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A Useful Compendium 

The Capital Market, of India by S L N Simha. Vora & Co, Bombay, 1960 pp 300. Price 
Rs 17.50 

THE l i terature on indust r ia l 
f inance in I nd ia is abundant, 

thanks to the inclusion of this sub
ject in Univers i ty courses, which 
provides a guarantee of sales to 
books on the subject. Publ ishers 
and authors a l ike produce what they 
believe the market demands. Bar r ing 
a few exceptions, the results are not 
very happy. A f a m i l i a r comment or 
two on managing agency and offi
c ia l financial inst i tut ions, a re
arrangement of data and chapters, 
and you have another book on in-
dus t r ia l f inance, the marg ina l ut i l i ty 
of wh ich is near-zero. Books on other 
' I n d i a n Economic Problems' are, in 
general, no better but they at least 
have the excuse of diff iculty of se
cur ing rel iable data. In fo rmat ion on 
indust r ia l f inance is much easier to 
collect but authors apparent ly hate 
to move out of the groove. 

It must be said to the credit of 
Shr i S imha that he has widened the 
area of data col lect ion. In addi t ion 
to the perennial h istory and work ing 
of the managing agency system and 
official f inancing agencies, he also 
covers the Companies Act, capital 
issues, the stock exchange mecha
nism and its regu la t ion, L I C 
operations and a useful resume of 
Reserve Bank studies on company 
finances. The book is perhaps the 
best on the capital market avai lable 
at present. The reader may, neverthe
less, feel on several occasions that 
Shr i S imha has merely collected a 
large number of b u i l d i n g blocks and 
left them l y i n g a round. An immense 
amount and var iety of facts have 
been put i n , but the only ma jo r con
clusion to emerge is that the I n d i a n 
capi tal market is by no means under
developed; its constituents merely 
suffer f r om inadequate specialisa
t ion. Th i s fact had been suspected 
for some t ime but coming as it does 
f r o m a senior economist, the con
clusion, one hopes, wou ld be du ly 
noted by fu ture wr i ters on the 
subject. 

Shr i Simha does not discuss whe
ther the level of development of 
inst i tut ions is to be judged p r i m a r i l y 
by the amount and var ie ty of the 
services wh ich they p rov ide or by 

the extent of their funct ional spe
cial isat ion. The capi ta l market can
not divorce itself f r o m the general 
pattern of the economic structure. 
If the economy as a whole and 
indust r ia l management in par t icu lar 
is not, in general, characterised by 
a h igh degree of funct ional special i 
sat ion, it is idle to look for such 
special isation in the capital market 
alone. If stockbrokers are also 
jobbers, f inanciers and (now in
creasingly) industr ia l entrepre
neurs, the phenomenon is no 
different f r om the mu l t ip le occupa
tions of farmers and large indust r ia l 
houses. This inadequacy of speciali
sation could itself be considered an 
asped of unde-deve lopment since it 
reflects the l imi ted amount of pro
gress we have made, and the 
shortage of talent, resources and ex
perience for ca r r y ing out the variety 
of funct ions created by industr ia l i 
sation. 

The author believes that integra
t ion of the capital market is pro
ceeding wel l and inst i tut ional 
intermediar ies are p laying a larger 
role. There is no need for any new 
official agencies. The emphasis 
should now be on the balanced 
growth and coordinat ion of exist ing 
inst i tut ions, since their gestation 
per iod is already over. (Does this 
app ly to the Refinance Corporat ion 
and most of the State Financial 
Corporat ions as w e l l ? ) . The blame 
for heavy speculation on the stock 
exchanges is placed squarely on Gov
ernment policies. This conclusion 
may be substantially correct but 
Shr i Simha's crypt ic reasoning is 
not l ike ly to convince those readers 
who are not convinced already. 

Some of the remarks and sugges
tions made by the author meri ted a 
somewhat detailed discussion. They 
are instead left hanging. For in
stance, the fact that company prof i ts 
in Ind ia compare, on the whole, 
favourab ly w i th those in leading 
Western countries could have been 
analysed in some detail to h igh l igh t 
the incentives offered in the f o rm of 
tax hol iday, development rebate, 
etc. Shr i Simha believes that the 
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enforcement of bank ing legislat ion 
has not been satisfactory but " i t 
would appear that the si tuat ion is 
being remed ied " ; one docs not know 
the precise reasons fo r his earl ier 
dissatisfaction and subsequent con
tentment w i th the remedy. He 
would l ike a greater measure of con
tro l over the ut i l isat ion of the own
ed funds of companies but he does 
not indicate how it should be done. 
He sounds a note of caut ion against 
excessive bank lending to indus t ry 
since the ratio of bank credit to de
posits is already h igh at around 65 
per cent (af ter exc lud ing P L 480 
deposits). He is not very opt imis t ic 
about the prospects of the Credi t 
Guarantee Scheme for smal l indus
tries. State f i n a n c i a l Corporat ions, 
he opines, should not raise their i n 
terest rates fu r ther and should 
f inance work ing capital requirements 
only if banks cannot do so. 

A plea is made for U n i t Trusts 
but the nature of their organisat ion 
and operations is not amp l i f i ed any
where. Th is is a rather serious 
omission in a book wh ich purpor ts 
to be an in t roduct ion to the capi ta l 
market. The chapter on f inance fo r 
rura l investment could have been 
safely omi t ted. Its conclusion is a 
masterp iece of negativism : "lt is 
hard to say to what extent the hope 
of the author i t ies that 'co-operation 
must succeed" w i l l eventually be 
realised, but the experience of the 
last few years does not suggest that 
the hope be abandoned". The prob
lems of housing finance and so-call
ed investment trusts are treated 
rather per func tor i l y . It is doubt fu l 
whether ' ' thousands of pr ivate trusts 
have to put in their funds predomi
n a n t l y in Government securi t ies" 
and also whether the con t r ibu t ion of 
managing agents to the finances of 
companies under their management 
can be judged by the rat io of the 
paid-up capital of the fo rmer to that 
of the latter. One hopes that a 
revised edi t ion of this useful in t ro
ductory study of the capital market 
would come near to f u l f i l l i n g the 
long-fel l need for a through and 
detailed analysis of the subject. 
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