherwise stamda



debts of difforent meturitics. ao the wost dnvporsans practical
inprovenent in the technitue of monebary managaient. Sucl a rolicy
recommendation rms counter to his whole linuidity-preference theory
of the pvate of inborect. For, whon intorest-bearing assess are z*a}ader;c&
almost as ligquid as meoney by the policy of dealing in debts of varioun

maturities, paople eavn interest not essentially by porting with

’

1liguldity as Leynes holds but by rotaining liguidity ¢ Tho nabure
of money; the essenvial difforcnce bobiveen nmoney and other assebs,
the noture of the “rate of intercst and ite determination are issung

RGeSt rotmenc to the shoory of monetory managomont. I have startod.
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therefore, with the discustcions of-these issues in the £irst chapter,

The removal of the gold standord romoved o groat hwdle dn the

B

way of chesp money policy. “he cheap money policy poses a two~fold

“

 problem. In the firet place; 4t is to bo decided how a fell in the

&

rate of interest influcnces ontreprenduwriol decisions in genoral an
rave of intercest influonces ontrepronsuricl de long in g al and

.

thoze in different (Kields of investmont in’ partleulsr, In she sccond

place there iz the

v

roblen as o how longeterm rate of interest can
be broughtdown and naintained At a lower lovel, 4 policy of cheaper
monoy cannot be realized excopt by en incronse in the quoutity of monoy,

Fanagenont of the quantity of money, therefore, occupies o »iveosnl

position in-the theory of monctary mnagmenﬁ; This wéoblen of choap
moncy policy fgﬁi%s the subject matter of chapbors gecond, third and
fourth, ‘ -

In the postewar period an effective control of the quontity of
money has been rendered impracticable by the considerations of governmeant
debt z,mlic&. Public debt roppesents @ single factor demlnnbing
monetary policy in the postswmr poricd. The isswves rained by the
governnont debt policy have badén disdussed in chaptors f:éi‘th and oixth
aml %o a certain exbent in chapber Xanth. Hore and also elsavhere T have

salected eénpecially the imorican cuperience for the purposce of



iliﬁas*ora:b ion besause tho problem for monetary monascmeont raised by
public debt was most seriows In thet countyy and alss bocouse the
Federal Resarve Systom o congidered to be a sort of laboratory for
monetiry experinentc. Certain immovations in eorcral bank:ing conmbrol
verg fivet introduced in the U.8: and have by now r,,evelepec. into
accepted instruments of such conbrol thore rather than sloevhero,
ho egononic depregeion of tho ninebeensthirtiles dools

crushing blow to loisgoes foive and uchored In an era of increasing
State intorvention in the free vorking of sthe econonic sys teéz. This
trond sowerds dincroasing Stabe contyol made invoads in tho domain of
nonewary managencnt alse which culminated ulbimately mtc) nablonalibe

K]

ation of contral banks in the posteiy poriod, Nationalization of

- eenbrs al banks, in ny vmm doos not provide an adeguato solusion

of the problem of authority in the formation of monctary policy. For,
whoen the mon@i;a‘, v authorivy io vested in govornmmont, theroc arises
the donper of utilizing nonesary policy to subscrve the neode of bho
Treasury, This is woll b@z’n& out by the postewar cxperience in many
countries, It is my pled,therefore; that wonotary implications of
government policy, whather fiscal or nouetary, ‘should he placed before
a competont logislature and should be scrutinized by that body in the
wider good of saciei,,f

Chaptoers o¢*11*n and nine (inal with the theory of manyg g;,mp the
axtornal ‘imlize of monecy. An isoue of great thocretical as well as
practical interest bmﬂa is that of mafﬁus opereadi of the proceas of

ad Jus tdnd in the bal;.sme of payments miar difforont conditions,

It is Su*rprising to noto tx,d‘b the theory of the gold staondord dominated

v

t,::

g & wide differonce betwoon

a»

polivy for & long pordod C{‘:‘ﬁﬁlk there be

;nd

its thooretical assumpblons and tho actual Tovces whilch vorkoed up o

adjustnent,, The policy of devaluation vhich followed in the foob sebrs

of the discarded gold standard suffered from the same shori~coming

inasmuch as it wos bascd on the assumption of pride-offects on exports



and imrorts. It wos not until Koeynes's bm:em'i E’h@owy was out that thoe

x

forees of relative incoms moveneunts pather than ps:':tcc movenents cculd
be recognised well as the a:;enm of adjustnent In clm Balonce of
cayments, This indicates that edpansion of world trade Tests primorily
the expancion of dncomes ab home and abroad and 1t can bo secured
only by neans of intoynotionzl economic Goeoperation, by understanding
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ltdies facing individual couwntwies and by invornational

good will, The Iontoerpationsl Honetary Fund agd other Inheroational

organisa icma ave the gtess bowards securing thic objective, Hovevar,
in ny vicw, balance of revments disoamilibrin will be frequently -

ropoved in the postewar poriod neither by price ,adju&tm@nta nor by tha
adjustnent of tho rabtc of exchange, at it was the mractice in the pasw
bub mostly by divect contrels, It iz hore that the IM.P, will be

called upon to play 15 rolo of fostering o co=operative sz::ir:i:‘c» £3I0Ng3
the member nations so that they may not adopt beggarsmy-neishbour police

ies which they conl well afford to give np without jJoepardizing their

Tae fapile G;mi{m :‘cmod during the thivties that nonstary
policy i Sig only & weak and, thorefore, wir "v'el:za‘blez instrunent {or
raising the level Qf"remglsmemsg m@de it to play only a cocond fiddle
to £isval policy. The tesk of monetary policy wes only to mainbtaln
the rates of interest at a lower level, Boyond this, economic
sbabiliz &th‘z was the responeibilicy of fiseal policys This novlon aboub
the role of monetery policy was the oubcome of 2 limited ezmsm.onc@
of the bhirties. It had to be given up in the light of the posb-war
eperionca. It io true that 1zoblom of economic instability c@unobt be
solved by nonckary m&nizmlaﬁ;lgm alone, but I believe that monetary
policy can rake a distinet G:biri‘;rﬁmt:mn yife 'i:h@ p@liey of economic

i

stabilization in general., Bepnomic regulationyagcording to my view

is the joint responsibility of three instrunents namely, nonetary

ivlect controls. fmongst those, nonetary
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policy cceuniss in no way an Inferior pogdtion bo the other two. This
posinion of nonotary policy in the pemsral ccontniic stabilizat ,.mn’
prograpme of the government is elearly pointed out in the last chapter,
The function of ménetary polisy is to maintain a popor monstary frame
<wvork by repuloting the qunbity of Tnoney'! orfroperly &ma}mg: s the
guantivy of vidauidisyrs

I have to exXpress my gxamfulmss 50 Prof.B.0 ‘Ehenoy s Divector
of the Cujarab University School of Sceial Sciemces, a discussion with
vhom, Chough brief, was very enlishtening and suggestive cspecially
for the concluding part of SChapter IX. To Pring.Y.Kolhatkar, I will
aver remain obliged, nobt beeause he was ry gGulde but bocause of his
readiness to help me by discussions oven though T called upon him ab

many an odd hour.

BARBODA ,
Datedt 13th Februar y, 1955, JdJHAdhveryie



