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"riposte" (the word is used too often 
in the text) by the Comecon. The evo
lution of actual international co-opera
tion in both eastern and western 
Europe shows that it is easy to de
monstrate the virtues of co-operation 
(or co-ordination, harmonisation or 
whatever name is chosen), but its 
implementation in a society full of 
independent nation states has remained 
a hard problem. In the West, the early 
euphoria is disintegrating in the face 
of France's insistance on rational 
sovereignty. In his press conference 
on 9 September, President de Gaulle 
bluntly said that a crisis in the Euro
pean Common Market was "sooner or 
later" inevitable because of "errors 
and ambiguities" in the original Euro-
peart treaties drawn up "when France 
was weak". Eastern European coun
tries started at the other end: begin
ning with the recognition of national 
sovereignty they came to feel the 
need for long-term planned co-ordina
tion; but their efforts began to be 
stymied by Rumania, speaking in an 
accent not much different from that 
of France in the west. One can hardly 
suggest that the experience of the 
European Common Market has proved 
a promising patent pill . 

(2) Kaser to be irritated by the 
emphasis on "heavy industry" implan
ning (pp 16-20. 37-38, 50-51, 35) in 
the socialist countries. He shows re
lief with Stalin's death when at times 
it appeared as if the ghost of heavy 
industry was laid to rest, though real 
economic life seems to have given it 
nearly indestructible powers of sur
vival. It is a pity that the simple fact 
that nearly everywhere — whether the 
countries were small or large, capita
list or socialist — heavy industry has 
expanded during the period of indus-
trial transformation nearly twice as 
fast as light industry has so far re
mained beclouded in sterile con-, 
troversy; that the gap in these growth 
rates has tended to narrow only when 
an advanced industrial economy was 
created: that the pattern of industrial 
investment in the post-civil War Unit-
ed States (where there was no Stalin) 
was not altogether different from that 
in post-1928 Soviet Union; that struc
tures of industry in the advanced 
western or eastern countries now ap-
pear as identical twins: and that the 
perspective development plans of many 
a developing countries also reproduce 
carbon-copies of this historical. expe
rience. But we have now become fami
liar with frequent quarrels among eco
nomists about lables of empty boxes. 

(3) The author's thoughts on the 

pricing mechanism are not always 
clear. Much in the pricing system in 
the Comecon countries need a 
thorough-going revision. But to attri
bute rationality to the pricing system 
in the non-socialist countries (pp 1, 
140-157, 159-161) would seem to sug
gest a sublime disregard for all the 
divergence of real economic life from 
the theoretical motions; it would seem 
as if the Great Depression, Cartels, 
imperfect or monopolistic competition 
(Robinson and Chamberlain), general 
and partial equilibrium and immobi
l i ty of price changes (Keynes), public 
control of key prices in most western 
countries choice of techniques and 
shadow prices (Sen and Chakravarty), 
underdevelopment, cumulative causa

t i o n and distortions of the price sys
tem (Myrdal), losses (not gains) from 
trade, terms of trade and UNCTAD 
and all that (List, Prebisch) were all 
aberrations of an inverted mind. That 
the planned economies have yet not 
satisfactorily resolved this problem is 
beyond dispute; but to say that the 
theoretical inheritance of an essentially 
unplanned political economy has much 
to contribute to the quest seems like 
unravelling the mysteries of the 
galaxies through the microscope, how

ever powerful, rather than a telescope. 
(4) Kaser's treatment of trade and 

autarky also suggests a not altogether 
dissimilar attitude. There is nothing 
unusual in the fact that since 1920's 
trade has expanded slower than indus
trial output (pp 111-118). Nor is there 
so much to be said about "gains" from 
trade between unequal partners; gains 
at a point of time have in fact turned 
out to be Josses over a period of 
time. Insistence by the economists 
from the developing countries upon 
"cost comparisons...on a dynamic 
basis" is all the more necessary in 
determining not only the gains but also 
the losses from trade. It may well he 
that the success of the Comecon 
countries " in fostering the expansion 
of production" rather than trade 
(p 116) was less of a paradox than the 
author suggests; it was perhaps with 
minor qualifications an essential instru
ment. 

The observations made above con
cerning some of Kaser's concepts are 
not intended to detract from the gene
ral merit of study—which is indeed 
a welcome addition to the growing 
literature on international economic 
co-operation. 

In Quest of the Risk Premium 
M G Pavaskar 
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EVER since Keynes presented his 
'Theory of Normal Backwarda

tion' in his "Treatise on Money" (Vol 
II, 1930). many leading economists. 
both in UK and U S A , have been 
in quest of the risk premium in com-
modity futures markets. Though their 
efforts have generally been in vain and 
largely resulted in discovery of a few 
more 'empty economic boxes' labelled 
"hedgers' aversion to price risk", 
"hedgers" risk premium." "specula
tors' profits", etc, they set at rest 
many misconceived traditional theo
ries and concepts regarding hedging, 
speculation and prices in futures mar
kets, and produced some important and 
interesting methodological contribu
tions for testing empirically the eco
nomic usefulness of futures markets. 
In this small but interesting book, 
Venkataramanan has briefly surveyed 
thess valuable contributions made by 
such welt-known economists as Keynes, 
Hicks, Kaldor, Working, Telser, Hou-
thakker and others, over the last 
three decades to explain the myste
rious behaviour of the men who ope-

rate in the futures markets. 
Although futures markets have 

been functioning in this country for 
over half a century, the subject of 
futures trading has never engaged 
serious attention of any of our lead
ing economists. The few books that 
are available on the subject ("Futures 
Trading and Futures Markets in Cotton 
with special Reference to India" by 
H L Dholakia, "Commodity Exchanges" 
by P G Salvi and "Regulation of 
Futures Markets" by W R Natu) are 
entirely descriptive and deal mainly 
with the organisational and institu
tional aspects of futures markets. In 
the last few years, futures markets 
have come under repeated attacks 
from both the uninformed public and 
politicians alike. And yet, there have 
been practically no important metho
dological or empirical studies on the 
merits and the functioning of futures 
markets—winch are verily the text
book examples of perfectly competi
tive markets—by) even those indivi
duals and institutions who tirelessly 
affirm their faith in the economic effi-
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cancy of the competitive market mecha-
nism in the allocation of resources. 

Venkataramanan's comparative survey 
of rival theories of futures trading is, 
therefore most timely as it. might: sti
mulate serious research and empirical 
thinking on the working of futures 
markets in this country. 

After briefly reviewing the origin 
and historical development of futures 
markets in many countries including 
India, Venkataramanan discusses in 
the early chapters of the book the role 
of futures trading in the marketing of 
agricultural commodities, especially in 
reducing the risk of price fluctuations 
faced by different functionaries in 
trade and industry. In the subsequent 
chapters, he successively deals with 
the intricate theories of hedging, spe
culation, storage and inter-temporal 
price relations presented by different 
economists. Although Venkataramanan 
claims no originality, readers gain 
valuable insight from his discussion of 
complex theories. 

What forms the core of discussion 
in the various theories on futures 
trading is the basic Keynes-Hicks 
hypothesis that hedgers in futures mar
kets pay risk premium to speculators 
for the service which the latter ren
der to the former in assuming price 
risks. According to this hypothesis, as 
hedgers are generally 'shorts' in com
modity futures markets, the risk-pre
mium payable by them takes the form 
of 'backwardation' which results in 
futures price being quoted at any 
time at a level lower than the level 
of the expected spot price at the same 
time, Holbrook Working and others, 
however, have attempted to explain 
the 'backwardation' in the futures 
markets in terms of convenience yield 
on stocks which reduces or inverses 
the carrying charges. Empirical data 
on the subject are conflicting and 
cannot be accepted uncritically. Curi
ously enough, Venkataramanan finds 
confirmation of the Keynes-Hicks 
hypothesis of risk premium in the 
functioning of the cotton futures mar
ket at Bombay and infers from the 
large backwardation that is witnessed 
in the cotton futures price that "the 
Bombay market was used quite sub
stantially for hedging purposes". Know
ledgeable persons in the cotton trade 
who attribute the backwardation in 
the cotton futures market to such 
complex factors as the broad-based 
nature of the cotton futures contract, 
the system of fixing tendering differ
ences at the East India Cotton Asso
ciation, etc, could hardly accept 
this inference for they, more 

than any one else, are aware that 
'short' hedging in the cotton futures 
market at Bombay by dealers .and 
stockists has been very small for the 
last over a decade. Far from confirm
ing the hypothesis of risk premium, 
this reviewer feels that Table 7 (which 
gives data on cotton futures prices 
and cotton stocks) in Venkatarama-
narfs book lends some support to the 
operation of the theory of inverse 
carrying charges in the Bombay cotton 
market. Nevertheless, what needs to 
be emphasised is that the factors which 
determine the basis between the 
ready and the futures prices are so 
varied and many and necessarily differ 
so much from commodity to commo
dity and market to market that any 
empirical inferences drawn from sta
tistical studies must be interpreted 
and accepted with utmost caution. 

To those who seek an answer to the 
question whether speculation per se 

stabilises prices or not, Venkatarama-
nan's book may be a little disappoint
ing, for it gives no clear verdict. But 
this is as it should be. Both Bauraol's 
and Tclser's models are inadequate as 
they are based on certain assumptions 
about the behaviour of speculators, 
which are unfortunately not true in 
the real world with regard to all 
classes of speculators operating in the 
futures markets. Venkataramanan 
therefore rightly concludes that the 
question of the stabilising influence of 
speculation must be answered on 
empirical grounds. 

This book is perhaps the first which 
surveys the major contemporary con
tributions to the theory of futures 
trading, It is superfluous to say that 
it should be read by all those who 
are interested in the subject. One 
must, however, voice a small protest 
against the very high price of the 
book. 
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