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Money Market 

Plenty of Idle Funds 

DE S P I T E substantial contraction 
of currency, and continued 

loss of sterling by the Reserve Bank, 
conditions in the short-term money 
market continued to be fairly com
fortable. This is partly explained by 
the decline in the trade demand for 
funds, and partly by the flow of 
cash to the money market from the 
repayment of about Rs. 12 crores of 
the balance outstanding of the 2½ 
per cent of the 1950 bond. 

The Reserve Bank returns for the 
week ended July 21, 1950, show a 
further heavy decline of Rs. 11.91 
crores in notes in circulation and a 
loss of about Rs. 5 crores in foreign 
assets. But in spite of the fall in note 
circulation and continued excess of 
imports over exports, money rates 
remain unchanged at lower levels, 
wi th call money quoting at one-half 
of one per cent among exchange 
banks and term money available at 
1 per cent for 3 months and at 1¼ 
per cent for 6 months. 

This is due, in part, to the decline 
in the trade demand for funds as is 
indicated by the progressive fall in 
the scheduled banks' loans and ad
vances and in part, to the increase 
in their interest free cash balances 
with the Reserve Bank. 

Dur ing the week ended July 14, 
scheduled banks' advances declined 
by Rs. 6.21 crores to Rs. 441.47 
crores and the Reserve Bank returns 
for the week ended July 21 show an 
increase of Rs. 16.35 crores in sche
duled banks' deposits. This heavy 
increase in banks' deposits is 
accounted for, in the main, by the 
repayment of about Rs, 12 crores of 
the balance outstanding of the 25/2 
per cent 1950 bonds, which, in turn , 
is reflected in a corresponding de
cline in the Central Government's 
deposits. 

The increase of Rs, 25 crores in 
the balances held abroad in the 
Banking Department presumably 
represents the transfer of foreign 
securities wor th Rs. 30 crores from 
the Issue Department, correspond
ing to the contraction in the total 
note issue during the week under 
reference. On balance, however, the 
Reserve Bank's holding of foreign 
Assets shows a net loss of about 

Rs. 5 crores which reflects the con
tinued excess of imports over ex
ports. 

Easier money conditions have had 
a steadying effect on the gilt-edged 
market. In the absence of alterna
tive sources of remunerative em
ployment, institutional investors, 
being well supplied wi th surplus 
funds, have been lending occasional 
support to the market. That despite 
comfortable conditions in the 
money market, and the release of 
about Rs. 12 crores by way of re
payment of the outstanding volume 
of 2½ per cent 1950 bonds, there 
has been no noticeable improve
ment in gilt-edged values can pro
bably be accounted for occasional 
open-market sales by the Reserve 
Bank as indicated by the decline of 
about Rs. 1.54 crores in their in 
vestment portfolio. In part, it would 
also appear to be due to the an
nouncement of State Governments' 
loans. There are, besides, appre
hensions regarding the possible im
plications of the Korean war. 

Neither the amounts nor the 

terms of the State Governments' 
loans have come as a surprise to the 
market. The Bombay Government 
propose to raise Rs. 3 crores, 
Madras Rs. 4 crores and Madhya 
Pradesh Rs. 1 crore. The loan wi l l 
bear 3 per cent interest and they 
arc redeemable in 1960. The differ
ences in the issue price of the loans 
which are Rs. 99-8 for Bombay, 
Rs. 99 for Madras and Rs. 98-8 for 
Madhya Pradesh reflect the finan
cial position of the State Govern
ments. Since the loans arc for small 
amounts and their terms and condi
tions conform to the prevailing 
market conditions, their success is 
assured. Inquiries made in market 
circles indicate that the response 
from the underwriters for the loans 
has been quite satisfactory. 

While stock exchanges exhibit the 
symptoms of war boom, trading in 
the bullion market, however, main
tains its earlier irregularly steady 
tendency. That there has been no 
noticeable rise in bullion prices 
since the outbreak of the war in 
Korea docs not necessarily mean 
that Sheikh Memon Street does not 
share Dalai Street's apprehensions. 
Hesitancy in bullion is, perhaps, due 
to the growing belief that the pre
vailing prices are already "too high 
to encourage speculative hoarding. 
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arrivals and seasonal decline in up 
country demand for precious 
metals. 

Around The Markets 
THE gathering momentum on 

the stock exchange, discussed 
in these columns last week, turned 
into a definite boom this week wi th 
a spectacular rise of nearly Ks. 100 
in Tata Deferreds. The dividend 
announcement was a pleasant sur
prise. It came at a psychological 
moment when the market was 
keyed up for a rally. Every day 
brings news of further US setback 
on the Korean front. This has gone 
on long enough to strengthen the 
belief that the war wi l l be prolong
ed, and has converted the erstwhile 
bear into a bul l . This week tins per
haps seen the end of the bear who 
was hoping events would assist h im 
by causing a break in prices. Even 
the breakdown of talks on Kashmir 
was not noticed by the market and 
further rises were recorded after 
that news. The bear has been 
silenced. 

Technically the phase of bear 
covering is largely over. An over
bought position is being built up in 
the market. More hectic fluctua
tions can, therefore, be safely pre
dicted. Price movements wil l be 
inore violent. From the stage of 
being under-valued, the market is 
now entering the phase of getting 
over-valued. The swing of the pen
dulum is now in the opposite direc
tion. 

The investor who was shy when 
values were depressed has begun 
entering the market. He derives 
strength from the fact that rising 
prices puts up the value of his exist
ing investments. When book values 
go up, he gets bolder and thinks of 
taking new risks. 

Investment scrips are still on the 
low side. Associated Cements, wi th 
increasing production and satisfac
tory working, look attractive at the 
current price of Rs. 160. There is 
no reason why they should not 
steadily rise 15 to 20 points. 

When Premier Constructions shoot 
up from Rs. 95 to Rs. 108 even 
though they cannot hope to pay 
higher dividend and Scindias are 

fast approaching par value, signs 
are clear how fast the speculative 
fever is rising. This is how market 
is getting confident that Indian 
shipping has to play an important 
part, particularly when the danger 
of war is rapidly spreading. 

The textile section has also re
corded fair gains, not so much due 
to possibility of larger profits but 
due to brighter prospects for the 
industry as fear of Japanese com
petition is receding. 

The state of the money market is 
also assisting the prevailing bullish 
sentiment. The Scheduled Banks 
balances wi th the Reserve Bank has 
shown a sharp rise of over Rs. 16 
crores this week. Banks are flush 
wi th idle balances. This explains 
the success of the underwriting of 
the three State loans of Bombay, 
Madras and Madhya Pradesh of a 
total of Rs. 8 crores. The list for 
subscription to open on July 31 is 
bound to be a success. The market 
is waiting for the announcement 
about the Munic ipa l Loan for 
about Rs. 3 crores. The terms may 
be for 15 years at 3¼ per cent and 
the issue price can well be Rs. 99, 
though it has to be determined by 
the underwriters. 

U.S. Stockpile Purchases 

THE actual purchasers for US 
stockpile of strategic materials 

have barely exceeded half of the 
4,000 mil l ion dollars l imi t set before 
the Korean War, though the M u n i 
tions Board has reported to the 
Congress calling for speeding up of 
purchases lest ' 'an adequate stock
pile he dangerously deferred." 

The broad aim of the M u n i t i o n 
Board is to accumulate a stock of 
critical materials sufficient to fill the 
gap between war time requirements 
in the US and the supplies likely to 
be available in war time US, Whi le 
stockpile purchases figure so p romi 
nently in current market reports of 
booming prices in primary materials, 
they form only a fraction of the 
American commercial . demand 

which is the major factor in deter
mining commodity prices. 

Purchases for stockpile may, 
nevertheless, cause severe fluctua
tions in prices particularly when 
they are superimposed on high 
commercial demand. This is what 
is happening at the moment. Both 
t i n and rubber have broken all re
cent records, the latter for the last 
quarter of a century. Market com
mentators make the further point 
there is little evidence of the M u n i 
tions Board being active in any of 
these markets. Nevertheless, recent 
experience should dispel the illusion 
that stockpiling operations are a 
stabilising factor in the commodity 
markets as they were made out to 
be during the tripartite talks in 
Washington in September last. 
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Moreover, the recent steadiness in 
bullion prices has to be viewed in 
the light of increased and increasing 


