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belated offshoot of the arrange
ments arrived at, at the Common
wealth Finance Ministers' Confer
ence held in London last year. Or , 
whether it is one of the ways and 
means that M r . Deshmukh had 
been exploring for facilitating for
eign investment in India . Tha t it 
may not have anything to do w i t h 
M r . Deshmukh's efforts is suggested 
ky the fact that Britain announced 
a similar relaxation of exchange 
control to permit repatriation as 
early as December last. 

Whatever be the inspiration be
hind i t , even this latest concession 
does not meet the main objection, 
of the private investor in America 
who does not want compensation in 
the event of "forceful appropria
tion, but legal and legislative pro
tection against such appropriation." 

So much has been wri t ten and 
talked about this impediment that 
there would be no point in flogging 
a dead horse. Americans wi l l not 
invest abroad unless they find the 
political climate of the borrowing 
countries congenial to their inte-
Fests. Nor can they be expected 
to be interested in such investments 
when home investment offers much 
more attractive, returns, as it still 
undoubtedly does. 

The conclusion it suggests may
be depressing, but it is, neverthe
less, realistic. It appears futile to 
try to restore the conditions which 
alone can possibly attract the Ame
rican private investor. For the 
American investor does not like our 
industrial policy, the trend of our 
labour legislation, compulsory arbi
tration, profit sharing or fixing of 
fair wages by legislation. He did 
not like l imita t ion on dividends and 
disapproves of our taxation policy. 

More f rui t ful would be to invite 
direct participation not only of 
American, but of other foreign i n 
terests, wherever it is necessary to 
secure rapid development in par t i 
cular fields. And since we cannot 
afford to throw open our doors in 
the manner in which alone foreign 
capital can be induced to come 
without reserve, we must be pre
pared to pay the price necessary 
for participation in specific pro
jects. Even so, un t i l the Ind ian 
investor is able to display confidence 

in his own country's future, it is 
unlikely that foreign capital w i l l be 
forthcoming in any quantity. 

Granted, but this makes it all the 
more necessary for the outside pub
lic to know what ' has been the 
actual response to the Government 
of India's invitation. 

A statement was issued in Feb. 
last—it emanated from the Reserve 
Bank, it was learned on good au
thority—that $230 millions had 
been invested between August 15, 
1947 and December 31, 1949, in 
various projects approved by the 
Government of India . 

Dr . Mat tha i , on the other hand, 
told the Parliament on March 15 

in Indian industries during 1948 
that foreign capital actually invested 
and up to September 1949, was 
about six crores of rupees. These 
two statements are hard to recon
cile, for if both are cowed, the in
ference is unavoidable that more 
capital came in when the threat of 
nationalisation was hanging over it 

say in the period from August 15, 
1947 to Pandit Nehru's clarification 
in A p r i l 1949—than it d id later, 
when at least the assurance of ade
quate compensation had been 
vouched for. The Government 
policy wi th regard to foreign capi
tal has been elucidated time and 
again, and often enough. More 
tacts are obviously needed to en
able the public to judge the results 
that have followed from i t . 

Money Market 

The New Loan Is No Retreat 

TE R M S and conditions of the 
cash-cum-conversion loan an

nounced by the Government are 
being interpreted in financial cir
cles in Bombay as unmistakable 
pointers that the Government are 
on the retreat on the cheap money 
front. This is technically correct, 
though M r . Chintaman Deshmukh 
is likely to interpret this interpreta
tion as exaggerated and unduly un
charitable. 

The announcement has already 
had a slightly bearish effect on the 
gilt-edged market. Comparable 
loans have shed a few annas on 
Thursday because of l iquidation by 
professional dealers to realise cash 
for investment in the slightly high
ly-yielding new loan. Alternative
ly, it is arguable that the slight fall 
in the 3 per cent. 1962-65 Loan 
and in the 3 per cent. 1966-68 
Loan reflects the market's estimate 
that if the new loan is to stand on 
par, the 1966-68 Loan must ne-
nessarily be below par, while the 
1963-65 Loan may go on hovering 
hesitantly at or around par. 

These technical grounds, argu
ments and considerations cannot be 
ignored. But before the money 
market auto-suggests itself into pes
simism and financial experts con
gratulate themselves on the ground 

that they have been right in argu
ing that interest rates must be 
raised, it is necessary to be clear 
and precise on the interest rate 
front. 

It is, admittedly, a retreat from 
the 2½ or the 2 3/4% interest rate 
basis. Since the announcement of the 
new loan, financial circles have dis
covered wi th a surprise that, despite 
talks of dearer money and the 
need for higher interest rates, both 
the 1963-65 and the 1966-68 Loan 
have been quoting a few annas 
above par. To the extent of two 
annas to four annas per cent., the 
new loan is a retreat. But that is 
all that can be said against the 
terms and conditions of the loan. 

M r . Deshmukh's pronouncements 
as Governor of the Reserve Bank 
indicated that he was definitely op
posed to attempts at fixing the long-
term interest rate at 3 per cent, 
or at fixing medium term interest 
rate at 2½ to 2 3/4 per cent, basis. 
What he meant by consolidation of 
interest rates was that the Govern
ment would be well advised to sta
bilise medium term interest rate 
firmly on the 3 per cent, basis. 
This , it w i l l be realised, is a retreat 
from Sir Archibald Rowland's am
bitious attempt to secure long term 
interest rates on 3 per cent basis. 
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But investors have long since forced 
the Government to make a retreat. 
This apart, the terms and condi
tions of the new loan do not mark 
a fresh retreat on the interest rate 
front. 

CALCUTTA SILVER 
SYNDICATE BREAKS UP 

This week's slump in gold and 
silver strongly indicates that the 
market had belittled last week's 
technical developments. Last week's 
slump in silver was mainly and 
immediately due to the break-down 
of the syndicate in Calcutta 
which was bull ing up silver prices. 
Price movements in silver in the 
earlier half of the week indicated 
that the local market had succeeded 

in absorbing the shock. 
Renewed slump in silver on Wed

nesday and Thursday revealed that 
traders were over-optimistic in 
their anticipations. In retrospect, 
it is apparent that the market is 
still suffering from the after-effects 
of the break-down of the bull syn
dicate. Even so, there are reasons 
for the assumption that Thursday's 
sharp revision in silver prices was 
aggravated by the rumour that the 
system of margin trading may be 
re-introduced. 

DISTRESS SALES FROM EAST 
BENGAL 

This rumour is also partly res
ponsible for the decline in gold, 
though, the main reason for the 

slump in gold lies elsewhere, Re-
cession in the price of gold is 
mainly due to the growing belief 
that sales of gold by displaced per-
sons from Eastern Pakistan are 
likely to continue and to gather 
volume. Tha t remains to be seen, 
though arrivals of gold from Cal
cutta continue to be heavy. 

Gold is pouring into Bombay not 
only from Calcutta but also f rom 
other up country centres and areas, 
This has encouraged the belief that 
bullion had reached such heights 
as to induce hoarders to commence 
liquidation. This is a highly plau
sible argument, though some time 
must elapse before it can be defi
nitely known whether this process 
of dishoarding has begun to 
operate. 

Around The Markets 
Comparisons 

BO T H i n Britain and i n India , 
the recovery in stock markets 

has been slower than in America. 
There are reasons for this contra
dictory behaviour. Neither during 
nor since the war have equity prices 
in America been so high as in Br i 
tain, or in India. In America, i n 
vestors have been, and are now, 
able to get far higher returns for 
their investments than in India or 
in Bri tain. Despite the recent 
spurt in Wall Street, equity yields 
in America aw much higher than 
those obtainable in Throgmorton 
Street or in Dalai Street. 

It has been suggested that this 
difference in yields is due to the 
existence of dividend l imitat ion in 
Britain and in India , and its ab
sence in America and that had 
there been no l imitat ion in the for
mer two countries, there would 
have been under-valuation of equi
ties in India as well as in Britain. 
This is? perhaps, true of Throgmor-
ton Street, though war experience 
in Ind ia suggests that this argument 
is not wholly applicable to Indian 
conditions. 

Future Outlook 
Though yields obtainable in the 

Calcutta Stock Exchange are not 
unattractive, those prevailing in 
Dalai Street are not remunerative 
enough to warrant an appreciable 

rise in equity values in the absence 
of a much higher tempo of business 
activity. By and large, investors are 
correct in their assessment of 
current and immediate prospects 
tor equities. That assessment is 
based on the assumption that in 
the absence of inflation, the scope 
for a rise is l imited, while the scope 
for a fall is much more wide. 

This view is; of course, predomi
nantly based on the assumption 
that though India does not enjoy 
ful l employment at the moment, 
prospects of full employment—or 
rather full production as they call 
it in America are not bright. This 
is a debatable assumption. Cur
rent indications are that produc
tion in the second half of the year 
may be better than that in the first 
half of 1950. Even so, this only 
means that current equity yields 
and prices may, at best, be main
tained and that it may be unwise 
to expect any material and sustain
ed spurt in equity values. 

A New Plan ? 

UN N O T I C E D by those pro-occu
pied wi th day-to-day jobbing 

transactions, there has been an 
impressive rise in equity values 
since devaluation. In India, the 
upswing started immediately after 
devaluation; in Bri ta in the recovery 
commenced since November; in 
America, the equities have been 
moving up ever since the summer 

of 1949 " low "; American common 
stocks have advanced by more 
than one-third and equities in B r i 
tain have registered a rise of 15 per 
cent, in the past six: months. 

One need not be a Dow-theorist 
to know that such a prolonged and 
steep rise in security prices cannot 
be explained away as a mere up
ward movement in a primary bear 
market. Yet, though chart-makers 
are suspicious of the current phase 
of the market, they arc honest 
enough to admit that their theory 
does not permit them to draw any 
positive conclusions about the prob-
able behaviour of the market. So, 
the investors and thoes whose busi
ness is to forecast business trends 
have to employ other methods to 
arrive at conclusions. 

Dominated By America 

There is some evidence to suggest 
that the world may have entered a 
new phase of business expansion 
and market advance. Recovery 
and renewed progress of American 
business, strength of sterling the 
growing tendency towards the 
removal of controls and restrictions 
on consumption and on trading are 
developments in support of the 
growing tendency to optimism. 
However, it is necessary to realise 
that these are not separate factors 
but the joining consequences of Ame
rican recovery and re-stocking after 
the 1949 set-back. 
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