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Around Bombay Markets 

Reactionary Trend Persists 
Thursday, Morning 

YET another week has gone by and 
Dalai Street is still trying to con

solidate its position. In the process of 
technical adjustment, which has been 
under way for some weeks, it is not 
merely the weak elements that have 
been weeded out but certain prominent 
bulls are also reported to have got rid 
of their holdings. While equity prices 
continued to display an irregularly lo
wer tendency, net losses over the week 
were generally small, quite negligible 
in many cases. It is indeed remarkable 
that heavy selling over the past week 
or so should have been absorbed with
out causing any serious break in prices. 

The reactionary phase being still in 
progress, market operators have been 
talking quite a great deal recently 
about the distressing food situation, un
happy political developments in certain 
States, the debate on no confidence in 
the Government and the raids in search 
of unaccounted money. The market has 
been thick with all sorts of rumours 
and many big names are said to be in
volved in the recent raids. This has had 
a considerable effect on the market 
sentiment. Yet another factor which has 
affected market psychology is the Re
serve Bank's renewed emphasis on the 
role of interest rates in mobilising de
posits which has led to talks of an 
early increase in the Bank Rate. 

Whether or not, the Bank Rate 
should be raised is a moot point. But 
if it is raised by a substantial margin 
(without which it is unlikely to prove 
effective), it wil l have a serious impact, 
on the climate in the investment mar
ket which is already far from being 
very favourable. At a time when the 
Government is anxious to tone up the 
capital market, the question of stepp
ing up the Bank Rate will need to be 
given very serious consideration. In
formed sources believe that the Fin
ance Minister might not hesitate to 
make certain modifications in taxes in 
order to revive the capital market. 
Quite possible. The success of the Unit 
Trust wil l depend mainly on health of 
the stock market. No matter how ably 
the Unit Trust manages its investment 
portfolio, it cannot hope to do well if 
equity prices do not develop an upward 
trend. 

Oilseeds 

How High Groundnut Oil? 

EVER in living memory has 
groundnut oil been quoted at 

Rs 3,300 (per tonne); that is the price 
it fetched in Bombay last week (Sept
ember 15) and it showed a rise of Rs 
350 per tonne over the week. Ground
nut Bold (spot) was bid up to Rs 385 
(per 250 kilograms). No one who has 
the slightest sympathy for the average 
consumer can view such high prices 
with equanimity, no matter how well he 
might wish of the farmer. Near-famine 
conditions that these prices reflect arc 
the result mainly of restrictions on the 
movement of groundnut and groundnut 
oil outside Gujarat and Uttar Pradesh. 
With fresh arrivals extremely limited, 
slocks in Bombay have been reduced to 
a precariously low level. Reports from 
Gujarat, which is known to be a sur
plus State and which had banned the 
export of groundnut and groundnut oil 
from the State some eight weeks ago, 
are also far from encouraging. The re
tail price of groundnut oil there, has 
been fixed at Rs 19.95 (per 10 kgs)— 
Rs 1800 a tonne on wholesale basis. 
But stocks are no more to be seen any
where in the market. The Government 
has been obliged to freeze the entire 
stocks of groundnut oil all over the 
State (but what is there to freeze when 
stocks go underground and/or are held 
by farmers whom the Government is 
unwilling to displease) and the supply 
of oil is being rationed to consumers 
in the six main cities. It is not unlike
ly that groundnut oil has been smug
gled out of Gujarat State because it is 
virtually impossible to have strict vigil
ance all along the borders; prices out
side the State have been very attractive. 

The oil famine should end once the 
new groundnut crop begins to move 
into the market and that is not a long 
way off. The market cannot escape the 
impact of new crop arrivals after about 
the middle of October and the impact 
could be more deeply felt if the Govern
ment were to continue the present ban 
on the export of groundnut oil and/or 
the export incentive scheme were to be 
drastically modified. The Government 
cannot boost the export of oil through 

liberal incentives and at the same time 
expect internal prices to fall to reason
able levels. How to strike a happy com
promise between exports and internal 
prices is a matter which calls for very 
careful consideration not only of the 
demand and supply position at home 
but also of international demand and 
price trends abroad. This question has 
not been receiving the attention that 
it deserves. 

Ban on Futures Goes 

New Delhi's decision to remove the 
ban on hedge trading in groundnut and 
groundnut oil clears the way for early 
resumption of forward trading in these 
commodities. The decision is welcome 
in that there is no sense in not allow
ing hedge trading in groundnut and 
groundnut oil when there exist such 
facilities in respect of other, and less 
important, oilseeds. But the plea that 
the facility of forward trading wi l l en
able farmers to realise a good price for 
their produce cannot convince. The 
main problem is not how to enable far
mers to secure a good price but how 
to help the consumer get the oil at 
reasonable prices. Fortunately, the pros
pects for the new crop are very en
couraging and if the weather does not 
turn unkind all of a sudden, the 1964-
65 groundnut crop is likely to set a 
new record. This will impart an easier 
tendency to the market. The seasonal 
influences favour a decline in prices. 

Groundnut and groundnut oil prices 
have suffered a moderate setback on 
prospects of early resumption of for
ward trading. The quotation for ground
nut oil ready has eased from Rs 33 to 
Rs 31.50 (per 10 kgs) and groundnut 
ready has come down from Rs 385 to 
Rs 375 (per 250 kgs). Distant positions 
have been marked lower. Groundnut oil 
November delivery which had recently 
been marked up from Rs 18 to Rs 20.25 
has eased to Rs 19.90 and December 
position which had moved up from 
Rs 17.25 to Rs 19.50 is quoted around 
Rs 19. Since there is already a huge 
discount on distant deliveries and there 
exist near-famine conditions at the fag-
end of the season, prospects of serious 
break in groundnut oil prices (distant 
positions) are generally discounted. 
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Cotton 

Dull and Subdued 

TRADING in cotton has become an 
extremely dull affair. And with 

reports about the progress of the new 
crop continuing to be encouraging, the 
general tone of the market remains sub
dued. The stockists are eager to part 
with their goods but mills are in no 
mood to enter into fresh commitments 
unless good quality cotton is offered at 
attractive prices. Mills' attitude is un
derstandable. Most of the mills are 
having ample stocks with them; the 
carryover from the last season is suffi
cient to meet the industry's needs for 
over five months while new crop move
ment will be in swing after about the 
middle of November. And what is 
more, weather has continued to be obli
ging up to now and if conditions do 
not turn unfavourable in coming weeks, 
there is every likelihood that the 1964-
65 wi l l set a new record. Only the bull 
speculators will dread the prospect of 
a bumper crop. It is quite interesting 
to hear market: men say that some of 
the prominent bull operators are gam-
bling on the view that three succes
sively good harvests are a rare pheno
menon and therefore the new crop is 
unlikely to be as big as is generally 
anticipated. Certainly, one would not 
like to wish that way, though one can 
never be sure of the weather. The cot-
ton crop has still some crucial weeks 
to pass through. I t wil l not be until 
about the middle of October that one 
can form a reasonably good idea of the 
crop position. 

Money Market 
Thursday morning : 

THE inter-bank call money rate 
staged a retreat from the middle 

of last week coming down from 4 per 
cent to 1.5 per cent at the end of the 
week. The easier trend was inevitable 
in the off-season after the temporary 
but acute demand for funds which set 
in a fortnight ago subsided. As the 
week progressed, demand tended to 
wane and with supplies simultaneously 
increasing, normal conditions returned. 
In Calcutta also easier conditions pre
vailed the call rate dropping to 2 per 
cent by Saturday last from 5 per cent 
a week ago. 

However, during the current week 
the short-term money market is tending 
to firm up, the inter-bank call money 
rate creeping up steadily from 2 per 
cent on Monday to 3 per cent on 
Wednesday. Demand was said to be a 
little keener than usual in this off
season, but in any case business was 

by no means eventful. 
Demand for funds may have stem

med from the need to strengthen 
the liquid resources of banks to com
ply with certain statutory requirements 
effective from September 16. This, 
however, does not seem to be the main 
cause of stringency as the scheduled 
banks taken as a whole have already 
built up or are keeping for long a pro
portion of liquid assets above the new 
requirements. The overall liquidity 
ratio of all scheduled banks stood on 
September 4 at about 38 per cent, 6 
per cent in cash and 32 per cent in 
Government securities. If the State 
Bank were excluded, the other schedul
ed banks kept about 7 per cent in cash 
and 27 per cent in government securiti
es making a total of 34 per cent in 
terms of their deposits. It is therefore 
difficult to maintain that the scarcity of 
offerings or keener demand for funds 
has emanated from a need to build up 
cash and investment resources, although 
in a few marginal cases this possibility 
cannot be altogether ruled out. In any 
case, it appears reasonable to assume 
that scheduled banks will not have been 
hard put to it to show adequate statu
tory reserves in the midst of the slack 
season. Further the two-years' time 
which was at their disposal must have 
been long enough for the banks to re
adjust their business and working 
policies to comply with their new obli
gations. After all, even otherwise the 
scheduled banks appear to have been 
keeping a higher cash and investment 
ratio for the last two years, at least 
during this part of the years, as would 
be borne out by the table below. 

In the circumstances, the rise in 
money rates cannot be fully attributed 
to this obligation applicable from Sep
tember 16, but is ascribable to some 
disequlibrium between supply and de
mand or to a reluctance on the part of 
usual lenders to spare funds or to a de
liberate withholding of funds by some 
lenders. As things appear, temporary 
spurts in demand arising out of local 
factors may sustain the call money rate 
around current levels although there is 
nothing to warrant a change to tighter 
conditions as the busy season is still 
far off. 

The last scheduled banks' statement, 
as on September 4, in a way reflects the 
tighter conditions that prevailed during 
the period that preceded and that 
followed. As against a spurt of Rs 
13.50 crores in bank credit and a fall of 
Rs 14.21 crores in aggregate deposits, 
there were a decline in investments by 
Rs 12.51 crores, a depletion of cash and 
balances with Reserve Bank by Rs 3.88 
crores and a rise in borrowing from the 
Reserve Bank by Rs 2.92 crores. 

The Reserve Bank's statement, as on 
September 11, marks a continuation of 
the rise in active notes by Rs 13.68 
crores, but the rise is relatively less than 
the previous week's figure of Rs 17.37 
crores. The note issue has gone up by 
Rs 24.58 crores but of this, Rs 10.90 
crores worth of notes have remained 
with the Banking Department, Since 
rupee coins of the value of Rs 42 lakhs 
have also been taken out of the Issue 
Department, the rupee securities in that 
department have been inflated by Rs 
25 crores to cover the total outflow of 
notes and coins. 

As against a rise of Rs 65.85 crores 
during the preceding three weeks, Cen
tral government's deposits have sharply 
fallen by Rs 47.33 crores while State 
Government's deposits have risen by 
Rs 11.26 crores. The funds deflected 
from the Central Government's balance, 
if they have gone to the private sector, 
may be reflected in increased deposits 
of scheduled banks in the coming 
weeks. 

Scheduled banks' deposits have risen 
by Rs 3.74 crores during the week and 
their borrowings also have gone down 
by Rs 2.04 crores. This explains that 
their needs did not increase particularly 
during the week ended September 11, 
and certainly not enough to warrant a 
spurt in their demand for funds lead
ing to higher short-term money rates. 

Foreign assets of the Reserve Bank 
have declined by Rs 1.28 crores to Rs 
96.52 crores, due to a fall in balances 
held abroad by a like amount. While 
investments of the Bank have fallen by 
Rs 53.68 crores, Treasury bills purchas
ed show a rise of Rs 11.52 crores. The 
fall in investments may be a sequel to 
the outflow of Central Government 
deposits. 
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