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Cotton Market 

The Trade Pact and Cotton 

T H E text o f the Indo-Pakistan 

trade agreement has been re

leased. It includes the supply of 

raw jute to India but excludes raw 

cotton from its purview. Earlier 

advices had indicated that the Pact 

would provide for the export of 

150,000 to 200,000 bales of Pakistan 

cotton to India. This possibility 

had caused upcountry cotton mar

kets in Gujarat to ease a lit t le. W i t h 

news of cotton having been exclud

ed from the terms of the Pact, these 

markets have looked up again. 

In a part which contemplates an 

exchange of goods to the value of 

only Rs. 34 crores between the two 

countries, the inclusion of raw cot

ton could hardly be expected since 

the export of raw jute alone would 

be costing about 15 crores of Indian 

rupees. The pact was more an in

dication of the change of front 

which shunned armed conflict and, 

therefore, wanted to end the eco

nomic war w i t h grace, than that of 

any intention to open the flood gates 

of imports and exports all at once. 

Tha t all the transactions are 

to be put through in Indian 

rupees and that the Pact is 

to terminate on July 31, 1940 

wi th the balance of payments 

at zero, only testifies to the inten

tion of the authors to withdraw from 

the edges of a precipice, to declare: 

the complementary character of the 

two economies, to break the ice and 

begin trading. For, if an economic 

war of the kind we have had for 

the past six months was a precur

sor of a mili tary war, the economic 

truce which the Karachi Pact epi

tomises, should just mean the. re

verse, namely, peace and neighbour

ly relations of a friendly sort. After 

damaging her own economy to the 

extent of Rs. 130 crores, directly or 

indirectly, during the past six 

months, Pakistan has shown readi

ness to retrieve the wrong step and 

India has agreed heartily to co-ope

rate w i th her. So, the present agree

ment appears to be only a precur

sor of a more comprehensive agree

ment to follow. 

As earlier advices had dearly in

dicated, it was the talk of the town 

at Karachi that the decision of the 

International Monetary Fund in res

pect of the exchange value of the 

Pakistan rupee was likely to be pro

nounced any time before July next. 

Since devaluation of the Pakistan 

rupee is a likely possibility and 

India, as a member of the Inter

national Monetary Fund, w i l l have 

to abide by the decision of the Fund, 

the device of a trade pact of short 

duration has been adopted. Once 

devaluation of the Pakistan rupee 

becomes recognised fact, al l trad

ing is likely to be free and all ex

change difficulties w i l l disappear. 

Meanwhile, it has to be noted 

that while the Pact has deprived 

India of the opportunity of secur

ing the much-wanted Pakistan cot

tons in the immediate future, Paki

stan also has been deprived of her 

most important requirement in the 

shape of Indian coal. Knowledge

able circles, however, expect that 

the Pact w i l l shortly be extended to 

cover the exchange of raw cotton 

and coal also. 

Although raw cotton is excluded 

from the scope of the present Pact, 

India has agreed to export, along 

wi th other goods, 4,50,000 bales of 

fine and superfine cotton cloth and 

5,000 bales of cotton yarn of counts 

40 and above. In addition, cer

tain kinds of handloom cloth w i l l be 

allowed without licence from India 

to Pakistan, just as Pakistan has 

allowed free trade to India in res

pect of Pakistan's vegetables, fruits, 

betelnuts, cotton seed, soda ash and 

hides and skins. 

Prices of only raw jute have been 

expressly stated in the agreement. 

Provision has also been made for the. 

fixation by mutual agreement of 

the price of wheat which Pakistan 

agrees to supply to the extent of 

150,000 tons. As regards other 

commodities, however, it is presum

ed that usual trade channels could 

be depended upon to arrive at prices 

in accordance wi th the law of sup

ply and demand. So, presumably, 

India is at liberty to export her cot

ton yarns and textiles at her own 

export prices. Payment, however, 

would invariably be made in Indian 

rupees. 

As Dr . John Mat tha i , India's 

Finance Minister, said in his speech 

this week at the Indian Merchants' 

Chamber, Bombay, " although cot

ton has not been specifically includ

ed in the present trade agreement, 

the periodical review of problems 

connected wi th the trade between 

the two countries to which both 

Governments would be committed, 

would provide the necessary oppor

tunities in the future for considering 

proposals in that sphere." The 

Government of India have also de

cided to increase the monetary ceil

ing for the import of raw cotton 

during the January-June 1950 

licensing period by an amount suffi

cient to cover another 3 to 3½ lakh 

bales. This, obviously, would be in 

addition to the import of 10 lakh 

bales already provided for. 
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There are two more factors which 

are likely to cause a fundamental 

change in the price and supply 

situation of cotton in India during 

the coming few months.- These are 

(1) Karachi reports suggest that the 

life of the present agreement has 

been restricted to July 31, 1950, in 

the expectation that the exchange 

value of the Pakistan rupee would 

be decided upon by the International 

Monetary Fund in the intervening 

period whereafter trading in all com

modities would be free; . . (2 ) the 

Finance Minister to the Govern

ment of India , Dr . John M a t that, 

has justified in a speech at Bombay 

this week, the devaluation decision 

of the- Government of India and has 

dismissed as " unfounded" all ru

mours about proposals for the re

valuation of the Indian rupee. Once 

the exchange problem is out of the 

way, a free exchange of goods would 

naturally be stimulated. 

Another fat for which is of 

supreme importance in this connec

tion, is the fact that pact or no pact, 

India stands f irm by her decision to 

raise raw cotton production by 

850,000 bales during the oncoming 

season, 1950-51. From the price 

point of view, this is a bear factor 

for the long run. For the short 

term, however, prices are likely to 

remain steady to firm, because of 

the artificially high prices that an 

being maintained in the U.S.A. and 

in Egypt. While in Egypt, Ash-

mouni cotton has been cornered, in 

the U.S.A., new crop prices have 

gone up on small crop ideas, appre

hensions about weevil damage and 

tightening of supplies. No price re

lief, in fact, can be expected from 

the U.S.A. so long as the U.S. Gov

ernment do not abandon their policy 

of subsidising farmers on the one 

hand and European buyers on the 

other by means of E.C.A. grants. 

The Government of India appear 

to be determined to continue con

trols on raw cotton and textile 

prices. This' is only to be expected 

in view of the measure of success 

which has attended the execution of 

cotton and textile control. Of 

course, there are a number of defi

ciencies which have to be removed. 

One such is the anomaly between 

the prices of controlled ginned cot

ton and uncontrolled kapas or seed 

cotton. If only the ceiling prices 

are suitably raised, the anomaly 

Would disappear. 

The fact that the-Government of 

India this week have, granted an in

crease of one to one and-a-half per 

cent in the price of ' f i n e ' qualities 

of cloth, keeping the prices of 

' course ' and ' m e d i u m ' cloth un

changed and actually causing a de

crease of 2 to 3 per cent in the case 

of l superfine ' qualities, reinforces 

the conclusion that the Government 

are determined to carry, cotton con

trol to its logical conclusion. 

The Stock Exchange 

A Technical Recession 
S T E A D Y rise in equity values 

during the past few weeks 

had made the market technically 

rather vulnerable. Unable to at

tract outside follow-up support at 

higher levels, bulls preferred to cash 

their profits. A n d wi th operators 

generally inclined to allow tech

nical forces have their ful l play be

fore extending their commitments, 

equity prices gradually drifted lower 

on profit-taking and scattered spe

culative selling. 

This week's recession in equity 

prices may be attributed to the dis

appointment over the lndo-Pakistan 

trade 'agreement. Though the 

agreement has generally been wel

comed and has been described as a 

good beginning for breaking the 

deadlock, stock exchange circles are 

disappointed at the absence of any 

reference to the import of raw cot

ton and export of coal in the trade 

pact. 

Dalai Street had been arguing 

that import of raw cotton from 

Pakistan would considerably ease 

the cotton supply position, and that, 

exports of cloth would be increased 

as there is no restriction on export 

of cloth manufactured out of foreign 

cotton. Textile shares had been 

bid up in anticipation that the trade 

pact would provide for import of 

raw cotton. Since these anticipa

tions did not materialise, bulls start

ed unloading their holdings. The 

weakness of cotton mi l l shares had 

an unsettling effect on the rest of 

the market. Persistently lower ad

vices from Calcutta, presumably 

due to the exclusion of coal from 

the trade pact, proved an additional 

disturbing factor. The absence of 

any provision regarding raw cotton 

is attributed to the fact that be 

cause of its existing large commit-

ments in foreign countries namely, 

France, Italy and Japan, Pakistan 

is not in a position to export the 

varieties of cotton which India 

needs. Whatever it may be, in view 

of the Government's assurances that 

they would arrange for the import 

of raw cotton, if and when industry 

requires more supplies, fears of 
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