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During t h e f o u r t h q u a r t e r t h e Japanese a u t h o r i t i e s found themselves ab le 
to r e l a x t h e p o l i c y of monetary r e s t r a i n t which had been i n t roduced i n J u l y and 
September of 1961 t o r e s t o r e e q u i l i b r i u m i n t h e ba lance of pdymants and t o curb 
e x c e s s i v e domest ic demand. In l a t e October t h e Bank of Japan decreased i t s b a s i c 
d i scoun t r a t e from 7*3 t o 6 .935 p e r c e n t , changed i t s system of p e n a l t y d i s coun t 
r a t e s , and lowered commercial bank r e s e r v e r e q u i r e m e n t s . On November 27 the b a s i c 
d i s c o u n t r a t e was lowered aga in t o 6 .57 p e r c e n t . 

Money market c o n d i t i o n s eased somewhat i n October and November but f i rmed 
i n December. Sho r t - t e rm i n t e r e s t r a t e s l e v e l e d o f f i n October , and bank c r e d i t , 
r e v e r s i n g t h e p r ev ious t r e n d , r o s e a t a f a s t e r r a t e i n October and November t h a n a 
y e a r e a r l i e r . New i s s u e s of bonds and deben tu res in October and November were a t 
modera te ly h i g h e r l e v e l s t h a n e a r l i e r i n t h e y e a r . Fol lowing a two-year low a t t h e 
end of O c t o b e r , t h e s tock market by t h e end of January had r ecove red t o t h e mid-1962 
l e v e l . 

I n December, t h e Bank of Japan i n t roduced a new p o l i c y which a l t e r s i t s 
c r e d i t accomodation arrangements f o r commercial banks . Under t h e new program t h e 
Bank w i l l p rov ide a l a r g e r p r o p o r t i o n of i t s c r e d i t th rough open market o p e r a t i o n s 
r a t h e r than th rough d i r e c t l o a n s and advances . 

During t h e f o u r t h q u a r t e r , o f f i c i a l r e s e r v e s r o s e by $121 m i l l i o n d e s p i t e 
a $100 m i l l i o n repayment t o t h r e e American banks . In J a n u a r y , t h e a u t h o r i t i e s took 
s t e p s to d i s cou rage Japanese borrowing ab road . 

Money marke t . Money market c o n d i t i o n s g e n e r a l l y eased dur ing t h e f o u r t h 
q u a r t e r a s n e t Treasury d i sbursements and Bank of Japan purchases of government 
s e c u r i t i e s more than of fse t an expansion i n bank n o t e s i n c i r c u l a t i o n and a r e d u c -
t i o n i n Bank of Japan l o a n s and d i s c o u n t s . In a d d i t i o n , t h e r e l a x a t i o n of monetary 
r e s t r a i n t s , i n c l u d i n g r e d u c t i o n s i n t he Bank of J a p a n ' s b a s i c d i scoun t r a t e i n 
October and November, c o n t r i b u t e d t o an eas ing in t h e money m a r k e t . 
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I n December, t h e c o n t r a c t i o n a r y impact of a ¥363 b i l l i o n r i s e i n bank 
n o t e s i n c i r c u l a t i o n was more t h a n o f f s e t by n e t Treasury d i sbursements of ¥258 
b i l l i o n and an i n c r e a s e in Bank of Japan government s e c u r i t y h o l d i n g s of ¥233 
b i l l i o n e The l e v e l of Bank of Japan l o a n s and d i s c o u n t s a t the end of December 
was the same a s a month e a r l i e r * 

I n t e r e s t r a t e s 0 The s t e a d y r i s e i n t he g e n e r a l l e v e l of i n t e r e s t r a t e s 
was h a l t e d i n October when t h e average i n t e r e s t r a t e f o r bank loans and d i s c o u n t s 
remained a t t h e same l e v e l as i n September,, (See t a b l e below) Th is r e f l e c t e d 
t h e e a s i n g of monetary r e s t r a i n t s i n October„ With a second cu t i n t h e Bank of 
J a p a n ' s b a s i c d i scoun t r a t e i n November, a f u r t h e r l e v e l i n g o f f o r d e c l i n e in the 
r a t e appears l i k e l y 0 The average i n t e r e s t r a t e had been r i s i n g s i n c e a low in 
June 1961 w i t h t h e i n c r e a s e dur ing t h e f i r s t n i n e months of 1962 be ing v e i y s l i g h t e 

Average Monthly I n t e r e s t Rates on Bank Loans and Discounts 

1959 I960 1961 1962 

March 80I8 8o21 7 .92 8.22 
June 8 .08 8 .22 7 .88 8 .23 
September 80O6 - 8.D4. 8 .00 8 .2k 
December 8 . 1 1 8 .08 8 . 2 0 8.2U 

1 / October 0 

C a l l l oan r a t e s eased i n October and November, but f i rmed i n December, 
The r a t e foir l oans c a l l a b l e a t a d a y ' s n o t i c e f e l l to 10„22 per cent i n October and 
9oU9 per cen t i n November, bu t in December r o s e to 11.68 p e r c e n t , the same l e v e l 
t h a t p r e v a i l e d dur ing August and September, 

Bank l o a n s and d i s c o u n t s 0 Bank c r e d i t r o s e 306 p e r c e n t i n October -
November compared t o a 2=7 p e r cent i n c r e a s e a yea r e a r l i e r 0 This r e p r e s e n t e d a 
r e v e r s a l of t h e t r e n d p r i o r t o October when bank c r e d i t t ended t o i n c r e a s e a t a 
r a t e s lower t h a n a yea r e a r l i e r , , This change i s due i n p a r t t o t h e ea s ing of 
c r e d i t r e s t r a i n t s in October and November. 

C o n t r i b u t i n g t o t h e r e c e n t r i s e i n bank c r e d i t was a s u b s t a n t i a l i n c r e a s e 
i n bank loans 0 S e c u r i t i e s ho ld ings a l s o i n c r e a s e d a t a f a s t e r r a t e in Oc tober -
November than a yea r e a r l i e r 0 (See t a b l e below)„ Depos i t s a l so con t inued t o expand 
a t a more r a p i d pace than a y e a r e a r l i e r , . 

The p r o p o r t i o n of bank loans and d i s c o u n t s extended f o r purchases of 
equipment averaged 17*37 per cent i n October -November, about t h e same l e v e l as a t 
mid-yearo 
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Commercial Banks: Q u a r t e r l y Changes i n Depos i t s and P r i n c i p a l Asse t s 
( I n b i l l i o n s of yen) 

M A I N A S S E T S 
Per Per Per . Per 

Depos i t s 
cen t 

Change Loans 
cen t 

Change 
B i l l s 

Discounted 
cen t 

Change S e c u r i t i e s 
cen t 

Change 

I960 I 
I I 
I I I 
17 

+2U9 
+ 96 
+506 
+607 

3oii 
1 . 3 
6 . 5 
7 . 3 

+176 
+167 
+2hJU 
+3U7 

1 1 
Uo9 
6 . 7 

+ 5ii 
+ 57 
+172 
+185 

2 . 5 
3 , 9 
7 . 5 
7 . 5 

+ 78 
- 75" 
+ 3-5 
+127 

6 . 5 
5 . 8 
2 . 6 
9 . 1 

1961 I 
I I 
I I I 

+$02 
+169 
+359 

2 . 7 
1 . 8 
3 . 8 

+326 
+206 
+2L6 

5 . 9 
3 . 5 
3 . 6 

+ U8 
+133 
+206 

1 . 8 
U.9 
7 . 3 

+103 
+10L 
+ U3 

6 . 8 
6.I4. 
2.5 

O c t . -
Nov. 
IV 

+ hi 

+U30 

Ooh 

L.3 

+107 

+232 

1 .7 

3 .7 

+ 93 

+220 

3 . 1 

7 .2 

+ 9h 

+122 
5 . 3 

6 . 9 

1962 I 
I I 
I I I 

+128 
+ 61 
+678 

1 . 2 
0 . 6 
6.U 

+256 
+181 
+223 

3 .9 
2 .7 
3 . 2 

+ lit 
+108 
+213 

Ooli 
3 . 3 
6 * 3 , 

- 6k 
+258 
+ hi 

-3.U 
11;.1 

2 .0 
O c t . -
Nov. 

+2h5 2 .2 +298 k»2 + 39 1 . 1 +129 6 . 1 

Bond market„ New i s s u e s of bonds and deben tu res of a l l t y r e s con t inued 
t o r i s e modera te ly i n October and November over e a r l i e r l e v e l s . T o t a l new i s s u e s 
were ¥116 b i l l i o n i n October and ¥118 b i l l i o n in November compared to ¥109 b i l l i o n 
i n September and a monthly average f o r t h e t h i r d q u a r t e r of ¥98 b i l l i o n . New 
i s s u e s of bank deben tu res in October-November averaged ¥7li b i l l i o n , up ¥12 b i l l i o n 
from t h e t h i r d q u a r t e r average» 

Average y i e l d s on most bonds and deben tu res in October and November 
remained unchanged from t h e l e v e l s s i n c e t h e f i r s t of t h e y e a r , but t h e y i e l d on 
i n d u s t r i a l bonds d e c l i n e d s l i g h t l y 0 

Stock marke t . During t h e f o u r t h q u a r t e r s tock p r i c e s recovered much of 
t h e ground l o s t dur ing t h e t h i r d q u a r t e r . (See Chart 7 ) . A f t e r r e a c h i n g a two-
year low on October 29, s t ock p r i c e s advanced s u b s t a n t i a l l y i n November. Fol low-
ing some e a s i n g in December, p r i c e s advanced again i n January as i n d i c a t e d i n t h e 
t a o l e below. 
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Oc t . 

Nov, 

Dow Jones Average of 225 S tocks 
F i r s t S e c t i o n of Tokyo Stock Exchange 

3 ¥ l ,2 i i0 Nov. lU ¥1,1*13 Dec. 26 ¥1,1*32 1961 High ¥1,830 
10 1 ,302 21 1 ,393 Jan» h l , U l 8 Low ¥1,250 
17 1 ,216 28 i,UUo 9 1,1*21 
2h ls2hh DeCo 5 l , i i 36 16 l ,UlU 1962 High ¥1,590 
31 1 ,260 12 1 ,120 23 1,U5U Low ¥1 ,216 

7 1,372 19 1 , U 2 30 1,152 
¥1 ,216 

An impor tan t f a c t o r in t h e market r ecove ry was t h e e x t e n s i o n of s p e c i a l 
l oans t o t h e major s e c u r i t y companies. During t h e f o u r t h q u a r t e r a t l e a s t ¥15 
b i l l i o n i n s p e c i a l f i n a n c i n g was made a v a i l a b l e as a r e s u l t of a c t i o n s t aken by 
t h e M i n i s t e r o f F inance and lU l e a d i n g Japanese banks0 

Fore ign t r a d e „ The t r a d e ba lance worsened in t h e f o u r t h q u a r t e r , wi th 
<exports dbwn 3 pe r c e n t from t h e t h i r d q u a r t e r l e v e l and impor ts up 6 p e r cento 
(See t a b l e below) 0 The average monthly d e f i c i t i n t h e f o u r t h q u a r t e r was $5U — 
m i l l i o n 9 o r $6U8 m i l l i o n a t a s e a s o n a l l y a d j u s t e d annua l r a t e , compared t o an annua l 
r a t e of $156 m i l l i o n i n t h e t h i r d q u a r t e r 0 I n October and December t h e Japanese 
a u t h o r i t i e s reduced s u b s t a n t i a l l y t h e advance import d e p o s i t r equ i r emen t s imposed 
i n 1961 dur ing t h e p e r i o d of ba lance -o f -payments d i f f i c u l t i e s 0 The s e a s o n a l l y 
a d j u s t e d t r a d e f i g u r e s (monthly, o r monthly a v e r a g e s , on a customs b a s i s i n m i l l i o n s 
of d o l l a r s ) in t h e t a b l e below a r e based on s e a s o n a l ad jus tmen t f a c t o r s computed by 
t h e Bank of Japan u n d e r t h e U0 So Census method* 

1960 

1961 

1962 

Year 

Year 
I 
I I 
I I I 
IV. 

I 
I I 
I I I 
IV 
October 
November 
December 

Expor t s 
338 

353 
3h3 

357 
36L 

371 
U09 
U3U 
U21 
h2h 
U05 
h3k > 

Imports 

37k 

U8U 
U27 
U6h 
506 
5U6 

h92 
U66 
hhl 
U75 
192 
m 
U70 

Trade Balance 
- 36 

-131 
- 8I4. 
-113 
-1U9 
-182 

-121 
- 57 
- 13 
- 5U 
- 68 
- 59 
- 36 

Exchange r e s e r v e s and c a p i t a l f lows 

Japanese i n t e r n a t i o n a l r e s e r v e s r o s e $121 m i l l i o n du r ing t h e f o u r t h 
q u a r t e r t o $ l s 8 i ; l m i l l i o n i n s p i t e of $100 m i l l i o n in debt repayment t o t h r e e 
American banks« On a monthly b a s i s , r e s e r v e s r o s e $85 m i l l i o n i n October , f e l l 
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$12 m i l l i o n i n November, and i n c r e a s e d $U8 m i l l i o n i n December . The g a i n i n r e s e r v e s 
r e f l e c t e d p r i m a r i l y s e a s o n a l l y h i g h e a r n i n g s from commodity e x p o r t s . Japan i s 
schedu led to r epay an a d d i t i o n a l $100 m i l l i o n i n January and February t o t h e above 
banks , a s w e l l as $125 m i l l i o r P t o s e v a i U. S . banks between Februa ry and J u l y of 
t h i s y e a r . 

The b a l a n c e of payments , as measured on an exchange t r a n s a c t i o n s b a s i s , 
r e g i s t e r e d a s u r p l u s on c u r r e n t account (no t s e a s o n a l l y a d j u s t e d ) i n t h e f o u r t h 
q u a r t e r of $169 m i l l i o n compared t o $128 m i l l i o n i n t h e t h i r d q u a r t e r „ Net l o n g -
te rm c a p i t a l r e c e i p t s were down from $101 m i l l i o n i n t h e t h i r d q u a r t e r t o $67 m i l l i o n 
i n t h e f o u r t h q u a r t e r , a n d j j e t s h o r t - t e r m c a p i t a l payments s i m i l a r l y dropped from 
$126 t o $76 m i l l i o n . With a n e t ou t f l ow u n ^ e r t h e e r r o r s and omiss ions i t e m , t h e 
o v e r - a l l b a l a n c e of payments s u r p l u s was $121 m i l l i o n i n the f o u r t h q u a r t e r a g a i n s t 
$97 m i l l i o n i n t h e t h i r d q u a r t e r . 

The Japanese a u t h o r i t i e s took s e v e r a l a c t i o n s i n January t o d i s c o u r a g e 
f o r e i g n s h o r t - t e r m borrowingc Overseas b ranches of Japanese f o r e i g n exchange banks 
were r e q u e s t e d t o lower by 5 / 8 ' s of a p e r c e n t a g e p o i n t t h e r a t e of i n t e r e s t p a i d on 
s h o r t - t e r m d o l l a r denominated d e p o s i t s . I f obse rved , t h i s would mean a cut i n t h e 
r a t e f o r t h r ee -mon ths d e p o s i t s f rom 5 - l A t o i i -5 /8 pe r c e n t . A l so , on January 11 
f o r e i g n exchange banks were r e q u i r e d t o m a i n t a i n a r e s e r v e of 35 p e r cent i n l i q u i d 
f o r e i g n ' a s s e t s a g a i n s t s p e c i f i e d s h o r t - t e r m f o r e i g n l i a b i l i t i e s . 

Japanese s h o r t - t e r m l i a b i l i t i e s t o t he United S t a t e s f e l l $50 m i l l i o n 
d u r i n g October and November a c c o r d i n g t o p r e l i m i n a r y r e p o r t s . (See t a b l e below)® 
Since March of 1962 t h e s e l i a b i l i t i e s have been g e n e r a l l y d e c l i n i n g , though t h e r e 
i s some i n d i c a t i o n t h a t s h o r t - t e r m l i a b i l i t i e s t o Europe have been r i s i n g * 

1959 I960 1961 1962 1959 I960 1961 1962 

J a n . 168 362 875 1 ,515 J u l y 256 586 1,31*1 1 ,731 
Feb. 175 372 # 2 1 ,605 Augo 269 628 1,335 1 ,736 
Mar. 20U U20 1,069 1,698 S e p t . 262 660 1 ,288 1 ,710 
Apr . 22U L56 1 ,159 1 ,688 Oct . 262 693 1 , 2 8 1 a / 1 , 7 1 2 
May 2U2 L88 1,196 1 ,678 Nov 0 275 711 1 ,292 a / 1 , 6 6 0 
June 260 U97 1 ,272 1 ,728 DECO 32U 806 1,115 

a / 1 , 6 6 0 

a / P r e l i m i n a r y e s t i m a t e . 

Not 3: Data s i n c e June 1962 i n c l u d e r e p o r t s of c e r t a i n banks no t p r e v i o u s l y i n c l u d e d . 
The i n c l u s i o n of t h e s e banks i n c r e a s e d t h e r e p o r t e d f i g u r e i n June 1962 by 
$lj.8 m i l l i o n o \ 

During t h e f o u r t h q u a r t e r Japan r a i s e d a t l e a s t $27 m i l l i o n i n l o n g - t e r m 
r - ap i t a l in t h e U . S . In December a $20 m i l l i o n i s s u e of Tokyo Sh ibau ra E l e c t r i c Co. 
c o n v e r t i b l e d e b e n t u r e s was p l a c e d p r i v a t e l y and $7 m i l l i o n in Honda Motor Company 
common s t o c k s h a r e s were i s s u e d . During t h e f i r s t q u a r t e r of t h i s y e a r , Japan i s 
expec ted t o p l a c e about $5^ m i l l i o n i n l o n g - t e r m c a p i t a l i s s u e s i n t h e UD S . 
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z Fo re ign exchange . During t h e f o u r t h q u a r t e r t h e exchange r a t e i n t h e s p o t 
marke t remained unchanged a t t h e o f f i c i a l s u p p o r t l e v e l „ (See t a b l e be low) 0 I n t h e 
f o r w a r d marke t , t h e yen s t r e n g t h e n e d d u r i n g October and t h e f i r s t t e n days of 
November, nar rowing t h e d i s c o u n t from l , W i t o 0 o 89 p e r cen t p e r annum. On November 12 , 
t h e yen weakened sudden ly and t h e d i s c o u n t widened t o 1 . 0 6 p e r c e n t . Dur ing t h e r e s t 
of November, December and t h e f i r s t e i g h t days of J a n u a r y , t h e yen s t r e n g t h e n e d i n t h e 
fo rward m a r k e t , d e c l i n i n g to 0 . 7 8 p e r c e n t , b u t by m i d - J a n u a r y was back t o a d i s c o u n t 
of 1 . 0 0 p e r c e n t . 

Cus tomer ' s T . T . Exchange Ra t e s of Bank of Tokyo i n Tokyo 

Y e n - d o l l a r Three-month Forward d i s c o u n t 
s p o t midd le fo rward midd le i n p e r c e n t 

Date r a t e r a t e p e r annum 

October 5 358 .90 360 .20 loUlt 
12 358 .90 360.20 loilU 
19 358 .90 360 .20 l.kh 
26 358 .90 359 .75 . 95 
31 358 .90 359 .70 .89 

November 2 358.90 359 .70 .89 
9 358 .90 359 .70 .89 

16 358.90 359 .85 1 .06 
23 358.90 359 .80 1 . 0 0 
30 358 .90 359 .80 1 . 0 0 

December 7 ' 358 .90 359 .80 1 . 0 0 
l b 358 .90 359 .80 1 , 0 0 
21 358 .90 359 .70 .89 
28 358 .90 359.60 .78 

January U 358.90 359 .60 .78 
1 1 358 .90 359 .80 1 . 0 0 
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I I o I n d i a : Money and C a p i t a l Markets Dur ing t h e 

F o u r t h Q u a r t e r 1962 

E f f e c t i v e J a n u a r y 3» 1963, t h e Rese rve Bank of I n d i a i n c r e a s e d i t s b a s i c 
d i s c o u n t r a t e t o p e r c e n t f r o m U p e r c e n t , which had been i n e f f e c t s i n c e 
May 1 6 , 1957 « I n a d d i t i o n , t h e t h r e e - t i e r s t r u c t u r e of d i s c o u n t r a t e s has b e e n 
r e p l a c e d by a t w o - t i e r s t r u c t u r e e 

The Chinese i n v a s i o n of October 20 g r e a t l y i n f l u e n c e d f i n a n c i a l d e v e l o p -
ments i n I n d i a d u r i n g t h e l a s t q u a r t e r of 1962. The Government1 is e f f o r t s t o m o b i l i z e 
p r i v a t e g o l d h o a r d s and r e s t r i c t t h e go ld t r a d e caused much u n e a s i n e s s and l a r g e 
p r i c e f l u c t u a t i o n s i n t h e I n d i a n go ld m a r k e t s . The s t o c k m a r k e t s were i n a d e p r e s s e d 
s t a t e by t h e end of t h e q u a r t e r , w i t h r e d u c e d volume and p r i c e s a t t h e minimum l e v e l s 
s e t by t h e a u t h o r i t i e s . To r e s t o r e bus ines s "*conf idence , P a r l i a m e n t approved on 
December 17 t h e i n t r o d u c t i o n of compulsory war i n s u r a n c e . The maximum premium r a t e 
i s 3 p e r c e n t , and t h e G o v e r n m e n t s l i a b i l i t y i s l i m i t e d t o 80 p e r c e n t of t h e i n -
s u r e d v a l u e of goods and f a c t o r i e s . On December 2ii, t h e Government announced i t s 
impor t p o l i c y f o r t h e p e r i o d October 1962 - March 1963 . The p o l i c y shows l i t t l e 
change f rom t h e p r e c e d i n g h a l f - y e a r p o l i c y of t i g h t r e s t r i c t i o n s on i m p o r t s , a l t h o u g h 
some impor t q u o t a s have been r e d u c e d . 

I t i s r e p o r t e d t h a t by t h e end of t h e y e a r , t h e r e were d e p o s i t e d i n t h e 
N a t i o n a l Defense Fund ( e s t a b l i s h e d f o r r e c e i v i n g f r e e c o n t r i b u t i o n s of r u p e e s and 
g o l d ) R s . 270 m i l l i o n i n c a s h and a b o u t 30,000 ounces of g o l d , v a l u e d i n i n t e r n a t i o n a l 
p r i c e s a t a b o u t $ 1 m i l l i o n . 

Money m a r k e t . I n October and November, t h e r a t e f o r d a y - t o - d a y money 
i n c r e a s e d g r a d u a l l y , i n l i n e w i t h s e a s o n a l t r e n d s , b u t was s t i l l below t h e l e v e l of 
t h e p r e c e d i n g y e a r . (See Tab le 1 ) . However, i n December, t h e c a l l money r a t e r o s e 
s i g n i f i c a n t l y . On December l i t , i t r e a c h e d 5.U5 p e r c e n t . The l i m i t a t i o n s and i n -
c r e a s e d c o s t of borrowing f rom t h e Rese rve Bank of I n d i a were encourag ing bank bor rowing 
i n t h e c a l l money m a r k e t . In a d d i t i o n , t h e n a t i o n a l i z e d S t a t e Bank of I n d i a , a l a r g e 
l e n d e r i n t h e c a l l money m a r k e t , began t r a n s f e r r i n g t h e PL-U80 d e p o s i t s r ema in ing w i t h 
i t t o t h e Rese rve Bank i n monthly i n s t a l m e n t s of Rs . 100 m i l l i o n ($21 m i l l i o n ) . The 
t o t a l of such d e p o s i t s t o be t r a n s f e r r e d i s abou t R s . 1 ,550 m i l l i o n ($326 m i l l i o n ) . 

Tab le 1 I n t e r - b a n k C a l l Money R a t e s i n Bombay 
( i n p e r c e n t p e r annum) 

Average of p e r i o d 1961 1962 

I 5 . 2 3 U.72 
I I lw 86 3 . 5 9 
H I 3 . 1 9 2 .72 
Oc t . 1 . 2 3 3 .1k 
Nov. U.03 3 . 2 0 
Dec. lt.0„7 5 . 0 1 a / 

a / ave rage of F r i d a y s 
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Gold m a r k e t . During t h e l a s t q u a r t e r of 1962, t h e I n d i a n gold marke t has 
been c h a r a c t e r i z e d by extreme i n s t a b i l i t y , induced i n l a r g e p a r t by o f f i c i a l a c t i o n s 
and s t a t e m e n t s . (See Table 2 ) . 

Table 2 P r i c e of Gold B u l l i o n i n Bombay: 1962 
( i n d o l l a r s p e r f i n e ounce) a / 

Average of Quar t e r S e l e c t e d Dates 

I 78 .38 O c t . 5 78 .12 Nov. 2 77.5k Dec. 7 66 .08 
"II 80.60 12 76 .06 9 TIM l i t 67 .79 
H I 82.06 19 77 .90 16 68 .67 21 73.32 

26 78066 23 61 .85 28 70.68 
30 60 .58 J a n . U 68 .13 

a / average s p o t q u o t a t i o n , conver ted i n t o d o l l a r s a t p a r v a l u e 

Fol lowing t h e Chinese i n v a s i o n of October 20, t h e I n d i a n Government announced p l a n s 
t o i s s u e 6b p e r c e n t gold bonds , redeemable i n r u p e e s a t t h e i n t e r n a t i o n a l p r i c e of 
g o l d , which was l e s s t han h a l f t h e p r i c e i n t h e I n d i a n marke t . Th i s p r e c i p i t a t e d 
a s e l l i n g wave and reduced t h e p r i c e of gold i n t h e f i r s t p a r t of November. In mid-
November, t h e Government suspended fo rward t r a d i n g i n g o l d , and Mr. D e s a i , t h e 
M i n i s t e r of F ina nc e , announced t h a t t h e Government was p l a n n i n g f u r t h e r s t e p s t o 
r e d u c e t h e p r i c e of gold i n o rde r t o d e t e r gold smuggling i n t o I n d i a and t o i n c r e a s e 
t h e a t t r a c t i v e n e s s of t he gold bonds . Mr. Desai mentioned t h a t he expected t h e p r i c e 
t o f a l l t o around $39 p e r ounce . As a r e s u l t of t h i s announcement, t h e p r i c e d e c l i n e 
was a c c e l e r a t e d i n t h e second h a l f of November. 

On December 2, t h e F inance M i n i s t e r r e v e a l e d t h a t gold bond s a l e s had n o t 
been s a t i s f a c t o r y . Also t h e Ind i an p r e s s r e p o r t e d t h a t t h e low gold p r i c e s were 
a t t r a c t i n g new buyers of g o l d . During t h e f i r s t t h r e e weeks of December, t h e p r i c e 
of gold began t o r i s e . On December 26, Mr. Desai s a i d t h a t t h e Government d id no t 
i n t e n d t o reduce t h e p r i c e of gold i n o rde r t h a t peop le could buy more of i t and 
t h a t f u r t h e r governmental a c t i o n was p l anned . As a r e s u l t , p r i c e s aga in f e l l -

On January 10 , t h e Government announced t h e Gold Con t ro l Ru les which p l a c e d 
severe r e s t r i c t i o n s on t h e f r e e market of gold i n I n d i a . A l l gold h o l d i n g s ( i n t h e 
form of b a r s , c o i n s , p l a t e s , v e s s e l s , e t c . ) must be d e c l a r e d , excep t ornaments and 

jiounts of l e s s t han 5>0 grams. O n l y , l i c e n s e d d e a l e r s may buy non-ornamenta l g o l d , 
and t h e y must submit r e t u r n s t o t h e newly c o n s t i t u t e d gold c o n t r o l board on a l l go ld 
purchases-, and must account f o r t h e o r i g i n of a l l t h e gold t h e y h a n d l e . A l l f u t u r e 
ornaments must have a p u r i t y no t i n excess of Ik c a r a t s , i n c o n t r a s t t o t h e t r a d i -
t i o n a l 22-23 c a r a t s of ornaments i n I n d i a . The manufac tu re of any go ld a r t i c l e 
other than ornaments of t h e p r e s c r i b e d p u r i t y i s p r o h i b i t e d , excep t w i t h s p e c i a l 
a u t h o r i z a t i o n . 
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The Government r e v e a l e d t h a t t h e purpose of t h e s e measures was t o r e d u c e 
smuggl ing and r e d u c e t h e i n t e r n a l demand f o r g o l d . S i n c e t h e Gold C o n t r o l R u l e s 
were p u t i n t o e f f e c t , no q u o t a t i o n s a r e a v a i l a b l e on t h e marke t p r i c e of g o l d i n 
I n d i a . I t has b e e n e s t i m a t e d t h a t 80 p e r c e n t of t h e go ld i n I n d i a i s h e l d i n t h e 
fo rm of o rnamen t s . 

S tock m a r k e t . I n d i a n s t o c k p r i c e s c o n t i n u e d t o d e c l i n e i n t h e f o u r t h 
q u a r t e r of 1962, The new c r e d i t r e s t r i c t i o n s , t h e p r o s p e c t of h e a v i e r t a x e s i n t h e 
f o r t h c o m i n g Government budge t i n o r d e r t o f i n a n c e e n l a r g e d d e f e n s e e x p e n d i t u r e s , 
and g e n e r a l u n c e r t a i n t y a b o u t t h e i n t e n t i o n s of t h e Chinese communists coi ~?V. u t ed 
t o t h i s downward t r e n d e S i n c e t h e f i r s t week i n November, s t o c k p r i c e s have f l u c -
t u a t e d i n a v e r y narrow r a n g e around t h e i r y e a r l y l o w s . (See t a b l e 3)« 

T a b l e 3 P r i c e Index of V a r i a b l e Div idend I n d u s t r i a l S e c u r i t i e s : A l l I n d i a 
( 1 9 5 2 _ 5 3 = i o o ) : ~~ 

Average of p e r i o d 1961 1962 

I 171 .2 190 .0 
I I 181 ,2 192 .6 

I I I 179 .7 185 .0 
O c t . 180 ,9 178 .9 
Nov. i8609 170c^ a / 
Dec. l8iio3 171.lt a / 

a / a v e r a g e of S a t u r d a y s , 

In November and December, t h e t r ad ing* volume was t i na l l and most t r a n s -
a c t i o n s took p l a c e a t t h e f l o o r p r i c e s s e t by t h e v a r i o u s s t o c k e x c h a n g e s . E f f e c t i v e 
November 30 , t h e I n d i a n Government banned fo rward s e c u r i t y t r a d i n g on a l l s t ock 
m a r k e t s . Th i s a c t i o n r e i n f o r c e d measures adopted by v a r i o u s i n d i v i d u a l exchanges 
and was t a k e n , a cco rd ing t o t h e Government, t o p r e v e n t undue s p e c u l a t i o n . 

One n o t i c e a b l e e f f e c t of t h e d e p r e s s e d s t o c k marke t s has been a s h a r p 
c u r t a i l m e n t of new e q u i t y i s s u e s = P l a n s t o f l o a t new i s s u e s have been pos tponed 
and p r e v i o u s l y announced s t o c k o f f e r i n g s have been wi thd rawn . B e f o r e t h e Chinese 
i n v a s i o n , new i s s u e s averaged 5 p e r month, b u t between t h e i n v a s i o n and t h e end of 
t h e y e a r , t h e r e has been only one new i s s u e . I t i s r e p o r t e d t h a t some companies 
have t u r n e d t o commercial banks f o r s h o r t and medium te rm c a p i t a l , and t h a t o t h e r s 
have s h i f t e d f rom i s s u i n g e q u i t i e s t o i s s u i n g d e b e n t u r e s , 

Banking deve lopments . The Rese rve Bank of I n d i a r a i s e d i t s b a s i c d i s c o u n t 
r a t e f r o m h t o p e r c e n t , e f f e c t i v e J a n u a r y 3 , 1963, and a l s o a l t e r e d t h e s t r u c t u r e 
of d i s c o u n t r a t e s . P r e v i o u s l y each s chedu l ed bank was p e r m i t t e d t o borrow a t t h e 
b a s i c r a t e of I4 p e r c e n t on amounts up t o 25 p e r c e n t of i t s r e q u i r e d r e s e r v e s , a t 
5> p e r c e n t ( b a s i c r a t e p l u s 1 p e r c e n t p e n a l t y r a t e ) on t h e n e x t 25 p e r c e n t of 
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r e s e r v e s , and a t 6 p e r c e n t (2 p e r c e n t p e n a l t y r a t e ) on t h e r ema in ing 50 p e r c e n t 
of r e s e r v e s . Now each bank may borrow a t t h e b a s i c r a t e of p e r c e n t on amounts 
up t o 50 p e r c e n t of r e q u i r e d r e s e r v e s , and a t 6 p e r c e n t (1? p e r c e n t p e n a l t y r a t e ) 
on t h e remain ing 50 p e r c e n t . Thus t h e i n c r e a s e d c o s t of bor rowing on t h e f i r s t 
25 p e r c e n t of r e s e r v e s i s p a r t i a l l y o f f s e t by an e q u i v a l e n t c o s t r e d u c t i o n on t h e 
n e x t 25 p e r c e n t of r e s e r v e s . A bank which borrows a t l e a s t up t o 50 p e r c e n t of 
r e o u i r e d r e s e r v e s w i l l be s u b j e c t t o t h e sane c o s t under t h e p r e s e n t as under t h e 
p r e v i o u s a r r angemen t . In announcing t h e new r a t e s t r u c t u r e , t h e Reserve Bank s t a t e d 
t h a t t h e change " f o r m a l i z e s t h e e x i s t i n g p a t t e r n of i n t e r e s t r a t e s and s i m p l i f i e s 
t h e sys tem of t h e Rese rve Bank ' s l e n d i n g r a t e s . " 

In t h e l a s t q u a r t e r of 1962, t h e volume of d e p o s i t s i n s c h e d u l e d banks 
d e c l i n e d s l i g h t l y , i n c o n t r a s t t o an expans ion i n t h e l a s t q u a r t e r of 1961 . (See 
Table l i ) . However, d e p o s i t s r o s e by 1 1 . 5 p e r c e n t over t h e y e a r as a w h o l e . Demand 
d e p o s i t s r o s e by 1 2 . 0 p e r c e n t , and t ime d e p o s i t s by 1 1 . 2 p e r c e n t . 

Table h Scheduled Banks: Q u a r t e r l y Changes i n D e p o s i t s and P r i n c i p a l A s s e t s 
( i n m i l l i o n s of r u p e e s ) 

M A I N A S S E T S 
Per c e n t Bank Per c e n t G o v ' t . Per c e n t Cash and B a l a n c e s Per c e n t 

D e p o s i t s Change C r e d i t Change S e c u r i t i e s Change w i t h Reserve Bank Change 

1961 

1962 

IV +260 +1.U + 519 +L.2 - 3 8 1 -6,2 +395 +31 .1 

I +915 +5 .0 +1311; +10 .3 +217 + 3 . 7 - 3 2 1 - 2 0 . 6 
I I . +972 +5=1 + 97 + 0 . 7 + 63 + 1 . 0 +273 +22 .1 

H I +219 + 1 . 1 - 331 - 2 .7 +827 +13 .6 -262 -17 .U 
IV - 5 o . o + 118 + 3 . 0 - 3 6 7 - 5 . 3 + 73 + <.9 

S e a s o n a l f a c t o r s i n f l u e n c e d t h e compos i t ion of bank a s s e t s d u r i n g t h e l a s t 
q u a r t e r of 1962. As t h e h a r v e s t and t r a n s p o r t of c a s h and food c r o p s began , t h e banks 
were c a l l e d upon t o supp ly an e n l a r g e d volume of c r e d i t s . The e x t e n s i o n of new c r e d i t 
was somewhat l e s s t h a n i n t h e l a s t q u a r t e r of 1961, and a t t h e end of t h e y e a r , t o t a l 
bank c r e d i t r e p r e s e n t e d 69«81 p e r c e n t of d e p o s i t s , s l i g h t l y lower t h a n t h e 69 = 9U pe r 
c j r i t a c h i e v e d a t t h e end of 1961 . Most of t h e f u n d s f o r e x t e n d i n g t h e s e c r e d i t s were 
accounted f o r by t h e b a n k s ' s e l l i n g p a r t of t h e i r h o l d i n g s of government s e c u r i t i e s . 
The b a n k s ' cash and b a l a n c e s w i t h t h e Rese rve Bank r o s e s l i g h t l y i n t h e f o u r t h q u a r t e r 
of 1962, b u t by a much s m a l l e r amount t h a n i n t h e c o r r e s p o n d i n g p e r i o d of 1961, and 
a t t h e end of t h e y e a r such r e s e r v e s r e p r e s e n t e d 6.U8 p e r c e n t of d e p o s i t s as com-
pared t o 8 .30 p e r c e n t a t t h e end of 1961. 
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Exchange r e s e r v e s o The i n t e r n a t i o n a l a s s e t s of t h e R e s e r v e Bank of I n d i a 
have been s t a b l e a t around t h e r e c o r d low of m i l l i o n d u r i n g the l a s t h a l f of 
1962 (See Tab l e 5 ) „ The s t a t u t o r y minimum i s $1+20 m i l l i o n , , The f o u r t h q u a r t e r 
i s g e n e r a l l y t h e t i m e when t h e Rese rve Bank b e g i n s t o accumula te r e s e r v e s a s e x p o r t s 
of I n d i a ' s m a j o r p r o d u c t s g e t underway„ 

Tab le 5 I n t e r n a t i o n a l Monetary R e s e r v e s 
( i n m i l l i o n s of d o l l a r s - l a s t F r i d a y of month) 

F o r e i g n Change f r om 
Gold Exchange T o t a l p r e c e d i n g month 

J u l y 2h7 217 U6 h 
Aug. 2h7 198 W - 19 
S e p t . 2b7 197 0 
Oct . 2h7 19h. hh2 - 3 
Nov* 2h7 196 hbh + 2 
Dec, 2h7 20b U51 + 7 

A s i a , A f r i c a and L a t i n America S e c t i o n c 

H I , Nine Charts on Financial Markets Abroad 

Chart 1 =• Interest Arbitrage, United States/Canada 
Chart 2 = Interest Arbitrage, New York/London 
Chart 3 = Interest Arbitrage for German Commercial Banks 
Chart li = Interest Arbitrage, Frankfurt/London 
Chart 5 = Short-term Interest Rates 
Chart 6 - Long-term Bond Yields 
C h a r t 7 <= I n d u s t r i a l S tock I n d i c e s 
Chart 8 - Spot Exchange Rates — Major Currencies 

Against U,S. Dollar 
Chart 9 «=» 3=month Forward Exchange Rates 
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:Th u rsday fig ure I • 
T H R E E - M O N T H T R E A S U R Y BILL RATES P.r c . m P . r o n n u t 

RATE D I F F E R E N T I A L A N D F O R W A R D C A N A D I A N D O L L A R 

A / 

RATE DIFFERENTIAL V* : F O R W A R D E X C H A N G E C O V E R ! 
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Friday figures^ 

3 - M O N T H TREASURY BILL RATES 
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I N TERES T A RBITR A G E F O R G E R M A N C O M ME R C I A L B A N K S 

F r i d a y f i g u r e : P e r c e n t p e r a n n u m 

3 - M O N T H T R E A S U R Y B I L L S , I N T E R B A N K L E N D I N G RATE A N D 

- E U R O - D O L L A R D E P O S I T R A T E S 

R A T E D I F F E R E N T I A L A N D F O R W A R D D E U T S C H E M A R K 

R A T E D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

IN F A V O R O f f R A N K f U R T ( + ) 

D 

Note: Special forward role available to German commercial banks 
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I N T E R E S T A R B I T R A G E , F R A N K F U R T / L O N D O N 

Fri J o y t i g u r e t 
~ 3 - M O N T H T R E A S U R Y B I L L S A N D 

I N T E R B A N K L E N D ! N G R A T E S 

\ A GERMAN INTERBANK 'f 

RATE D I F F E R E N T I A L . A N D | 
- 3 - M O N T H F O R W A R D S T E R L I N G 

G E R M A N T R E A S U R Y B I l l S 

RATE D I F F E R E N T I A L W I T H F O R W A R D E X C H A N G E C O V E R 

GERMAN T R E A S U R Y BILLS 
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