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HALF-AN-HOUR DISCUSSION

' QUANTUM OF GOLD SOLD THROUG@
AUCTION BY RESERVE BANK OF

INDIA.

“SHRI P. 'M. SAYEED (Laksha-

dweep): On account of the wrong
policies pursued by the present Gov-
ernment, g decision was taken to
sel] gold, When thig decision was
taken, we from this side of the
Hpuse suggested that it was going
to create complications especially in
the field of smuggling of gold to our
,country. But since we happened to
‘be on this side, our suggestion was
‘dubbed s politically movtivated, We
know that in the last budget, *here
was a deficit financing of Rs. 1500
crores. This gold sale was intended
to serve two purposes - firstly, to
check the smuggling of gold and
secondly to have an impact on the
.budgetary deficit that was generat-
ed in the last budget. If you take the
very first point i e smuggling of
gold to our country, it was told to
the Government that jt was not go-
ing to discourage smuggling, Rather
this policy was going to en-
.courage only a handful of
' capitalists who had formed them-
selves into a syndicate in order 1o
take away this stock of the gold. We
know the present Finance Minister
and his capitalist oriented views.
The persons who had been offered
%this gold in these bids, were only
confined to less than 20. Benamis
-were formed and all the 14 auctions
had been some how managed and
taken away by these licensed gold
dealers.

They are in all 9984 in  number
and only these licensed dealers were
given chance to bid. It was not jus-
tified because. in the country there
are more than two lakh of gold-
smths anq small artisans, Moreover,
the stock of gold with the Govern-
ment was not unlimited. The Gov-
ernment was possessing only 85 ton-
nes of gold. 14 auctions were held
and on every duction, prices of gold
was going up. And the Government
went on encouraging these 9984
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licenseq gold dealers, All of them
were not getting the chance. Only
a very few of them were getting
the chance in each auction. They
had already formed a syndicate.

The dual purpose for which this
gold sale was resorted to, had been
miserably failed. Firstly, from Lon-
don, gold is flown to Dubai. More
than 50 per cent of that gold is
smuggled to India. In our country
.25 to 30 tonnes of gold comes through
smuggling every year, Though the
Government for the sake of argu-
ment will say that smuggling is com-
pletely wiped out, while the Govern-
ment is at liberty to inform the
House like that, we know the posi-
tion in Bombay and the other ports,
so far as smuggling is concerned.
So far as gold auction is concerned,
44 per cent of the sale has been
confined to Maharashtra. Further,
black money has been invested in
buying this gold.

Now, having made a mess of i,
they have appointed a Committee to
go into the question, the Chairman
of the Committee being the Govern-
or of the Reserve Bank of India,
who has been instrumental in for-
mulating thig plan, So, I do not
know how they are going to find
out the culprits or the mistakes
committed by this kind of wrong
policies.

I am told that the quantum of
gold required for home consumption
in thig country every year is 50 ton-
nes. Only half of it is supplied by
the country. How is the other half
going to be met? Is it going to be
met by smuggling? Out of the stocks
available with the Government, 13
tonnes have already been sold and
then the auction was suspendeq .Are
the Government going to resume
auctions and, if so, will they ensure
that gold is supplied, say upto 100
grams, to smaller artisans and wvil-
lage goldsmiths and also to the rural
areas where banking facilities are
available, where some developments
have taken place, where social obli-
gationg are to be met? Secondly, how
will they meet the annual require-
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ment of 25 to 30 tonnes? Will they
purchase it from the International
Monetary Fund or the London Mar-
ket? How have they met it over the
last two years and how are they
going to meet it in the future?
Thirdly. I want to know from the
Government when the Committee is
going 10 report to the Government
and when Government will take
action on those recommendations.

THE MINISTER OF FINANCE
(SHRI H, M, PATEL): The hon.
Member wants to know whether the
Government is going to resume gold
auctions. The answer is that it
would be decided after the report is
received from the Committee that
has been appointed. The second
question was when this report 1is
going to be received. The Commit-
tee has been told to complete its
work as quickly as possible. Beyond
that, I cannot say anything.

His third question was how are
the Government going to find 25
tonnes of gold, which is the normal
requirement, for use in this country.
Until this experiment of selling gold
by auction “was undertaken, import
of gold was forbidden. So, the re-
quirements of gold within the
country could come only from old
ornaments, which  were being re-
modelled and re-fashioned. There
was no other source of gold in the
country ag long as the Gold Control
Order operated. There was no ques-
tion of importing gold in order to
meet the domestic requirement, so
long as the Gold Control Act re-
mains in force,

What the hon. Member perhaps
may have in mind is the policy of
importing gold and supplying it to
goldsmiths at international prices
in order to increase the sale of gold
jewellery outside, export of pgold
jewellery, That is, today also
a certain amount of gold jewellery
ig exported, but that is under d4iffi-
culties, and the extent of export is
very murh limited,
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SHRI P. M. SAYEED: I was hint-
ing only at the International Mone-
tary Fund from where you got al-
ready.

SHRI pi‘M. PATEL: What has
been purchased from the Interna-
tional Monetary Fund is purchased
by the Reserve Bank for reserve
purposes. It remains in the stock of
the Reserve Bank and it is not to
be sold.

SHRI P. M. SAYEED: If at all
the auction is going to be resumed.

SHR] H. M. PATEL: What has
the Committee is appointed, What
the recommendation of that Com-
mittee is what will decide our future
policy.

SHRI KANWARLAL GUPTA
(Delhi Sadar): My question is
very simple. It has got three parts.
You have got confiscated gold worth
about Rs. 500 crores weighing about
70 tonnes, roughly speaking and this
is not utilised for the developmant
purposes. If you dispose of it, I think
these Rs. 500 crores can be utilised
for the development of the country.
So, my question is whether this
Committee will consider this ques-
tion or not and what are the terms
of reference of this Committee.
Secondly. there is a rumour in the
country that you are going to put
certain ceiling on the gold, T mean
to say, beyond a certain limit, say,
50 tolas and 100 tolas, you will not
allow anybody to possess gold. Are
you going to put any such ceiling?
Thirdly | you will agree with me
that the Gold Control Order is now
useless and that you have made cer-
tain changes, perhaps 12 changes in
the last so many years. There were
some economics when it was enacted,
but you will agree with me that
there are now no econcmics. I am
a student of economics and I can
say that it has absolutely no impact
and there is unnecessary harassment,
and if you abolish it, T think you
will provide employment to about
one million pcople in the rural areas
and in the urban areas, Will the
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Government consider it and see that
this- Gold Control Order is revoked?

SHRI H. M. PATEL: Sir, three
questions are put. Regarding the
first, he says that when we started
thlis experiment, we had something
like 86 tonnes of gold which was
mainly the confiscated gold and
some small quantity of gold found
in this country. We have some gold
mines. 12.9 tonnes of gold was sold
during the 14 auctions that were
held. So, we certainly have over
70 tonnes of gold. If all these 70 ton-
nes of gold were sold, certainly we
shall get Rs. 400 to Rs. 500 crores
of money and this is what the hon.
Members have in mind when they
keep on referring to the impact on
the budgetary deficit. During the
Budget debate when it was said
‘that this is not successful. they for-
got that Rs. B6 crores has been
obtained during the sale of this. To
that extent, certainly it has had an
‘impact on the deficit. Then the gues-
‘tion is of ceiling.

The question of bringing in any
‘fresh legislation also does not arise
-at the moment. We certainly do not
‘intend to modify the Gold Control
Act ag it exists today. Whatever
limits are imposed by the Act on
the quantum that each individual
can hold remains, and will remain
“There is no intention to increase or
decrease it,

The last question is whether we
will consider abolishing the Gold Con-
trol Act because it has ceased to have
any effect. Merely abolishing it will
not really provide the solution. When
you say it will provide employment to
‘a large number of people, with what
geld will they proceed to fashion the
-ornaments? So, do we, while abolish-
ing it, also permit the import of gold?
That is a major change of policy in
this country, whether we should use
our limited foreign exchange resourc-
es for the purpose of importing rold
or for developmental purposes. The
‘whole object of the experiment was
‘not to import gold to make it availa-
tble to the goldsmiths. People were
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attempting to smuggle gold and it
was seized. So, we wanted to see
whether by using that gold we could
meet the immediate requirements of
gold by reducing the gap between
our price and the international price
sufficient to make an impact on the
smuggling of gold, Certainly we think
that gold smuggling has been kept
under control Less gold has been seiz-
ed during 1978 than during 1977. That
is no complete proof that there is a
check on smuggling, but it is one of
the indicators whether smuggling has
come under some control or not.

SHRI UGRASEN (Deoria): What-
about the price?

SHRI H. M. PATEL: There was no
question of this small quantity affect-
ing the price. People are found of
gold in this country and when it be-
comes available, they are ready to
buy it. When this experiment was not
going on there was a smuggling and it
was estimated that about 25 tonnes
of gold was coming in through smug-
gling and being used. That meant that
foreign exchange was going abroad
somehow, and it has a much worse
effect on the economy than otherwise.
That is one of the reasons why con-
trolling smuggling was important.

SHRI KANWARLAL GUPTA: Why
don’t you scrap it?

SHRI H. M. PATEL: You can scrap
it, but you will still have to make gold
available to the country. There is not
much gold produced in the country.
It is has to come from somewhere.
Unless we formulate a policy of im-
porting gold, we cannot really have
the desired effect. But. in fact, during
the first three months of the sales,
prices came down. When we started,
the difference betweepn our price and
the international price was Rs. 160.
It came down tp Rs. 77. But at lhat
time the situation internationally
changed, because of the dollar going
down and wvarious other things, the
international price shot up as never
before. But in the initial stages it
shot up slowly, but as it went up,
the prices here alsp started going up.
After July, the prices here also start-
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ed going up and after Septmber there TR Q:E :::gwm *fafgl!
was a sudden spurt in the interna- _
tional market and also within the “Gold serves and will continue to-
country it went up very high. It was serve as a hed's‘? against inflation..
at that point that we decided that we Inflation elasticity affects the de-
would not continue with these sales, mand for gold more than its price-
we shall go into the whole policy elasticity. With inflation showing no
once again and consider what should signs of abatement, gold auctions.
be done. So, T am afraid there can be could neither regulate gold prices
no question at this stage of abolish- nor stop its smuggling.”
ing the Gold Control Act. Nor is - afrfrar
there any intention to enforce any Y v ¥ we vy wR & -
fresh ceiling, lower or higher, e txg@ a2 xfe
SHRI KANWARLAL GUPTA: What SHRI H. M. PATEL: Certainly, what
are the terms of reference of that he has formulated is quite correct.
Committee? The gold is going to be
SHRI H. M. PATEL: The terms o greatly in demapd because _1t
reference to the Committee are ttt) 1S o_ne cor_nmod;ty of ‘-thh
examine the Gold Policy and to for- the price remains stable vis-a-vis t.he
mulate a new Gold Policy for this normal currency because its quantity
country. is limited, its availability js less and
18 hrs the demand is great. For the point

that has been put, I would like to say

o Tw W ey (wrrerT) o @R o to the hon. Member that the whole
fomft & fird & 9gwr @1 ow @ AR A object with which these gold auctions
TG B AT W qed W7 & A were commenced was ti
wfer . essentially the

ol erd wei T o g® &t curbing of smuggling. If you will look
mﬁﬁ,qm 3T HR 1# W ot e at my statement thefl I had said at
o0 ﬂ ;ﬂwww‘:‘;?;' m: mg that time that it will lcertainly ha?-e
SR B § T & wrf a1w T T, S some impact on the prices and it vlnll
9984 HTEHET TAIETT X1 ¥E ¥ m;r firer also help to some ?xtent in.reduemg
¥R a7 @ for daw wgd & faw 2 our budgetaxjy deficits. Now if we had
frfiz 7 &z 7% L Acd T FT AT AR gone on selling the whole of 85/80°
133 A e e Lomnes of ot v b S

Y & 7 ' would certainly have ha i '
T ¥ HA gﬁ!r ﬂt;'r:}? wwa'r mmelf ;: crores of money which would have re-
’l'rm'gr aﬁi frr wwr 1 3w A ducted the deficit to a substantial ex-
Gofrefeai qH S F A T R tent. -

qH T T AT #

E:f*. T Tk ety ¥ ¥ g o SHRI P. M. SAYEED: Then, why

W & W o friam did you stop it?

WM § s e ﬂ;:aﬂ?r %a'mm:'?r i
B A ¥ ot WA wrd Afew e R SHRI H. M. PATEL: We stopped it
B W A A F ¥ wwrE qw qed because we found that the speculative:
AT IT WA FTA AT ¥ 92 TH TR E- forces were beginning to have a hold
ot § St § 697 nqun, 9T F 685 which was unhealthy to the country,
AT, WA ® wwd & 455w s If we consider that the experiment
# 511 wn, e & o & 457 woq is not going the way we thought it
oroemd F 517 svar | ®RY F #w sAAv would, it is in the interest of
frort frm o%d & fr w3 @ gy the country that I should stop it and
W & 5T 67 A fen o6 feem look at the problem again. If you
;:?;:Sﬁﬁfh%;lz.s sfowa @Fr & blame me for that...
oF FAYdwfAS s

Wt g8 wm & I wwfag fe awed iy SHRI P. M. SAYEED: Was this as—
$S 1T & v AfeT ag W wT™ g pect also referred to the Committee.
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SHRI H. M. PATEL: The entire
question of the future golq policy has
been referred. All these points that
yYou are making will be considered by
the Committee. Whatever is being
said here would be considered. This
is what I am trying to reply to you,
All that will go there.

So far as the price is concerned,
again, it was not a question of redu-
cing the price s0 much ag of narrow-
ing the gap between the internal price
and the international price. If you go
through my budget speech, you will
find that I never saig anything of that
kind in the budget speech.

SHRI EDUARDO FALEIRO (Mor-
mugao): Sir, the hon. Minister has
now admitted that speculative forces
actually took advantage of the entire
scheme of gold auctions, The hon. Mi-
nister has gone on record and also
the hon. Prime Minister has been can-
did enough to admit that the entire
policy failed and that we will not go
back to it. The hon. Minister now
says about what we are going to do
in the future and not to go in the
past. About the Committee that has
been appointed to go into the entire
policy, this Committee has no specific
terms of reference, It is just to review
the gold policy. Nor the time is given
for the Committee to submit a report.
My general submission is that having
a non-policy is not an improvement
upon a wrong policy. Inaction does
not solve any problem; it does mnot
improve upon a- wrong pelicy.

The hon. Minister has said that
there is a particular attraction for the
people of India--it does not exist in
most of the countries--to invest in
gold. The reasons are two-fold. Firstly,

it is the economic¢ reason, namely, the

people find that investment in. gold is

the best way of saving. A section of -
the people have got. accustemed to-

evade taxes by Mrvesting im. gold. We
hmwemﬂnsevﬂ'!tthemof.
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I am asking the hon.  Minister a
question on three aspects. Firstly, in
order to reduce the consumption of gold
and tp reduce the attraction for peo-
ple, whether the hon, Minister will
have more branches of banks in the
rural areas--it is mostly the small men
in the rural areas who generally in-
vest in gold: secondly, whether the
rates of interest on postal savings will
be increased tg encourage savings with
post offices and, thirdly, whether the
premium of LIC policies will be de-
creased to encourage investment in
LIC policies.

Ancther thing is that I am coming
from an area which js traditionally
known as a heaven for smugglers. I re-
member, in so many books, it is men-
tioned about smuggling gold through
Goa. I know, for the last two years
there has been definitely an increase
in smuggling and there has been a
slackening in anti-smuggling opera-
tions. I want to know whether the
Government will tighten up anti-
smuggling. machinery also and, if so,
what are the details thereof,

SHRI H. M. PATEL: The second
question I might answer first. Except
for the fact that the hon. member
hails. from Goa, unless he has very
close contact with smugglers, I go not
know and I can only say that I have
no information that smuggling is en
the increase. I have already indicated
to you that smuggling exists but the
smuggling is very much under control.

The other point that he mentioned -
is that the entire policy has failed: I
must confess that' I have never- sud
it,

SHRI EDUARDO FALEIRO: The
Prime Minister said it.

SHRI H. M. PATEL: The specula-
tive forces-increased. At the time we
stopped - gold-suctions - stated that -
this-was one of- \‘.ha mﬂeratinns
w}ﬁchwwm“ﬂh‘smg&q
am‘ P - By Tara
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Another point that he mentioned
shows that he really belongs to Goa
and not to the rest of India.

SHRI EDUARDO FALEIRO: How?

SHRI H. M. PATEL: He said, for
instance, that the real attraction of
gold for the people in this country is
because they are poor, because they
consider it a good way of holding their
savings. The real point is that there
is a great attraction in this country, a
genuine attraction, for ornaments. It
may not be in Goa, but in the rest of
the country, certainly, the attraction
for gold and gold ornaments is very
great. and it continues. This is one
of the reasons why smuggling conti-
nues also when the import is stopped.

He has made a suggestion that we
may encourage savings by giving in-
creased interest rates in rura] areas. I
am sure, my hon. friend, who is,
obviously, very intelligent and stu-
dious must know that we cannot in-
crease the rate of interest in rural
areas. ...

SHRI EDUARDO FALETRO: What
T have said is that more branches of
banks mav be opened in rural areas,
the rate of interest in mnostal savings
account be increased and the LIC pre-
mium be reduced.

SHRI H. M. PATEL: So far as the
LIC polirv premium redurtion is con-
cerned. the hon. Member may, per-
haps, know that I myself have said
in the other House that the LIC must
consider seriously reducing the pre-
mium which thev have not reduced
ever gince the LIC came into existence.
So. that is one of the voints which s
certainly under consideration,

So far as opening of more hranches
in rural ‘areasg is concerned there also
my hon. friend must know that the
total mumber 'of rural branches now
exceads' 28.000 and now that the re-
glonal yural banks are going to be
established with greatey speed, I
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think, we will soon find that the rural
areas will be very much covered with
banks. It takes time to cover the
whole of the country, When we start-
ed the per capita bank branch—per
number of people—was something like
70,000, and today it has come down—
the average—to 21,000. - But there are
areas in which the per capita would
be much higher than 21,000 We are
trying to see that more branches are
opened firsl in those areas, and we
shall go on opening more branches
thereafter,

SHRI EDUARDO FALEIRO: What
about increasing the rate of interest
of postal saving account?

SHRI H. M. PATEL: It is not some-
thing which we can consider. In fact,
we should think of reducing it rather
than increase.

SHRI H. M. PATEL: I will answer
his )ast question first. At the present
moment, certainly, we have no inten-
tion to import gold at all for this pur-
pose. The present policy, which is
operative under the Gold Control Act,
will continue. But the Committee
that has been appointed will go into
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all these questions and try to find out

! a policy which is most suitable to the

~ conditions in our country taking all

these factors into account,

I would once again like to point out
that this feeling that the number of
people who were able to get gold at
these auctions whs small and limited
only to Bombay is not correct. The
people who bade at these ‘auctions
were spread throughout the country

" and it also depends on the gold mar-

kets and the strength of the markets.
For instance, the No. 2 position went
to Madras. These are the sort of dif-
ferent areas as they exist in the coun-

. try.

Secondly, these gold dealers could
not sell it to anybody else. Either
they coulg convert it into ornaments
themselves or sell it to other gold-
smiths,

Thirdly, the quantities for which
they were allowed to bid at auctions
were also limited both the maximum

" anq the minimum were fixed. The
suggestion that a syndicate operated
is also not correct because every Sin-
gle person who bid at the auction car-
ried a number, a certificate, etc., and
all that gold he has helq as a dealer
will have to be produced for check.

The reference that this has enabled
!them to convert their black money in-
‘to white is also not operative because
all payments for pold purchased have
:to be made- by cheques.

|
|
i
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Finally, the Gold Control Adminis-
trator and his officers have searched
and examined the books of account
of all these persons to see to what use
they put this gold. This I have al-
ready said but I wanted to clarify
that this feeling that all these things
existed is not correct, Speculative
forces certainly were there,
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PAPERS LAID ON THE TABLE—
Contd.

NOTIFICATION re, EXEMPTION TO ZINC ASH
FROM COUNTERVAILING DUTY OF CUSTOMS

THE MINISTER OF STATE IN
THE MINISTRY OF FINANCE (SHRI
ZULFIQUARULLAH): I beg to lay
on the Table a copy of Notification No.
238-Customs/78 (Hindi and English
versions) published in Gazette of India
dated the 22nd December, 1978 toge-
ther with an explanatory memoran-
dum regarding exempt.on to zinc ash
from countervailing duty of customs as
is in excess of Rs. 1250 per metric
tonne, undér section 159 of the Cus-
tom- Act, 1962, [Placed in Library.
See No. LT-3213/78].

MR, DEPUTY-SPEAKER: Now, the
House slands adjourned till 10 a.m.
tomorrow.

18.18 hrs.

The Lok Sabha then adjourned till
Ten of the Clock on Saturday, Decem-
ber 23, 1978/Pausa 2, 1900 (Saka).



