
from current production rendered 
it more so, since a depleted econ
omy was further strained by the 
one-way traffic of goods. Russia 
took her stand on the Yal ta decla
ration which spoke of " annual 
deliveries of goods from current 
production for a period to be 
fixed " while the Western powers 
stated that reparations were to be 
from " industrial capital equip
ment " as provided in the subse
quent Potsdam policy. 

The basic difference in approach 
to the all important question of 
the future of the German economy 
led to other divergences, which 
centred on the problem of German 
unity—both economic and pol i 
tical. " ' One of the most serious 
difficulties encountered in the effort 
to secure economic unity has been 
the fact that the Soviet occupied 
zone has operated practically wi th 
out regard to the other zones and 
has made few if any reports of 
what has been occurring in that 
zone. There has been l i t t le or no 
disposition to proceed on a basis 
of reciprocity, and there has been 
a refusal to disclose the availability 
of food stuffs and the degree or 
character of reparations taken out 
of this zone." (page 59). 

It would take us far afield to 
examine all the arenas of conflict 
although enough documentary 
material is forthcoming in this col
lection. What we need note is that 
despite repeated attempts the 
Foreign Ministers deadlocked each 
time they met in Moscow, Paris, 
and London. Thereafter each pro
ceeded to formalize the division of 
Germany by setting up puppet 
governments. A n d as the cold 
war grew " hotter," each set about 
organising its part of Germany to 
further the requirements of the 
war to come. The London six 
power (Western countries) confer
ence of February 1948 and the six 
power conference of December 1948 
which set up the Ruhr authority 
finally cleared the way for the 
integration of Western Germany 
into the economic and defence plan 
of the Atlantic power nations. 
Eastern Germany within the Rus
sian sector has in the same manner 
been drawn into the strategic plan 
of Soviet Russia. This is the tra
gedy; of the situation in Germany. 

MA L A Y A is a classic example of 
the colonial economy—with 

an export surplus of r ich raw mate
rials. The war had left the country's 
economy in complete disorder lead
ing to the unusually heavy import 
surpluses in 1948 and 1949. No so 
much the speed in reconstruction, 
in the face of terrorist activities, 
however, but the boom in rubber 
and t i n , however, has helped Malaya 
to tu rn the tide. Dur ing the first 
half of 1950, Malaya not only 
secured an overall favourable 
balance of trade on merchandise 
account, she secured a handsome 
addition to her dollar surplus for 
the sterling area's dollar pool. (Sec 
" Malaya and Dollars," The Econ
omic Weekly, September a, 1950, 
page 845) . 

Malaya's economy being mainly 
based on rubber and t in , is exposed 
to severe jolts. Rubber holds per
haps the worst record for fluctua
tions. In the bottom of the depres
sion in 1931, rubber went down to 
2d. per lb. After various attempts of 
restriction of output, it was pain
fully brought up to 7d. in 1934, and 
it was only in 1936 that rubber 
crossed the one shilling mark. 
World rearmament made restriction 
unnecessary and restored ful l pro
duction in 1937. 

The recovery in the production of 
rubber after the war has been spec
tacular. Production in 1948 exceed
ed the pre-war average by 45 per 
cent. But the increase in the rate of 
consumption has been more than 
than in rate of production. This has 
prevented a big rise in stocks and 
has led to speculation rise in price. 
Devaluation of sterling helped prices 
to shoot up to record levels. 

The Rubber Study Group in 
Brussels in May last estimated the 
world production of natural rubber 
at 1,603,000 tons against consump
tion of 1,465000 tons for 1950. 
Even this estimate did not have a 
bearish effect on rubber prices. Dur
ing the first quarter of the year, 
addition to the stock pile of rubber 
in America was negligible. The in 
crease in American stock pile in the 
second quarter of the year, however, 
coincided w i th the increased offtake 

by Soviet Russia and joint ly pushed 
prices up to new heights. The 
phenomenal increase of Russian 
purchase in Malaya from St 
$8,090,000 in June to St $22,449,700 
in July, created a stir in the USA 
and US business chiefs like John L. 
Collyer, President of the B. F. Good
rich Co., called upon the nations of 
the Far East to stop shipment to 
Russia in view of the American 
dollar aid received by them. 

The rise in the price of rubber 
has created problems for manufac
turers of rubber goods. In Hong
kong, one of the biggest and oldest 
rubber manufacturing concerns has 
been forced to close down, due to 
the abnormal rise in the price of 
raw rubber—others may also be 
compelled to follow suit. In India, 
too, the effect has been adverse, 
particularly for the small manufac
turers. Fortunately, however, our 
domestic production yields about 
15,000 tons, leaving about 7,000 
tons to be imported, the average 
estimated consumption being placed 
at 22,000 tons per year. The control 
on rubber prices has ensured steady 
supply, though the tyre manufac
turers have been experiencing diffi
culty in securing adequate supplies 
and have been forced to curtail pro
duction. 

The controlled price of Rs. 1 per 
lb. is however out of joint wi th the 
world prices, and a revision of this 
price has become a necessity, which 
the Government cannot overlook for 
long. The lower control price of 
rubber during and after the war has 
been one of the causes for the slow 
development of rubber plantation in 
South India. 

India's import of rubber from 
Malaya had a sharp fall f rom Rs. 84 
lakhs in 1948-49 to Rs. 11 lakhs 
only in 1949-50. Since the rise in 
rubber prices in A p r i l , imports have 
been negligible. 

This abnormal rise in prices, if it 
continues, is bound to have serious 
repercussions on the world economy. 
To begin w i th , it w i l l give a tre-
mendous fillip to synthetic rubber 
the production of which expanded 
dur ing the war from 24,000 tons in 
1939 to 900,000 tons in 1944. Pro
duction of synthetic rubber, how-
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ever, fell off after the war and de
clined in 1949 to 440,300 tons. 
After the outbreak of the Korean 
war, the US has reversed its policy 
and announced a cut in the com
mercial consumption of natural 
rubber by 20,000 tons per month 
from 1,10,000 tons to 90,000 tons 
and its replacement by synthetic 
rubber, the production of which w i l l 
be stepped up to 7,60,000 tons this 
year. 

The price of synthetic rubber was 
around $1 during the war. But even 
after the outbreak of Korean war, 
it stands at 18½ cents, about one-
third the price of natural rubber. 
These are ominous portents. The 
East has lost silk to synthetic rayons 
of the West, Is it going to lose rub
ber too ? 

As already mentioned, the i m 
provement in Malaya's trade posi
tion d id not necessarily mean that 
the reconstruction of her economy 
had made much progress. The iron 
ore mines still remain to be rehabi
litated. As Japan used to be the 
principal buyers of the Malayan ore, 
there is little, prospect of developing 
the iron ore mines unt i l Japan has 
reconstructed her steel industry. In 
contrast, the mining of t in ore in 
Malaya advanced substantially as a 
result of rapid rehabilitation of 
mines under high-priority pro
grammes. In view of the damage 
suffered by the t in mines under the 
scorched earth policy, the recovery 
in t in production has been really 
remarkable. 

The history of t in is similar to 
that of rubber. After the all-time 
low price of £118-12-0 per ton 
reached in 1931, the. t in producing 
countries adopted restriction schemes 
and gradually brought up the price 
to £230 in 1934. Later, under the 
pressure of rearmament the spectre 
of under-production followed the 
threat of over-production. Malaya, 
w i t h her low cost of production had 
always been against any scheme of 
restriction, which artificially kept up 
prices to allow countries with higher 
production costs to gain at he ex
pense. The control on production 
was gradually lifted and by 1997, 
fu l l scale production was restored in 
most of the countries participating 
in the restriction schemes and the 
price of t in touched £300 per ton 
in July of that year. 

Malayan production of t i n ore 
rose to 44.8 thousand tons in 1948 
from 27.0 thousand tons in 1947 
compared w i t h the 1935-38 average 
of 57.4 thousand tons. Dur ing 1949 
production of t in exceeded the 
1935-38 average though it was still 
below the record level of 1940. 

The T i n Study Group estimated 
the annual production of t in in 1950 
in excess of consumption and on the 
publication of these estimates in the 
first week of A p r i l last, the. price of 
t in went down from £604 to 
£580. This was also due to the stop
page of stockpile purchases by US 
in the first quarter of the year. The 
T i n Study Group estimated the 
world production at 172,000 long 
tons in 1950 as against the world 
consumption of 127,000 tons, fore
casted over-production at a pro
gressively rising scale for the subse
quent years, and made out a case 
for restriction of output (The Eco
nomic Weekly, V o l . I I , No. 17, 
p. 452) . Even so, the bearish ten
dency could not last long. By July, 
t in prices exceeded £750. On 
August 11 the UK Government de
clared that the metal market should 
not expect any more supply from 
the Minis t ry of Supply and t in shot 
up to £800, The squeeze, however, 
was slowly overcome and prices re 
cceded to £744. The UK Govern
ment, it appears, is not in favour of 
reducing the price of t i n which is 
an important dollar earner for the 
sterling area dollar pool. 

Dur ing the war, t i n smelting in
dustry advanced fast in the. USA. 
So USA is now import ing more of 
t in concentrates, and less of t in 
metal than before the war. 

The total international trade in 
concentrates during 1948 was above 
that of 1935-39 period, but the 
trade in t in metal in 1948 was be
low pre-war, when the average an
nual export (1935-38) of t in metal 
was 122,900 long tons. This is large
ly due to the development of t in 
smelting in the USA. 

The present rise in t in prices has 
a serious effect in India . The Gov
ernment of India did not issue 
licences for import of t in during the 
first quarter of the year. Dur ing the 
second quarter the release of 
licences was restricted. When the 
Government put it on the Open 

General Licence on August 5, the 
price of t i n had already reached its 
peak. W i t h the development of the 
canning industry, manufacture of 
t i n containers has expanded con
siderably. Development of locomo
tive industry has also increased the 
demand of t in in India . The Price 
Control Ordinance is a disturbing 
factor in the non-ferrous metal 
markets, particularly in t in . The 
Government of India's short-sighted 
import policy must be revised in the 
interest of industrial development of 
the country. 

India has to depend on the East-
Asian countries for supply of cocoa-
nut oi l . The shortage of supply of 
cocoanut o i l has been a long stand
ing grievance of the soap industry. 
Though restriction on import of 
copra and cocoanut oil has been 
wi thdrawn, the object of securing 
adequate supply has not been 
realised. The Korean war has push
ed up world prices of cocoanut 
Kernel and oil to an uneconomic 
level. In June when the prices In 
Malay and Ceylon were competitive, 
the. Government restricted import 
of cocoanut oi l . Now when the 
prices have shot up everywhere, the 
O G L wi l l not help the soap indus
try. 

The gap between internal pro
duction and consumption of cocoa-
nut oil is estimated at 70,000 tons, 
per year. Prior to the war, India 
used to import 56,000 tons of cocoa-
nut oil every year. The annual i m 
port now stands at only 11,000, 
while the internal production stands 
static. The import duty of Rs. 500 
per ton has assured the growers of 
an inflated price but has not led to 
increase in cocoanut plantation. In 
view of the rise in prices in foreign 
countries, reduction in the import 
duty is the only palliative of the 
problems confronting the soap i n 
dustry and other consumers. 

Cotton textile is the main item of 
our export to Malay. The pheno
menal increase in export of textiles 
is described as "recapture" of 
Malayan market which was almost 
lost after the war. Since the great 
depression, India has always had an 
adverse balance of trade wi th 
Malaya. Japan guarded the Mala -
yan market against Indian textiles. 
The same trend in trade continued 
even after the war. But the mira
culous achievement of the Ind i an 
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The steel shortage in Malaya, 
which is extremely acute, highlights 
the weakest l ink in India's trade 
relations w i th her neighbouring 
South-East Asian country. Malaya 
never had a steel industry of her 
own. The iron ore was mined and 
exported to Japan. This latter 
source of steel being now cut off, 
and the world demand having sud
denly shot up after the Korean 
war, prices of steel have sky-rock
eted. There is therefore a wonder
ful opportunity for exporting Indian 
steel, if we could spare any. But 
w i th the exception of textiles, there 
are few manufactured products 
which these countries want that we 
could spare in any substantial quan
tities. Our economics remain largely 
competitive rather than comple
mentary? 

C O N D I T I O N S in the money 
market remain unchanged. 

Trade demand for funds remains 
laggard. This is apparent from the 
continued decrease in the volume of 
advances by scheduled banks. Gra
dually, albiet slowly, bank deposits 
arc improving. More significantly 
time deposits are maintaining a 
fairly satisfactory level. 

After a prolonged period of rapid 
depletion, bank deposits began to 
improve a couple of months ago, 
Today, they are approximately at 
levels of a year ago. Indeed, details 
indicate that inter-bank borrowings 
have decreased and that time de
posits are on the decrease. This, of 
course, is what is to be expected in 
a period of fall ing trade demand 
for funds. 

Though the volume of notes in 
active circulation is approximately 
19 crores higher than that of a year 
ago, the total volume of notes issued 
is only Rs. 4 crores higher. On the 
other hand, the Central Govern
ment's deposits w i t h the Reserve 
Bank arc approximately Rs. 50 
crorcs higher now at Rs. 164 
crorcs, though banks' balances with 
the Reserve Bank are Rs. 20 crores 
lower in comparison. 

It is true that the Reserve Bank's 
holdings of rupee securities are ap
proximately Rs. 23 crores higher at 
Rs. 441 crores, but the Bank's in 
vestments show a net decline of 
Rs. 10 crores at Rs. 83 crores. There 
is, therefore, no statistical evidence 
to show that the financial authori
ties have pursued an expansionary 
monetary policy during the year as 
a whole or have undertaken open-
market operations to bolster up the 
gilt-edged market. 

As is to be expected, the gilt-
edged market has, left to itself, 
developed a mildly downward 
trend. In the retrospect of twelve 
months, the slightly lower trend in 
the gilt-edged market is not as sur
prising as its relative steadiness. In 
recent weeks, however, the market 
seems to have been under the i n 
fluence of developments and trends 
abroad. 

September 30, 1950 

Contrary to the immediate i m 
pact of the Korean war on gilt-
edged prices in London and in New 
York, security prices in India did 
not register any sharp break at the 
outbreak of the Korean war. Nor 
have they developed an upward 
trend now that the war in Korea 
seems to be nearing its end. 

Indications are not lacking that 
the market is keenly watching deve
lopments elsewhere. Though cheap 
money still appears to be the Gov
ernment policy in Britain, it has 
been practically abandoned in Swe
den. More significant is the tug-of-
war between the American Treasury 
and the Reserve System relating to 
interest rates. 

A few days ago, the Chairman of 
the Federal Reserve Board issued a 
warning that "inflation is here right 
now." This was followed by the de
cision of the New York banks to 
raise their minimum rates for ad
vances to business concerns from 
2 to 2½ per cent. Symbolic of the 
Federal Reserve. System's intention 
to curb inflationary trends through 
monetary control was the decision, 
taken last month, to raise the dis
count rate of the Federal Reserve 
Bank of New York from 1½ to 1¾ 
per cent; the other Federal Reserve 
Banks followed suit. 

Simultaneously, the Board issued 
a directive on the need for "prompt 
restraint" in the field of monetary 
and credit policy and requested 
additional authority, if need be, 
from Congress to "restrain further 
expansion of bank credit consistent 
w i th the policy of maintaining 
orderly conditions in the Govern
ment securities market." 

If the recent hesitant trend in the 
local gilt-edged market is due to 
these developments, the market 
needs the reminder that neither the 
British nor the American Treasury 
seem converts to the theory of 
tighter credit conditions in order to 
check the growing inflationary pres-
sure. Though the American Trea
sury seem to accept the need for 
controlling consumer credits, they 
are yet far off from enforcing a 
policy of monetary controls to check 
inflation. 
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textile turned the tide altogether as 
will be evident from the following 
figures: 

Hesitant Trend in Gilt-edged 

Money Market 


