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Around the Markets 
True to Type 

THE set back in equity prices 
subsequent to the trade pact 

between India and Pakistan has not 
come as a surprise to the initiated. 
This is the usual pattern of stock 
exchange behaviour. It is custom
ary for equity prices to be pushed 
up in anticipation of an event. 
When that event finally materialises, 
those who had purchased earlier in 
anticipation of a rise liquidate their 
holdings. In consequence, equity 
prices tend to decline. This is the 
usual game that professional opera
tors play. They thrive on antici
pations. And when the anticipated 
event occurs, they unload holdings 
to the outside public at higher 
levels. 

There is nothing new or novel in 
this traditional technique of profes
sional stock market operators. 
What is strange is that the inalert 
investor and the outside public are 
repeatedly caught napping. Twice 
in recent months, professional ope
rators succeeded in getting out ol 
the market, leaving the gullible pub
lic to hold the baby. 

They did it during budget time, 
and they successfully repeated the 
performance during this week. There 
is a lesson in this for the investor 
- a lesson which the investor never 
seems to learn. 

Trade Pact 

To explain the technique of pro
fessional stock market operators, is 
not to accept the theory propounded 
in some quarters that the decline in 
stock exchange values is due to the 
fact that the 'pact is disadvantageous 
to India. There is no denying that 
the jute industry would have expe
rienced extreme difficulties but for 
supplies of raw jute assured under 
the pact. Indeed, the pact is based, 
governed and uniquely influenced 
by India's acute shortage of raw 
jute, In effect the pact means and 
involves that, as against supplies of 
raw jute, Pakistan wi l l receive goods 
in exchange to the same value. 

This, of course, postpones the 
basic issue of exchange ratio between 
the currencies of the two countries. 

For decades to come, Pakistan is 
likely to have a favourable balance 
of trade wi th India . One way of 
settling this trade balance would be 
to base it on sterling. But the diffi
culty is that, w i t h smaller releases 
of sterling by Britain, India w i l l find 
it increasingly difficult to settle the 
balance in sterling. An ideal solu
tion would be to base trade rela
tions between the two countries on 
a mutual exchange of goods and 
services. Such bilateral arrange
ments have obvious limitations. 
But, inasmuch as the trade pact is 
an attempt to base trade relations 
on such barter arrangements without 
any net deficit or surplus in the 
proposed exchange of goods, it is 
worth a fair trial by both the coun
tries. 

Second Thoughts 

On second thoughts, stock ex
change operators seem less critical 
of the trade pact ratified by India 
and Pakistan. There are indications 
that the barter arrangement does 
not altogether exclude the poss
ibility of supplies of raw cotton f rom 
Pakistan in exchange for coal from 
India. It is apparent that the cot
ton textile industry does not at pre
sent suffer from any shortage of 
raw cotton, as adequate supplies 
have- been assured through imports 
of foreign cotton On the other 
hand, there are reasons to believe 
that, despite supplies of coal from 
Fast Africa, Pakistan may be in 
need of Indian coal in the near 
future. It may, therefore, be rea
sonably assumed that the lack of 
raw materials wi l l not hamper cloth 
production or the progress of the 
cotton textile industry. 

On the raw material front, the 
outlook is not unpromising. Both 
the jute and the cotton textile in
dustry was experiencing difficulties 
because of uncertain and irregular 
supplies of raw materials. Though 
the supply position of raw material 
is assured, the problem of rising 
costs of raw materials remains. As 
admitted by the Finance Minister, 
devaluation has aggravated the 
problem. And , it is evident that, 
despite the trade pact between India 
and Pakistan, the rising prices of 
raw materials w i l l continue to affect 

production costs. 

Obstacles 

This is not the only impediment 
to economic' recovery. Some of the 
other hurdles were discussed by the 
Finance Minister in his addresses to 
financial and business interests in 
the City. As Dr. John Mat tha i in
formed banking interests, continued 
shrinkage in bank deposits was a 
cause for alarm both to the Govern
ment and industry. Though de
posit banks are not expected to cater 
to long term needs of industry, 
shrinking resources of banks are ad
versely affecting industrial borrowing 
costs. This, indeed, is one of the 
aspects of the retarded flow of sav
ings and investment. And it is 
widely emphasised that laggard 
stock exchange and investment 
activity is mainly due to the choked 
flow of investment and savings. 

To activate the flow of invest
ment and of savings, it is necessary 
to lower the tax burden. This is 
one of the reasons for tax conces
sions in the last budget. More than 
once the Finance Minister has stres
sed that industry cannot, for Iong, 
bear such a heavy tax load; that 
one way of reducing production 
costs as well as to stimulate savings 
is to ease the tax load. Vet, the F i 
nance Minister is also convinced 
that it may not be possible for the 
Government to lower the level of 
direct taxation any further as long 
as defence expenditure and the out
lay on displaced persons remain at 
current levels. Dr. John Matthai 's 
reminder that it may not be pos
sible to lower the existing level of 
direct taxation has had an un
favourable repercussion on the stock 
market. 

Sterling Assets 
Industry, the investor and the 

Government seem disturbed over the 
repeated proposal of the British 
Government that America should 
take over a portion of Britain's 
sterling liabilities for payment in 
dollars to Britain's sterling area cre
ditors. According to press reports, 
the proposal relates to cancellation 
of that portion of sterling debts 
which America is being asked to 
take over. There is nothing to sug-
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gest that Bri tain is indirectly pro
posing a scaling down of sterling 
balances. Yet, the Finance M i 
nister's statement in Bombay during 
the press conference on Wednesday 
evening suggests that the Govern
ment are opposed to any such plan. 

On the argument that there was 
bound to be a fundamental differ
ence between the approach of Bri
tain and of India to the problem of 
sterling balances, the Finance M i 
nister emphasised that it was neces
sary that even the presentation of 
the factual data prepared by the 
U . K . should not be finalised wi th
out India being given an opportun
ity of commenting on it . Of course, 
the Finance Minister is justified in 
his emphatic assertion that India is 
entitled to prior consultation on any 
plan for liquidation of sterling balan
ces. That apart, there is much to 
he said in favour of the plan so far 
as India is concerned. 

Evil Onens 
Details so far available about the 

plan indicate that it is likely to 
benefit Britain's sterling area cre
ditors, including India. India is in 
need of dollars to import goods from 
America. Though India had a 
dollar surplus during the war pe
riod, she is now experiencing a heavy 
dollar deficit And, revision to war 
time dollar pool does not mean that 
India is in a position to secure dol
lars as and when she requires them; 
Dollars are being strictly rationed 
by the dollar pool, and sterling area 
countries are being asked to con
tinue the twenty-five per cent cut 
in dollar imports for another year. 

In the circumstances, any plan 
that ensures more dollars to India 
and to Britain's sterling area credi
tors should be welcome. It is, in
deed, strange that the British re
quest to America to shoulder some 
of the former's sterling obligations 

has not had an encouraging res
ponse from the sterling area credi
tors, though it is not surprising that 
both Washington and New York 
seem apathetic to the British propo
sal. Recent developments indicate 
growing reluctance on the part of 
the American tax-payer to shoulder 
additional responsibilities. Indeed, 
irrespective of the hostile approach 
of the Finance Minister to the Bri
tish proposal, investors and stock 
exchange quarters are perturbed at 
American's progressive unwilling
ness to undertake the responsibilities 
expected of the biggest creditor na
tion of the world. This, coupled 
wi th the British Government's deci
sion to scale down the volume of 
sterling releases in future, indicates 
that India may experience difficul
ties to secure supplies of goods and 
commodities required to ensure plan
ned economic progress. 
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