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Around Bombay Markets 

Reaction Continues 
Thursday, Morning 

D A L A L S T R E E T ' S trad-
ing pattern last week con

vinced technical analysts that a 
secondary reaction was well under 
way. Equity prices suffered a fur
ther set-back wi th most counters 
declining to below their previous 
support levels. Activity increased 
wi th the fall in prices, indicating a 
marked deterioration in sentiment. 
Prices fell without any apparent bad 
news. The professional bulls were 
persistent sellers. This encouraged 
some bear selling. 

An outstanding feature of trading 
was the further short covering in 
Tata Steel by a prominent operator 
who had been carrying a " short " 
interest for a few years. It is said 
that income-tax considerations have 
prompted him to square up his sales 
which had given h im huge losses 
and which had not been allowed to 
be off-set against his profits on 
other investments. Tata Ordinary 
declined despite persistent bear 
covering, the bulls being anxious 
sellers. Near the week-end, how
ever, scattered short covering pro
duced a moderate recovery but that 
too seemed to peter out in the 
absence of new support. It is gene
rally believed that heavy bear cover
ing has made the technical position 
of Tata Ordinary quite vulnerable. 
Indian Iron declined further in the 
recent downward trend but staged a 
small sub-minor rally near the close, 
encouraged primarily by technical 
considerations. 

W i t h reports of cloth off-take, 
both domestic and overseas, conti
nuing unencouraging Cotton M i l l 
shares were depressed by persistent 
bull liquidation and moderate bear 
pressure. Technical considerations 
produced a small rally during the 
latter half of the week. The fall 
was particularly . pronounced in 
Kohinoor. A prominent investor 
was said to have liquidated his hold
ing of these shares. Miscellaneous 
shares followed the general trend. 
After a further reaction prices rallied 
on short covering. Alcock Ashdown 
slumped heavily on Wednesday from 
Rs 352-8 to Rs 330 on reports that 
market ideas about a bonus issue 
and a higher dividend were unlikely 
to materialise. 

Bank, Insurance and Electric 
issues were quietly steady wi th poor 
turnover. Banks tended to steady 
during the latter part of the week 
on hopes of a possible revision of 
the recent Bank award. T h e Gi l t -

edged market was generally dull , 
reflecting continued tightness in the 
short-term money market, Vague 
talks about a reduction in the 
Indian Bank Rate after the half 
per cent cat in Britain encouraged 
some speculative buying in the 
Conversion Loan which rallied from 
Rs 81-7 to Rs 81-13. W i t h money 
market continuing tight and with 
heavy development expenditure on 
hand prospects of an early reduc
tion in the Indian Bank Rate are 
generally discounted. 

As already pointed out the major 
bull phase which began in Septem
ber has been halted for important 
technical adjustments. This is not 
to suggest that the primary upward 
trend has been reversed. The bull 

market is composed of intermediate 
cycles. Each intermediate cycle con
sists of two parts, namely a major 
phase which is in the direction of 
the major or the primary trend, and 
a corrective phase counter to that 
trend. It is the major phase that 
has been halted. A secondary re
action has set in . 

As a healthy bull market makes 
headway, the public participates 
more freely, Such purchases are 
generally made on hopes of selling 
out when prices are higher, but a 
day comes when there arc not 
enough buyers to go round for all 
the stock that is offered. Profes
sional traders ever on the alert for 
such situations, then proceed to 
saturate the market wi th short sales, 

585 



May 22, 1954 

586 

while the l i t t l e fe l low becomes 
panicky and sells his stock, thereby 
helping along the 'temporary reversal 
of the trend. The combined effect 
of these sales is a sharp decline dur
ing which time the advance of a 
number of weeks is frequently re
traced in as many days. Such vio
lent declines uncover weak long 
position? and bring out marginal 
selling. As a result stocks are de
pressed to a level at which astute 
traders begin their accumulation 
for the next advance. 

Thus when too much pressure 
has been generated on the upside 
in a bul l market a secondary reac
tion occurs in much the same man
ner as the safety valve of a steam 
boiler pops and relieves the pres
sure before the factor of safety has 
been exceeded. It is the most 
effective check on excessive specula-
t ion. W h i l e it is common to blame 
the secondary reaction on some spe
cific news the real cause is a weak
ness in the market itself. 

It is difficult to say how far a 
secondary movement w i l l go and 
how long i t w i l l last. Broadly speak
ing, once a corrective phase of a 
bul l market cycle has started we 
may expect it to cancel from 30 to 
90 per cent of the previous major 
phase without signalling the reversal 
of the major trend. When the 
amplitude of the intermediate cycle in 
major phase is large the retraccment 
in subsequent corrective phase is 
likely to be small, and when it is 
small the retracement is likely to 
be large. Corrective phases of bul l 
market intermediate trends, in the 
majority of cases, run for one to 
three months. The duration of the 
corrective phase of bull market cycles 
tends to be shorter as the previous 
major phase is longer. Trading tac
tics in a corrective phase demand 
selling on rallies. Temptation to 
buy should generally be avoided. 

Commodities 

Cotton Futures Slump 
Friday, Morning 

A F T E R fluctuating rather 
erratically on alternate spells 

of bul l l iquidation and short cover
ing cotton futures broke sharply 
near the week-end on heavy selling 
by both the bulls and bears. Prices 
fell despite the steadiness in the spot 
market and continued poor tenders 
against the matur ing contract.' 
After declining from Rs 695 to Rs 
689-8 I C G August rall ied to Rs 
693-lq but slumped to Rs 680-8 and 
ended at Rs 693-8 per candy. T h e 
M a y contract lost Rs 9 at Rs 665-8. 



Tenders against M a y last week 
amounted to 2,950 bales br inging 
the total to 9,350 bales. This is far 
short of market's most conservative 
ideas. But it is not surprising. 
W i t h spot cotton enjoying a big 
premium the results could not have 
been better. Indeed the wide dis
parity between spot cotton and 
futures has intr igued many observers 
and the Textile Commissioner has 
asked the East Ind ia Cotton Asso
ciation's clarification on this point. 

Some experienced traders think 
that there is nothing wrong w i t h the 
Ind ian Cotton Contract, but i t is 
the wrong and part ia l mode of fixa
t ion of tendering differences, and 
' on ' and ' o f f ' allowances for the 
matur ing contract on or about the 
25th day of the month prior to the 
delivery month which puts the 
sellers of futures in an advantageous 
position. 

The basis of the Indian Cotton 
Contract is fine M G Jarilla staple 
25 /32" as per bye-law No. 53. The 
actual official price of the basic 
cotton which at present is quoted 
about Rs 75 over the contract prices 
should fo rm the standard price for 
fixation of tendering differences for 
the maturing contract. Nowhere 
throughout the bye-law No 55, does 
it appear that the tendering differ
ences should be fixed between the 
matur ing ' v a i d a ' price and the 
ru l ing prices of other standards, but 
it clearly states that " differences 
between standards", ie, the differ
ence between the price of the basic 
Jarilla of 25/32" staple and other 
standards. If therefore the ready 
price of 25/32" staple Jarilla is 
taken as the basis—which it really 
should be for computing tendering 
differences, the ' v a i d a ' price is then 
bound to come in line w i t h the 
ready price. 

It is further argued that in fixing 
the ' on ' and ' o f f ' allowances for 
the Jarilla cotton variety, the ready 
price of 25/32" staple basic Jarilla 
should form the basis for the fixa
t ion of these allowances, whereas 
in the present inequitable mode, the 
very basis of the price of actual 
25/32" cotton is ignored and instead 
the price of ' v a i d a ' forms the basis., 
w i t h the result that the buyer in 
the hedge contract is made to pay 
a heavy premium for a slightly higher 
staple and a negligible discount for 
a slightly lower staple. 

W i t h most mills having covered 
their requirements, activity in the 
spot market was small, but prices 
maintained a steady tone despite the 
weakness in futures. Interest in 
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Indian cottons was mainly in good 
Jarillas. Among foreign growths 
activity centred chiefly in Egyptians 
and East Africans, Californians at
tracted modest inquiry. Sudans con
tinued neglected. 

The Joint Chief Controller of I m 
ports has asked the trade to use the 
outstanding licences for dollar cotton 
revalidated for shipment up to June. 
Further extension is unlikely, and the 
failure to utilise these licences wi l l be 
taken into account when applications 
for further licences are invited. W i t h 
a view to building up a reserve stock 
of cotton to meet rising consumption, 
the Government of India has allowed 
importers to import dollar area cot
ton on their own account. But in 
view of the unremunerative prices 
of these cottons, it is doubtful whe
ther the trade w i l l avail this 
facility. 

Further Losses in Bullion 

BU L L I O N prices suffered a 
further set-back wi th both gold 

and silver declining to the lowest 
levels for many weeks. Gold held 
comparatively steady due to large; 
backwardation charges and rising 
spot premium, reflecting tight stork 
position. It is possible gold might 
have recorded a small improvement 
if "silver had not been depressed by 
persistent bull l iquidation. 

After rising from Rs 164-8 to Rs 
165 silver '' j e th " delivery declined 
gradually to Rs 161-10, but rallied 
on renewed professional buying to 
Rs 162-10, The fall was due essen
tially to persistent bull l iquidation, 
but the bears too became aggressive 
during the latter part of the week. 
The fall in the closing price of 
" Va isakh" delivery to below Rs 
162-8 led to the enforcement of spe
cial clearings in both the metals on 
Tuesday. The " budla " rate which 
had been against the sellers since 
the beginning of trading in " Jeth " 
delivery turned against the buyers 
when the " Va i sakh" contract ap
proached its maturity. 

Gold " Jeth " delivery was mark
ed down from Rs 89-7 to Rs 87-11 
and recovered later to around 
Rs 88-10. Backwardation charges 
gradually rose from Rs 1-6 to Rs 
2-3 and the premium on ready shot 
up to Rs 3-4. Both these factors 
encouraged bear covering and spe
culative buying by spot houses. 
Al though the off-take has not been 
heavy during the last few weeks, 
floating stocks have continued to 
dwindle due to meagre arrivals. 
T h e trading pattern of bull ion is i n 

decisive. There are indications, 
however, that the recent downward 
trend w i l l be halted for technical 
adjustments, the fal l having been 
too steep, particularly in silver. 

* * * 
Oilseeds Prices Decline 

THE previous week's improve
ment following the relief in 

oi l export duties proved short-lived-
Oilseeds and oi l prices suffered an 
all-round sharp decline on persistent 
up-country selling and lack of new 
inquiry. C a s t o r futures and 
groundnuts were particularly weak, 
the technical position in these com
modities being in favour of a fal l . 

Castor futures broke sharply after 
the announcement of o i l export 
quota for the period ending July 
which works out to barely 6,250 
tons. Since the share of the f i rm 
which has defaulted in the market 
is about 500 tons the effective quota 
is reduced to around 5,750 tons. 
This falls far short of market's ex
pectations. After an early rise from 
Rs 124-2 to Rs 126-2 castor Sep
tember declined heavily to Rs 117 
and ended at Rs 117-12. The M a y 
contract was marked down from 
Rs 120 to Rs 112-8 and finished at 
Rs 113-12 against Rs 119-2 a week 
ago. The fall was due mainly to 
heavy liquidation by the bulls who 
had been expecting " free " export 
of castor oil . 

Despite the relief in duty castor 
oil export is not very remunerative 

because of the fall in overseas prices-
Europe has reduced its price fo r 
commercial o i l from £108 to £ 1 0 0 
per ton which leaves only nominal 
margin. Some business is said to 
have been negotiated w i t h America, 
but the outlook is by no means, 
encouraging. 

Groundnuts were distinctly weak 
and declined to the lowest level for 
many weeks. The quotation for 
June-July delivery was marked down 
from Rs 35-2 to Rs 32-14 per cwt 
due to persistent up-country selling. 
Up-country which had been a buyer 
for long has turned a seller due to 
the approaching monsoon and i n 
creasing pressure of arrivals. More
over persistent short covering on be
half of the defaulting firm had 
made the technical position of 
groundnuts weak. Vanaspati manu
facturers made moderate purchases 
in ready but quoted lower prices. 
Groundnut oil was also easier by 
about a rupee per quarter due to 
considerable commission h o u s e 
selling. 

Linseeds and linseed oil declined 
in sympathy. The quotation for l i n 
seed June-July eased from Rs 26-4 
to Rs 25-6 per cwt. Ut ta r Pradesh, 
Punjab and Calcutta were reported 
sellers. Short covering failed to 
arrest the downward trend, O i l was 
depressed by up-country selling and 
poor consumer inquiry. Kardisecds 
and nigerseeds were easier on com
mission house selling, but the tu rn 
over was generally small. 
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