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National income has been increasing, investment habit is spreading and shares are becoming more and more 
popular as a medium of investment. 

Whatever may be the immediate outlook, therefore, there can be no mistaking the basic trend in equities 
in a rapidly expanding economy. 

While the basic trend is unmistakable, investors can hardly ignore the manner in which resources ere going 
to be mobilised for the Third Plan which, being so much bigger, will call for a massive effort. 

But with the general elections due next year, the stock market has perhaps little to bother about the 1961-62 
Budget. 

THE all-India index for variable 
dividend industrial securities stood 

at 159.1 (February 27) when the 
Reserve Bank expressed anxiety about 
the boom on the stock exchange. The 
index had risen by 14 per cent during 
the year ended February i960 and the 
sensitive index maintained by the Bank 
had recorded a rise of some 27 per cent. 
This the Bank viewed wi th considerable 
concern. The Finance Minister, too, 
had expressed concern over the rising 
trend in equities on an earlier occasion 
but when the time came for presenting 
the Budget, he d id l i t t le to impose any 
kind of fiscal discipline on the market. 
The market had been prepared for 
some m i l d shocks in the Budget, 1960-61 
being the last year of the second.Plan. 
The rise in the index for silk and 
woollen shares from 299 to 747 in two 
years — 1958 and 1959 — had led 
the market to believe that rayons would 
have to bear an additional excise duty. 
But since the Budget proposals surpassed 
the market's most optimistic expecta
tions, equities soared. The all- lndia 
index — the insensitive one — rose 
from 159.1 to 168.8 by the second week 
of March. Thus wi th in a fortnight of 
the Budget, the index recorded nearly 
one-third of the total rise from the low 
of 156.6 to the year\s high of 182. 

Scared by the runaway mood of the 
market, the Reserve Bank looked for 
the volume of credit that had been 
extended against shares and debentures. 
Advances were up by Rs 15.3 crores over 
the year. This, the Bank felt, was a 
sufficient cause for bringing the stock 
market under the purview of selective 
control. The credit curbs that it an-
nounccd on March 11 were aimed 
mainly against the stock exchange. 
Apart from ceiling on clean advances 
and the raising of the statutory reserve 
ratios, the banks were directed to insist 
on a 50 per cent margin against shares 
and debentures and they were prohi
bited from doing 'budla' business. 

A N D W H A T A R I S E I T W A S ! 

The setback following the Reserve 
Bank action, which took the index down 

to 161,5 by March 23, proved to be 
a short-lived affair. This low was 
never touched again during the year. 
Those who heeded the Bank's hint, 
implied in its concern over the then 
prevailing high prices, came to grief, 
because I he market continued to rise 
despite official warnings and the restric
tive measures taken from time to time. 
A n d what a rise it was! The rise in 
the al l-India index from 161.5 to 182 
tells very l i t t le of the excitement that 
prevailed in the market between A p r i l 
and July. From a low of Rs 810, 
Standard Mi l l s shot up to Rs 2100, 
During the same period Mafatlal Fine 
rose from Rs 747 to Rs 1350, Khatau 
from Rs 262 to Rs 850, Century from 
Rs 425 to Rs 544, Gwalior Rayon from 
Rs 28 to Rs 51.50, Hindustan Motors 
from Rs 16.56 to Rs 23.64, Premier 
Auto from Rs 134.75 to Rs 197, 
National Rayon from Rs 425 to Rs 617, 
Tata Engineering from Rs 204 to Rs 
349 and Indian Dyestuff from Rs 430 
to Rs 865. 

C O N C E R N U N W A R R A N T E D 

Official concern over equity prices 
early in the year was altogether un
warranted. Even a rise of 27 per cent 
in the sensitive index over a period of 
12 months need cause no anxiety. The 
performance of stock markets abroad 
is known to have been far more specta
cular. The Financial Times index for 
ordinary shares in London showed a 
rise of 50 per cent in 1959 and the rise 
over two years — 1958 and 1959 — 
had been as high as 120 per cent. 
Measured by the Dow-Jones industrial 
average, Wal l Street had risen by 55 
per cent in 1958 and 1959. During 
these two years, the all-India index for 
equity shares had recorded a rise of 
only 34 per cent. On the basis of the 
index in July 1960, when the highest 
point of 182 reached showed a rise of 
82 per cent over a period of 8 years. 
A n d the base year of the index, 1952-53 
was itself a very depressed year being 
the year of the post-Korean break when 
the stock market was at its lowest. The 
rise in equities also looks small when 

viewed in the light of several other 
factors in the background. The Eco
nomic Advisor's index for wholesale 
prices has risen by about 24 per cent 
since 1952-53, industrial production by 
about 66 per cent and money supply 
wi th the public from around Rs 1764 
crorcs to around Rs 2669 crorcs. The 
national income is estimated to have 
increased by 40 per cent over the two 
Plans. 

Indeed one could easily have ex
pected the stock market to record a 
much bigger rise, if the socialist pat
tern of society had not been the avowed 
aim of Government's economic policy. 
Anyway, investors in equities have 
gained very little by way of capital 
appreciation compared wi th those who 
put their savings in real estate where 
values have risen by anything between 
200 and 500 per cent, [Investors who 
provided risk capital for productive 
enterprises have fared no better than 
those who locked up their funds in 
precious metals!] Gold and silver which 
could be had at around Rs 66 per 10 
grams and Rs 122 per one kilogram 
in 1952-53 are now quoted at around 
Rs 122 and Rs 208 respectively. 

R I S E I S WELCOME. 

Equities cannot keep rising for long 
unless the various economic indicators 
are also rising. Far from being a cause 
for anxiety, the rising trend in equity 
prices should be welcomed because it 
is only when the stock market is in 
good temper that entrepreneurs are able 
to attract risk capital in a big way. 
And what the country needs most today 
is to accelerate the process of economic 
change through industrialisation. Since 
the stock market not merely mobilises 
investible funds but also canalises them 
into the most profitable directions, the 
shift in the pattern of investment, as 
indicated by the relative movements 
for the different groups of shares, needs 
to be studied wi th care. 

New Delhi should prevent any shift 
in the pattern of investment which is 
not in keeping wi th the Plan priorities 
through suitable price policy and fiscal 
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measures. One wonders whether the 
Government has been giving due atten
tion to this question. For notwith
standing the need to stimulate the 
growth of basic industries, shares of 
these industries have fared much worse 
than those of industries which are of 
secondary importance. This suggests 
a lack of coordination between Plan 
priorities and Government's policy in 
respect of prices of basic commodities 
like steel, cement and certain chemicals. 

Several factors have contributed to 
the rising trend in equities which started 
about the end of 1957. Not all of them 
have been really favourable from the 
economic point of view. But, by and 
large, improved conditions in the in
vestment market reflect the expan
sionary impulse in the economy. Un
doubtedly the economic tempo has been 
picking up. Between A p r i l and Octo
ber 19G0 the Government sanctioned 
as many as 228 schemes for the manu
facture of various items w i t h foreign 
collaboration. 19G0 can easily be des
cribed as a year of new issues. The 
success of new issues reflected the con
fidence of the investors in the growth 
potential of the economy. The fan
tastic premiums that many issues com
manded even before they were put on 
the market were, however, the symptom 
of the speculative fever mania which 
had seized the market, particularly dur
ing the second quarter of the year. 
That was the time when it was the 
speculators, and not investors, who very 
definitely called the tunc. 

S E L F - A D J U S T I N G 

Speculation is known for excesses. 
But speculation becomes a matter of 
concern only when it threatens the 
solvency and the liquidty of the mar
ket. And as long as the market is not 
faced wi th this kind of danger to its 
l iquidity and solvency, bulls and beats 
could better be left to take care of 
themselves. For a speculative market 
contains wi thin itself a self-adjusting 
mechanism. This has been fully vindi
cated by the market's performance dur
ing the latter part of the year. The 
all-India index for equities which stood 
at 182 on July 23, dropped to a low of 
165.1 by about the middle of October, 

The sharp decline in August and 
September was essentially a strong 
technical correction of the preceding 
prolonged bull phase. The various 
measures taken by the authorities, in
cluding the stock exchange, to check 
excessive speculation, tighter and cost

lier credit and the cut in cloth prices 
also played their part in accelerating 
the pace of decline. It is difficult to 
say, however, how the bulls and bears 
and investors fared over the year. Few 
can perhaps claim to have done really 
well . Notwithstanding all the feverish 
bullish activity unt i l about the end of 
July, the fal l during the latter half of 
the year, particularly in August and 
September, was so steep that the market 
presented a mixed price pattern at the 
close of the year, wi th losses predomi
nating. 

The following table shows the 
changes over the year in the Reserve 
Banks indexes for variable dividend 
securities: 

D O W N OVER T H E YEAR 

A study of price movements in equity 
shares of 200 major companies by 
Harkisondas Lukhmidas, a Bombay 
f irm of stockbrokers, shows that only 
86 shares were up on the year. Of 
these 21 shares recorded a rise of 20 
per cent or more; 28 shares rose by 
between 10 and 20 per cent and the 
remaining 37 shares were up by 10 per 
cent or less. Among the 114 shares 
which suffered losses over the year, 14 
shares recorded a fall of 20 per cent or 
more; 51 shares declined by between 
10 and 20 per cent and 52 issues were 
down by 10 per cent or less. That 
the market should not have recorded 
any noticeable improvement over the 
year underlines the need on the part of 
the authorities to avoid any hasty action 
that might undermine investors' con
fidence and hamper the flow of risk 
capital which is necessary for implc-
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menting the development programme 
under the th i rd Plan. 

T H E O U T L O O K 

The stock market has been moving 
up and down in an indecisive fashion 
since about the middle of October. 
A few shares touched new low levels 
in the first week of January but the 
market has staged quite an impressive 
recovery since than. The steep decline 
from the July top has erased 25 per 
cent to 33 per cent of the rise since the 
beginning of the bul l market towards 
the end of 1957. This has considerably 
strengthened the technical position of the 
market. The rate of industrial pro
duction is picking up and it can be 
expected to receive a tremendous f i l l ip 
wi th the implementation of the T h i r d 
Flan the outlay on which, around 
Rs 11,500 crores, is more than the 
combined capital outlay on the First 
and Second Plans. National income is 
estimated to increase by 5 per cent 
per annum during the th i rd Plan period. 
Investment habit is steadily increasing 
and shares arc becoming more and more 
popular as a medium of investment. 
A new class of small investors has 
emerged in recent years and stock
brokers w i l l have to make energetic 
efforts to tap the savings of the small 
man who is now eager to invest in 
stocks and shares. Investible funds wi th 
the Life Insurance Corporation — 
the biggest single investor in the country 
— continue to increase and notwith
standing the big cyclic movements in 
equity prices from time to time the 
Corporation is unlikely to emerge as 
an important seller. The problem with 
the Corporation w i l l always be what to 
buy and when, unless it can find 
alternative outlets for its growing funds. 

Whatever be the immediate outlook, 
there can be no mistake about the 
basic trend in equities in a rapidly 
expanding economy. To emphasise the 
growth potential in the economy, how
ever, is not to underrate the adverse 
factors which investors w i l l need to bear 
in mind. Uncertainties about the 
international political situation apart, 
the T h i r d Plan could easily run into 
difficulties due to the inadequacy of 
foreign exchange. Besides, the mobilisa
tion of resources for the Plan involving 
a capital outlay of the order of Rs. 
11,500 crores w i l l call for a massive 
effort. How the resources arc mobilised 
w i l l have a significant bearing on the 
outlook for equities. But wi th the 
general elections due next year, the 
stock market has perhaps l i t t le to bother 
about the 1961-62 Budget, 



February 4, 1961 T H E E C O N O M I C W E E K L Y A N N U A L 

304 



T H E E C O N O M I C W E E K L Y A N N U A L February 4. 1961 

Printed by A, Femandes at New Jack Printing Works Private Ltd., Globe Mills Passage, oft Delisle Road, Bombay 13, and publish
ed by him for Asian New Age Publishers Private l imited from 65, Apollo Street, Fort, Bombay 1. Editor ; SACHIN CHAUDHURI 



THE ECONOMIC WEEKLY ANNUAL R e g d . N o . B . 5 4 8 9 


