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All that glitters

is indeed gold

ARVIND SAHAY &
SUDHEESH NAMBIATH

Sahay ischairperson and Hambiath is head, India
Gold Policy Centre, IMA. Viewsare personal

The relevance of gold to the Indian
economy is more than apparent

HE 1992 RBI discussion paper ‘Gold Mobilisa-

tion as an Instrument of External Adjustment’

noted that “gold reserves are as good as foreign

currency reserves and could bedeployedfor pur-

poses of meeting short-term external payment
gaps and more importantly for undertaking a comprehen-
siveprogramme for sustained andstable economic growth”
This perspective holds strongeven today.

An individual ora firmwilling to sell gold, who is other-
wise constrained by taxes and regulations, could see thisas
aroute to get cash in hand. An efficient mechanism can be
created to route the proceeds to investinassetsthat are just
as liquid, or a new venture that can increase investment in
the economy or towards consumption spending. In India,
people would pledge their goldto buya car,but arewilling to
sellif they have to buya house orinvest inbusiness ortake a
fresh plunge in equities. If one can consider incentivising
routing the proceeds to G-Secs, it can also help bothways.
Since the gold is being sold, there is little direct negative
wealth effect on the citizens that areselling gold,asthe seller
is getting cash, ruling out negative wealth effect.It puts
money in the hands of people, enabling both consumption
and investment. Equally impaortant, it allows the govern-
ment tocreatemore money backed bycollateralintheform
of gold to finance newexpenditure.

The mobilised gold that is unhedged held by RBI can be
used for borrowingor doing a swap transaction for dollaror
anyotherreserve currencyat a ratelower thanin themarket.
Alsoadebtissued against goldor tying the money supply to
the mobilised gold helps
improve the sovereign posi-
tion. This is built on the
premise t:,lat ﬁscalhdeﬁdtwﬂl To remind one of
increase but at a higher rate -
with an accelerated ggmwth in the numbers, if
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the peak of the Asian crisis; ~ Fevenue receipts
post World War 2, nations who
succeeded in mobilising gold
from its publicand managed it well, have prospered.So, itis
amyth that nations haven’t flourished. Swapping only the
idle gold with a more liquid and interest bearing asset with
aLTVmuch higherthan gold will be useful for the nation.We
need to keep in mind that while some gold does get re-cir-
culated through gold NBFCsand other financial institutions,
more than 70% of the estimated private gold holdings in
the country doesn't get circulated. To remind ourselves of
the numbers, if 1,000 tonnes of gold were mobilised, i.e.
%4,50,000 crore, it is equal to 20% of revenue receipts.

Most nations adopt conventional methods of issuing
long-dated bonds, perpetuity bonds and other such instru-
ments, buttime and again these have provento get nations
into a vicious cycle of debt and ultimately credit rating
downgrades through defaulting on loans and bankruptcy.
Brazil and Argentina come to mind.Also, they do nothavea
choicebecausetheseare not the countries where households
sit on so much wealth that it amounts to almost half of the
country’s GDP.

ComingtoKorean example,althoughvolumesmobilised
in Koreawere not enough,they stopped themobilisation due
to an overwhelming response; the signal thathad been sent
to the marketswasstrong enough. Whatitachieved was the
willingness amongst citizens to participate actively to get
the economyback on track. The Indian economy has been
slowing for the past few years and needsa catalyst to regain
its momentum. Of course, a lot of regulatoryreforms arealso
required—for any purported mobilisation of gold to work
efficiently and effectively—but that is another story.




