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HIGHER INTEREST RATES AND INDUSTRIAL GROWTH

Tue Assva,  HRerowr  of  the
Reserve Bunk of India indicates
that the over-all growth of fudus-
trial prosluction in 1974 miay b “in
the region of 3 per cent, as com-
pared to a growth of 1 per cent
in 197" As regards the outlook
fow 18753-T6, the oo Higng
il revival of the m&m depres-
secl capital market.” Unfortunately,
the signs of revival of an acknow-
ledgediy depressed capital market
are ot apparent to the noked eye.
The dear-money  polioy  initiated
v the Reserve Bunk in 173
anel  intensified  during 1974
has depréssed the share market.
The possibility of raising new or
alditional capital from te prms-
pective or pwesent sharebolders is
even less than  dim, Heputed
companies "with solid assets have
shown preference to horrowing at
wsurious rates of interest rather
than risking jssue of additional
vapital or even debentures. Tt is in
this context rthat the effect of the
recent  increéaze in the interect
rates by term-lending institutions
like the LDBI, LFC. State
Finance tions, ete,, has to
be Acoustomed  to
package deals in  recent months,
the industriglists were waiting
with eager expectation for some
rebuxation of credit enrbs and
easing of interest robes to enable
them to fight stagnation in demand
anil to stimulate fresh investment
anal  chiversification.  Instead  of
relieh, ull that the
pot wis a further rise in the ins
terest rates by the term-lemling
institithone |

industrializts:

R.-VENKATARAMAN

The Reserve Bunk believes that
the deceleration  of inflation in
L7475 pil  thereafter s due to
tee cumubistive impact ol strict
manetary amil fiseal policies, Fiscal
measnres like sadditional resource
maobilizition by the Centre (Rs 690
vrores) aivd States (Rs 358 crores),

[
nilsary depasits, im unding of a
:.]'.'l:rl E t||l£ il Tnd limitation
of dividem! have had a positive
effect on money supply. The Bank
claims  that  interesl rates have
emerged as an importimt  insten-
ment of | oot managemit
aned that interest rates which had
been levered up to a considerahle
extent I'|I:1 1974-75 !u:ltl the twin
elfect of imparting diseipline in
the use of credit and aiding depo-
sit mobilization.

Justibying the high interest rates,
the Annual Heport of the Reserve
Bank stutes: “One of the promi-
nent  aspects  of  inflationary
peychology is the attraction that
the expectation of price increase
gives to the accumulation of in-
ventories, [t iz of wvital impor-
tance in a scarcity economy that,
apart from  physical controls on
distribution, the cost of holding
goods shonld be maintained at a
sulfficiently high level so as ta dis-
conruge  this tendency. At the
sume time, it is of equal impor-
tamce that the return on bank
teposits shonld not be allowed to
drop to such imattractive levels,
in real terms, as to affect the pace
of deposit growth.”

It iz olserved  that  the time-
cheposit with  banks

Iﬂ.i'-f-ﬂ'lﬂ‘l‘ with meassures like com-"

"hididing levels  of
increased by,

Rs 1107 crores in 1975 over that
in the previous vear. While the
immediate  and  divect impact of
ligher deposit rutes For attracting
more gavings cannot be question-
ed, the over-all consequedice of an
upward revision of deposit rates
and lending rates on the erowth

aned expansion of industries has to

be carefully analvsed, The Fifth
Five-Year Plan, dealing with the
poliey tewaeds private fnvestment
wnel snvings Lo stabed ag follows
“A policy of offering Ligher in-
terest rates  on  fooncip]  ossets
needs to e corefully considered
for channellizing savings into the
handls of public  fnancial intes-
m%diuﬂu. h'l']:e E.'EEI’.“; ::E]snch ::_
pelicy on the aggregaté volume o
saviﬁi: heing much weaker and
less - cortain, sharp  increases in
inferest roles are neither desire
able nor  feasible”  (emphasis
suppliedy, The incrense in the
interest rutes effectad in July 1874
anel again  during  last month,
conpled with a seven per cent tax
on interest  income  from  hank
Inans {which itself has pushed Hip
the cost of credit by one per cent),
have weakened the capacity of
stock exchanges  to ehpnnellize
savings for Industrial expansion
and  diversifeation. It is  well-
known that  several large  com-
pamies have, during  the last two
vears, delersed their planned pros
jects not only due to the tremen-
dons increase in the costs of row
materials,  machivery and eguip-
mgnt, Lt also becwse of the for
; interest eabes.
A perusal of the latest halance-
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sheets of lupe and medivm in-
dustries reveals the large increase
i their expenditure on interest
puyvments. To cite a few instan-
vos, mterest, as an item of expendi-
ture, increased from Rs T3.8 lakhs
in 197374 to Rs 1061 lakhs im
1574-75 in  the case of Tata
Chemicals, From Rs 167 lakhs to
Hs 213 lakhs in Premier Automo-
hiles, Rz 6836 lakhs o Rz 12781
lakhs in the cuse of Brooke Bond,
from Bs 239 lukhs to Rs 404
bakhs i the case of Armoa Sugars,
Rz B9.7 lukhs to- Rs 1096 lakhs in
the case of Colour Chemicals aned
from Rs 464 lakhs to Rs TST
lakhs in the case of Tube liavest-
ments of India, The larger seere-
tion to  bank deposits- through
hicher . interest rotes is offsst by
the loss to investment resulting
from the deterring influence on
the capitul market,

The Reserve Bunks hesiz that
inventories  are  acoumulnted on
the expectation of higher prices is
ot best o half-truth, Other fac-
tors, such as the rising cost of raw
materiale and  stores, nncertainty
in supplies, recourse  to Dlack-
markets for procuring scarce raw
materials and frequent power cots,
ara some of the other }iu-turs -
tribting to the sceomulation of
inventorics.  Today, the siteation
is ruite diffarent. The major
industeies are foced with the pro-
blem of awcumolution of stocks.
Cottom bextiles, jute goods, ferti-
liwer, coal, steel, automohile and
muto parts, tyres, maoching tools,
paper, tobaven  and  other sindus-
tries, to mame a few, are faced
with an scute problem of morkel-
ing their stocks. The cost of
carrving large mwenlories  is
weighing heavily on these judus-

Completely now  and  sutomatic equipment  for depositing
intermal  aluminiem and other metal coatings on the: glis
logths of reBector lamps has recently been mtrcdoced 1y a

Hrifish company.

The process—one of the most sdvanosd

of s type in the worll—mmkts of three mnchines which
carry out the washing, aleminteng and aluminiom . dissolving
processes,  The washimg wnlt heated  wabter jets o emove
all traces of BITASG, fibiee |:|||:|'|‘||.‘tll":u il malt deposits from the:
gl buile, while the secend mochine deposits o unifonn
pesatipg of aluminbom o cover the inside sorfoce of the Llbs,
The turd machine (shown herel romoves te reflective coat-
ing Troem the crown of the balls t posboee the whmbiey

thromgh which the light beam will i

Au wevurately

miegsured amwiomnt of dissobving sofuebion & anbmsatically Lol

into each lwlls ond & sibsespestly pumgeeal oot when th
rospisirod. windowe has been cleanad,
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1ries,
ability of most of the industries
is shrinking Fast doe to gubstans
tial escolution of costz, the high
Bk churges on thele fnventories
operate as a crnshing burden,

Thir emse For high rates of in-
teeest s ulso justiied on the
grennel that in an economy like
ours. whicl i short of capital,
witstelul vses of cupital should Le
prevented and  investment in low
priovity o low  prodoctivity
sehemes should be  discournged.
While onge bos oo quarrel  with
the above principle, one wongders
whether credit soueess and  high
cost of credit aee the appropriate
metltods for uchieving this objec
tive. The desired goal of divert-
g nvestments [romm |.|:|w—I:|r|:|’_|rJl}"
andd |-:|'\.-..'-J|'r||-c|||-::1|".-'il_',' sefEmes 1%
résclied Lheough inclestrial licen-
sing, control of - capital  issues,
determinition of prierilies ba.lbe
followed by term-lending insti-
butions andd the like.

The use of interest rate as an
instruoment for  channellizing  in-
viestment i privrity sectors is not
anly inopportune bt also has the
ele’eteriony effect of increasing the
eost of production, High interest
rates have i|1|.'|.’1'.'|i!]3( alfected manv
consumer incdustries and the mia-
dle snel lony incrame uchlljlr heising
sehomes, The small-scale indus-
tries, comprising over two lakh
units in the  conntry, love - bean
fincling the Liels rate of jnterest a
sovere  doterrent to thelr growth,
Crovernment spokesmen indulge in
appeals b the idustey 1o lower
pecnmulated

pricos, clispose  of

stocks, reduce  invenlordes  anc
step up | employment.  Only  if
demand s stimulated  and the
imclustry is it on the  wheels
wain,  will these  appeals  have

any  elfect. The stagnation in
el iz |:n't'[|1f_"iri:'{ inchastrial
progress Lo :|_’|t'i.ll-:'|il'|j.‘|I halt and
iniless prices  are reduced  and
bremght within the reach of the
crmsiemer, the conditions will not
climwe,  The hewvy excise duties
pugl the Digh eost of credit are
some of the  major contributory
Factors  ta  ligh prices. Ib s,
therelore, necessary that the Cov-
prnment  shoulid “examing  those
bwe Toctors angd  oifordd velicE o
e poslnger and the consumern

At a time when the priafit- v




