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THE Reserve Bank's credit policy announced this week contains few sur
prises. Speaking in Madras a few weeks ago the Governor of the Re

serve Bank had indicated the broad lines on which the policy was likely to 
be framed and the latest announcement spells out. the details. The Governor 
referred to the new policy as one of selective liberalisation; it is equally one 
of selective restrict ion - not in the sense of selective credit controls as we 
have understood the term in India but of specifying areas where credit will 
be made tighter and the cost higher. 

The Governor, at his press conference called to explain the policy — 
incidentally, a practice to be com mended gave only the broadest 
indication of how much the magnitude of priority sector refinance would 
be, suggesting that of the Rs 200 crores or so of refinance, about 50 to 60 
per cent may he for these sectors. It would have been useful to have had 
a breakdown of this into the three component categories of priority sector 
retina nee. 

One cannot seriously quarrel with the choice of the priority sectors 
themselves, but a few questions may he asked. Why does the scheme of de
fence supply advances not take into account the working capital needs of 
defence production industries during the stage of production? The anomaly 
is the greater as this principle is partly conceded by packing credit for ex
ports obtaining refinance hut not export bills. Rupee export bills will . how
ever, continue to get refinance at the Bank Rate. The Chablani Working 
Group on the cost of export credit had in fact recommended an extension of the 
rupee hills scheme to all export bills but the Reserve Bank appears to have 
decided against it. It would he interesting to know why. As regards food-
grains advances to Governmental agencies the magnitude, of course, would 
depend on the procurement operations but if the scheme extends to all the 
agents of the Suite Government then its policing will present problems. 

Unless one can be sure that the total of finance under the priority sec-
tor refinances is going to be greater than what batiks might have obtained 
under the previous arrangement one cannot call this new policy one of libera
lisation, even on a selective basis. On the other hand, the Reserve bank 
has taken steps which clearly are in the direction of tightening. Thu all 
the priority sector borrowing will form part of hanks' borrowing from the 
Reserve Bank for computing the net liquidity ratio. In other words, a bank 
with a low liquidity ratio will he induced to borrow only for the priority 
sectors and not for others while for a bank with a high liquidity ratio, the 
new scheme does not confer any tangible benefit unless its net liquidity 
position goes down to 30 per cent. Further the Reserve Bank has enhanced 
the rate at which the cost of borrowing goes up, to 1 per cent from 1/2 per 
cent for every 1 per cent decline from 30 per cent in the net liquidity ratio 
on the entire non-priority sector borrowing. This represents a real squeeze 
alongside the continuance of the 10 per cent ceiling on advances rates. 
For the banking system as a whole the cost of borrowing from the Reserve 
Bank bids fair to be significantly higher than last year unless one were to 
assume that refinance for the priority sectors will account for the bulk of 
the central banks' accommodation. 

The net effect of this policy may well be to make credit not only cost
lier but tighter, though given the present economic situation — with the 
food position assuming greater gravity each day and budgetary operations 
adding to monetary pressures — such a policy is perhaps inescapable. At 
his conference with the press the Governor suggested that bank credit was 
expected to rise by about Rs 400 crores— or almost as much as last year. 
This would at first sight seem to be a larger figure than the situation war
rants. There will be the usual protests from vested interests that the cre
dit policy is unnecessarily harsh and wil l retard production. The fact, 
however, is that the impairment of production is more likely to come from 
a shortfall of raw material and other supplies, A free flow of credit under 
such circumstances can only worsen the situation. If the credit squeeze 
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should, however, hurt production there 
is the Reserve Bank's assurance that 
it will modify Its policy if the situation 
warrants i t . 

Another interesting aspect of the 
new policy is the requirement regard
ing, the Reserve Bank's prior authuri-
sation for fresh limits of Rs 1 crore 
and above. In some predictable circles 
this has been described as "backdoor 
nationalisation"! The Reserve Rank's 
letter to banks describes this is an 
additional measure of credit regula
tion and as a step towards closer 
alignment of credit growth with the 
Plan's needs. There is no reason to 
assume that it is anything more than 
this. It is a pity the Bank has not 
indicated what the control wi l l mean 
in dimensional terms but it seems clear 
that this would give the Reserve Bank 
considerable dimensional and direc

tional control on lending. The French 
practice, which seems to have inspired 
the latest move, is used for this purpose 
and it remains to be seen how the Re
serve Bank uses this new power. A na
tural query arises as to why this control 
has been limited only to fresh credit 
limits for, in the nature of things, it 
is unlikely that in any year there will 
be many new limits of Rs 1 crore or 
above. The position with regard to 
existing limits of Rs 1 crore and 
above (except where they are raised) 
appears to have been condoned. Is it 
the suggestion that these limits are 
sufficiently 'aligned' (to use the Hank's 
phrase) with the Plan needs or that 
credit regulation in this respect is 
sufficient? Surely this cannot be so. 
Why then have these been let off? 
For all its apparent ingenuity, the 
new policy leaves a number of ques
tions unanswered. 

The Plan Is Dead, 
Long Live Planning! 

IT is not true that the Fourth 
Plan has been killed in the shoot

ing war between India and Pakistan, 
though the average Indian, drunk 
with the sense of glory over the des
truction of Pakistani Pattons does not 
require any persuasion that it is so. 
We concluded one of our editorials 
in the issue of August 14, weeks be
fore the war, with the assessment: 
"The administration has been left to 
carry on to prepare a Fourth Plan 
and a Perspective Plan which nobody 
seriously wanted to implement. Hence 
the unreality of the discussions on 
the Fourth Plan and even more so 
on the Perspective Plan. A show 
had to be kept up for the benefit of 
The public. The show is still on but 
it may be called off soon. One is 
waiting for the politically opportune 
moment". This assessment was as 
much based on the spate of contradic
tory utterances about 'plan pause' and 
'plan holiday' and what not that had 
been emanating from leading per
sonalities of the Government repre
senting all shades of opinion as on 
the fundamentally unsound way in 
which the Fourth Plan had been pre
pared all along the way without 
paying any attention to the realities 
of the economic situation as obtain
ing during the Third Plan period. The 
utterances represented an attempt at 
telling the nation that planning was 
to he shelved but apparently the 
decision had been taken that the 
foreign exchange crisis, being largely 
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the result of the Finance Minister's 
ineptitude, was not a sufficiently 
convincing excuse for such an im
portant change in Government policy 
as the scrapping of the Plan, Events 
have proved that the decision to 
wait was a very wise one; for within 
weeks came the shooting war and the 
announcement of foreign assistance 
being withheld. 

What precisely is the state of 
affairs now? Some time back it was 
given out that two alternative out
lines of the Plan were being prepar
ed — one on the assumption of nor
mal flow of foreign assistance, the 
other without i t . There was in that 
the expression of a resolution—re
solution is too strong a word but, say, 
just a wish — to do without foreign 
assistance if need be. But that phase 
is also over: no alternatives are be
ing prepared —as a matter of fact, 
not even a single version is being 
prepared. The outline, it has now 
been given out, wil l be ready only by 
the middle of next year; by that time, 
it is hoped, foreign assistance will 
start to flow again The current 
programme is to wait and hope. 

This surmise is based on'the spate 
of self-contradictory banalities and 
platitudes that are pouring out from 
important quarters. For the most 
extraordinary statement, the credit 
goes to the Prime Minister himself. 
In an address to Congress workers 
in Madras Shastri is reported as 

having said, ' T w o months hence we 
may have to face special difficulties... 
As the situation develops we wi l l 
take necessary decisions to counter 
them." He was referring to the diffi
cult food and economic situation 
which he anticipates to deteriorate. 
There is thus an admission in his 
statement that at present no decisions 
are being taken: they will be taken 
One of the situations that is likely to 
develop is that of a large number of 
factories grinding to a halt for want 
of imported raw materials. From 
Shastri's statement as well as from 
other news reports it is clear that 
nothing is being done in the matter 
apart from waiting for the US State 
Department to change its mind. 

What will be done in two months' 
time when the factories have actually 
stopped, a large number of projects 
left incomplete, and industrial pro
duction fallen according to the 
predictions of Asoka Mehta? The 
latter drew before a meeting of MPs 
an all-round gloorry picture of the 
economy; the Minister for Planning 
talked in Parliament about the Fourth 
Plan requiring to be amended. Yet 
at the same lime reports are emnerg-
ing from the Planning Commission 
that it is not really necessary to do 
anything about the Fourth Plan: after 
all, it has been discovered, defence 
does not have much impact on most 
industries, and priority for agriculture 
— was that not all along incorporat
ed in the Fourth Plan? 

We also do not think that the 
waiting will be in vain: our leaders 
are quite right that the aid-givers 
are going to change their mind and 
foreign assistance will flow again. But 
surely the stoppage of the flow and 
its renewal arc not unaccount
able factors like the monsoon fluctu
ations: by the time the aid starts to 
flow in again, important changes 
would have taken place all along the 
line in economic policies and methods 
of planning. There is every reason 
to fear — or hope, if one likes — 
that the spokesmen of Big Business 
will have their way and there wil l be 
planning once again, but in the style 
of what is being called the French 
method of planning. Before the 
Fourth Plan is ultimately launched — 
it would be no noubt — there would 
very probably be, sitting in the 
Planning Commission, not only re
presentatives of the Indian private 
sector but also of the aid-giving 
agencies and governments to guide 
us along the path of what we shall 
still call self-sufficient growth! 


