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Stock Exchange 

T H E stock market has been feel
ing very uneasy for the past 

several weeks due to fears of 
fur ther restrictions on t rad ing . 
These fears are not without basis. 
Discussions between the market 
authorit ies and the Stock Exchan
ge Div i s ion of the M i n i s t r y of 
Finance underl ine Government's 
anxiety, quite unwarranted though, 
about the act ivi ty on the slock 
exchange. A news agency report 
quoted an official spokesman say
ing that the stock market had been 
in an unhealthy mood of speculation 
for some time now — some people 
purchasing shares not for invest
ment but for speculation. If this 
statement is correct, it betrays 
gross ignorance of the nature of 
act ivi ty on the slock exchange he-
cause speculation is really the 
pr ime basis for the existence 
of stock exchanges. But this is by 
no means the first t ime that a 
responsible person has made an 
irresponsdble statement. 

T T K Didn't Want It 
The Pr ime Min is te r is known to 

have described the stock market 
as a gambl ing den. A n d in his 
valedictory address to the Com
merce Association of the V ivek -
anand College in February 1957, 
S h r i T T Kr i shnamachar i , the then 
Finance Min i s te r , observed: " W h a t 
difference does i t make for me or 

for that matter to anybody else if 
shares go up or down . " Op in ion 
about speculation is neither un i 
f o r m nor consistent. There is a 
notion that changes in prices are 
engineered by the few r ich fo r 
their own prof i t and that the eli
minat ion of speculation can e l imi
nate the changes in prices. Much 
has been wr i t t en on the value of 
organised speculation and it is 
generally conceded that it has a 
significant role to play in a free 
market economy. The position is a 
a l i t t le complex in a planned 
econoruv. 

The stock market may not be a 
very dependable barometer of the 
country's economic weather in a 
control led economy but there is no 
gainsaying that equity prices do 
broadly reflect the fluctuating for
tunes of the companies and the in
dustry they represent. Industries do 
not march in step; profi t marg in 
varies because different influences 
are at work in the case of each in 
dustry. Each industry has its own 
pecul iar problems. Likewise, not all 
uni ts in the same industry fare 
equal ly wel l . The relative move
ments in the variable d iv idend 
securities for different industries 
indicate the va ry ing fortunes of 
the industries concerned and the 
relative changes in the prices of 
i n d i v i d u a l shares reflect the differ-
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ences in the va ry ing performance 
of the units w i t h i n the same indus
t ry . The relative changes in the 
prices of industr ia l shares reflect 
investors' preferences which in turn 
strongly influence the direct ion of 
the flow of investible funds in 
different directions. It is thus that 
the stock exchange, apart from pro
v id ing the place for the purchase 
and sale of securities, plays its part 
in the allocation of investible funds 
among various industries. 

Back to 1960 Peak 

The stock exchange can dis
charge its functions efficiently only 
if it is allowed sufficient freedom 
to operate. This is not to suggest 
that the market does not need to 
have a strict code of conduct. This 
it must have. Nobody wants specu
la t ion to degenerate into reckless 
gambl ing . Unheal thy practices must 
be slopped. Th is is why legislation 
has been enacted to regulate the 
affairs of the stock exchange and 
of other fo rward markets. Unfor tu . 
nately. however, of late there has 
been a g r o w i n g tendency on the 
part of the Stock Exchange D i v i 
sion to regard the r i s ing trend in 
equity prices w i th suspicion and 
associate it w i t h unhealthy specula
t ion . What is wrong wi th the recent 
trends on the stock exchange ah-
out wh ich the Government is 

Boom Everlasting, Why Not? 
D P Sharma 

What function is the stock exchange expected to perform in the sort of economy that we hate in 
this country today ? 

In a free economy, these functions are two fold : to maintain the marketability of securities at. what-
ever price and to guide resources to flow into directions which are likely to be most productive and there-
fore, most profitable. 

Leaving aside the knotty point that, planning implies that what is most productive from the coun
try's long term point of view may not yield the. highest returns in the next few days or months, the 
allocation of resources, is done by others and not by the stock exchange. 

Who does it may be an open question even for the investments in the private sector. Maybe it is 
the Development W ing , Licensing Committee, the investment corporations or it may be just a chance hit 
with the foreign collaborator that does it. But whoever it is if is not the stock exchange. 

In the circumstances, but also perhaps as always, the difference between speculation which is 
'constructive' and speculation which is 'unhealthy', is a very simple one : if rests on the capacity of those 
who take the risk of paying the difference if the market turns against them. 

Beyond ensuring that, the Government has no business to meddle or ask any questions. The author 
is flabbergasted that the Stock Exchange Division of the Finance Ministry should try to intervene. 

Whether it is forward or cash, the rates have boomed the same way. There is nothing to suggest 
overtrading since cash dealings are supposed to be paid for in cash and forward rates have not moved out 
of step with the rates in the cash section. 



SPECIAL NUMBER JULY 1961 THE ECONOMIC WEEKLY 

worr ied about ? It is true that equi
ty prices have recorded an i m p res 
sive rise between January and June, 
Vyapar ' s equ i ty share index which 
had touched a low of 127.11 in 
January rose to a h igh of 150.83 
by the first week of June but that 
merely brought it back to the 1960 
h igh and the market d id not have 
an easy going du r ing this per iod . 
About the middle of A p r i l i t was 
rudely shaken by the Estimates 
Committee's recommendation thai 
the entire investible funds of the4 

L i f e Insurance Corporat ion should 
be taken over by the Government 
in order to realise better the objec
tive of nationalisation. From 148.11 
on 20th M a r c h Vyapar ' s index fell 
to a low of 138.38 on 18th A p r i l . 
It took the market nearly a month 
to regain its equipoise. Af t e r re
ga in ing its balance the market took 
another leap fo rward , V y a p a r s i n 
dex saw its year's best on 7th June. 
Since then it has been mov ing 
i r r egu la r ly down and i t has already 
lost a good deal of the ground 
gained since A p r i l . 

Normal Behaviour 
" W o u l d you invest your money 

at the current market prices ?". 
This question was asked in the first 
week of A p r i l (Vyapar ' s equity 
share index stood around 146 at 
that t ime) by the Bombay Univer
sity's Department of Economics 
w h i c h has been investigating in to 
the boom on the stock -exchanges. 
Of the 47 Bombay brokers who res
ponded to this query, 70.2 per cent 
said 'yes'. Hedge against inf la t ion 
and indus t r ia l expansion were given 
as the two most impor tan t reasons. 
Marke t o p i n i o n may not always be 
wel l - informed and it need not 
necessarily be r igh t but i t cannot 
be brushed aside as of no conse
quence. Inf la t ionary pressures seem 
to have eased recently but the out
look in this regard depends very 
la rge ly on agr icul tura l p roduc t ion 
in the new season. Here almost 
everyth ing seems to rest on the un
predictable weather. But about the 
expansionary impulse in the eco
nomy there can be no doubt. New 
company registrations for 1960-61 
set a new al l - t ime record at 1683 
w i t h a total authorised capital of 
Rs 287 crores. These figures i n d i 
cate the resurgence and assertion of 
economic forces favourable to the 
g rowth of corporate enterprise. 

The spate of new issues and 
fur ther issues by the existing com
panies amount ing to Rs 43.2 crores 

in 1950 Rs 60.2 crores in 1960 
and Rs 30.5 crores in January-
A p r i l 1961 is a pointer in the 
same direct ion. The expansionary 
impulse in the economy is strong 
enough to sustain a prolonged bu l l 
market. The stock market 's re
covery between January and June 
can therefore be considered to be 
quite normal . It is pertinent to 
note that the general behaviour of 
Ind ian stock markets since the 
beginning of the year has by no 
means been more exc i t ing than 
that of W a l l Street and the London 
Stock Exchange. The A l l - I n d i a i n 
dex for variable d iv idend securities 
rose by about 17 per cent in the 
first half of the year; between 
January and May Dow-Jones indus
t r i a l average recorded a rise of 
15.7 per cent f rom 610,25 to 
705.96 and the Financial Times i n 
dex for o rd ina ry shares (U K) 
rose by 19.5 per cent f r o m 305.9 
to 365.7. The Financial Times 
index has suffered a severe decline 
in recent weeks and it is now back 
again near to its January low. 

Concern Unwarranted 
Official concern about the beha

viour of the stock markets in the 
country is difficult to appreciate 
when they are not known to have 
been threatened w i t h any k i n d of 
payments difficulties and the go
vern ing bodies of the exchanges 

have themselves been keeping a 
v ig i lan t watch over them. In a sur 
vey of its activit ies d u r i n g 1960-61 
the Calcutta Stock Exchange autho
rit ies point out that there has beet 
no occasion to adopt any emergen
cy measure such as i n t e r im clear 
ing or the impos i t ion of fresl 
margins on t rad ing . Da la i Street 
which has been more in the news, 
has on its own. prescribed for i t
self a strict code of discipl ine and 
it has successfully worked the 
three-tier system of marg in . The 
Stock Exchange D iv i s i on has been 
pressing for t ighter margins and 
the in t roduct ion of m i n i m u m bro
kerage on the plea that the rise in 
equi ty prices since the beginning 
of the year had been exaggerated 
by excessive and unhealthy specu
lat ion. But the comparative study 
of the price changes in cash and 
cleared securities in the tables (see 
next page) shows that the percent
age variat ions in cash shares have 
been more pronounced than in 
cleared securities. In another table 
are given the pr ice movements in 
spot commodities (compi led by the 
dai ly Financial Express) d u r i n g 
January-June period. It is interest
ing to note that the percentage var i 
ations in soot commodities are not 
less marked than in cleared secu
rities. The Stock Exchange D i v i 
sion which has been feeling very 
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uneasy over the stock market 's 
behaviour w o u l d do wel l to take 
note of these relat ive pr ice changes 
and ponder. 

Uncertainty Must End 
It is a strange i r o n y that the 

Stock Exchange Div i s ion should he 
insist ing on t ighter margins when 
the Forward Markets Commission 
— its counterpart in commodity 
markets — has appreciably relaxed 
marg in rules for t r ad ing in new 
season's hedge contracts in oilseeds 
and cotton. It has taken the Com
mission several years to realise that 
c e i l i n g on futures do not make the 
spot mater ial any the cheaper and 
that special margins only make the 
market th in wi thout he lp ing to 
cheek the r i s ing trend in prices. 
The Stock Exchange Divis ion w h i c h 
is stil l in its infancy can certainly 
draw on the Commission's exper i 
ence. Informed op in ion in the stock 
market is not opposed to the mar
g in system which is considered to 
he necessary to contain the volume 
of speculation when if lends to as
sume unhealthy propor t ions . But it 
resents the tendency on the par t of 
the official bodies to associate every 
rise in prices w i th unhealthy specu
la t ion. There is a general feeling in 
stock exchange circles that the 
marke t s recent behaviour has been 
quite no rma l and that it does not 
war ran t any fur ther restrictions. 
The three-tier system of marg in has 
worked reasonably well and it 
could be. streamlined to yield s t i l l 
better results. The official move for 
f ix ing m i n i m u m brokerage, should 
however, be welcome and practical 
difficulties in its implementat ion need 
not prove insurmountable. But by 
itself brokerage neither promotes 
nor discourages speculation in any 
appreciably manner. The Govern
ment would he well-advised to avoid 
measures which might adversely 

affect the turnover on the stock ex
change and thereby reduce, the in 
come of the stock exchange com
muni ty , which , in coming years, 
w i l l need to spend a larger volume 
of funds on at t ract ing the small 
investor whose ranks are now 
gradual ly swell ing. 

The stock market at present is 
in a depressed mood. Equity prices 
have suffered a substantial decline 
f rom their June high levels. V y a -
par's index has come down f rom 
150.83 on 7th June to 143.15 on 
11th Ju ly . Apa r t f rom the revival 

The Cotton Muddle 
In 1959-60. the authorities miser

ably failed to enforce Cotton Con
trol Order. Black market thrived 
throughout the season. In 1960-61, 
restrictions on distribution and 
quality survey were continued 
when they were the last called for. 

The piecemeal announcement of 
export quotas for Bengal Deshi 
betrayed gross ignorance of the 
conditions in foreign markets and 
of the improved supply position at 
home. 

The Government has raised the 
floor prices for the 1961-62 sea-

of tension over Kashmir and re
ports of damage by floods the 
current decline is in no small mea
sure due to continued, anxiety over 
the measures for stock exchange 
reform which the authorit ies intend 
to take. Uncer ta inty in this regard 
must be ended soon beause it en
courages unhealthy speculation 
which the authorit ies are so eager 
to check. No radical change in the 
state of the market seems possible 
un t i l the (government's intentions 
on market reform are known and 
their impact has been assessed. 

son. But the problem of Indian 
cotton has never been one of revis
ing merely the floors; the demand 
has been for higher ceiling prices. 

The disappointing performance 
during the Second Plan period does 
not encourage the hope that the 
target of 72 lakh bales set for the 
Third Plan will be realised. 

MILL consumption of I n d i a n cot
ton in the first 8 months of 

the current season —September to 
Apr i l—amoun t s to 27.17 lakh bales 
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against 30.55 l akh bales in the cor-
responding per iod last season. It 
is doubtful whether consumption of 
indigenous cotton this season w i l l 
reach, let alone exceed, last sea
son's figure even though the p ro 
duct ion is up f r o m 37.5 l akh bales 
to 52.5 lakh bales. Reduced con
sumption of indigenous cotton can
not be expla ined in terms of a 
record low carryover of 9.80 lakh 
bales at the end of the previous 
season'; it reflects poor ly on the 
policies adopted by the Text i l e 
Commissioner who failed to take 
t imely note of the change in the 
supply posi t ion as a result of good 
harvest and continued large i m 
ports. In 1959-60, the authorities 
fa i led miserably to -enforce the 
Cotton Control Order . Prices shot 
through the cei l ing very early in 
the season, w i th unofficial premiums 
ranging between Rs 150 and Rs 
200 per candy of 784 lbs. True , 
the 1959-60 crop was a v i r t u a l f a i l 
ure, but that is precisely when 
cotton control needs to be s tr ict ly 
enforced. 

I f the authorities fared badly in 
a year of scarcity, their perfor
mance this season has been no 
tetter. Ft was we l l known by 
December that the 1960-61 crop 
would exceed 51 l akh bales. I t was 
also known that the Government 
had planned large impor t s which 
included substantial quantit ies of 
short staple cotton. Allocations of 
foreign cotton this season total 
11.12 lakh bales against 12.80 lakh 
bales in 1959-60 of wh ich short 
staple cotton accounts for 5.75 lakh 
bales against a l i t t le over 4 lakh 
bales in the previous season. There 
had thus come about a marked 
change in the overall supply posi
t ion . Even so the authorities m a i n 
tained d is t r ibut ion control and com
pulsory survey. Not only that. 
M i l l s ' quotas for indigenous cotton 
were l inked w i t h the impor t of 
short staple cotton f rom the U S 
under P L 480. That was perhaps 
the only way how m i l l s could be 
made to purchase h igh priced U S 
cotton which compared very un
favourably w i t h equivalent do
mestic varieties. Ind ian cotton 
continued to be rationed despite 
improved supply and the au thor i 
ties also made a complete mess of 
export business. It is a sad com
mentary on the Government's "ex
por t or pe r i sh" slogan that the 
quant i ty of Bengal Deshi al lowed 

for expor t this season at 1.60 lakh 
bales is only 10,000 bales more 
than in the previous season even 
though the Deshi crop is estimated 
to be about 280,000 bales larger 
than in 1959-60. The piecemeal 
announcement of export quotas 
betrayed complete ignorance of 
conditions in foreign markets. Re
peated requests by the trade for a 
further export quota of Deshi as 
there s t i l l exists a sizable surplus 
have proved to be of no avail . 
There seems l i t t le sense in a l lowing 
this cotton to rot when it can earn 
badly needed foreign exchange for 
the coun t ry . , 

Artificial " Crisis " 

A good harvest, large imports , 
l i n k i n g of mil ls ' quotas f o r indige
nous cotton wi th the impor t of U S 
short staple cotton and unimagina
t ive expor t policy induced an easier 
tendency in prices. Cooperative 
societies, par t icular ly in Gujarat , 
wh ich had teen accustomed to 
market ing their produce at or 
above the cei l ing rates over the 
past few years al lowed stocks to 
accumulate w i th them in the hope 
of realising better prices. A n d when 
their stocks became burdensome 
they talked of a "cr is is" . Even at 
their very lowest cotton prices this 
season kept nearer the ceil ing than 
the f loor ; they seemed very low 
on ly when compared w i th the black 
market prices of the previous sea
son. But the Government found it 
impossible to resist the mount ing 
pressure f r o m cooperative societies 
in Gujarat and it was forced to 
take various measures in order to 
relieve the cooperative societies of 
their burdensome stocks for wh ich 
they were only themselves to blame. 
The Ind ian Cotton M i l l s ' Federa
t ion was persuaded to make sizable 
purchases which was resented by 
the trade as an encroachment on 
their sphere of act ivi ty . The Tex
ti le Commissioner released addi
tional quotas to mi l l s and advised 
them -— or was it a warn ing — to 
l i f t these stocks p rompt ly even 
though mi l l s had already been 
ca r ry ing normal stocks. The trade 
and industry were asked to pay for 
the follies of the Text i le Commis
sioner and the miscalculations of 
the cooperative societies. 

Plan Targets 

It seems odd that some States 
should have been t a lk ing of a 
'cr isis ' of accumulat ion of stocks 

when the crop has been just a nor
mal one, par t icu la r ly when the 
previous season's crop was an a l 
most fa i lure , around 37.5 l akh 
bales. The supply posi t ion this 
season would not have appeared so 
very comfortable i f impor ts had 
not been maintained at an unusual
ly h i g h level. The country can i l l -
afford to keep its annual imports 
around 11 lakh bales when every 
effort is needed to boost exports. 
There is no getting away from the 
fact that only wi th ideal weather 
conditions throughout the season, 
the 1960-61 crop turned out to be 
around 52/53 lakh bales which is 
Far behind the Second Plan or ig ina l 
target of 65 lakh bales. L i t t l e satis
faction can be had f rom the fact 
that product ion in 1960-61 came 
f a i r l y close to the revised target of 
54 l akh bales. For any target can 
be achieved if it is to be revised 
down to actual product ion . Consi
der ing that even in 1954-55 the 
country had produced a crop of 
52.9 lakh bales there has been 
hardly any success in the planned 
effort to produce more cotton. The 
disappoint ing progress d u r i n g the 
Second Plan does not encourage the 
hope that the T h i r d Plan target of 
72 lakh bales w i l l be realised, 
par t icular ly when it is sought to he 
achieved without any notable in
crease in the area under cotton 
cul t iva t ion . The Government has 
raised the floor prices of cotton for 
the 1961-62 season in order to 
st imulate product ion . But the pro
blem wi th Ind ian cotton has never 
been one of revising merely the 
floors; the demand has always been 
for raising the cei l ing rates. It is 
interesting to note that since 1952. 
despite the predominant ly bearish 
character of the hedge contract, 
cotton futures have only twice — i n 
1953 and 1955 — fallen below the 
level Rs 600 per candy of 784 lbs 
which has now been fixed as the 
floor for the new season. Cotton 
growers have long been clamouring 
for higher cei l ing prices on the 
ground that product ion cannot be 
raised as long as other cash crops 
continue to fetch better prices than 
cotton. Whether or not cotton p r i 
ces should be decontrolled is a 
moot point . But i f cotton produc
tion is not to suffer growers need 
to be assured of a m i n i m u m price 
which w i l l fu l ly cover the cost 
of product ion of the margina l 
producer. 
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