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17.4S hrs.

HALF-AN-HOUR DiscussioN
RE: RESUMPTION OF
ForwWARD TRADING

IN SHARES

SHRI S. K. TAPURIAH (Pali) : Mr
Deputy Speaker, Sir, whenever I try to ana-
lyse the policles and the actions of the
Government, invarfably, I am reminded of a
jingle I read in my school days, a jingle by
A. P, Herbert :

““Let us stop somebody from doing
something, Everybody does too much.

People seem to think they have a right
to cat and drink, Talk and walk and
respirate and rink,

Bicycle and bathe and such. So let’s
have lots of little regulations,

Let’s make laws and jobs for our rela-
tlons, There’s too much kissing at
the railway stations,

Let’s find out what everyone {s doing,
and then stop everyone from doing
1.

This scems to have been the case with stock
exchanges and forward trading, A few thou-
sand people carn their living as brokers,
sub-brokers, stock exchange assistants, etc.
When the mobilisation of resources in the
country was taking place, the capital forma-
tion was picking up after two or three years
of recession, the Government probably
thought that all this was too good a thing
‘to allow to continue and so they moved in
and imposed a ban,

I am sure, the hon, Minister will agree
with me that stock exchanges play a major
role in capital formation in any soclety and
in a developing soclety like ours, its impor-
tance increases, The real purpose of stock
exchanges 1s achieved only when it provides
maximum liquldity, transferability and nego-
tiabllity which cannot be ensured without a
Jarge and continuous volume of transactions,

In our country wh;ro the number of
ovesting public is very small, only about

2 million people, compared to countries like
U. S, A, where they have 30 milllon inve-
stors, the dally transactions are not adequate
to make tea market liquld or continuous and
this shortcoming, to some extent, is over-
come by forward trading.

Without golng into the history of what

happened during 22 years of our Indepen-
dence, as far as capital formation and
fodustrial growth was concerned, 1 come
only to last year when one thought that the
time had come after three good harvests
when stock exchanges would play a major
role in mobilising our rural resources, I am
not one to tax the farmer. It is alter centu-
ries they bave scen some money, But I
would not hesitate to reccommend mobilising
a part of their resources to capital formation
to come into making of larger lodustrial
production,
Now, this exp d mobilisati of
rural resources has been hampered by a ban
on forward trading which by bringing stock
exchanges into a moribund state has slowed
continulty and reduced Wquidity of scrips,
I am sure Mr. Khadilkar will agree that one
of the reasons for the Government bonds
and various small savings schemes not
succeeding to the desired level was this lack
of continuity and its near-impossible liqui-
dity. If these two things have to be maln-
talned, the stock exchanges are to be allo-
wed to flourish without any regulation or
hindrance. Wherever the Government finds
it necessary, they may check it but not in
fts day-to-day working,

Why did the Government impose a ban?
The two important reasons assigned by the
Government were the steep rise in share
prices and the ¢ornering of shures. Coming
to the question of steep rise In share prices,
I can say, whatever price rise in the earlier
part of 1969 was evidenced, it was only a
correction of the long-drawn depression in
the stock exchanges and the return of the
market to normalcy. 1 wonder whether the
price rise in shares is itself a bad thing, Did
not the Prime Minister hersell find some
pleasute and relief 1n the buoyancy displayed
by the stock exchanges after her Budget in
February, 1970 ? Did not she, time and
again, say, herc was a good Budget because
the stock exchanges bave picked up 2
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What was the reason for putting a ban 7 § s wad 3few o At ¥ FAFAA

last time ? If you see the averages of only
the Bombay stock exchange, between January
and June, 1969, you will find that the prices
of cash shares rose by 32.3 per cent and the
prices of forward shares rose by only 20.3
per cent. In other words, It means that the
price rise In cash scrips was higher by 359
per cent as compared to the price rise of
forward scrips, The Government {s doing
like a character in David Copperfleld 10
beat the boy sitting next so that the first
one will behave. Bocause the price rise o
cash scrips was higher as compared to price
rise in forward scrips, therefore you impose
a ban on forward scrips. How was this
considered 10 be the idea) way to regulate
the market ?

As far as the charge of corenring of
shares goes, [ have not been able to find a
single Inslance where forward trading created
the way to help people 1o corner shares and
lodulge in unheaithy practices, 1 would
request the Minister tc clte one example
where this led to cornering or where it has
led to violatlon of any one article of the
Securities Contract Regulatlon Act of the
1957,

In the end I would only say that now
that the Anjarla Commlttee’s report |Is
avallable with the Government, will they
speed up with thelr study of it and will
they come to their concluslons quickly and
take necessary steps for resurhing forward
tradiog at the carllest, 7
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SHRI N. K. SOMANI (Nagaur) : Both
the tone as well as the characteristics
of my friend who has just preceded
me reveals a complete lack of Idea of
economic functioning, Whether {t Is cash
trading or farward trading, these are essen-
tlal tools. of functioning In any given system
whether you deal with shares or commodities
or property. I for onc belleve that both in the
short term as well as for long term
state of the economy, forward trading Is nos
only extremely important but essential.

For quite some time the Governmemt
for reasons that have been gone into by my
friend, Mr. Tapuriah, and essentlaily, I feel
because they suspected that some operators
have been misbehaving with the stock ex-
changes and have been corncnlogsome of the
shares—I think the case in Government’s
mind was Kapadia Bros in NMational Rayon—
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have clamped a ban on forward trading of
shares. I belleve that  there are
enough checks and balances In the Com-
pany Law to check such malpractices by
refusing to transfer the shares, It seems one
sectlon of the Government does not know
what the other sectlon is doing which re-
veals a complete lack of co-ordination. I
would, therefore, like to say that it is cer-
tainly no remedy to completely ban forward
trading cither in shares or in commoditles
or lo any other properties, Additionally,
small people are golng to be hit by it.
When the Government comes up with this
proposition, or it elimi the middle-clas
traders in food gralns or the share brokers
or sub-brokers, the middle class people
suffer and there Is no alternatlve avenue
of employment for them.

Therefore, In view of all this and In
vilew of the ample—more than ample—
checks and balances existing in the hands of
the Government, I would like to know as to
when the normal and healthy functioning of
the stock changes in the matter of forward
trading would be allowed to commence,

Secondly, In terms of rural Investment
ila our economy, would the Government
consider the openiog of many more sub-
stock exchanges in the rural areas which
would function as an extcoded limb of this,
%0 that many more investment opportunities
are available to these people 7
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THE MINISTER OF SUPPLY AND
MINISTER OF STATE IN THE MINIS-
TRY OF FINANCE (SHRI R. K. KHA-
DILKAR) 1 Mr, Deputy Speaker, Sir, Shri
Tapuriah wpo raised thls Half-an Hour
discussion at the outset tried to glve some
sort of description as to the role the Stock
Exchanges played in the frame-work of elther
the capitalist soclety or a mixed economy in
our country.

Apart from bis contention that they
played a coostructive role and that they
created a climate for Investment—1 shall
deal with it a litle later—he has levelled a
charge agalot this Government that the ban
at that particular point of time was not
Justifled. He just gave certain flgures.
But, to understand fully why the then
Finance Minister and the Deputy Prime
Miplster came to the concluslon that fo the
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interests of our economy, the only course
left open was impose a ban on the forward
market, I shall just give you figures as to
how the movements were taking place from
time to tim>, That would show why ulti-
mately the Finance Minister came to the
conclusion and Government placed a ban
on forward trading.

If you take a review of share prices over
a decade, that would be very interesting,
Take for Instance the period covering from
May 1958 to May, 1962 which witnessed
a boom condition in the stock markect and
then between May 1962 and December 1965.
Between 1962 and December, 1965, we had
to face two aggressions. Then, during
1966 and 1967 drought conditlons prevalled
and there was considerable recession in that
period,

18.00 hrs.

So, instead of giving all the flgures for
all these years, I shall just give you certain
figures. Since 1968-69, as he knows very
well, because of several measures taken by
Government to stimulate Investment acti-
vity, the share markets started looking up
then. I know the hon. Member knows
very intimately the movements of the mar-
ket. So he must also have marked this
change since 1968-1969. In 1968-69, apart
from the measures taken by Government to
stimulate fovestment, they also brought
down the bank rate in March 1968. These
measures strengthened market sentiment, and
share prices again tended to look up. That
was a very healthy tendency, It reactcd
favourably to the measures taken by Go-
vernment, Was this health maintained
later on ? Is that the contention of the
hon, member who raised this discussion ?
After the budget of 1968-69 when the ban
was imposed in 1969, was there not a steady
deterloration in market conditions ? 1
would like to meet his point on this.

After the rise in Feb, 1968, the market
declined. Over the year 1968, however,
the price rise was about 7.3 per cent. From
the beginning of 1969, stock prices began to
risec and the raie of Increase accelerated
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particularly during the second quarters of
1969, just before the ban. He knows that,
The pace of Improvement slackened some-
what in February and in March, the share
price index shcwed a marginal decline. So
it was a zlgzag movement, not a steady riso
or a steady fall,

SHKI S. K. TAPURIAH 1 A technl-
cal fall has to come to make a correction
and make It healthy,

SHRI R, K. KHADILKAR: 1 do not
know much of the technicality of market ope-
rations, What 1 know Is about the economic
role It plays, If market conditiorns are
healthy and operations are carried on withia
limits, then it can play an effective role In
stimulating investment, creating a better
climate for investment, encouraging the
fnvestment habit in people in the rural
sector where because of the green revolu-
tlon more money has co.ne into the hands
of some people,

As 1 said, In 1969 the stock prices again
began to rise and the rate of increase accele-
rated, particularly during the sccond quarter
of 1969. The pace of improvement slacken-
ed somewhat, in February and March but
thereafter the Index moved up at a rapid poce
and by June 14, 1969,—this is very signifi-
cant it stood at 99.8. Is It the econtention
of the Hon. Mecmber that this steep rise
showed that markets were operating in the
manner they were expected to operate ?
Why it happened, he knows better perhaps,
I cannot say.

I will glve one or two figures and not
burden the House with more. The increase
registered was about 13,5 per cent over the
March end level. The overall rise in the
share price between end-December 1968 and
mid-June 1969 was about 24 per cent. This
rise was unprecedented in about five months
and a half, Government had to keep a
waltch, So long as markets are there and
operations are permitted, some forward trad-
ing goes on ; Government will have to
keep a watch over the movement of shares.
If there is cornering or §f certain other un-
healthy trends are visible, that has to be
tackled. So Government was watching,
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This was the situation just before the ban
was Imposed,

This could not have been due wholly to
the improvement in the economic situation
and the optimism generated by tax conces-
slons, No doubt, tax concesslons did help
to create certain climate, optimistic climate,
in the market world, but the main factor
behind this increase was the large speculative
activity and bulld-up of dominant position
around a few pivotal securlties by a few
powerful operators,

SHRI 8, K. TAPURIAH : They were
all clash operations, not forward trading
operations,

SHRI R, K. KHADILKAR: 1|
coming to that,

am

He is perhaps in a better position to
know how operators really create a sltuation
where those who are poor Investors or those
who casually go to the stock market, are put
1o a dlsadvantage.

The volume of outstanding forward
business carried over from one settlement
to another, which during 1968 averaged
Rs, 15.44 crores per scttlement on all the
five major Stock Exchanges on which forward
trading was allowed, was hovering around
Rs. 16,65 crores to Rs, 17.17 crores tll
March 1969 on all the Stock Exchanges
taken together, It Increased to Rs, 19 39 cro-
res at the end of April, 1969, then shot up to
Rs. 24,09 crores by the third week of June,
1969. Over the March level, which was
slready high, the increase In carry-over of
outstanding forward bussiness was 40.3 per
cent by the third week of June, 1969,

This was the condition of the market.
It was not as he described. This was what
impelled Government to take this drastic
step-

At the close of the market on 27.6,1969
when forward trading was banned, the value
of ouwstanding forward busloess was
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Rs. 4097 crores.
tic phase,

This was really the hec-

So, with all his cagerness to see that
market operatlons are permitted on the five
Stock Bxchanges and forward trading as
before should be permlited to be resumed,
he should reallse that a sltuation was created
where the ban was absolutely necessary to
keep control, so that the actlvity would
not go to a lmit, where there might
be some type of crash or near-crash
situation,

SHRI N. K. SOMANI : It should be
always short-term, You have operated
the ban for about a year now, Such dras-
tic remedles are always prescribed for a
short time.

SHRI R. K. KHADILKAR : [ agree.
After the ban was imposed, there were
several Tepr ques-' 1 g the
necessliy of continuing it. That Is the next
point, Government had to consider whether
by banning forward market and mobilising
potential saving, they could create a better
climate for investment. I must emphasize
that cash trading is permitted, only forward
trading Is banned, Even now, cash markets
are operatling, and after the last Budget, If
I way say so it has reflected that our
economy is polsed for a further advance,

SHRI 5. K, TAPURIAH 1 This year
it is polsed, Last year it was unhealthy
because Shri Morarjt Desal was there.

SHRI R, K. KHADILKAR 1 He was
quite friendly to the private secior people,
if I may say so, that Is the geperal Impres-
slon.

When the economy Is polsed for a
further advance, which s a very healthy
tendency as reflected by the share guotations
for cash transactlons, the polot had to be
considered whether he should lift the ban
without givilng further thought, At onec
point the Government considered whether
they could left the ban with some restric.
tions or whether the entire questlon of mar-
ket operations and their functioning should
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be examined by an expert body who were
well acquainted with these things., Ultl-
mately a Committee was appolnted under the
Chalrmanship of former Deputy Governor
of the Reserve Bank and a well known
economist, Prof, Anjaria, Uafortunately, he
died suddenly, He was to have reported
in two month’s time but an extenslon was
asked for and granted, They were to repor-
by 25th April, 1970 but because of the
tragedy I referred to, we expect the report
to be completed by the end of this month,

Two polats were made—firstly, that it
has resulted in large scale unemployment and
suffering......(An hon. Member 1 of small
people), That s pot correct, Io all the
five exchanges the total employees, of active
members Including authorised clerk, assis-
tants, etc, who help the stock brokers num-
bered 2953 at the end of June 1969 ; the
total employees of the active members as
on 15. 11. 1969, was 2854,

SHRI N. K. SOMANI: We are not
talking of stock exchange employees; we are
talking of brokers, sub-brokers and other
small jobbers,

SHRI KHADILKAR: Some hon, Mem-
ber referred at that tlme to the suffering of
the embloyeces In the stock exchange also,
So for as the others are concerned, I do not
think that they have gone out of buslness.
1 have no figures just now with me, but
there is o evidence to suggest that those
who were engaged In some sort of activity
on the stock exchanges have glven it up,
Unless some evldence is shown, I am not
convineed. ... (Interruptions). After the
formal ban on forward trading, fs it the
contention of the hon. Members that people
are not stlll speculating In some way or the
other on the market 7 They do. I have
got just now the number of active members
1do not want to take the time of the
House,

AN HON MEMBER 1 Just like gold-
smiths, they could not change thelr profes-
slon, Have the goldsmiths takcn other
jobs 1
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SHRI KHADILKAR: There is po
comparison between goldsmiths and stock
exchange people. He Is an artisan, Here
also the persons may be hanging around the
stock exchanges so long as they expect to
get some money, Of course, they will not
get more money,

Another polnt was made by the hon,
Member. After the presentations of the
last budget, we can see the plcture of the
economy, New scheme have been lntroduc-
ed for mopping up the rural savings, and
opening of the market will help iIn that
respect and that was the polnt made, It
appears to me that in the last budget parti-
cularly, new concessions have been glven,
The raising of limit of exempilon from
fncome tax to Rs. 3000 In respect of divl-
dends from any Indian company and unit
trust income is there... ([nrerruptious,)
Because of this, certainly our lower middle
class people would like to go to the market
for invesiment and they must be going for
a good reason, I entirely agree that be-
cause of ths market there Is a certalo amo-
unt of liquidity. That is also correct, But
then It is not possible for the Government
to take an immediate decision ; without
walting for the report Goveroment would
not like to act. Once the Commlittee Is ap-
polated, let us see what are the ricommen-
datlons, and after the report is presented, a
very careful thought will be glven to it, and
Government wlll 1ake a decision at the pro-
per time whether the ban should be lifted
and whether, under certzin restrictions,
forward trading could be allowed, All
these matters will be consldered after the
presentation of the report,

SHRI K. TAPURIAH 1 Can you glve
an indication of the time ?

SHRI R, K. KHADILKAR : The re-
port will be presented by the end of this
mooth,

SHRIS. K. TAPURIAH : How long
will you take to study the report ?

SHRI R. K KHADILKAR : I cannot
say just now. (Imterruption) The operators
In the market will take advantage of any
clue in such matter, So, at the present
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juncture, 1 have no report tefore me, There-
fore, I do not know what would be the
conclusion that the Government will uldi-
mately reach and when the decision the
Government would take,

Then, one point was made by Shri
Shiva Chandra Jha, That was made by
several other hon. Members also at differ-
ent platforms, The point was, while keeping
the Industrial Policy Resolution and general
social objectlves, whether we should permit
forward trading at all. This is the funda-
mental question that Shri Shiva Chandra Jha
rafsed. Of course that point of view also will
be taken into consideration while taking a
declision whether to lift the ban, to what

extent there should be restrictions, how the
stock exchange needs to be regulated
in order to serve the objectives and to
fuction, as was pointed out, as a good, heal-
thy barometer. These decisions will be
taken at the appropriate time, keeping in
view all the points that have been placed
before the House.

With these words, I resume my seat.

The Lok Sabha then adjourned til
Eleven of the clock on Monday, May 18,
1970/Vajsakha 28, 1892 (Saka).



