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THE Gorwala Committee, now 
sitting, is to prepare a draft 

b i l l to regulate the activities of the 
Stock Exchange. It is expected to 
finalise its proposals in a short t i m e 
An old draft which the Committee 
is busy revising has not been made 
available to the public and no de
tailed consideration of its provi
sions is therefore possible at present. 
It can however be presumed that 
the Committee w i l l have to con
tend wi th two problems of basic 
importance. The first question on 
which it w i l l have to make up its 
mind is the role of speculation as 
it is going on at present, w i t h part i 
cular reference to the practice of 
fortnightly settlement, budla or 
carry forward arrangement and the 
system of keeping shares in the 
name of th i rd parties as these are 
different aspects of a single prob
lem. The second relates to listing 
of new issues in the context of Gov
ernment control of capital issues 
and the necessity of setting up a 
central agency which w i l l admi
nister stock exchange transactions, 
regulate new capital issues and deal 
w i th all allied matters in a co
ordinated manner, Malpractices by 
company promoters and agents 
which are often practised through 
operations on the stock exchange-
can partially be corrected by re
forming the company law and par
tially by observing better moral 
standards. They do not strictly fall 
w i th in the purview of the stock ex
change which is often wrongly 
blamed for such malpractices. It 
w i l l be .of great benefit if the Stock 
Exchange Committee and the Ex
pert Committee on Company Law 
Amendment w i l l co-ordinate their 
findings so as to evolve an 
administrative, machinery compe
tent to deal w i t h al l aspects 
of the stock exchange operations. 

To take up the first question, is 
it necessary to disturb the activity 
on the stock exchange as it is go
ing on at present on the ground 
that it is excessive or unhealthy 
speculation by banning budla tran
sactions and blank transfers? Price 
fluctuations on the stock exchange 
record the constantly changing eco
nomic situation and reflect the way 
people react to i t . Prices on the 
stock exchange are therefore i n 
evitably volatile. There is nothing 
unhealthy about i t and it would 
really be unhealthy if prices remain

ed static. M u c h of speculation is, 
therefore, justifiable and if there is 
an excess of it or if sometimes specu
lation becomes wasteful, it would be 
well to remember that it covers a 
sub-stratum of a necessary economic 
process. A preface of this nature 
is called for when the Government 
seeks to regulate and reform the 
activities of the stock exchange. 

Experience has shown that settle
ment of dealings can be effected 
most conveniently by a fortnightly 
clearing so far as the Bombay Stock 
Exchange is concerned. Any period 
less than a fortnight is unworkable 
because the existing clearing machi
nery cannot handle the present 
volume of deliveries. Any period 
over a fortnight is undesirable in 
that over-trading may be encourag
ed thereby. The present trading 
and settlement are so orderly that 
people in the market consider any 
interference unwarranted and may 
even be disruptive. The real merit 
of the Bombay Exchange lies in the 
efficiency of its organisation and the 
smoothness of its working which 
ensure a very high degree of l iqui 
dity for the investor. greater 
than that in any other stock ex
change in Ind ia and comparable to 
that of other stock exchanges in the 
world . This is an outstanding 
achievement insufficiently appre
ciated outside, and any move to 
tamper wi th it w i l l be vehemently 
resisted by the market. If ready 
marketability is the distinguishing 
feature of the market, it has been 
made possible by the existence of 
jobbers who play the same role 
which wholesalers and retailers play 
in the commodity markets. What
ever storks come on the market are 
absorbed by the jobbers who include 
not only a few who deal in a big 
way but the many who trade in a 
small way according to their capa
city. The jobbers create the market 
and though the lay public is apt to 
describe the bulk of Stock Exchange 
activity as gambling, a large part 
of such activity is trading by the 
the jobbers and as such is perfectly 
legitimate, 

B u d l a 
The organised character of the 

market derives its strength in no 
small measure from the facility for 
budla or carry forward which is 
freely available. Budla means financ
ing that part of the speculative busi
ness which cannot be financed by 

the operators themselves. ft means 
loans against pledge of securities but 
wi thout the customary margin 
which financing agencies like banks 
require. The rate of interest charg
ed largely depends upon the pre
vailing rate of interest and partly on 
the technical situation in the mar
ket itself. Speculation arises from 
the possibility of large and quick 
profits and in the face of such op
portunities, the speculator wi l l raise 
finance in numerous ways. in so 
far as the market offers facility for 
finance through budla in an orga
nised manner, the speculator does 
not have to resort to alternative 
ways for raising finance which are 
no doubt available. By private ar
rangement, finance can be raised 
just as it can be raised by paying 
a margin from banks. 

If budla is formally banned, 
finance w i l l be arranged privately 
and the only difference may be that, 
the rate of interest payable may be 
a li t t le higher. Thus a ban on 
budla cannot be enforced so long 
as loans can be raised against secu
rities in one way or another. 
Genuine sales of shares are readily 
absorbed in the market partly lie-
cause the market offers this facility 
of financing holdings of such shares 
by budla. Thus, apart from the 
difficulty of enforcing a ban on 
budla, budlas help in creating the 
ready market by making the requir
ed finance available. Moreover, a 
substantial part of the finance comes 
in the form of broker's own funds 
and to the extent that such funds 
are utilised for private financing 
of speculation, budlas in effect can 
always go on. This is how specu
lation is financed in other centres 
such as Calcutta, and even in the 
organised markets of London and 
New York, financing of speculation 
is going on on a large scale. 

Blank Transfers 
Just as budlas are not the cause  

of speculation, speculation is no 
more encouraged by the practice of 
holding shares in third parties' 
names, commonly known as shares 
under blank transfers". Holding 
shares in th i rd parties' names is an 
act involving great risk to the holder 
himself. It does harm to no one 
else. T h e holder runs the risk of 
defective title or of losing dividend 
or any right which may be declared 
on such shares. Normally holders 
guard themselves against such dan-
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gers by getting the shares duly re
gistered. So far as the companies 
are concerned, it is a matter of i n 
difference who is the holder of the 
shares because the companies only 
recognise their registered share
holders. The practice of blank 
transfers, therefore, presents no 
problem and there is nothing anti
social about i t . Even if it is banned 
it w i l l have no effect in l imi t ing spe
culation because the speculators w i l l 
then only have to pay extra charges 
involved in registration. Bulk of 
speculation involves no transfer of 
shares and to that extent the spe
culators arc not at all touched by 
anv ban on blank transfers. More
over, to the extent a ban on blank 
transfers involves lodging shares fre
quently for registration, it wi l l re
duce floating stocks in the market 
and therefore assist those who occa
sionally try to squeeze the market. 

The practice of holding shares 
under blank transfers is partly due 
to a heavy stamp duty such as exists 
in Bombay, namely Re. 1-2-0 per 
cent. Shares would be more readily 
transferred if the stamp duty be 
reduced to half per cent. The Gor-
walla Committee would, therefore, 
do well in recommending reduction 
in stamp duty which wi l l auto
matically l imi t the practice of blank 
transfers. It would be well to re
member here that on the London 
Stock Exchange jobbers arc prac
tically exempt from stamp duty as 
they have to pay a nominal duty of 
half per cent per deed. Thus in 
respect of floating stocks w i th job
bers the practice of blank transfers 
i n this sense does prevail. I t w i l l 
be seen, therefore, that holding 
shares under blank transfers is in 
no way an evil practice which the 
law must correct. A measure re
ducing the stamp duty to about 
half the present level would go a 
long way to reduce the extent of 
shares kept in third parties names. 
Nor does this practice encourage tax 
evasion any more than other forms 
of property such as jewellery, bul 
l ion. Government Securities, etc. in 
which such funds are invested. In 
fact tax evaders would very pro
bably get the shares registered in 
their nominee's names rather than 
keep the shares blank as that is the 
safer course for them. 

To speak in favour of the pre
sent working of the stock exchange 
is not to advocate unrestricted or 
reckless gambling. Without deny
ing that some amount of gambling 
goes on, it may still be pointed out 
that the extent and importance are 

exaggerated by "the outside public. 
In normal times, relative to the 
volume of total t rading the amount 
of gambling is not excessive. The 
onus is on those who deny it to 
prove that such business is excessive. 
No suggestions for " reform " can be 
based on mere impressions. The 
correct approach would be to arm 
the authorities w i t h sufficient powers 
to be exercised in an emergency 
when the situation threatens to get 
out of hand and when there is suffi

cient evidence of excessive gambling. 
For instance, the runaway boom 
of 1946 resulted from excessive spe
culation which could have been 
stopped w i th emergency powers in 
the hands of a suitable authority 
set up to curb excesses then noticed 
but not interfering in the normal 
working of the market. 

The undoubtedly large-scale spe
culation in one particular scrip, viz, 
Tata Deferreds is largely responsible 

for the belief held by officials as 
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Oilseeds 
A Bolt From the Blue 

THE oilseeds market slumped bad
ly dur ing the fortnight on the 

emergence, of bright prospects for 
peace in Korea though prices rallied 
briskly at one stage when it was an
nounced that exports of castor o i l 
for medicinal purposes would be 
allowed freely. Castor seeds Sep
tember delivery which had dropped 
to Rs. 217 from Rs. 237 rallied 
briskly to Rs. 240 on the above an
nouncement made on June 27, 
Later, the. back of the market was 
broken by the unexpected levy of 
export duties from July 1. 

The export duty has come as a 
bolt from the blue. At the fag end 
of the. season such a. move was quite 
unexpected, if only because the 
Government would not be able to 
collect much export duty even if 
some further export quotas are re
leased. Some: months ago, it was 
stressed in these columns that the 
best measure for bringing down do
mestic oilseeds and vegetable oil 
prices was to impose export duties. 

The Government missed the bus 
and at the time of the last budget, 
an export duty of only Rs. Bo per 
ton was levied on groundnuts while 
all other oilseeds and oils were ex
empted. The Government could 
have easily realised an aggregate 
amount of more than Rs. 15 crores 
dur ing the last nine months if ex
port duties had been imposed in 
September last when the export de
mand for castor seeds and castor oi l 
began to expand. 

But if the pr imary motive is not 
revenue, but restraining oilseeds 
prices at the sowing season to check 
diversion of acreage from cotton or 
foodgrains, the t iming may not be so 
faulty after a l l . 

T h e Government have now en
hanced the export duty on ground
nuts to Rs. 150 from Rs. 80 while 
on groundnut/ oi l the duty is levied 
at the rate of Rs. 300 per ton. 

On castorseeds, nigerseeds and 
kard i seeds, the export duty is now 
Rs. 150 and on their oils Rs. 300 
per ton. 

A small concession has been made 
in the case of linseed as foreign 
buyers may not be interested in 
Ind ian linseed at the prevailing 
rates. Hence the rate of export duty 
on linseed has been kept compara
tively low at Rs. 100 and that on 
linseed oi l at Rs. 200 per ton. As . 
pointed out in these columns a fort
night ago, linseed has suffered the 
most on account of its vulnerable 
position as the carry over stock at 
the end of the season would amount 
to about 2½ lakh tons. 

Movements of prices on the o i l 
seeds market have been rather ir
regular dur ing the last week as 
traders were awaiting export quotas 
of groundnuts and linseed and their 
oils. We l l informed quarters how
ever arc inclined to believe that the. 
Government might not declare any 
fresh quota for castorseeds and 
castor oil as it would defeat the aims 
of levying export duties at the pre
sent juncture, if that aim is to bring 
down domestic prices and to dis
courage thereby the sowing of o i l 
seeds at the expense of foodgrains 
and cotton. 

ALL activity remained suspended 
in Dalai Street for the greater 

part of the week fol lowing a judge
ment by a Fu l l Bench of the H i g h 
Court to the effect that the con
tract under which business is cur
rently transacted is void because 
wherever a date for delivery is spe
cified in the contract it is to be 
deemed a forward delivery con
tract and as such, it should be gov
erned by the rules approved by the 
Bombay Government. The Board 
of the Stock Exchange has, there
fore, decided that business in the 
market must be. considered forward 
business and has to he carried out 
in a manner approved by the Bom
bay Government and not as ready 
delivery business as hitherto. 

It may be recalled that in 1943 
under the Defence of Ind ia Rules 
Section 94(c) a ban was placed on 
forward business and weekly clear
ing was introduced. Though the 
Defence of India rules were later 
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well as the public that excessive 
gambl ing goes on on the Bombay 
Stock Exchange. The reason for 
this situation lies in the character 
of this particular scrip. The profit-
sharing rights in relation to the small 
size of capital together w i t h the 
great earning power of this concern 
inevitably makes the scrip an ob-
ject of heavy speculation. Once the 

scrip is removed through conversion 
as advocated at present, the market 
w i l l no longer look a speculator's 
paradise. The remedy, therefore, 
lies not in disturbing the machinery 
of the market, but in eliminating 
this particular scrip from the t rad
ing ring. The market w i l l present 
a different appearance once this is 
accomplished. 

Expor t of oilseeds and o i l for the 
eleven months ending February 1951 
are as follows as compared to the 
corresponding period last year: 

Seeds ( i n tons) 1950-51 1949-50 
Groundnuts 29,255 111,378 
Linseed 58,550 69,252 
Castor seeds 73,247 3,986 

Oils ( in gallons) 
Groundnut 10,517,449 5,623,183 
Linseed 1,164,569 1,558,626 
Castoroil 4,888,806 853,616 
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