
Reserve Bank's Monetary Policy 
THE Reserve Bank 's annua l report 

to the Government f o r the year 
Ju ly 1961 — June 1962 is, as usual, 
a br ief , compact a n d competent re
v iew of the economic si tuat ion dur
i ng the year. Of course, i t also 
spells out the rat ionale of the Re
serve Bank 's monetary policy. 

Str ict ly speaking, no ma jo r change 
in the Bank 's credit policy took 
place du r ing the period of the re
port. The three-tier system of 
lending rates introduced in October, 
1960 was continued throughout the 
year. However, ear ly in Ju ly 1962 
this was substituted by a four-t ier 
system. The report notes this 
change. By mod i f y i ng its three-
tier system of s lab rates, the Bank 
increased the cost of credit to the 
commercia l banks by about ½ per 
cent or more. In l ine w i th this, 
the cost of Government bor row ing 
was also raised by the same extent. 
A var ie ty of reasons jus t i f y ing this 
change in pol icy in the direction of 
dearer credit are g iven at different 
places of this br ief report. Some 
of the reasons g iven are, however, 
inconsistent w i th the general analy
sis of the economic situation present
ed in the report. The report points 
out that not on ly was there no ex
pansion of net bank credit to the 
pr ivate sector du r ing the year but 

Control over Tarapur 
W H A T D r H o m i J Bhabha, 

Cha i rman of the Atomic Energy 
Commission, announced at the 
specially summoned press con
ference on Monday was that, of the 
seven tenders received in response 
to the g loba l enquiry issued f o r the 
design and construct ion of the ato
mic power station at Tarapur , the 
offer f r o m In ternat iona l General Elec
tr ic, U S A, had been found to be 
the most suitable by the Govern
ment. Acceptance of the tender 
and s ign ing of agreement f o r the 
construct ion of the project must, 
however, await the conclusion of 
sat isfactory arrangements w i t h the 
Uni ted States regard ing , as the 
communique issued by the Depart
ment o f A tomic Ene rgy crypt ica l ly 

that bank credit actual ly declined 
by Rs 43 crores compared to an in
crease of Rs 125 crores in 1960-61. 
Fur ther , the report also notes that 
there was relat ive stabi l i ty in the 
economy and the imbalance bet
ween aggregate demand and supply 
was nar rowed down du r i ng the year. 
Against this analysis of the econo
mic si tuat ion the Bank 's pol icy of 
dearer money appears to lack justi
fication. 

The report emphasises the need 
fo r a structure of interest rates re
flecting the basic scarci ty of savings 
as wel l as the need to economise 
scarce capital resources. In fact, 
however, it is diff icult to establish 
any close relat ionship between scar
city of savings and the structure of 
interest rates — even conceptually. 
A n d , in any case, these reasons, i f 
they are va l id now, must have been 
equally va l id earl ier. Is it that the 
Reserve B a n k has become aware of 
the relat ionship only now? If so, 
one would l ike to k n o w the empir i 
cal basis fo r whatever relat ionship 
the Reserve B a n k has discovered 
between savings and interest rates. 

S imi la r ly , about the decision to 
raise the l iquid i ty ratios of the 
banks, (the B i l l amending the Bank
ing Companies Act to this effect was 
passed by Par l iament af ter the re-

put it, " f inanc ing, fuel supply, safe
guards and al l ied mat ters" . Since 
the Government attaches a h igh 
pr io r i ty to the Ta rapu r project, i f 
the project goes to a US firm, there 
should be no di f f icul ty about the 
US f inanc ing its fore ign exchange 
costs — about Rs 32 crores out of 
a total cost of Rs 48.5 crores — f r om 
its a id commitments fo r the T h i r d 
P lan , As fo r fue l , Dr Bhabha 
stated at the press conference that 
the U S is l i ke ly to supply the Rs 2 
crores wo r th of enriched u ran ium 
required annua l l y fo r the plant. 

At the press conference, Dr 
Bhabha conf i rmed what had been 
reported earl ier, viz, that I n d i a would 
prefer U S supervision at Ta rapur 
to supervision by the In ternat iona l 
A tomic Energy Agency, The 

port was prepared) the report states 
that this change became necessary as 
a result of the extended posit ion of 
the banks. But the statistics of mone
tary and credit trends in the eco
nomy presented in the report do not 
substantiate this contention. The new 
l iquid i ty requirements would mean 
that the public sector would be able 
to get larger credit f r o m the banks 
at the expense of the private sector 
(as was pointed out earl ier in these 
co lumns) . At the same time, the 
cost of bor row ing to the public sec
tor also increased as a result of the 
dearer credit pol icy. These are the 
direct and obvious consequences of 
the Bank 's policies. But whether 
the dearer credit pol icy wou ld real
ly make the interest rates reflect 
the scarcity of savings or induce 
the public and pr ivate sectors to eco
nomise on scarce capital resources 
remains to be seen. 

The Reserve B a n k concludes f r o m 
its review of economic developments 
dur ing the year that there was some 
lessening of the imbalance between 
aggregate demand and supply. The 
value of this conclusion is, however, 
c lear ly suspect when almost every 
day of the year one hears and reads 
of coal-power-transport bottlenecks 
and of g row ing imbalances in a l 
most a l l the major sectors of the 
economy. 

reason, he said, was that I n d i a ex
pected U S control to be less onerous 
than the I A E A 's . Here two 
things need to be made clear. F i rs t . 
Ind ia is not obl iged to accept the 
I A E A's supervision since she is 
not contemplat ing accepting any 
assistance fo r the project f r o m the 
I A E A . Second, a bi lateral con
trol arrangement between the U S 
and Ind ia is perfect ly possible. The 
U S has s im i la r agreements w i th a 
number of other countries to whom 
she has extended assistance for 
nuclear development. The ques
t ion therefore to be asked is: W i l l 
U S supervision be less onerous 
than the I A E A's? 

What makes this a diff icult ques
t ion to answer is that it is the U S 
who was the chief sponsor of the 
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