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PR , mc o.. t’m **:mt ix (”I‘t.w’lt ;:ef:nl '*'x‘“ | h ¥ ”'ctar t*mor;;
ga.nd b’h"i"i’l U n‘a\,tlf'o is the cicroonzo ol ral ba he fa.rs‘&
contral bwnli in the wrld is the ik ol 'l“.ni vhic.z_;un‘.. S
establislod in lG,,fer Louh 4t dld not cary. oub tho wori ol a-
central bank until uoll into tho socoad L.h.li oL tho 13th cenmry.

“In u:o tho Dan® of Traasce wus sct u2 &8 {ranco's contral baak,

Ia tho tnited dalia, tho year 1,13 cav the citnblish cat ol the
?edcml Teservo Syoten 2o Lor contral baw; ~wven in the rslaviwl,; e
- bachward. ;n:'% of tho vorld in Scuth anid inst Asis, contral banis are 'j*;’;}
-not uncox:dne 1O neatioa a fcu, ve have t%a Poserve Rank of India
| fc..,taana.xei in 193, a3 the soatral dm.. oL In.lia, uilc szL.nla.,‘a,
,}:ytha Bank ilogara was estadlishal as hor ccatral bani: by tho Central -

an of ."-1'*":1 Cx'uinm.co, 1.3y and caze fats o‘;era ion an January
r_G 1950. And vith tho succes..ful for:ation or :alaycia the
nctivittcc of tho fank have been oxteaccd to cover tho othor states
(naely, m,.,.garc. ,,ax-a..uk and labah), anl conser; m.xtl,, tho mm ‘
"B:mk r ‘Iala"a" vag chansod t.o “Sm*l. oy Ja ':ala.,.»ia" :

m thaso cuntml bam:s. and otum not .‘ontlaned, hava |
ono thm in corion. That 43, thoy are rcsponsible for carryin; out
tho mnetm policy of tholr rcopective »am»m in c.onjuncts.an with
sode povernocntal do Jartzent such a8 the Troasurye 7o carry out such
a task a contral bank nust be in a yosition to rc ulate the oney
Lsup,:l,; in tho oconoye The noney suu ly is usually, 44 not alvays,
pade up of baak do :oait:s. bank notes and colns, Jor our 9ur,_..oae ham

ve shall concorn ouisulves with bank dooositse This is {or two jood
,rmm. In tho first plac\.. ia noarl; cvery countr; the issuo ol

ban’: notcs and coin3 is the cole rero ative of the contml bank but

the 'creauon' ol b .nl: dososits or erciit i3 nat. Indem.. ‘baak e, >ositﬁ

aro adstly crcated by coizercial banis, Gccoadly, ¢ doo03its a_re
 playin; an over-in:rcasin: iajortant role in ecom.xic tran.‘ncuvns

- es_ocially vicro larce sums of ionoy arc involved, anu in an adv:mm
- econoay the gmater part ot tho oonoy usced consists of baulk: dcposits.‘f
 "In Croat Drilaing gor oxzauple, they ;om mcntt 8 por cezxt ox the
i tt.a.‘l. nme; zm,:»‘,;).' |
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 not uncoa:ione TO nontion a fcu, ve have the Poserve Bank of India
~establioheld in 1u3, a3 the Coatral Baak of Inlia, uhile i uala;a.'**'
~the Banl jloswura was ogtablished as hor ccatral bani: by tho Central

pan: of uula;a Gridnnnco, 1LYy and cuze fats Oyera,ian on Jananrg

26y 19506 And vith tho succes.ful for:aiion ol .alaycia the o
acttvition of tho Dank have been oxtealcd to covor the othor states
(na1ely, >in,u,crc. Jarawak and labah), unl conaeneatly the naaa |
'"Bzmk Ho'am hla"a" wags chanr*od to 'B:m!. REW .ra :al'~°' 12" |
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i All thQaO centrnl ban:s. and etuors not. :ontioned. have
ono thin; in corion. - That i3, thoy are responsivle for carryin; out
“the mnnatary policy of thoir rcopective country in conjunction with :
pode povernacntal dopartzent such an the Troasury, 7o carry out auch
a task a contral bank aust be in a position to ru'ulnto the nonoy
supLly 4in tho oconoyye The noney aug dy 1o uJuallJ, 4{ not alaaya, Lo
nade up of beal do:osits, bank notoa end colns.,v ‘or our gurgoae hamni]jf
vo chall concorn ouisulves with bank doyositss This 43 for two Looﬁ{j*«m
- roasons, In tho first place, 4a noarl; cvery conntr the icsuo of e

ban’: notcs and coins io the gole .rero ative of the. centrax bank but
the 'ercation® of bonk Jdososits or crcuit i3 not, Indec;, banit &c:osits
aro asstly ercated by coasercial banis,  ecoadly, ¢ doyosits are
* playin; an over-in:roasin; iajortant. role in eccnoqic tranuacttwns .
8 ,ecially wioro larze suns of .Jonoy are in:olvcd. any in an alvwsea&&g;f
‘econoay the groater part of tho manoy used consists of bauk degosits.};
‘In Sreat Drliaing or'n&aqala."f )y & 'anout 80 por cent or the u
’ntnl;noae; sugg; i
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o in pajuent for ;:,. or .,ord::s‘or in .,u,ylt 1zt of <eats or
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: dcposita as "3::.‘ awe‘" L A e Cen ”

' “*:”ho ori ins of baak Qiﬁuita nro uoll “nown to atudentaf*“

~arise siily bdoc aL1e co ~oru1¢1 bﬂdua 'craawo' tuoa thrau o varieus,,;~ 
BEy zorzs of 10“3 R 1 ianu. § i et 5

S C£ tae two v, thrcu b wa*ch baw's uc;osiﬁa can arisc wo i o
are norc concerned with fhe sccind du tLis gus or, 7Tho reasoa ic thatyf;;3§

 “@s lon; &8 Lol Go.03iis urise boguso £Os0 04 Us pub czsh dnto

i f'csaaercia1 baaks they Lavc no oflcct on tho toial augal of aaney

- pinca tioy acroly talie tho slace 0 04F Cuclie IO iy GLOQ, aal; a
~ wery 5:all portign oL utak dc:o“ita is the rosult of custouors
. depositin; cash at a c¢o:moercial hanit, oot bag dcgoaits aro 1n
*-j£act axcatod by ccaaorwlal banis tLOJuLlVGSO T | ‘

, Tﬁa latter fnct raisau a vcrg »1;nif£cant paint tn tha
'context of this poper. Carlior, ve Lave said that to bo chle to o
carry out tho aonotary gelic; of aa €conoly @ cautral bank 2ust be
4in o positioa to control the aoncy cupplye Bubt as we bave just soan
coiicrecial banks can create doaosits; and vank coposits arc part
"~ of this noncy supslye Thus the supply of noney s not colely
 dotorained by ceatral banks but also, in efioct, by comxercial banks.

1If this is the casc o ocontral bank could harily be expocticl to cnrr;
cut the nonetary policy 4ina vy beaoficinl to tho country nince

" contral banks and coricrcial banks oay sonetizes work at

 cross-purposcs,d Comscquontly, if a contral bank desircs that tho
aanpgeaent of tho aonctary policy is ri htly its 3rcro'ativa then
 souethin; sust be dono to soe to it that this privilojo ol coanarcxalffbm%
- ‘bonis to crnnte doposits is not abuscds In ctior worus, this power
- of eredit or dcposit crcation of co:nnrcial banks annt be hrouwht SR
*‘zundcr the cantrol of ccntrnl banks. Sk ﬂ ke

7§‘ _ "1  :m m:iple. 3’ SeQyOrs in hia ", odorn Bam iﬂu“
5 od,, (mford. UuO). Pob- i

| ug ‘undemsm}: ve :‘mim nat a coaorcial bank
arily in; corncorn vaile cpntral buak 15 not
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~ho ba.ia or cut 0rc1a1 ba. ‘ch td crcate deooaits

‘i7fiﬁ te aekfouhé ‘inithe .;;crvcal tic, Lclu 13 uced gceuialo ~4'~—'~7557

;¢fﬁwithuruuald by custcicrue Wie oa the 05t iioriant prin:iples

§  of co.wrcinl banlin, s the asility of .ag;sruial vanin to aeut
f ccoooilers? cox
I iortance if guslic convilc: cc 45 ts be xaintaxnod.‘ "hcrcﬁcra,
} ig, for an; ronson, a isvier:d al ban':t {inis that itc rescrves have

| dosoutts) and will aluo roeall lezns it .ado carlice ¢o bor*ouera
o (und 1his i1l ; |

7,iinf1ugaca coacreial banlis® resorvels Coe such ‘tecladque is kncun

wd .cr cash at all tiaot Shisig or aarasaunt

allen it aill not 5.ve any iwore leaigs (and 4thug er-atini; no aore~**”*7

: ds"G Eo%@ ¥=«~$ ‘ﬁvf‘ 2 'ngm" i Qb 3 ..CQ""B-‘&S).“V e Tl
E  wa in ul dch o c?fural beak can \x&rciacfiws control over-loJWchinlfj‘[f
‘f{‘rhunks. a Lmatx*l aluci ab l¢t¢n, Lhedy aceix.zics in degosit
‘*“'atcatiun. 1“ bj 1nf1LCu618“ tbe aucant wf rc“cxvua thad hald“~:+ a=f:““

T Thraa hcut tho evelﬂtiea af the ’Ar% or CQatraI Baakla:;}_
",'!ariaus tachnichs Lave been xcvelo»cd 1o Lely ceatral banks e

cs "o cn market opcratichuty ¢Larcfere. the purpose of tuls paper

_i; 1@ to cxailio in ceasidiuolo wzhalls ko natusre cad agglicatica

of opon market aperationa as an 1nat:u~cnt of crelit or degcaat
controls In othor ueris ve shall exaaine it not ouly as an
inctruieat throu h ulich a coxntral beak can 1rowent coascrcial
banks froa creatin; too auch dejosite but also as an 1natruaeat
throuzh wiich a ccatral baak can eacouraso ‘caxiercial banks to ‘
crcate mora degosit" by extaa 133 aors loann to 011»1uxo borr sers. |
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S The teras “ﬁaaetary nalic'“ and ﬂawgn aar;et o:era&tons”ﬁ;p'

as uscd in tho contoxt or %his pager ncod to bo de.inod, Varions
f  writors on aonotary ocond:ics have dosiied "uoactar; golieyd dm o
£ 'vnrioua ways;‘ Euﬂh writar na.inca the tarz ta sait his ;n‘:osel. a&: *3Lz

xn this pnnaw s@ shall dn'iae “nonotary golicyﬂ as ans

L 'Qlan et Lctiun that 4o conceraci with tho dctor:ination of hes zb[”  “

ouch 3cnoy thore should be in circulation in the country at a
given tizo and then talking uoasures to iacrcase or dacrease its

B voluio as the situation cceis it mocessas;e. The ters "spen

l7),bcca) usod for various ains'

- markct cperations" 43 used here to signit; those transactions 15 Fo
E  vhich tho ccatral baak gells or gurchusoa accurieies aa ita o
}j‘ 1n£t1nt£ve zn tba coen zarkote ‘ L

E Fbr tho gasaﬁag convnn£cuco. sh“ll aako eaze 2
Bbpnfsl-nu assunptionse 5@ oarkce$ o:omtionﬁ caa be (nn:l have
such as_ helping tho governzeat to

i finance its expeaditure, in:luenc.ng ‘tho lewcl and structure of
§  intcrest ratcs and SO on, Dut for our jurpose hero we shall ansuae
i that open carikot osorations ure ariaarily condusted to absorb or

_ roleasc coxorcial banks! roscrves, and thus foreing thea to rocall

f  and curtail loans or cnadlin; thou to malte loans 1 they so aos;rnz

tﬁ7,1n otlLor worls we shall asswio that opca marict opurations are

£ conductod aaly to cantrol tho. voluna ©of buak dagosxta in tho
?Lifeauntry, R v . ; T A

sae m:. ainsigz i*'zea "aney 18 mged"
. Sl (*ow'uin - 1)&)): Chci

,segwgmaapb Aachbetms “Ttahniqna er wunetarw“Contrul
ik - o (thns Va: :ins - lvul), Do
ik tary B akesY,




Be 'mmi.; i f;lw mxvirm :ont in "dm meu mmct ommtionn

w u Jﬁﬁll :m' :~.411a, Gontle: nce an z‘ts—{i;;

8 'soivo.w,, %ha S04 crcxul .,mn. 110368 cusi roacrves naountin; L S
g U osor cent ol totul O oposiise Thena PCSUPVES Da . e 80 dlatriauted i
gjgﬂthat gart of these ia in ito sreilscs aad aart vith the contral
| bankd, Dut jut to cticr they for: 4 por ecni of total dc»estta;' Sy

o ;t‘o‘ awa% ywaihlc uithumwls:;of caan n, ita c;mta ‘ure. :
Hi{LﬁA' Qbrﬁiikéli’

SOVeY. LB Lirﬁgﬁ&&i
7‘3' :1n;1ati@1nr~ Jr\sapv‘s'in L dory ol ria;a, widcis und lazcacsy
I tLo eontril bink cnare cdy the 8itunt. oo by ca.iau into ‘the opea

In olhicr weruS, L. coaicredal bani KCoud a cauh rutie oi U per ccat

*fﬂ/&'»ain eff?;c;?ii tv b

S If the sxiatiu volu*& oi ccana 1c tr,ni a»ieas 1n the
ecanez; 49 too sl to wairant tho srcvailia; a:ouat oi gur»haa'
13, and ca%dsgaeatl rilloctin, undcairusle

“pariiot or the uzo 4 ercg;nuc 12 ccll ac»arit‘cg. Lhuse. securitiaa

'fja;naJ 8 Covorninnte varaateed oF soverncat cocuritios such as
. opaasury 3411ls.  This lesire to scll scourdities oa thu yurt e. tha
" ecntral bank will be aade xnown throu,usat the aarkot. This saAe

may bo effocted ~hrcaq4 a dogutacat ol 43 own u.»,iall, scbap

~for tais purreso or an a@paintod a;oat in the aricit, - Private jf"*~
‘socurity dealers actln ‘as individuals or as a s;ndicato will coae

finto thc narict ¢o 4anc up these saciritics for ticiselves or on

“behalf of g bij; business cozganics or 1asar“ncu coanies or ! '

pooylo with the neces:ary 1oney to 8.ar0, I gsuch bujers have acoounta

with tho €0110rcial bank, a3 tho, Lnrnriaol; Qo, tha; will Jay for |
thoso socuritics with choquos dravn aa tlo ¢oitercial bank., The

asouat shown on these chequos will r;;radeut tho anriet value ot

2 "~ the scouritics, han tho cantral banx rcockves tho chcquea as

3 5193‘ﬁcata for its scouritics it will accordingly d.crcose the ;n,[fgff”7"7
- reservos®, held by the co: acrcial bnnk uith it by tha anount

~ suow on the choqm-

‘*VQ"hia is to singlify our anal; sls. ‘But tho tallouln dincussieu
; 0qua11;»agplioa«ovan 1: wo hava nore tbnn one com;ercial bank. f‘~“
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el 5o loa ' a3 ho eentral bank vus bzllxn to scu yoliw 0
Cooanlt csn»ractian nullisdc  in tids vl ru,.‘MJ; . ync‘vcntr 1
CLwidl setoan datoroct ratc Lﬂauéf”vﬂ Voo 1icnnls; rate! Lo
Ciseourasze bank borrouln; s or 6y sov o sleadadn Vgﬁlﬁa ea suwh
coaereinl bank vorrouin Se s rog *r.s 4he recdscowatin o bills taeﬁ*t
coitred bank con chavje a ad uur'rn SENLRLUEE oy 40 S n:izc asdng o
hil1oe The point is that in tho ;inal an:1;uis the ccn, 1 aaa& can

in e‘;cct uoatr ct uxQOaltB to an. ur,ruo it usquha, ;~

In ex»'ndin tho voluju 0L ¢ 05 itg. uou-xcr. ~§e efficnc
o ojcn narict ogcrations $5 verpy doudt Tule Inle:l, wicn the ceatral
bals buss gecuriiics thire ‘45 no juarantco that this uill lcd to an
;‘~rc so in coaorcial bazka? cash pozorves ot plonc an incrcaso ln
ir total dc0Gitd, Conaarcinl barks nay utilisc tho coain 0 room
x‘cir Jobts to tho contral vani or to cover risin, oucr:ting CXHCNS"Te
1 withsr €190 thctr rosorvc aay not facichnCe ~.loroover, wach tho
ceatral ban's is tryin; to dncreoso the casi risourcod or cos:or inl bonks
by purcanisin, aocar;txoq. the Ludlic =3 wlihrau cash Lroa conwercial
vaks in pandc vith a vicv ta. ulat Jox\ gt tqu would cali, hoar.ain e
tn t'at cyont tho rescrved oL eontercinl banis ‘may nob incrccsce ,"hiu.
for 1n¢iancc, hoppcued in the’ Unitc ~tatcs bael in 12 whon tho
“e'eral Poscrve Boaru's attoats to. incrc.se thec ccsi basis of
co~~erc1m1 banks wcrc ‘pcutralized to sbae cxtcat Oy large wibhdrawnls
ash zade by the pud.lc in fcar ol an coideaic of banik failurede
uvan i1 the centrnl bank BUCCOLS in 1ncr\~ain‘ ‘the cash rescrve. of
€0 m-ci 1 banla, it docs ‘not nmucessar) ‘follow that there will bonn
{ncroaso in total dCQQﬂitﬁo“'uhOtlcr or not ticro vill be an cxganuxch ;
in ucgosits vill degcnd on tvo faciorse ;‘ix ity it hceun¢s ‘on the
willin ncss ol ol weredcl banis to creata cutcatse IE councrplal
~;;;'3°551 ored 4he cconoaic and politi" 1 °¢0100n t. bo oo blecak
st the, vore unuilling to grant ey fur Ler loans, tho increased
conh roacrvcs ‘would sin)l* nat‘bo usad as tho basis :‘3? a further |
cioaaelon 0f wugdslbae & 1% alza dptiadd oa s V”ilubili‘",gxt
ol a buf‘icibnt nuabcr of :




xt wrg tev ,poo le coqsimr tho m»uro o»u :1 tia w:m,h to .
warraat “’c, coourgse to ‘oi.orclul banli creuu, thaa thero
would hur.ly bo aay incrcase in banl Jg, o95itue  Facold by @ Py

“siallar situation in tho 1,300, couiorcicl banis in 3:cat 8r£tain
. unable to in-reoso their n‘.v':ncoa, calared thedr fuvcctionts,
~ under such circu:ctances, the efricac: or ogcn mrkct apcmti.cnss
i uo,:oalt cx,;am. o'z 13 not at 11 ccrta&.x. e
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B and influenoce of cuch oporations vy widely from country to country.

§ (s only in countries such as the Urited States, Cenads, sraneeamm-m; o

B 1ritain does the institutional fraumwork perzit the ciploymont of Qpea

x:.akst @mtm as a8 m—nm dspesit peli@ mtrmt.

3 Memm,mhmtrhaaemmwu-dmlwmm ':ijf
capit.al mrkﬂ.a which have a great variety of securities for sale or S
purchase, loreover, eoccarcisal banks in these countries do not as a rulo

 allow tmumhmzwumcmuumammhm Excessive

cash reserves, for example, are rather uncomon because such excesses zean
that cocmereial banks are tyring up asgets in an urprofitable ranner. And
since they have euch well-developed finuncial norke such excesses can

easily be diverted into profitable echannels, Far hmt.am, in Great Britain
cornercial banks often extand loal wmmmmmmwm.m
in this way thay earn an inecce®, nerally do

turn to the central bank for :mm assistance, PFor exmple, this isa
conventional practice in CGreat Eritain, xm,mucmmm«,
tumtommmmmm&muomtmofm:,mmm~i
mm,,mmmmmmmgmmmwmmcuour nt.ralbnnkm'_;,

chr an mmt a: th MMWW m J. L. }m,
©ope cit., chapter Vo

200 Crovther f*fm m at raw' wexem%sh w- 67"'2 |



B .1 o sccond advance %o one bank in .

B C‘u,zda; not only 1o dismt. rate a L
B
¥ .te c;m actually be increased, 1In the first plice, oach advance of the
| contral bank to the coxsercial bank {e Rade for a fived pericdo: sevend&.vs:.
f . condly, the eentral bank chirnes rates tbove its bacic rate according to both i
{13 wount ard the duratian of t}xo borrou e Thus, 3_&};&. rates are churped hee
‘ Lonth; E‘iﬂl St
ll . i.ance, or an advance in excess of a Wmmt;p?cm Py mm.a

~ tn such countries open market . opera tmﬂﬁ:ﬂbﬂemig;“
~ant of central bank policy. For the remai ng paces of thia'ehapw wo sh:ﬂ.l

| | ivo an cecount of open rarket Wlicy in two oueh courtries, narcly, Oreat .
pitaln and tm United utatea, L is Lgormt for us to note right fron the 5
_w.;t t.hat. Al shallba isins osx sx.stztutmnal msﬁm am mble..s mf ,

mMmtwybutdevuepedmmmmthe e
"msandlmgemwmmr&becmmctummtwm S
oi" r.onotary tar snt in (reat Britdin to-day. By eelling or buying securities
zntheomnmmmmkotmclmganrwmwmwbmkmma,m
lL.ercby also reduom m &pmits or mat.mg an mvirmmmt m daposit.a can
wincream o

Incphﬂum m mt. pnucy as pﬂetim in Creat &'itm. m q
;omtsmetmmttom. In the first placs, the Bank of England which is
res;onoible for cpen market policy never deals directly with the uarket but
rat ‘Ler through a £irm of discount brokers rhose roprosentative becomes ite agent.

'elatteriammiammkotasthpumm W,mmn N
cenerally in favour of confining its open market operations to short-term
cocurities, although cn rare occasions it irtervenss also in the medium and
lonz-term markets, as in the 190st. Finally, such activities of the bank my
te carriodmtnith&hwmmofths 'opmbaakdcer* procedure or at the 'rmm
door's The difference is that Sn the foruer case tho preveiling market rate

111 not be disturbed while in glattermemehaet&ﬂma\dn 'maa
aommtmthnmt Mithumlfwmbmmmm
cueh trmwum a& m bn&k m, m mmmw nt doins businma at tae




oo b a J‘m‘, aks 1t kn (“ the
. Leans that. am ﬂ'i?a% doalu-n reo Lﬁinc’ say, n’ﬁ;ﬁ"::_.“”' bfm
'~,mtlﬂwm°twmommww‘%.ib\mxtatob\vﬂmmk
111 supply then with dsary casl witiout ispooing any penalty on tham
in @y vuye liowever, the Lank's operatop w41 taks the bills only ot the mte
corsidered by the Lank to repressnt the wirkot level!, oreover, it is B
cm.mn kmxlm that the Bark wil) u mau; not. purclase ary bills that stm i
l.ive & long ° o run until mturity, u.ae ‘e average maturity of &

~ pachage of bills that it wall buy sust be coparativ et - bl N Atrin T
‘ronthe &ﬁw ur m mu uy 98 Conparal 3“’3\’ 3*“"%3@: 'lﬁ&hﬁlm

the Bank does Dot pay oash to Lhe:. but rathar \rits Up their.deposite thoy Lold
vith it by the m&\rem&ed by the chaqucs, - Coroequently, wmgmb@ e
an apprecisble increase in the _cash reserves of corxercisl banks .nd this m-
croase can bo used a8 & busis for furtler doposit creation, 48 we huve el
rentioned earlier; mrmbt policy 4s a double-adge amc 12 the Bank

decires a restrictive monstary policy, billec will le sald, Tis will set up
corircotionary foreesand will lead to a sultiple cut in bank deposits, Tris
comersa pma«a esa bo m ﬁ ng the .'uma deacrm tn an em-lm cbapm,l S

Mmﬁmwm&md&muwamwkwhawm- o
deed a very profourd and direct influence on the market's ronstary eond:.um. S
In fact, if there is any cm:ywhmopenuket.opemumh..whmwsb R
successfully carried cut to eontrel the availadbility of credit it is in Creat
Britain mmmmhwmm’nm«mibedaamfectm_

. It h s wau-hm tact t!mt in Grut. m-:.tun tho mmutm ‘
corditions for effective cpen market cperatiocns kave for & long time bean
present, . mmawmmmme securitiss portfolio for
ite omatm,aadiummmhwummmtobe wpplmnmw
the opo:mm of m m Mﬁ nm. S

mmmmmkaaummgmmuemm
mthetm'lﬂ. In addition to a considerable muber of bill brokers and
acceptance houses, the london money market consists of 12 discount housss that. G
buy, hold and sell short-tern marketable securities - ireasury and- cmcm
billa u:i gc m tdth leu m five yea.rs to maturit;. SR

;




B capim wmm °«f mmum mm
,@,1rw.,t::.ont truste, & Scipanies, pension funds and “uilding m&etiea
| Cou.creial banks M 2mm W@s Lave teen known to invest in pove srncent
| gtocke FoR. jnetm. in 1961 the Iritish Insurance pramsu topether held wmf‘
~ ovor £1,200 million e! rovernzent stock, ¥l.ile co..oreial banks held enauy )
f ore £1,312 rillion*, The Lordon. Stock ivchanre also Plays a major role in
[ :-iing open market mtm offective, Its inpartance is shown by the tm
that rore than 9,000 different sscurities are arnenn; cuoted here, Ti'.eir
f nondnal value on karch 31, 194 wes neerly £38,000,000. (murket valuc ;;,
B :60,000,000,000), Sven i.nu Stroet, the z;.mnem capital of the umw u%&t@‘,
§  carnot boast of a larger dealing in m::k; » Frou the vm.pom of open. mm

violent flmum in Wiey pﬁm mﬂ mmat r 5). mj, e
in :.memat !‘&m il Vi ( ™ | a)! ,
m it hu s h:so mumax &ebt. te mﬁge

mmm&umpensMefwmmcmsntmmt |
poliey ﬂ.a Great mma 48 the raintainance of a tknown' cash ratio by cmem,
benks which is comstantly being kept at 8 por cents This is not a legal cash
‘ratio} but rather :it m been conventionally fixed at that level, This means
thatwmmmmmnmrmmmtummm,
loans when their reserves fall below it, Tids maintadnance of a ‘known' cash
ratiouam:mwakmmmdocmmgmmh ucuritmwwaam
nhwitmwaammbmdets. - ,

Reg arding the W tm' mtnl bank erﬁit it is not tla xmml
;raetmefmcmmmmmkmammmmmu |
irgland, nor do they normally obtain assistanco for thecselves by selling
socuritmafmmwitaamufmwnphwhwd»letmmuxei:
reserves as a result of a Pank's sals of sscuritiss, Thoumtm-poaeme

pmummmmwmkmmmmu This nay be a
conventional banking practice: this convention dates back from the time sm tbo
f&kalm“mcrimwothubm.andmmmwm 2
not think of borrowing from 8 rivg.tmwoﬁ, :;d borrow from the bank may be
thought of a2 & oign of wealmess purlio, public
~o§ﬁmoowbcmm lastly, wgatlmmmmnkm&nmﬂa
firancial less to comcercial banks eapacially when the Bank closes its back
dmmmmmeuammwmmnmmumm
a pona.l rm mbo Sh S . S |




y Lorrowine. airocm !ron thn mtral ‘bank m‘*‘”‘* this W’-mﬂ'nﬁ it

| coon Larket policy ef’estive in Great Lpiiaiy le SiRificant part

| Link crodit by ucans of rediscounting bills & Ipitish on

rarts with 8 coccereial bill it has onee mmf*‘ - ihe saxe
crply equally to (rearury Bills but after 1936 this 43 mo lo;’:rxb%: :‘223."“ -

| luineen the outbreak of he Second lorld iar and the end of 1 the Bank
(ory oftan provided cash Lo the burkiig mystem of buying 'lreaZusg Bills from
concercial bankss  The tm%u,u;u:b;,r)césstaatly presanting ITreasury Bmg t«a
tle bank for rediscourting, taey Loy ropnlerdsh any depletion in their
reservos bocause of the bank's sale of ‘socurities, 1lho effectiveness of am i
rariol polfey would 4n that evont be scriously urcsrndred, fowever, we need |
rey cxagsorate this foar, This 15 for two reasons, First, the lank of mmr
con clargq the ceoredal barks a Richer Louni lato for rodiscounting thelr
rarers! to rostrain then from takin- 400 Luch adventaze of this privnece, S
{ocordly, in addition to keeping & c2ek ratio of 8 per cont, & British S
corzaredal bank hes to malntadn a pecord Uculdity rule, It cust zajm.am s.u
tore liquid assests at 30 per cent.3 6f total uojosits,. Thesaml&uid P
cosots include its holding of Treasury Bills, Thersfore, apparently it cannot
¢o on rediscounting um at m aana maw mimaly a::ectm t.m se par
cent liquidity m.n. S

m Wag m tutm- inta m:ﬂmum 1% ia mt owia |
that opw zarket policy is an effective instrwicnt in (reat Iritain for
mrcmagumbmmmmmumewmwmm
used a3 8 full~fleds _éopouit miq irstrunant :or a loag t.mu. ; |

opEent mmhtwuquam-nusedmatmnt
of dcpeuta m m tho United ttatqs has a very bezinning though |
throughout bistery it has been extremels’ used as cucl Oringirally open o
'mmtwqmmmtmutdummmtmmtot
deporit control, Frem 1914 to 1922 the Reserve Barks boucht govermmert
| umit&sh%mmk&whbewotthe necessity to provide
thenselves with earning assets 8o that they would be in & position teo pa:; :
operaling exponses as well as dividends Lo the stockhclding member bankn Qn e
various occasions during the next few years, opon what. oporatm m g
&ploycducmetmmymsmt. SR

1 v ade mliar w mwmt
Instead, mmy nedd mey t!w rscan. loans ma ’
roum §m mm mm- pproach the Bank tcr mz. G o




| auwevery &mwo aul.hatm m M Sornao;
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| indobtness to Ue Keserve Parks, ?::m:&m Shabling tlom to repay thoir

| QLFOdcr:l oltzm Sy o engacod mopm Rleat Arae

g  inclrwen worstary poldcy. Loon, open

| o eff:ctive nears of kzﬂ.u»nc&ng the axi)zu :;r f?.z ? ;::?:?:ﬂ?ﬁ;:i’;gﬁ;”
~ Lix ‘ the open n::;g:n m‘ﬁ‘“ 10 meke roui rate clanres effoctive.

. ,cg operations have BUP,lartod, and not ol alv sine)aeadad
 rod iaewm. rate as an instrunont to m:'r;i“ wt:déugf,%"t“wmp"w‘m’ e

 8ince the strusture of the Federal Leoorve 5ys usually coze

1icatad, one- hxtsemung Quostion ro- firdiny - opan mkitt;ﬁ:y is gmfm;‘;,m

1o reeponsible for the fertulation of policy cucisions ‘concerning open narket

operations? Leforo 1935 tids probles yave rise Lo surious difficulties vhich

rosulted fron & lugk of ‘co=ordination in such activities, Dut &fter the pa.ssing:\f E

cf tko benking Aot of 1935 o open Larkol operations of the Foceral Lesorve
vetaa are copletely contralized, Ito control of those eperatiors is ;ihced

51 tle hards of the Federal Open [arict Coudttee? wiich coots 4n . .ashinten

overy three woeks, or more often ir hecassary, to roview the Mational buainess

rd erodit altu&uoa in the oconczy. 1his cxidtteo has the coplote and
Thal resyexwmty in deciding wkon ard how Luch of ‘sacuritiss to sell or buv S

i1, the open uarket ..m under what conditions. Its docisions are ::um urd ths
Lesorve Lunks are requir hymwwryumwt.; | |

, Sales nd mrem of seciritics for the Federal Open l.arkot |
Casdttee are offected in the name of the Systen. Open larket Account, part.-
fcipations &m whick are ccmpulsory and allocated auong the Reserve banks in
accordance with the ratic each Reserve Banks'® total aszsets to tle total assets
of ull leserve lLanks cecbined, All trarsactions are exscutsd by the securities
Uep:rtzent, often referred to as the !. srading Dosk!' al tho Federal Reserve Lank
ofIw!kaumwmwmlmnwcttmAecomtmtouan '
Officer of the m.m bank,

ﬂu ultimu ctroct of open market operat.iom on mmt.ary corditim
in tle cmt@y by the Federal Reserve System tirough its various Roserve raxaim ;
vill be vory much the same as that in Groat lritain; a purchase of securities
ty the Lystem will augment tho cash resorves of merber banks which can be usod
a8 & baaia to emta m dwiu and a sala of murit.ina um reduca Lheir 4

0: t.ho ?gder&l naaem uystm, m iMd..

For a deseriptm ef the ,k
achnpm 15. T O sl
s ozmd 3 ,.md@ er the seven mnbera ef ‘Lhe Board of C-cvemers, alw
a;:sa;pemtzrwm Przidmt of the United Utates and. ap;roved by the Senate,
and five representatives of the m«m mem Banks, The latter are olected
reside Peacm ﬂan‘m. e S




| aror tha Systom dn. thc oPan urkel? The fotaral Toserve ey an theneg
- __,_1 ‘tes Lhe types of mwitiea wi ich u oy' £.s,‘a§:1m"°:§f“ n.tg::yaﬁ:dcd

.Lfiﬁd as fallma

(a) ‘cable txamfera, Lar cers’ acce e
la pta.ma md bi.ll £ . '
‘ t-he kh'adﬁ um x.atarities 811".;1;1@ ,xor redtgcmgg dm

| ,"(b!) ~¢met eblica%iﬁns of tha u Gevar e A
et mlly c\.aramud byt . u. ment. oe mn “ oblkutim

’(é);kfiabl.&,atima of State end lseu;l govarrwma isaued in anucipati.w
,j;et tax roceipis or othur acsured ruvonue, wrich h.xw a mtwit-y
not zore tlan é Lonths. fren date of ‘purchase; ind |

- (d) bonds of the :aderal ba.m lortyuze Corporation of t.ha fadoral

- land b.mm, and of the iazs Oxr.ara Loan Corporation with mturitr.iia‘s"
mt. zn uccse ef 6 mtm tren ﬂate of purchass. T

Eankm' Mptmea pmvidai the ericiml mzms z;y ahich tbs s,mm
 .rtrolled tho eredit situation in the country. Up to 1932 the iystem pu:cmsed
cold & considerable voluua of accoptances in the open iarket. After 1932

s ioans fell into disuse. liowever, the rapid expansicn in the use of La.m\m' ]
a,.x.f,,tlmccs sinoe 1935 %0 levals eceoding 1932 ay portend its rivivale -
: h tlis may be 80, in recent years und even now, open uarket cperations hnva
Lot tr:maact.ad almost exclusively in icceral securities like Treasury Lillse
i very rare occasicns the iystenm may alco ceal in long~termn securities, In
cducting open market oparauem, the leserve icnks are penuitted to deal with
1o nised security dealers, bLig businsss corporations und fﬁmncm institutions
1ike cmmmwmmmm». ~ ~

Amther tm ot opan narket. omr..uor.a hl’ic!’* hes tecone ver;r wort.mt ‘
virco the last war 4s what is often reforred to as 'ropurchase agresments's
{icse transactions involve the lieserve Lanks and non-bark deulers in goverrment
wc'mitiea, and the initiative 1ies with the formor, ilien coney is 'tightt a

ailer ean eell @& short gomrment paper to any lisserve Eank at a spot price. -
“owover, he is obliged to purchum ‘tho sacs securit} on or beiore a stipulated
Yiral date at a ferward price, The distinction batween this type of open.
irket cporations and others is that in 'repurchaze a reencnts! a dealer io
veliged Lo tuy back ‘the sane wcwit., widen ghe sarlisr sold to a Reserve b&!‘.k

it soze future specified date, ‘lhe dilfererce in tke spot price for cne tran- _
wiclicn and the Sorw prica fcz- the other allows the aeserve Bank interest on
u ciZoctive loant! Lar ‘the syreuuents are set up to run for a period not :,
.se2ding 15 days- Lut ary agreezent by be terninited virtually. withmt. notiee

,,,,,

-4 tke eptim gg aim m”aaaler or ths Federal Ram. R
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wlum of dexmite 4n the Uniwd ttates gu 8y adztﬁd"f?ﬁ;“ c:ntrol ﬂ‘
J.Liﬂi@m' Fm Gf thﬂm al‘ﬁ &ﬂ fau%as '43 pO éﬁti&l

,,"(a) euch uperatim m Uw
o the a,ratem;
fIABE

'i'}“(b) tlere is the passxb.ln | i
TN o J o.\fx;.:' Do ft,
L mn‘émca w th@ 3;039“6 L XADS dma out

‘;‘(3) m.bw bmkﬁ ma,} havo 100 ruch- ec«ccaaive reservea; md.

- ,;(d) i eamrme out such eperauana. 1ho Systew rmot choose. betmanf S
:hm;zar rosulation of the cigh roserves of cutiisrcial bixdis on
e one ‘h.md and etebilization of irtercst rates on the athor;
dto ?-.,,a.ehieva bot. theso. am chultaicouslys |

Open w:.et. xz..y mad to a cenruct ’oit.h

a...ui.ng ﬁmz cial_;_

Th@ ﬁrst,lh&itauon; htdch wo i. e ’ubt 1icted is very roal in the e
ted Ltates,  Turing the Lcrean lar ‘period, for exiznle, inflationsry |

PrILcures wWore very. airoag bec.use of tho acct.lc“att‘d wxpansion ef bank

doy0tiboe cansaauenﬁln 'ma.m., 1550, the Uistew rede a reauest for

svmrtary co-operation in restrainin- credit. hh.zltaneously, m'a'ever, tha

‘renoury announced its attenticn to sell {13 billion worth of siort-leru.

cccuritiss.  The market would not absorb the issue, and to provent it frox:.

‘J.J.lin\, tho Lystem wes foreed to accuiesce in tho doiards ei‘ the Treasury ot

'y & large part of the issue, This evidently violalos the roat basic tunets

ol a sound momtn.rypoucy. _ : ; |

| mka i:t mm an. cmrcial tanks in the United States can

theoretically obtain financial assistance frow the &ystem throuch any of its ;
12 keserve Banks by borrowing or rediscounting bills, The fear in this instance
is th-t a sale of securities, for cx:iiple, in the open varket bty the Leserve
.arks may not have afy morked e:rect on their cash ratiot especlally wlen 1ts
de;letion so resulted can be offset by seeiin; recourse Lo lieserve Lanx crodit,
4 azein as in Creat Pritain wve neo? rot over-e.phasize tlis liazitation. For
one thm(;, borrowing from the Reserve Barlis by cazercial tanks in the United
‘tates is a privilege but not a right. Indeed, it was 1aid down in the Banking
Lot of 1933 that the Reserve Eanks can refuse, for cause, crﬁit accaiodations
even 10 & member bank that presont teligible! pd.per. . This was tho first lepal
recozniticn of a long-estaklishsd policy of the Ty ‘lew authorities, mwly .
tral the londing funotion of tlhu leserve Dasks chould rot te autcmatic but
chould rather be an i ity of the L}swx'a over-all credit Policyq
‘creover, in the Uniteed ,.tataa there has boen & lonr-esmbliahed t.radition
coairet continuous bofrowing ty ce=zorcisl banko,e - The (ystem euthorities
lice a good deal of whasis on the reluctance of conswreial banks to sk on

i.* eotecncss in their financial stctezentss It has often been asserted that. T
the aentimt against armdng m..ebtedmsa lead& banks to repay tha.ir barmwinas




‘us m wr:l.t.arl ut'xtes t.hc tr; ditien Mln‘ L R :
.:‘L con‘?.imzo ~ o

,*' "““;"2 "t‘g it 15 the policy of tho linserve I ke 2: 53‘&&& 1%3 wisluy i
i o oxvgagibmw of irirocuetn; *rro;ressive rediscount ;rt;' to. ’ '
Jorirain eonzere 1k8 frou ceekins too Luch .eserve Lank credit, In th o
cor)y 15708 soize Lesarve Banks eetually > . o

r usod reciscount rotes that e e
resolvely witg the volww of bcrrm;m by ona vonber bank, "t ts mg:::rgr@-
OVOr'y WS & amamd ax‘ter severe crjuu b the Lonbor b sy ot 41 S.; d

HOb rucogsarily mean th&h 1t e.nnot or v
n cricumstancos warrant its usen, .lf%lzgzigecxﬁna:ptg%: spoiian?
suk recorves throush rediscount is variations in the rediscount 3322 mxg
raledng or lowering ihe rodiscourt rate tho lescerve Lanks ¢ a;;m:e tie e;;ail. i
,nu or heserve Bank credit nore or lass com,:u ‘Loreover, clanies in me%}j{f;; o
codisceunt rate 8s a symbol of Fe'ural poldcy ney have liportant ps; 33&191%1\,
psy :
.m scts.  Thoy refleet the rerorrition by a croup of welleinforcod end
wovyonoible of icials of a ch.rye in ths credit cituations Tius 'ti lt? wrs;' o
o d:z.tic:za as eviderced by Fcher rediscourt rate L3y lead to a charged -
sttitude on the part of barkers tow.rd furthor loan exp. nisions aver '..l.cugt A
vertciore! berrowing rates my not 1'193: boriers ray scmtini..e borrowers Lore .
~refully cnd eldsinite the less cesircbls loan ap; ,lication o the exlont
‘rat tris happens, a rise in the rediccouni rate ray restr.‘mt changes in the
onay ‘3‘{93, evea Lhough mtwest mtes f_il tc rise c.wugh t,o carta:.l L
LarTO | |
Ao uot&d mlier, 1t. haa boen tha pract.iee af cm..srcial bm :Ln
‘reat Dritain not to keep cash reserves in e:ccos of the ratio wlich tley ~
re-ard a8 pmdent, that is 8 per ecent, And tiis greally enkances the effect-
ivencgs of open market operations in Creat Iritain, lLowever, the saze cunnot
te £aid obout Amriem comzusreial banks; in the past they often kept recerves
rrostly in excess of the legal recuiremonis, and consecuently it was difficult
fer tlhe Federal Reserve Systen to influence the volums of Larnk depcsits by
acting upon the reseives of tlie menber bunks via open rarket o,mrmt.iona. This
1izdtation ‘on the neem.ncss of open rarket operations as a deuce for deposit
centrol in the United States was tarkedly fell empecially in Ll 193Cs. ut
the System authorities were ‘not willing to let tlds vitiate the effectiveiess
of its open market sales, Consementh. the Banking Act of 1935 was passed
wiereby the Poard of Covernors of the “ederal Feserve .ystam is autheorized to
Jcrewse, vhenever necessary, tho reserve ratio of me:bar banxs up to ceriain
iuits pet up Conresss On suvaral sccasiors since 1536, especlally during
and since the Second torld lar, the Donrd increased iie reserve ratlio of
~arkar banks §n order to reduee ‘the velune of deposits crastically. Thus kin
the event uhen ‘eash reserves of comzercial banks are undully e<cessive TR
uriationa in reserve recuir esetts cun Do uced to moko open market oparatignsi TRV
¢frective,  'Dut this is & weupon . for raller eﬁceptim&. circunutencesy
srdinarily the amourt of sparo cask in the Uysten as a viwole s ﬁn enou.gh
Lo allcw wa authwibha ‘.;a mly on OPGXW&“ QNra"im alnm

and ma imuy x.arket.t




4t makes in tle opin nirket in Tixing thuse reservess will affect intercst

'Ihalut nd mat aeriws, 15.: itat.icna ef opan markat pouc,, 1., t!ut,  ‘
foruidatle povers, tha .yst.ea. has to choose. whetler it

bertiino the sise of the cusk rosorves of the coruercinl banis or ...o e
- fix :lm.eroat rates; it ¢ ot arbitrarily fix totid, If the ¢ tystom wents to
- fix their reserves, it Eust accopt ths consecucnce that tho rurchage cr. s,les ERS

~on socurities (ard hence their pricee), For instance, Af the Cysten wisles ‘fjte s
 reduce their roserves it will ‘probably hmra to conuuct considerabls sales of

. securities; these s:les um, of course, result in licher intorest ratcs (arnd
~ lower security orices). Though such an action is desirible Lo check an-tiew
- pressures which rn.y be presont, if may be: azainct ordinary jovernmunt polic_,

. especially when the !‘ational Lebt 45 lwea ard the Treasury Les & "sirong ine e

contive Lovard asa-ﬁinc up the selling price ol overiuant ionds - in orcer w

- keesp interest ci: +rg3s on the dstt low: and prevam. Iiraneial e.barrassucat ol
financial hmtitutinns hcldir ‘goverrzort | onds"2, Conirariwise, if tlo o3 ..taﬁ
desires to £ix irtoroct ra%.ce, as it did fron Dcce&.ber, 1541, to iurch, 1551,
44 rust acespt ilo consequence that LLe purchases or s: les it mikes in fz=ing - -

~ them will a.rfaet the cash rocorves of couorcial barks; and 80 the voluua' e.r

- bank depaeita. Fe@ wg;,‘ue, At the tyctez vishes to fix intmst. rates at a -
low level ‘bec..usve ‘of the existence of a larce ! lational Leot it 411 prab_xbly
© lave to support the cmeswmdéin_,ly kih security prices by extensive R T
_ purchases of securities; thuse purchases will o«pord the ecoh reserves of thsﬂ i
 commercial, thereby tmms to cause a big expansiun in the money supply. =
~ For obvious reasons this tay not be compatible with existing econcmic o
“conditions. Under such circurstances the use of the open-iarket powers as an
instrunont of monetary zanagerent le caxplotely vitiated, Ghis particular o
, ,linit-ation em nlso laad to ::uch conﬂiet between the 5;mm and the Mwury.‘

o Bncam et 311 theee ,,otential 1L.J.tat3.cna oper: narket opemt.ions
in tha l!nibed States huve oftcn been srid to bo lass: p@fect than these in .
Creat Dritain, ‘Neverthelees, open market policy is still a very joweriul
~ instrument of deposit control in the United States. ﬁhin has been- prwcd by

1t.e mm use dwi.ng the Laat m deeades. e
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wart h‘w thm ecuntriea w tm'e in*:le.sted in the meadmg chaptar;»
i opea mket policy 4s lardly used as a full-1lodired instruwent of deposit
" control in any otlor country, ior excrple, thia is the case in Louth and mst]
‘Aeis and latin Aerica where mout courtries are very w.ierdeveloped, lrdeod,
- in soie of these urderdeveloped couriries it is not use: at all or \..l"cre‘h e
~used as cuch it ponerally eorvoe to sup;lemsnt in & subordinate manier othapr
,mmu such a3 variations in reserve requirmrt.a or discount palicy ar
. some forms of qualitative controls, loreover, in socus uﬁaurdevelaped A
“countries where open markst operations ara conducted to ary extand, th a;,* are o
" primarily sneant £ supporting the prices of povernzent securities rather than
 regulating the voluus of bank deposits. One relevant cuestion 1s this: w is o
4t that open mrhet policy ia 8o rmly uaad as an. instmmt. of depnait "
cw L

f Mmmxmwwm,nwsmlm,mmk@poumuof
| ,ut.t.l.e w no lxportance in man: underdeveloped countriss. In such countries
~ the lack of a suitable institutional (and not so much legal) framework is a
- gerious barrier to-the development of open market policy a8 an effuctive
instrunent of ronstary jolicy. ihe first ticee coniitione* wlich are respons-
 ible for the effectiveness of open market operations are hbsent to a large
degree in mderﬁevelopw eountries, Probably the rost irportant srd Lost
| fraqnent. obetacle is the lack of woad and active onsy and oapital rarkets.
for exa:ple, in the rhillippines open market opera.t.iors have hzrdly besn usad
becauss tlere is no bond market of any consequence, Iurthermore, ileroe is
 peactically no merket for commercial bills in most of these cowitries, The
‘absence of such financial narkets, &c we kave cean, L.paira considerably the
‘effectiveness of such operations, It means that comvercial benks tend to - s
- operate uith too ruch reserves and their cash ratio will comeoumt.h tend t.o W
 fluetuate widely, loreover, security doalers are hard to locate, Cranted
 tbat in scme less underdeveloped contries tiere exist soue forms of wcuxfitiaa s
parkets; but the latter <o not poscoss the capseity rsqaired fer t.ha Ly
e l‘fscox;phtien of Larso deala uzm a msoaable period ef d.m. el e e




7 tledir

: ﬁ;{nf‘om, to Bl ocu;.,;c.z..,l lo 503 Lo tho o X3 of ienotary 8tability. JG&«

mren u emtml bmms finc# 1w :cesitle to car thro! ' uw roqui:ed b .trr BRI
o 8sllin;, trancactions vithin & reaconatlo Puzod nf%&. these will ?&wﬁs o
“subst Jatiél fluctuations in sceurily pricoes, bosauen of Lhe nerovness of
: ,ci.al dirkets,  tuch fluctuations in cecurity prices ray bo very
‘urlealthy I.n thc Lirst instar ce ey roy involve cuntzral Larks in mhx,u..r-
" alle logseo. il ¢ifllsulty Loy et koo dnou erulls s ‘earAiral banks cua

. ever, suel.: ﬂuctuatic.‘s in se".‘.rii.;,' pttcos lave e.ntre..ol; disturbin: effects ‘
~on other parts o ‘zecurities norkets, ‘liey ray make the invesbbrs, both sctual
- and potcnt..z.l, of zuch sec m.tiaa rervo.s iLout thc BTN etabinty of Undr

" h.veam‘...n, nd hia. of coursy will reiurd Lhe dav :1ojont of good aemitma?

- zarkets, tle vaxy t)uﬂw uuﬁrmv.-lcgei couxt.xie.s lt.c... «Greover, tie

= Trascury way aleo wblect w0 a polley: Ll Loy cousy a.uch ‘-..i.c.e nuctuaums in
o sscurit;y prices at maw.xicr.t tie, Jor onu L;...n e, iy reoult dn a loss
el confidernce in coveriuent sewiuss, fa:- a!xm.:xe. ti.e;r my inmase ths r.sst, I
N ser\lcir.., th.. ¢...t.i.m.a.l D\.A. S ; :

o ‘I‘N l‘..‘ited . ..ract.er of Lhair s#cz..rities m.«:ats wul.d mt l'uw AT S
3 'mt%e@ed Euch 62 Lost occuslons if con.erdiel banie in suck cowtries wairm
- tainod fixed cazh r-tio, In tlese. couriries cor.ercisl b.nks have not adopted
~ such & practice. Initead, tley are aciusioied to se:ing ccreiderable fluctua~
- tious in treir cask ratio ard Lay consequently rot react clizges in their cash
hal;x;:ea mu.,ht about sm:h open uarknt. Opﬂrmhi&nﬂ ga E ;:ess.ﬂ.la in t.Leaa
nar 80 '

‘ A loaa miw d.fficultf ia t‘at in sare of theso cmwtmes a
aufficient volure of securities zuitalle for open tarket cporations ray be
lacking, ‘Lither the Central Dank does not posoess cufsicient volums of = =
cecugities for szla or the rarket hollirgs of securitics cliziile for c.cr.t.ra.l
“bank purchase are wery ennll. Iut thls ;rollox cun be .vercoms eisll;
logislative noasures can be tulen to emble ceaur...l b..n.k.s to iw.m Lielir ownl
securuios, as i.n Ce*lan a.r.d ..eutt. Yoreos

| Mhaps ) tl'ero 15 cne favouratle factm‘. I.n mny of thesa umler-
develeg:od courtries coucarcial Lanks have not yot pot into the fabit of
o ; re.ulirly fron cantral burks or r,d‘t«scourtm thoir bills with

Lhen,  Thie noano thai tho romu.b..litv of ou...:h ing central bunk credit to B
: ]otfaet aL: ucpletion in thsir cush 1 servea zo & result of & sals of aecuriuea:
 ty central barks io preecluded. lessver, tyo rolnts w ick Zay urderudiie this

S tnvourablo L.ctor glould Lo mentioneds Ln the Liret ploce thouzh thoy have

ot yet got into the h.bit of obtainli: finunclal aseisturce iren canird b:xr.};a;;

| ﬂ't}m is r.ot,ung to prewr; ‘thea frou csoinb 20 whercver nocess: TT a:d Llierety

ey ¥ replanish thedr cash balances. Secordly, iost ctnioreial buinis in \méer-

fi devclored cuwitries are feraign=cwned rici: Lrstitaticns with h‘.ac:.wzrters

- abresd, wnd they can transfer watover wridn capital they need frou them a.t.

any tine. In other wurds, they can replunish any dejletion in the cash
‘rewws that may rssult froz a central t-rk sule of sac ,;*itias in the open
o: them ditricaltica open. markst operations have hardly
arily to. con  volume of sposits in underdeveloped




i mess of open Ruriet ogoruuwm i ue.ylon ©oas Lot suftw Lroa & lick of

- pecw dtios, lhan u‘a Lu.t.ral g bl o sull vecurities tu influence

o cotesredal burk resorve » ils sioch o Lhen would be a].mst m‘a&bt.ﬂo
. This is Locouse tho lawl wutlorizes tho Uentral Lank to iosue ite own

. _¢In Co,,'lan ua an.dtary X.ma' Act ai‘ 1?1.9 suthm'izes t.he uee af opea
k__»rwm.rke%gjoperatim Ly the Contral ank 48 a weapon of central bank nor. ary
- policye iost of tlLuse operationa are curriod cut in Colorbo, The clicclivem

securities, Appwm, ‘his is the cnly point 4 fovour of open wi@t e
. operations in conneciiun wit) 4ta use as an irslruzont of deposit eox.tral. e
~In any cuse opon narket opursiions lave been concucted ouly on a licited

~8culey und on the vory fow occusiuwie in rocont. ‘years vlien such tmna..ctiom
g wory Qm::@d out t-.h@j ngcg w&.t’ x,r&’arj_l’ ‘Lo st ort the priﬁﬁﬂ of (m’arx: !“t

~ securdiides ratier than to rooulite the vol.mo of bunk deposits in the COdlrig
It e ot difidcudt for us V0 woerstand why open Larket aperationa are \.nlixel,
»tft.o be a wox ﬁﬁapuh oL wmrul ior the wnu-al L.mk of ceylm. R

~The wht. Sar aeca.iu.es m NQ].G& ..ao s vary mrraw and tha busiz.ess

SEN dem 5.3 h&rdls of wy SoLscquence, - 1If the Central tank desires to conduct

N nparatiom large enouch to lLave ary ~iruedlale dijdet on the cammerci:l barl P

" they would uost likoly upset the mrkei. by ciusing wide variationa in the

prices of secukities, s in the caso of o5t urdordeveloped countries Lost §i

 these eecurities are ti.ose issued by the Goverrient. ‘ividently, the Ce;lonese

Covernment does nol look upon tids vith approval since fluctuations ol prices
of govertment socurities Loy undertine public confiuence in ggvernment
'mcu:iuoa and tuey W :hamaso tls coet of servic;mg the l.at.imal Dett..’

U Mthm, Umre i.a no suck. uma‘, a8 a ﬁ.md ratio betwean cash
rsmwa and credit u;:cr..«t-.:xm in the comasrcial baluidng system of Ceylon.
Tie coucsreial Lanns Go niot operate on a constant cash tuiio, and tnay do not
increase their loans zsrely becuauve thoir csash balances have risen. in ary
case tlere is little or no eviduw.cc Lo show Llat their credit poncy h.m been
datemim hy ewmgen 1n t!s c&ah rat,io. L ;

. As rebp.rda tk.a erfic.w,y of open Lari: ‘ot operatims 1n Ceylen, 1t.

; ,,fis vary drmbtmul vlat the Coniral Bl can incrsace the volume of de; osit.a

~ 4n the couniry usroly ty tusirg a2 sourities frou ths uarket. Any puru.aaa -
- of securitiss by tiia Centrai Bard can ordy ‘laad to a sit mtien of L ‘3
fhyper-licuidity’ in the couwarcisal bunkiaog s; ’sta&: since the sccpe fer o

lending 18 suveraly z‘eatric‘..m by ..zmh.ut....x.al i‘..ctora and economic
 tackwusdross of the econony. On ths cthor Lard, in a boox tha Central

 Bark can, of coursa, prevut!. an increase ths :uhey supply by aking crcdit.
: """*~'suf1.miazztl:* scurce tlrough whalover sale cf sscurities that is possitle.

 Bowsver, it is Mighly guosticnable wheiler such & poliey is desireule, S
e Lor 4t is ' “only during boou pericds that ihe internal econony, normally FRNN e
. sluggish m mact.‘.vg, mmriwce a nliyxt ir::reasa m ter..po of ccam...in S




"”%ﬂ;hmomtical i...po. Latico of Op A z._ kot ogm.r.t,ium as an
- dnstr ORY of ceriral Lank LonGhar, polics tas long teon reilized In
S Mstw. " But when the Sgatu Lok wey got vp oy blo tartend Iead of

~ Pakisten u"N wad AUy WY koreol for socuriticu, Covarraent as \mll i

- private., Indesd, al tie tii: of ile mtilliihart ereuritizs of tha
- Governiout of Pai. istan wers col uic*az*vd uE Wairee Lal,lal. £ erofore, ) o‘ sn

developnont by providing reuscnaile ﬁkyim totie rarkot and by t::;'mee«st-sz-

. ,N:mrkdb oparaticus werd ol of Ly Loostunc ;-Jt frar. Lo bu‘,ixmi:.,_,. L |
- but tre ttate Bark was uvt ;&tws.~s«, Lokt Wit e sbe:d es Lhoy wure. A8
- & basis fur open murkel ope.ations si Dienicus attenpt was rads £9 dc.ul»p =
. a market for securitiss. Tus State Du k eu. ciderably ! olped ite eorly

dng tle procadure for thy purchas.e aud scles of Govern.ant eecuri.tiea, s

 since P&xuuonf Le corvral ungd ,mw.em. chc.n‘mntz; Tuve tloalod &

- meber of loans alu tiwrs s ot prosent a wide virdety of puturities ‘L‘j
e ,;Wﬂinﬁhh for trad.rge  4ho Suvoaopi nib of tho wi. et Jop gocuritiss in o
'_Mant veara m u.}.a prov..s..ea voLe b:.sia fcz cpcn L&"J"!xct o;eralieas.

e, Ssvw alass, e m.eck o clancs :{n ?’:ﬁaeﬁ is atil too narrew
,'te m“ any largs scale purchascs and ‘sales Lo exert the desired iupact

 on tle banking sjstam. b-omover, ‘ite naiTLWNCOS L4 COUSSe an enoruous .

| _;wiatim :ln t.t.a pricea Go;ma«»;.t. aecuritasa and tht.a diacuur&ga

me mket. i.s w.nittudly nSrCoM but such mter.ertmn 13: tbe x&.r' et.

by t.he State Bauk 48 important. This is bucause econonde activity tazpo in
Pakisten = and hence the dacand for rinw.ce - is 11,37 ceasozal.  During
ft.!:al:amyuamue causerc.al barke can use &ll ke renar Llhoy can liy -
 Lands on. ' (n the otler Laina, tlLo ulack ssason is aseociated vith @ worked
_4neresse in their cash balancus. Un.er such circucstances the State Dank

has been prepared to tuy sccuritios fram o camcrcisl banks during the
busy season witih hbo prwy aiz to supply thox with uore funde and to sell.
securities to ‘them when uheir cuoh bularcus risa. The p. ccedure under ‘
ut.ich such Arancacticns are carviud enb is cererslly thae sano as that in o
 Great Britaiin, For example, thc State Dari hcs ite own engcially-appointed

- brokers in tl.e zarket, and when it warie Lo eell Jor buy; securities its
- brokers are irnforwed ulout it s it laaves o rost to thre warkset to nake

. use ‘of the fzcilities ofrerad. Su La such opaatione hava only bsen oL &
' very smail scale ard ave cor..timd aluost a.clusively to a.pprcwd brekers and
o cthr mt.ituﬁoml investurs liie the emarcid banka. m. t.ha procedura
. m baaia havc aofs.mtcly been oamluhed. SR A I e el R e

smml Bankins m Pakism' Mera.l Lcamla
mar Octey Ly5he pge 37, -




Uﬂ-l%biu is L. 1o W .:.i‘.w z.t Locks ou.er Was cx-dewlopod

;‘yﬁcmztriaa vo lovo tantion o in 80 fe.:- 35 Lo ue o1 °M barkut. polic
" ;f’:,is conemwd. L e A

DR @an x.ar..at. 0 -ara!.e.cz 5 e \u.r‘ :.awl) h&esd to co:.t.rel tks
- ?VW °1 duposits in tide country. .L .Lovor opun tarket sales that
. bave. boen nude oy were used to. k.elp thu Coverr.cnt to iinance its s
- developuont pm“,ucta or 10 su; ot U i iche or :w»ez'rmrt bonas: rm.i er
o tlen to influeice Lia volura o4 e, sslio & Lia cwn«ry. e rcad m‘&

o ;;lsavo to go far QQTE»QGA 83l rascons for. aua state of a..fa.‘.rs.

v & ,Ofla..s.za'.l. uha:dw‘le,;w c au,zueu, t}c ruaeyr :..nd cmital

~ maet.a in tids CuLily ars vy rueluantay A ssmcwro. ;Lis 3.5 a

- fupdanerdal proble:. lncices et cbla wiich 46 Lloce serscus is the
cavaidabllity of sucurities for tronsactions, Siaougl Yarious: naues

. of Treasury Ills ths Govcmnt., Laa done Lick to enccura;e market -
- dealings In scowritics, wid Lhle w411, ui course, halp to cevalop sore

fully :n..mm wark:te in this country. levertieless, nost of the

o securitivs are arcarury Silise Finally, cuu.arcial burks in s

~country are very sich insivilutiozs with tleir lLeadquariers abvoud. Tnis SR
means Lhsy can i.ra.xw.er whansver v.oram,, oayita.l uh}{ neud &‘roa ti.am -
,at w wr.e. :

' For an tham maaﬁna, opan mrkat pclic" is consfmered m
;!‘.alayuia. a8 & weapon of nonstary plicy of the future. IThe Centra 1
Bark of lalaysm dapends nore on ldirectives! Lisn any olher Loans 4o
resulate monctary corditions in the econuiy. %ho use of 'ah*mtiv.:s'
| is woa'l, onhnnced by t,ha facy that A AT l.a.rk can sceure co-operation
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s 'l’he . ola tenar of ti.is paper Laa been that, as a. mapm of
‘Wt mml in particular and credit ecntrol in permral ofea Earket
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