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PREFACE. 

TIlE University of Delhi invited me to deliver a course of ten 
lectures as Sir Kikabhai Premchand Reader for the year 1933. 
The subject of the lectures was "The Economic Consequences 
of the proposals of the Round ~able Conference". The lectures 
were delivered in Delhi during February and March, 1933. The 
proposals of the Round Table Conference were revised and 
embodied by H. M. 's Government in the White Paper which was 
published ,in March, 1933, when this series of lectures was about 
to close. As the proposals of the White Paper were based on 
those of the Round Table Conference with some exceptions, it 
was thought desirable not to change the original form of the 
lectures. References have, however, been made to the White 
Paper, either in the text or in the foot-notes, wherever it was 
considered necessary to do so. 

The revision ()ff the lectures for the press was dela:yed 
because I left for London soon after the series was over. I had, 
however, the advantage of following at close quarters the dis
cussions on the White Paper during the sessions of the Joint 
Select Committee of the Parliament. After carefully weigh
ing the opinions of leading persons in Britain who are 
known to b;Old opposite' views, I found no reason to make 
nny substantial change in the views expressed by me in the 
lectures as delivered in Delhi. I feel that from the 
economic point of view tble position of the supporters of the White 
Paper and of its opponents in Britain is essentially the same; 
the difference is in the matter of the approach by which their 
('ommon outlook should be maintained. Whereas the advocates 
of the White Paper scheme want to safeguard British economic
interests in India by constitutional devices, which practically 
reduce the Federation to a costly luxury, the opponents of the 
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White Paper are more frank and outwardly more aggressive in 
their demand for safeguarding British interests, though they do 
not mind speaking in the name of the masses of India. 

As explained in the last lecture this series cannot obviously 
five a forecast of the econonllc consequences of the proposed 
('onstitutional changes in any ·exact or measurable form; the only 
H..ing that could be done i~ to indicate the broad tendencies or 
forces that are. likely to arise out of the political chMges, and 
l1enc~ the title of the book "Economic Outlook in Federal India". 

I am indebted to !fr.b. R. Samant, M.A., for help in the 
C!olJElCtion of material for the lectUres, and to Mr. A. G. Sheth, B.A., 

for help.in seeing th\8 book through the press. . 

SCHOOL OF ECONOMICS AND SOCIOLOGY, 

UNIVERSITY OF BOMBAY, 

1st December, 1933, 

C. Ne VAKIL. 
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ECONOMIC OUTLOOK IN FEDERAL INDIA. 

1. ' THE STATE AND ECONOMIC LIFE ; 

'l'he activities of the state in modern times have a great bear
ing on. the economic life of its people. . The state is no longer all 
organisation merely for the preservation of law and order and 
to defend against external aggression, but has becoIIle increasingly 
an organisation to push forward collectively' the material pro
gress of the people; both absolutely and relatively; that is, in 
~omparison with tbje people of other countries. In, order to realise 
the significance of the extent to which the state in modern times 
dominates economic life, let us take illustrations pertaining to our 
country. Whether, we realise it or not, the fact remains that we 
pay to the state every day in the :form of consumption of articles 
of daily necessities, such as, salt and sugar. Leaving aside the 
somewhat more costly articles like imported cloth, we have to 
remember that we pay to the state even while we consume electric 
light in some parts of the country. The large masses of the agri
cultural population feel the existence of the state the most at 
the time of the payment of land revenue. Some poor compen
sation for this contribution that they receive from the benefi
cent activities of the Departments of Agriculture, Co-operation 
and Irrigation, are also a matter of state activity. So far as the 
larger industries are concerned, we find 'by experience that it is 
impossible to advance without state assistance, which takes the 
form of a policy of protection. Industries like those of steel and 
('otton, matches and paper, and in recent times sugar, would not 
flourish otherwise. We all handle the rupee; we have faith in, the 
rupee because of the Government stamp on it; but in an{)ther 
sense most of us have also been losing ,faith in it because of the 
fluctuations in its value, for which, rightly or wrongly, the state 
comes in for a good 'deal of 'blame. The greatest instrument of 
modern civilization, namely, the railways, are state property in 
this country. 'This property is under the control of the Railway 
Board, and the Railway Budget is a huge affair involving crores 
of rupees and affecting a large number of employees as well as 
the economic life of the country in general. It is in the power of 
the railways by a change for the better or worse in its rates to 
help or hinder the progress of trade and industry. Examples 
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like these could be multiplied, but it is enough· to see how in al
most every walk ·of life, the domination of the state is supreme. 

The last vestiges of laissez faire have disappeared with the 
abandonment of Free Trade by England. In spite ()f the pro
fessed hatred in modern countries of the Soviet regime, people 
have begun to take a leaf out of the Soviet book, by realising that 
the economic life of a country should be organised on a pre
conceived plan and; !Should not be let alone. The formation of 
Economic Councils and the· increasing activitfes of the state in 
eMhOmic. spheres in the western world recently, indicate this 
tendency. Because of the 'nature of Government in this country, 
the supremacy of the state over the economic life. of the people 
is. already great .. Besides, the influence of tendencies in the 
west is bound to be felt, and we have already proposals for the 
formation of Economic Councils to help in the ordered planning 
of economic life in the country. The interference of the state in 
.economic activities therefore is becoming a natural consequence, 
and such interference is. considered desirable if it is planned to 
advance national interest. The future evolution seems to be in 
the direction of the systematic planning of economic life in each 
·different state according tQ its potentialities and means, in place 
of the old policy of laissez faire and free trade.1 The ideal seems 
to be the maximum production within the country in the interest 
of its own nationals. 

In order to trace in detail the many ways in which the activ
ity of t~ state touches economic life, it may be oif interest -to. 
classify the functions of the state on an economic basis.· For 
this purpose, if we take the !functions of the Government in India 
irrespective of the fact whether they are central or provincial, 
and divide these functio:Q.s into those which are likely to help 
productive activities directly or indirectly, and those which may 
be classed as non-productive, we shall have a picture. which will 
enable us to see in proper perspective, the manner in which the 
k1tate is likely to affect economic life. With the help of this classi
fication, if we further look upon each such function from the 
point of view whether it is provincial or central, and whether the 
·popular will is likely to be reflected in. its management more or 
less, we shall have a further criterion of the extent to which such 
a function will result in economic welfare of the people as under
stood. by themselves. 

" In analysing the. economic activities of the state in this 
manner, we must bear in mind certain well-known facts of· 

(1) Cf. "The Framework of an Ordered Society" by Sir Arthur Salter. 
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Indian life. Without going into elaborate statistics we 
can say that India has a large population with a low staudard 
of life, millions of people being on the margin of subsistence. 
The assessments of the wealth and income of the people of India 
made by officials and non-<>fficials vary in detail, but there is a 
general agreement regarding this conclusion ;lboutwhich even a. 
casual observer finds no difficulty. The real problem therefore. 
in this country is to devise ways. and means by which the pro.
duction can increase, and at the same time the total production. 
available to the nationals of the conntry may also increase. It is 
D.J use having a larger production from the point of view of millions 
of people in this country who are on the margin of subsistence, 
if this larger production is not available to them, in however 
8mall a degree, for raising their own standard of life. The 
desire to have such an increase in national production has mani
fested itself in a variety of ways. 

If we realise fully the immense opportunities that the state 
can have in giving a right impetus to .economic life on the one 
band, and if we remain conscious of the low economic status in 
which the people of the country have fallen, then the conclusion 
is obvious that the test of th~ utility and even the success of the 
new constitution in the economic sphere must be the extent to 
which it affords opportunities to the people of the country to 
raise their economic status, or in other words, to increase the 
production in the country in such i1 manner that the total avail •. 
able for themselves may be larger than now. 

The vested interests of the British in this country in trade 
and industry are viewed from two opposite points of view, 
because of the mauner in which the British businessman in this 
country has lived. He is looked upon as a foreigner, who has 
merely an interest in exploiting the resources of the country to 
the best of his capacity and in taking away the profits out of the 
country, and also the accumulated experience regarding indus
trial technique and management. Thefaet that the existence of 
some British concerns in this country lead to the larger employ
ment of Indian labour, and to the expenditure by Britishers 
temporarily settled in the country, is a poor consolation as against 
the large advantage in the form of profits, acclimulated experience 
and organised control-that the British businessman has come to 
possess. Besides, it is felt that all these valuable privileges would 
not have been possible but for the sympathy and encouragement 
and evenconc.essions granted by the Government in India in one 
form .or another. The subtle ways of Government patronage and 
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the unrecorded methods of social approach between the average 
"English businessman and the average English officer have their 
own significance in this connection. Whereas this situation is 
de&cribed by some as exploitation by the British of Indian re
'sou.rces in their own interests, it has been described by others as 
:British partnership in the economic development of India. 

The former point of view finds expression in tlie Swadeshi 
and Boycott movements, which may be described as the outward 
manifestations of an economic revolt against the existing order 
of things. The latter .point of view has dominated the proceed
ings of the Round Table Conference resulting in certain safe
guards and the special responsibility o'f the Viceroy and the Gover
Dors to protect certain interests. The new constitutional struc
ture is, as we shall see later, an attempt at a compromise to 
reconcile divergent economic interests, and the economic pillars 
are so arranged that the structure may fall if anything goes 
wrong with anyone of them. 

In spite of such a close inter-relation between Economics 
and Politics, we are often told in this country that Economics 
should be kept separate from Politics, or that economic questions 
should not be influenced by political factors. An explanation of 
this attitude can be found in the fact that a similar idea is in 
vogue in England where, however, it has a different meaning. 
The. use of the same idea in this country with entirely different 
conditions, happens to be convenient to those who advocate it. 
When people say in England that particular economic questions 
or economic institutions .should be above politics, what they mean 
is that they shquld be above party considerations. Political life 
jn England is divided into different political parties, the Con
servative, Labour, Liberal and so on. There are, however, 
questions of national importance in which everyone is interest
ed, and though these parties may be bitter opponents, they have 
~earnt by tradition. to consider certain problems and institutions 
as national and therefore above party considerations. The Bank 
of England is an economic institution, and its daily working is 
above politics i.n the sense that the different political parties will 
not interfere in its normal working. The relations of England 
with India are a national concern, and therefore whatever the 
party in power, aJ,"rangements will be made by which the parties 
will do theIr work jointly in connectio:n with Indian questions, 
and as already suggested the Indian question to the average 
Englishman is more economic than poUtical. On the other hand, 
when this idea of treating economic questions apart from politics' 
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is preached in th~s c'Ountry, it takes an entirely different colour 
because politics and political life in this c'Ountry may be described 
t'O mean a long drawn 'Out struggle between the. subject popula
ti'On and the ruling race, in which the aim 'Of the 'f'Ortner is t'O 
achieve self-g'Ove.!!lm~nt as early as P'Ossible, and the aim of the 
latter is to postpone the inevitable day as 'far as P'Ossible. At 
b'Ott'Om the struggle is ec'On'Omic, because the subject p'Opulati'On 
desires that the wh'Ole 'Of the nati'Onal dividend, and its future 
increase may be available f'Or the pe'Ople of the soil, and because 
'On the 'Other hand, the ruling race wants t'O see that the ec'On'Omic 
interests which it has already created in this c'Ountry shall be 
maintained and perpetuated by P'Olitical devices. Each party 
naturally I'O'Oks at econ'Omic pr'Oblems fr'Om its 'Own point of view. 
The the'Ory that econ'Omic questi'Ons shall be above p'Olitics, as 
applied to this c'Ountry. theref'Ore means thesubordinati'On· 'Of 
'Or the :forgetting 'Of the fact 'Of India's· political status. When 
the educated Indian is asked t'O do this unnatural process in his 
mind in considering ec'Onomic questions, he is asked to be un
scientific because he is t'Old t'O .f'Orget a maj'Or fact, The 'Omissi'On 
'Or even the subordination 'Of any imp'Ortant fact in the s'Oluti'On of 
any scientific pr'Oblem must bring a wr'Ong conclusion and the 
process must be described as unscientific. The average English
man 'On the 'Other hand can aff'Ord t'O accept this the'Ory, because 
the omission 'Of the fact 'Of India's p'Olitical status fr'Om the con
siderati'On 'Of Indian ec'Onomic questi'Ons, is a situati'On entirely in 
his fav'Our; in fact, by d'Oing s'O, he is able t'O P'Ocket the str'Ongest 
argument 'Or assume it in, his fav'Our, and probably delights in 
tht' inevitable weakness 'Of the case thus presented ,by his 'OPP'O
nent, wh'Om he easily c'Ondemns·as politically minded if he dares 
t'O remember the fact 'Of this P'Olitical status. 

In brief, the use 'Of this theory ,in this country amounts t'O 
this, that the stronger party to the struggle eats half the cake 
first, and then 'Offers to share the 'Other half, making at the same' 
time the 'Other party believe that if is the whole. And when some
times the weaker party for fear of I'Osing even the crumbs gets 
int'O the belief, it is patted 'On the back by being given the dignified 
title of being scientific. Whereas the use 'Of this theory in Eng
land and 'Other countries means that ,certain questi'Ons shall be' 
above party politics and therefore looked upon as national, in: 
India it results in the ad'Option 'Of an anti-national point of view~ 
f'Or fhose questions which eminently require a national 'Outl'O'OK. 

Just as I d'O n'Ot want t'O f'Orget the political facts in an ec'Ono
mic issue, I als'O d'O n'Ot want t'O be excited 'Over it. Scientific 
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attitude requires a rigid exercise of the mental. faculties; it is 
a process which by its very nature is coOl and steady and remains 
unperturbed by passing waves; this means that just. as it is un
scientific and therefore wrong to forget the political faets per
taining to an economic issue, it is equally wr~mg-to exaggerate 
such facts by sentiment or prejudice. 

Having cleared the ground by these general observations, 
let me indicate in brief the scope of this series of lectures. The 
proposed constitution is now popularly known as a federal con
stitution, in 'which there will be certain constituent units on the 
one hand and a central federal government on the other. The 
constituent units will consist of the British Provinces and the 
Indian States,. and the Government of India will be transformed 
into a Federal Central Government. There win be some peenliari- ' 
ties due to historical and existing causes, inasmuch as the 
position of the Provinces and the Indian States will not be tlie 
same in relation to the Federation. Whereas we shall have to 
take due note of these peculiarities, it is obvious that the Govern
ment of the country will be represented either by the constituent 
units or by the Central Government as the ease may be in the 
day to day life of the people. The nature of these units and of 
the Central Government and their mutual relations are there
fore oJ>viously important. In order to be able to trace the possi
ble economic consequences of the proposals of the Round Table 
Conference, it is necessary that we should try to visualise the 
shape that these proposals are likely to take in the form of a 
working constitution in the immediate future.' Having under
stood the working outline of the future constitution, we shall be 
in a position to understand the economic forces that will have their 
effect through the constitution on the life of the· people. The 
next three lectures will therefore be devoted to the study of the 
constitutional structure with due reference to their economic 
significance. As the inter-relation of the different parts 
of the new constitution is expressed in one important 
respect in the proposed financial. arrangements between 
the constituent units and the central government, and 
as financial resources must be considered the chief instru
ment in the hands of the government in connection with 
its economic policy, we shall consider in brief these resources 
in Lecture V. With the help of these facts, and in the light of 
the economic test which we have laid down, we shall then try to 
trace the economic effects of the new constitution. For this we 
shall consider the productive activities in the country in two 
broad divisions; those in rural areas and those in urEan areas. 
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The object will be to ascertain how. far the new constitution will 
enable the people to· raise their standard of life. From the point 
of view of larger production, transport plays an increasingly 
important part; we shall consider. therefore the position of trans
port from this point ·of 'View, that is, -as an-auxiliary to produc
tion. The pllodudtive 'activities 'Wiithin ,the .country ,on the one 
hand, and ,the ,eXltex.naJ. -economie !I'elati6>lls of ithe .country Ion ilie 
other wiJ.l be ,closely bonnd 'IlpWith the:ful:ancial machinery in 
the .co.untry., which \We shall oonsider Jim iLectUlleIX. In .the .CO:llP 

cluding lectooe, ;all. attempt 'Will .bemade, t(l) focus· .attention 'on 
the probable ,eo~>nomie ,e£feets :that .may be le~peeted .Olllt :(!lithe 
new constitution. 



II. THE PROVINCES . 
. The new ,constitution will involve a certain amount of pro

gress in the direction of democratic government, the· measure of 
progress being comparatively larger in the Provincial units than 
.at the Centre. The Provincial units will, in some cases, be split 
/Up, 'fo;r ,example, Sind will be separated from Bombay, and Orissa 
will be a .separate Province. Whereas the separation of these 
units will not break up the existing Indian Empire, but is sup
p<>sed to give a greater cohesion to the people inhabiting these 
areas, so that. they can play their legitimate part in the Empire 
as a' whole, the proposed separation of Burma is of a different 
nature. If separated, Burma will, in future, be a separate entity 
like Ceylon; it will have a separate constitution and will be under 
the control of the British Government. The same applies to 
Aden. As' against this separation, we shall have a Federal 
arrangement at the Centre, in which the Indian States shall 
participate along with the Provincial units. This means that 
for certain common purposes, Geographical India and Political 
India may be about the same, which has not hitherto been the 
case. 

SIND. 

The separation of Sind arid Orissa from the existing adminis
trative units will involve delicate questions of financial adJust
ments, both with reference to the, existing Provincial adminis
trations and with reference to Federal Finance. The separation 
of. Sind has 'involved several inquiries and -long discussions. Sind 
is a deficit province; at present the revenues drawn from other 
parts of the Bombay Presidency are used to support tlie adminis
tration of Sind. At one stage it was understood that the separa
tion would be brought about only if Sind could be financially 
solvent. When it was realised that this was impossible, efforts 
were made to pass on some charges due to the Lloyd Barrage to 
Bombay, and some to the Central Government. The iniquity of 
asking Bombay to pay for the separation of Sind has been, 
given up; Sind will now be an AlI .. lndia burden.. The latest, 
Estimate is that in spite of economies, and new taxation, Sind I 
would be in deficit by about 75 lakhs !! year, and the proposal is. 
that ,the Central Government should give a subvention to Sind, , 
till the deficit is extinguished, say in fifteen years. 
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ORISSA. 

The case of Orissa for separation from Bihar has involved 
less trouble. But in this case also the cost of separation will 
have to be borne by some one else. It has been estimated that 
Orissa will start with an initial deficit, of 281 lakhs rising ulti
mately to 35 lakhs. It is not possible to meet the deficit by in
creased'taxation of the people' of Orissa; and the conclusion is 
that there should be a corr~sponding subvention from the Central 
Treasury. ' 

BURMA. 

The separation of Burma has created an acute controversy. 
Certain interests desire separation, which was almost a foregone 
conclusion at one stage. Others desire to join the Indian Federa
tion with the right to secede in future. 'The problem will have to 
be solved as early as' possible. ' We may consider in brief the 
general economic effects of separation. Unlike Sind and Orissa, 
the separation of Burma will cause. fundamerttal economic 
chang.es. The . large interests of Indian Dusinessmen now settled 
in Burma may be affected for the better or worse according to 
the nature of the Burmese Government of the future. The outlet 
which Indian business enterprise and capital now finds in Burma 
will therefore be affected accordingly. Besides these important 
general consequences, there will be others affecting the finances 
of the Central Government. The revenues, of India will be 
reduced by about five crores, because of the loss of Customs 
duties now realised through Burma. As against this tliere may 
be some relief which will depend o,n delicate negotiations, and 
which will in any case leave a large net loss.. If the public debt 
of India is divided between India and' Burma, there may be a 
saving in interest charges. It has been suggested that Rs. 61 
crores of this debt should be regarded as Burma's share. The 
other question is whether Burma should pay towards the; cost of 
the Indian army, which is regarded as a reserve for the defence 
and internal peace of Burma. Again, if ;Burma is separated, the 
question' will arise whether there should be free trade betweeIl 
India and Burma, as now, or whether each should be free to tal 
the products of the other. The necessity' for a trade agr~emen 
between the two may arise, which will have to, ,ake account oj 
existing factsl and future possibilities. 

FUNCTIONS. 

,Regarding the' functions of the Provincial units, and, theh 
relations with the Federal Centre, there have been differences 
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of opinion, and final~decisions !.howe 'not yet been taken. Certain 
subj.ects Jlave been ,defined as "federal for poliCf and legislation". 
In ,some .casel!!, where .the States. may not like to part :with .all 
their ,powers, .uniformity will be achieved by "~egotiation and 
agreement" . [;he ;prEU>aration of ,lists of subjects which shall 
be exclusively pIlovincial ·o.r .exclusiveJy federal :has ,caused diffi
culties,; .this .pantly,depends on .the·:settlement of .the .questionas 
to whether "residual powers" iare to "be assigned.to thePr0-
vinc~s or to the Centre. Again, tMre are subjects .in which 
"concurrent" powers may have to be assigned to both, in which 
case provision to avoid' conflicts wIll be necessary. Pending the 
SOlUtiOOI. {of theseprob1e:ms, we may say that for practical pur
poses, the dist of p:r.ovinciai 'subjects will 'be as under"-

1. .Local Self 7GoV'ernment. 
2. Public Health, ,sanitation. and Vital Statistics. 
3. Edl:llCation.· 
4. Public W.orks. 
5. Water Supply, irrigation and canals, drainage embank-

ments, water storage and water power. 
6. Agriculture. 
7. Civil veterinary departments. 
8. Forests. 
9. Administration of Justice. 

10. Stamps. 
11. Registration of deeds. and documents. 
12. Indus~rial matters; as regards 

(a) Factories. 
(b) Settlement of labour disputes. 
(c) Welfare of labour. 
(d) Electricity. 
(e) Boilers. 

13. Prison and Prisoners. 
14. Control of Services. 

GOVERNOR'S POWERS. 

The Ministers will have a constitutional. right to tender 
advice and the Governor will, except to the extent and in the 
circllI~stances explained below, be guid~d by that advice. 

(1) .For.a more detailed list of subjeets elassed "Exelusively Provineial", lie, 
White Paper, App. VI, List 2. 
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(e) The enactment of provisiOJli in the constitution that 
the Governor has a "special responsibility", not lOT spheres of 
administration, hut for eertain clearly indicated general pllr~ 
poses, and t1lat for securing these pnrposes he is to exercise the
powers conferred upon him by the Ad in ~eeordanee with 
direetions contained in his Instrnment of Instructions; and 

(b) The insertion in the Instrument of Instructions inter 
alia ot a direction to the effect that the Governor is to 'be guided 
by his Ministers' advice unless so to' be guided would, in his 
judgment, be ineonsistent with a "special responsibilityt, imposed 
upon him by the Act, in which case he is to act notwithstanding 
his Ministers· advice, in such manner as he judges requisite' for 
the due fulfilment of his special responsibility. 

"It will be apparent from. this conclusion that the Instru- I 

ment of Instructions will assume a position of great-importance,' 
ss an auxiliary to th~ Constitution Act." 

Some of the special responsibilities .of the Governor will 
b&-

(1) the prevention of grave menace to the peace or tran
quillity of India or of any part thereof; 

(2) the protection of minorities; 
(3) the preservation of the rights of the public services. 

Besides these the. Governor will also posses$ the following 
powers:-

(a) The power to dissolve~ prorogue and summon the 
Legislature; 

(b) The power to assent to or withhold assent from Acts; 
(c) The grant of previous· sanction to the introduction of 

certain classes of Legislative measures; 
(d) The power to take action, notwithstanding an adverse 

vote in the Legislature; 
(e) The power to arrest t.he COUJ;se of discussion of 

measures in the Legislature; 
(I) The power to make rulesQf legi$lative .hl~siness in so 

far as these are required to provide for the. d-ue exercis~ of his 
own powers and responsibilities. 

Wherever the Governor's ~pecial responsibilities are involv
ed, he will be empowered not only, as is mentioned above, to act 
without, or, as the case may be, contrary to the advice of his 
1tIinisters, but also to counteract an adverse vote of the Legis-
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'lature, whether such a vote relat~s to the passage of legislation 
or to the appropriatiQn of funds. Ministers will be constitution
ally entitled to tender advice and unless that advice is felt to be 
in conflict with one of his special responsibilities he will be guided 
by it. Hin the fulfilment of his special responsibility, the 
Governor ,decides that a legislative measure or supply to which 
the legislature will not assent is essential, his special power will 
enable him to secure the enactment of the measure or the 
provision of the supply in question. 

One of the special responsibilities of the Governor will be the 
execution of orders passed by the Governor-General, and con
sequently t~ Governor will act otherwise than on his Ministers' 
advice, ifsuch advice conflicts with the Governor-General's 
instructions. 

Under this constitution the Governor will have power to 
JI legislate by Ordinance. 

MINISTERS. 

Subject to the powers of the Governor, the Ministers will 
have freedom to carry out their policy, for which they will be 
responsible to the Legislature. In practice, this responsibility 
may not be effective. The Governor may select a Chief Minister 
and ask him to nominate his colleagues. This will be possible 
only if a clearly defined party has a majority .in the Legislature. 
If this is not the case, the Governor will bring together several 
leaders of small groups, whose combined following may form a 
working majority, but who may not have a common policy. The 
desire of minorities to see that they are represented effectively 
not only in the Legislature but also in the Executive will result 
in such loosely formed cabinets. If the Governor interprets ,his 
special responsibility for the protection of minorities in this way, 
the result will be the same. Besides, it is not clear tnat the 
Cabinet will have a joint responsibility; probably this is left to 
be developed as a convention. The abse~ceof a clear definitioni 
of joint responsibility however will give an impetus to disinte
grating forces; and the formation of Cabinets pledged to well' 
defined principles or policies will not be possible. Tliese remarks 
will be better understood if we keep the composition of tlie Legis
lature in view. In this connection, we shall first consider the 
question of the franchise. 

FRANCHISE. 
, . 

Without adhering to any accepted principle of franchise tne 
Lothian Committee adopted the criterion of expanding the 
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electorate in tms country to what they: considered to be a practi
cal size. This happens therefore to be the upper limit so far' as 
the numbers of the electorate are concerned. With this end in 
view, different principles or methods have been applied to differ~ 
ent groups or sections of th~ people, in order ,that each of them 
may get an approximately proportionate share in the future 
electorate. In some cases in' addition to a wider franchise, cer
tain groups are given reserved, seats so that their interests may 
be better safeguarded. The franchise for the Provincial Councils 
and the Federal Assembly is not the same, that for the latter 
being much narrower. Though the general framework for the 
Provincial Councils is the same, there are differences in detail 
due to local factors. . . 

A combination of property qualification and an educational 
test pervades the scheme by which the right to vote is to be 
given for the Provincial Councils. Whereas the property quali
fication applicable to different groups is the same, the' educational 
test varies with -reference to this or that group. In oUier words, 
a higher or lower educational test is used as an elastic method 
to make up for the proportionate share of the different groups 
in the electorate on the one hand and for the total practicable 
size of the electorate on the other. 

The property qualification for rural and urban areas is 
different.' Confining our attention to the Bombay Presidency we 
find that the existing land revenue qualification of Rs. 32 per -
year _ has been reduced to Rs. 8 per year. In towns and cities 
property qualification will be based on house rent; this will be 
half of the present requirement, that is, instead of Rs. 120 per 
year in Bombay, it will be Rs .. 60. In other towns this figure is 
smaller. All income-tax assessees will be qualified to vote. Be
sides, a few people who have a record of military service will 
also be included in the electorate. This nmnber will be small in 
most provinces; it will be large in the Punjab. The educational 
test for the right to -vote for provincial councils is that of the 
upper primary standard, which means education for four or five 
years at a primary school. This test has been lowered in the 
case of the depressed classes and women, and it has been pro
vided that those who fulfil the literacy test in these two groups 
will be qualified to vote. The literacy test would amount to 
merely the capacity to read and write a letter in one's own 
language. It is expected that this arrangement would give a 
substantial addition of voters to these two groups. In the case 
of the depressed clas!!es, the idea has been. that their voting 
strength should, he about 10 per cent. of their populatIon. Village 
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servants who ·ateu.:suaUy drawn from these classes win also be 
added to this electorate to makeup their percentage. In the 
ease of W0me~ the idea is to bring. about an electorate in which 
their .share ~haU be·at least 20 per cent. of the men voters. 
Besrides tile qaalifications referred to above, it has been laid 
down. that wives of those who have a property ,qualification now 
in vogue for Provi:ndal Councilssha.ll become voters. 

It is 'Obviou~ that S'Ome df thes~ tests are overlapping; each 
wte1'. will, -of 'Course, have the right to have a. vote only under one 
of t.hese quali:ficaiions. It is expected that whereas the existing 
percentage of voters to' population is a. little more than four, the 
pl'oposed arrangement will raise the figure to 13. 

Special representation by way of reserved seats is to be 
given to certain interests in the Provincial Councils. Indus
trial Labour, Minor miRorities, Landholders, Commerce and 
Industry, UniversHies and Women are the parties that will 
receive special representation in the Provincial Councils. With
out going into the details of the special seats available to other 
interests, we may here mention the fact that in the Provinces, 2 
to 5 per cent. of the seats will be reserved for women in the first 
ten years; the exact percentage varies according to the terms of 
1he Communal Award for each Province, which, for example, 
gives seven 'seats to women out 'of two hundred in' the Bombay 
Oouneil. It is obvious that in addition to the reserved seats, it 
would be possible for women candidates to obtain other seats in 
the Legislatures. Whereas the only woman member of the 
Lothian Committee, "Mrs. Subbarayan definitely recommended 
that the women candidates should represent all women irres-' 
pective of communities, the Communal Award has introduced 
the communal element into the reserved seats available to women 
in the Provinces. This means that the reserved seats for .women 
wiU be distributed among the separate electorates meant for 
Mahomedans and non-Mahomedans. The balance attempted 
to be created between the voting strength of the different com
munities has been a greater consideration than the desire of 
women voters to be above communal bias. 

These recommendations are however not final, because they 
have not been accepted in toto at the third Round Table Con
ference. Regarding the educational test for men, further in
quiries are to be made. Besides, there was a desire to have thje 
same educational test for womeR as for men. The suggestion 
that wives arid widows over 21 of men qualified by property to 
vote for the existing c(i)uncils, has been. widely resented. One of 



15 

tile solutions that: has been suggested is to le8lve· the method of 
enfra.nchising womeDl to the· PJrovinces, af11er laying' down that 
th~ ratio, 01 lIWtDl to women yotel1s shouhili he 41 to 1. 

IIi considering the composition 'of the Legislature, we have 
furth~r to take note of' the Communal' Award. According to this, 
certain seats are assigned to ce-rtain communities,. the remaming. 
seats being described as general. For examJlle, we have seats 
fot Mahomedans, Depressed Classes, E1!lTOpeans, Indian 
Christians, Anglo--Indians and so on. Similarly, there is' a reser
vation of seats for Commerce and Industry" Labour, Land

. :holders, Backward areas, and the Universities. The distribution 
• of seats for these special interests has the communal balance in 

view; the same applies to' the :reserved seats for women. As we 
all knO'w, the CO'mmunal Award has been modified so far as the 
depressed classes are concerned. Their separate seats will be 
amalgamated with the general seats; but according to the Poona 
Pact, there will be certain primary elections, and out of the 
panels so elected, the general constituency will vote for a certain 
number. The arrangement has given valuable' privileges to the 
Depressed Classes, while preventing the disruption of Hindu 
Society by a political classification. 

ECONOMIC INTERESTS IN PROVINC~AL COUNCILS. 

The constitution of the new legislatures both in' the Pro
vinces and at the Centre, is so arranged that it is difficult to fore
cast the extent to which different economic interests will be' 
represented in the same. In spite of this, it is possible to trace 
broad tendencies which will be reflected in the legislatures in any 
case. Taking the Provincial Councils for the present, and basing 
our remarks on the possible constitution of the Bombay Legis
lative Council, we find thFtt one-thira of the voters will be drawn 
from rural areas, their qualification being payment of land 
revenue. If we add to this rural interest, the number of people 
connected with the land, as from the depressed classes, 
and from among the women voters, and also Uiose due 
to the educational' test, if applied, it would not be difficult 
to say that more than half the voting strength will represent 
landed interest. The second' large block of voters will 
be composed of those who live in cities and pay a certain speci
fied house rent. From the amount of the rent which has been 
laid down as a qualifying test for a vote, it is obvious that the 
majority of this class will be those who can be described as con
stituting the lower middle class in towns. The income-tax 
assessees will include the few rich, but there will also be a certain 
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number in this category who will be overlapping with those living 
in towns and qualified to vote because of house rent. The number 
of women voters in towns is likely to be proportionately larger 
than in the village areas, because the educational qualification is 
likely to be fulfilled more easily in towns, where women as a rule 
will like to take a greater advantage of the vote. But these groups 
have. comparatively little cohesion from the point of view of their 
econ<;>mic interest, and we may safely conclude therefore that the. 
predominant element will be of those members who are elected \ 
by agricultural interests. This fact is recognised in the Com
munal Award which, while trying to distribute the seats accord
ing to communities, also provides for reservation of seats for 
Commerce and Industry and for Labour.. In Bombay for 
example, it has been provided that Commerce and Industry will 
get 7 seats, and the same number will be allotted to Labour. Out 
of the 7 seats available for Commerce and Industry, 4 will go to 
Europeans and 3 to Indians. Apart from the representation of 
economic interests, as pointed out. above, there are bound to be 
groups of members according to communities which they repre
sent. These groups will present a large variety because of 
differences in local conditions in different provinces. So long as 
the communal interest is uppermost in the minds of each such 
small group, it will be difficult to form parties on broad principles, 
either political or economic .. This means that .the formation of 
economic policy must suffer unless in due course it is realised 
that economic interests are of greater importance than com
munal interests. The difficulty created by the introduction of 
the communal principle in the constitution of the legislatures is 
thus obvious. 



III. THE INDIAN STATES. 

The Indian States as constituent members of the Indian 
Federation along with the Provinces present a most interesting 
problem both in political theory and practice. Whereas the 
Provinces wID have some form of democratie government, the 
States will continue to be under autocratic rulers. Whereas in 
the Federal Legislatur~, the subjects of the Provinces will be>, 
represented directly or indirectly, the subjects of the States will 
have no place in the new constitution, as the Princes will send 
their own nominees to the Federal Legislature. We shall con
sider in some detail later, the significance of this new arrange_ 
ment. In this lecture, we shall Confine ourselves to an under
standing of the position of the States in relation to the Para
mount Power at present, and in future when the neW' constitution 
comes into being. In doing so, we shall refer mainly to the 
economic aspects of the problem. which will incidentally enable 
us to realise how certain subjects or departments of an All-India 
nature, which must of necessity be treated as federal in future, 
are already federal in: practice, in as much as they are under the 
control of the Government of India, the States having little or 
no voice in their management. 

INTERNAL GOVERNMENT. 

The internal administration of the States, presents a large 
variety. Legislative Councils of a consultative nature have been 
formed in about .30 States. High Courts on the British model 
exist in about 40. The separation of executive and ,judicial' 
functions has been brought about in 34. The degree of adminis
trative efficiency reached in the different States varies widely. 
The making of laws for internal purposes, the levy of taxes and 
the general administration is in the hands of the States. 

A British Resident or Agent represents the Crown in each 
State. He tenders advice to the ruler, and reports to the British 
Authorities. Some ·of the States pay tribute to the Crown, the 
amount varies according to treaties which brought them into 
eDstence. The tributes are credited to the revenues of India. 

The Crown controls the external relations of the States. 
For this purpose therefore, the subjects of Indian States and 
their territory are on the same footing as those of British .!ndia. 
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The major States maintain troops known as Indian State 
Forces at their own ~ost. This is encouraged by the Government 
of India, as these troops are supposed to co-operate with the 
Indian Army for the 'maintenance of the internal peace and 
external defence. 

THE PARAMOUNT POWER. 

The intervention of the Paramount Power in the internal 
affairs of a state may take place for the benefit of the Prince, of 
the state, or of India as a whole. 

" "The conduct of the Prince may force the Paramount Power 
to intervene both for the. benefit of tbje state and the benefit of 
the successors to the Prince. It is bound to intervene in the 
case of gross misrule; and its intervention may take the form of 
the 'deposition of the Prince, the curtailment of his authority or 
the appointment of an officer t<;> exercise political superintendenc~ 
or supervision. In all these cases a commission must, under a 
recent resolution of the Government of India, be offered t() 
inquire and "report before any action. is taken. m 

Most of the rights exercised by the Paramount Power for 
. the benefit of India as a whole refer to financial and economic 
matters. "It is in respe<:t of these financial and economic matters 
that the dividing line between state sovereignty and the authority 
of the Paramount Power runs; and apart from interference 
justifiable Qn international grounds or necessary for national 
defence, it is only on the ground that its interference with state 
sovereignty is for the economic good of India as a whole that 
the Paramount Power is justified in interposing its authority."2 

The theory of the Paramount Power is well defined in the. 
following. extract from a letter by Lord Reading to H.E.H. the 
Nizam in 1926 :-"The Sovereignty of the British Crown is 
supreme in India" and therefore no Ruler of an Indian state can 
justifiably claim to negotiate ~th the British Government on an 
equal footing. Its supremacy is not based only upon treaties 
and engagements, .but exists independently of them, and quite 
apart from its prerogative in matters relating to foreign powers 
and policies, it is the right and duty of the British Government, 
while scrupulously respecting all treaties and engagements with 
the Indian states, to preserve peace and good order throughout 
India." . 

In practice, we find that' within their internal sphere, the 
rulers are irresponsible to their subjects and intervention by the 

(1) Butler Committee Report, Pl" 29-30. 
(2) Ibid., P. 30. . . 
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Paramount Power, is confined to. extreIfie cases of ,misgovern
ment. But there are ~ertain subjects in which the, G,overnment 
of India have found it necessary to acq'Qire control. These are sub
jects in which uniform policy and' administration throughout the 
country is both desirable and convenient Among these may be 
mentioned Posts and Telegraphs; Coinage and Currency; 
Customs duties; Excise duties;, Salt duties and adniinistration; 
Railways and so on. ' 

We shall not go into the details' of the. way in, which this was 
brought about, but shall rest content with emphasisiIl$ ,the fac~ 
that the administration ,of these subjects has been largelYrin the 
hands of the 'Government of India,even when they refer to the 
territory of Indian States.1 

THE STATES AND THE FEDERATION. 

Under the Federal Constitution, the States will acquire a 
new privilege" of having an effective voice in the 'management 
of these All-India activities, which they did not have till recently 
even with reference to their own territories. In spite of this 
important development, the States have shown considerable 
hesitation in accepting the responsibilities of running the Federal 
Government of India, in the form of adequate financial contri
bution. Whereas the Federal Government will be able to impose 
direct taxation on the subjects of the Provinces, it will not be 
free to do so with reference to th.ose of the States. . 

In order to understand fully the sigriificanceof the ano
malous situation described above, we should point out that certain 
legal or constitutional fictions have come into existence to cover 
the paradox. It has been assumed that the States had sovereign 
powers with reference to the All-India subjects mentioned above, 
that in order that the Federal Government of India inay be in a 
position to exercise powers oven these and other federal subjects 
relating to the territory of the States, the Sovereign authority 
in each case, that is, the Prince of 'each State should formally 
transfer this power to the Federation. But the Prince is subject 
to the authority of the Paramount Power, and therefore he can
not transfer his power directly; he should do so through the 
Crown. Accordingly, a document known as the Instrument of 
Accession will be drawn up by each State separately, by which 

(1) Cf. "It will be apparen~ from the above that the States are closely identified: 
with numeroult branches of all-India activity and that this, proces!t had already gone
far even before the ~ergen~e of the Federal ideal. To,& great extent indeed Railways, 
Currency and Coinage, Posta and. Telegraphs and Salt are already federal Bubjects.'· 
Davidson Committee Report, pp. 13-14. . 
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the State would 'agree to transfer certain powers to His Majesty 
the King for -exercise by the Federal Government. 

This arrangement on the one hand is meant to show that the 
States have voluntarily entered, the Federation; on the other to 
reaffirm the sovereignty of the States and the Paramountcy of 
the Crown over them, at the time when the Federal Constitution 
(lonceived in a democratic spirit comes into being. The Para
mount Power over the States will be exercised by the Governor
General in his capacity as Viceroy, independently of the Federal 
Executive. Under t1).e circumstances, to what extent the States 
will be really independent in the exercise of their voting power 
in the Federal Legislature, it is difficult to predict. Either the 
nominees of the States in the Federal Legislature shall be 
reduced to what is now known as the "official bloc"; or the 
Paramount Power shall be reduced to a shadow. 

At the Round Table Conference and elsewhere great soli
dtude has been shown by the British authorities to .persuade the 
States to join the Federation, In fact, the acceptance of the 
Federal ideal by the States' representatives has paved the way 
for the acceptance of some form of responsible government at 
the Centre. This has been so, because the States are expected 
to form a powerful conservative balance to the left wing Indian 
politician. The States in their turn have seized the opportunity 
to ask for concessions or immunities from financial burdens. 
The ease with which the States have been accommodated in. the 
proposals hitherto made is remarkable. This shows how import
ant econonllc and financial consequences follow from political 
-considerations. 

The actual financial position of the States with reference to 
the F,ederation will be. discussed in a future lecture; we shall 
prepare th-eground by referring to two important points which 
have raised controversies,· and on which certain solutions have 
beeR arrived at. These refer to Salt and Customs revenue. 

W eshall not go into the early history of these ,questions, but 
shall state the position as it is at present and consider the way 
in whi~h they are going to be treated under the Federation. In 
order to be precise in our remarks, we shall quote the relevant 
:passages from official sources. 

SALT. 

c"The Salt monopoly which the Government of India has 
cre&ted together with the established system of ,eollecting the 
excise duty at the sources of production, ,ensu.res that ilie 'Whole 
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population of India, whether resident in British India o\" in the 
States (with the exception of Kathiawar and Cutch and certain 
areas supplied from Mandvi) pays the salt tax at the rate from 
time to time in force in British India. It is true that to some 
extent this tax enures for the benefit of the Darbars, and not of 
the Government of India, but in the main, the population of the 
States contributes to salt revenues on the same basis as British 
India.1 

Conditions in Kathiawa1".2-"The Kathiawar states, while 
left free to continue the manufacture of salt, were subjected 
without compensation to very definite restrictions in regard to 
the quantity of output and the sale of the salt so· manufactured. 
The sale of the Kathiawar salt was and is unrestricted within 
Kathiawar, and carries no duty payable to the Government of 
India, but a preventive line is maintained on the inland lioundary 
of the peninsula, across which no Kathiawar salt is permitteu' to 
pass into the markets of India". 

"All the inland states of Kathiawar purchase their salt 
from the maritime states and such excise duty as is charged upon 
this salt goes, not to the Government of India, but to the mari
time states. The effect of the present arrangement is that the 
inland states cannot claim any credit in respect of a contribution 
to central salt revenue in as much as they pay nothing and must, 
therefore, be debited with the value of a complete immunity". 

"The maritima states are in the enjoyment not only of com
plete immunity for themselves, but are also enabled to impose 
Imch salt taxation as they choose upon their non-producing 
neighbours. " 

The Davidson Committee pass the following remarks on the 
Kathiawar arrangement3 :-"We are of opinion that restrictions 
upon trading activities imposed under Paramountcy without 
compensation cannot be maintained under Federation. We hold 
as general principle that under Federal India, states owning 
valuable salt sources should be treated not as possessing poten. 
tialities of danger and injury to salt revenues, but as units 
capable of making a helpful contribution to the efficient and 
economical supply of salt to India as a whole." 

"We therefore suggest that all restrictions whatsoever on 
the marketing of salt manufactured in Kathiawar be witharawn". 

(1) Davidson Committee Report, para. 218, p. 76. 
(2) Ibid., pp. 78-79. 
(3) Ibid., pp. 79-80. 
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"'We are. ()f ophrion that~ in return for freedom to trade, the 
states concerned sh~uld vbhintarily submit to the collection by 
Federal officers, at the source of manufacture, of the All-India 
excise duty:" . 

. Cutc.h1 
• ....:..." The ~onditions existing in. the state of Cutch are 

yery siInila:t to. those existing 1n Kathiawar, with the difference 
that the market for Cutch salt is limited to Cutch itself under 
a ,paramountcy agreement." 

" The total annual value of' theimmunitiesl in respect of salt 
~njoyed by Indian. states (including Kathiawar and Cutch) 
amount to Rs. ~6lakhs according to the present rate of Rs. 1-9-0 
per maund.s 

SEA CUSTOMS. 

The Simon Commission while diSCUSSIng the economic unity 
Of India observe, "the fact that the majority of the states 'are 
land locked, places them in a position of reliance on British 
India 'for their communication with the rest of India and the 
outside world, while the existence of ports in other states had 
already caused complications. . . .. The point is well illustrated 
by tne effect on the states of the, adoption, at the wish of the 
Assembly, of an extended protective tariff. This body, legis
lating profes'sedly' only for British India, has in effect imposed 
indirect taxaiion on the inhabitants of the states. The states 
themselves have their own tariff policies, and there is a serious 
possibility that, unless provision can be made for the reconcilia
tion of divergent interests, numbers of tariff walls will be per
'Petuated in an area where fiscal unitY is most desirable·." 

The Davidson' Committee summarises the attitude, of the 
maritime states in the following wordsll:-"They argue that they 
l>ossess by virtue of their sovereignty the right of levying and 
retaining sea' customs duties at their own ports ; that while they 
have agreed in the interest of India as a whole to levy such duties 
at tates not lower than those charged at entry into British Indian 

(1) Davidson ~tee Report, pa,.ra. 218, p. 81.. 
(2) The term "il1lmunity" is taken to mean "the e.xtent of the exemption 

"njoyed by a State, (though not necessarily its inhabitants), througb the operation 
ot its treaties or eommercial agreements from the contribution to the ~ntral revenues 
'Which is made;! through the incidence of the ta.x, by the. provisions of British India 

'and by other ·States". (Ibid., pp. 76·77.) 
(3) Ibid., Appendi.x V. 
(4) Report, Vol. II, p. 11, para. 17. 
(5) Report, pp. 84-85. 
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ports, the existing scale of duties has been determined by British 
India without reference to them; that the revenue they derive 
from these customs duties is substantially elastic, and an 
important part of their total' revenues from which their state 
.expenditure has to be met; that the appointment of the staff by 
which they collect and the manner in which they disburse 
the revenue so realised from customs duties are entirely matters 
for their own decision; and, in particular, that they cannot be 
debarred· from utilizing that revenue in the maintenance and 
development of the ports at which the customs duties are levied." 

"On behalf of British India it may be said that it is an 
essential part of a federal scheme that there shall he a uniform 
system of customs duties-unIform in the scales of charge on 
each commodity, in the method Of collection and in subordination 
to the Federal authority,,-and that it would make for efficiency 
if not necessarily for economy, if all customs staff were concen
irated under one administration; and that, if the revenue realised 
from such a uniform system of customs duties is to be allotted 
wholly to federal needs, it is reasonable that against the value 
of the duties levied at their ports and hitherto retained by the 
stateg there should b~ set off the value of the general benefit 
which would accrue to the states from Federation inclumng the 
right to a voice in the determination of Federal policy." 

"British India also not unreasonably complains that trade 
is diverted from its own ports, with consequent loss of rey~nue 
to ports developed and maintained. by states by means of sub
sidies from· their general revenues, which are being constantly 
increased by the customs duties arising from the trade which 
those subsidies have attracted. These subsidies may take the 
form· of provision of capital without interest or sinking fund 
charges, abnormally low. port charges, especially for warehous
ing, the financing of traders on exceptionally favourable terms, 
and preferential adjustment of state railway rates." 
. "The port trusts of all the major ports of British India are, 
on. the other hand, administered on .. a self-supporting basis; that 
IS to say, their income is derived from port dues and. charges 
which they are required to adjust so as to cover all proper ex
penditure, including inter~st and sinking fund charges. They 
have no right to draw upon the general revenues of the provIDces 
in which they. are situated or on thQse of the Government of India 
tor the purpose of meeting. any deficiency and neither they nor 
the provinces have any claim upon any part of. the customs duties 
levied at their ports." 
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Maritime States of KathioJwar.-A line of customs stations 
wa~ imposed from the. Gulf of Cambay to the RauD of Cutch 
along the British Indian frontier of the Kathiawar states. This 
cordon is known. as. the Viramgam line. 

The Bhavnagar' State enjoys a special privilege in so far as 
all goods imported via all Bhavnagar ports are allowed to pass 
dnty free into British India. 

The total value of foreign trade passing through Kathiawar 
States ports in 1930~31 was about Rs. 1,020 lakhs. 

The whole customs revenue of the Kathiawar ports (includ
ing Bhavnagar) !for 1930-31 was Rs. 246 ·53 lakhi;!. Of this. total' 
Rs. 122 '65 lakhs were recovered for central revenues at the 
Viramgam line and Rs. 123 ·88 lakhs remained in possession of 
the States. 

The Davidson Committee! pass the following remarks as 
regards the present customs arrangement in Kathiawar :-"But 
it the Viramgam line is finally abolished, the incentive to a tariff 
war for the trade of Kathiawar between the port-owning states 
will be very strong and they will be at full liberty to engage upon 
it. The representatives of. one state informed us of their inten
tion to attract import trade by cutting their tariff . as soon as 
the restrictions imposed by the Agreement of 1917 could be 
regarded as null and void, and it . only requires· one state to 
initiate such policy for all to follow suit. Already there are 
sufficient complications in Kathiawar arising from the divided 
ownership of the railways which, within prescribed limits, enables 
some maritime states to offer better terms to import trade than 
others. ,; 

As regards the reference to the Agreement of 1917 above it 
must be remembered that the imposition of Viramgam line nulli
fied this Agreement. 

Kathiawar does not however consist only of the maritime 
states but includes also many inland states. As the Viramgam 
line is along the British Indian frontier, the ports of Kathlawar 
lU:l.ve full and free access to the non-maritime states as well as to 
their own territory. The duties .ultimately borne by the popu
lation of the non-maritime states thus pass into and are retained 
in the coffers of the maritime states. Such states thus to the 
extent to which they draw their overseas imports from the near
est ports possess a full immunity. As. regards retention of the 
Viramgam line the Davidson Committee observe, "we desire to 

.. i 

(1) Report, p. H7. 
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emphasise OlU' dislike equally of the retention of the Viramgam 
line as now established and of its erection elsewhere under any 
other name." 

Maritime States aU over India.-The total value of the 
foreign trade conducted by Indian IItates' ports in 1930-31 was 
Rs. 1,550 lakhs. This comes to 4'28 per eent. of the total foreign 
trade of British India. The customs collections at Indian states' 
ports in 1930-31 amounted to Rs. 280 '78 lakhs, of which Rs. 122 '65 
la1ms was recovered for British India at the Viramgam line, 
Jeaving Rs. 153'13 lakhs in possession of the states. "The sum 
retained by the states does not represent the total extent of 
the immunity from contribution in respect of sea customs enjoyed 
by the states, as that immunity is not calculated in all instances 
upon customs revenue directly collected and' retained. The 
aggregate extent of this immunity was Rs. 182 ~42 lakhs in 
1930-311. ' , 

General Oonclusions re: Sea Oustoms.-"The customs right 
of Kathiawar and other states are, with very few exceptions, not 
the creation of any Treaty or Agreement but exist by virtue of 
the states' own sovereignty. They are rights cherished not only 
because of thei.r financial importance, but also because they are 
the outward symbol of much that the states greatly prize ... We 
tmderstand and appreciate this point of view, but nevertheless 
we find it hard to reconcile with th~ ideal of 8 true federation the 
retention by any federal unit of its own sea customs receipts. 
Certain maritime states have stressed the point that the surrender 
of the right, possessed and exercised oy most states, to levy land 
customs duties, is not in contemplation. But the analogy is a 
false one, !for, inland customs duties, in so far as they are levied 
on goods from overseas, are an addition to the duties already 
paid at the ports, and their collection by the inland states does 
not subtract from the general customs revenues of the 
Federation. " 

"We are, however, convinced as the result 01 our enquiries 
that no port-owning state is likely to surrender its customs rights~ 
even in return for full compensation2

." 

"If therefore, port-owning states are to enter federation as 
everyone must desire that they should, room must be found for 
a compromise in which ideals and logic would yield in some 
measure to hard facts. An arrangement whereby the maritime 
states were at least enabled to retain in their own hands the 

(1) Davidson Committe~ Report, p. 126. 
(2) Ibut, p. 129. 

A 
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value of the duties on goods imported through their ports for 
consumption by their own subjects, even though it would involve 
some slight diminution .of federal revenues, might well be accept
ed, 'ina federal scheme embracing so many diverse elements. HI 

"No arrangement of this kind could be contemplated in cases 
where it would conflict with Treaty rights. In cases where the 
situation is not complicated by the existence of such rights, it 
would involve either some system of financial adjustment where
by the state would retain or have refunded to it the amount 
which, consistently with the suggested 'principle, it was entitled 
to receive, or else the maintenance, where necessary, of a customs 
barrier2

." ' 

The problem relating to Indian State Railways will be 
discussed along with the question of Transport in a subsequent 
lecture. But we have seen enough of the nature of the complica
tions that exist, and the desire of the states to have immunities 
from the contributions, which they are now paying to the Govern
ment of India in one form or another and to escape other burdens. 
Whatever the grievances of the states in the past regarding the 
management of such common objects, in the future Federal 
Government of India, the states should be willing to snare an 
equal burden along with the Provincial units. This should be 
the natural corollary of the privileges that the states are offered 
in the' control of Federal Policy, a control 'which they have 
hitherto not enjoyed. It may be pointed out that the new arrange
ment will lead to the improvement of their own status in relation 
to the Paramount Power. 



Iv . . THE GOVERNMENT OF INDIA. 

In .view of the circumstances under which the Federation is 
to be formed, we shall have the future Government of India 
functioning in a dual character. In one sense it will . be the 
Federal Central Government carrying out its duties regarding 
subjects classified as Federal. In another sense, it will be the 
Government of India of the present type carrying out its duties 
regarding subjects classified as Central. This is the inevitable 
consequence of the hesitation of the Indian states to hand over 
power to the Federal Government in all matters which on prin
ciple should be classed as federal. This is. thus the heritage of 
existing arrangements. . . 

The following is a list of Federal subjects1:-
1. CommUnications:

(a) Railways. 
(b). Aircraft and all matters connected therewith. 

2. Shipping and Navigation. 
(1 and 2 Federal for Policy and Legislation.) 

3. Ports, declared to be major ports by Governor-General 
in Council. 

4. Posts and Telegraphs. 
5. Customs. 
6. Salt. 
7. Income-tax. 
8. Other sources of all-India revenue. 
9. Currency and Coinage. :: 

10. Public Debt of Federal India. 
11. Commerce (including baiiking and insurance). 
12. Development of industries (in cases where specially 

declared to be so by the Federal Government). 
13. Census. 
14. Geological and Botanical Surveys. 
15. Cen'tral agencies and in~titutions for research. 
16. All-India services. 

·(1)" For an exhaU8ti~e list, Bee White Paper, App" vi, List i. 
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17. Light-houses. 
18. Port quarantine. 
1!l., Savings Bank. 
20. Trading companies and other associati~ns. 
21. Cultivation and manufacture of opimn. 
22. Stores and stationery for Federal Departments. 
23. Control of petroleum and explosives. 
24. Inventions and designs. 
25. Copyright. 
26. Emigration and immigration into India. 
27. Federal Police organisation. 
28. Traffic in arms and ammunition. 
29~ Survey of India. 
30. Meteorology. 
31. All-India statistics. 
32. Federal Services. 
33. Immovable property acquired and maintained at the 

cost of the Federal Government. 
34. The Public Service Commission (for the purpose of 

Federal services). 
The following is a list of 'Central Subjects:-

DescriptiO1/, of 8'1ib jel!!8. 

1. Public Debt of India 

2. Stores and stationery 
3. Central agencielt and institutions for 

research or promotion of special. 
studies. 

4. Census 
5. Public Service Commission 
6. Regulation of mines 
7. Ecclesiastical administration 
8. Survey of India 
9. Zoological enrvey 

10. Benares and Aligarh Universities 

11. Control of cultivation, manufatture 
and: sale for export of opium 

12. . Preservation of ancient monuments. 
13. Borrowing money on the 119!e, credit 

of the Provinces 
14. Civil and Criminal Law 

llemar'kl. 

Public debt of India on the date of the 
inauguration of the Federal constitu
tion should be a central subject. 

As 'regarda central departments. 
Should be central as regards existing 

institutions and agencies. 

CE'ntral except for legislation and policy. 
For central services should be central. 

Such other Universities as may be de· 
clared by the central authority. 

It is obvious that the more important subjects are in the 
Federal list; that in the case of those subjects which are in the 
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Central list, efforts will be made to bring about uniformity by 
agreements; and that in practiea a. .strict differentiation in 
administration will be diffieult; even if separate departments 'are 
maintained, the policy will be influenced by the Federal Ministry. 

The spheres of the Provinces, the States and the Federal 
Government regarding legislative powers will be defined accord
ing to the subjects allotted to them. We have afready referred 
to some points in this connection re: residual powers, and con
current powersll.. In the administration of Federal subjects 
however, the Government of India will have authority to see 
that its decisions are carried out by the units in so far as they 
depend on the administrative agencies of the units. So far as 
the Provinces are concerned, this will mean a continuation of the 
present arrangements. 

ADMINISTRATIVE RELATIONS WITH THE STATES IN 

FEDERAL MATTERS. 

"It was recognised that the relationship of the Federal 
Government with the states cannot be in all respects identical 
with that which will obtain with the Provinces. It was agreed 
that the constitution should impose upon the states' government 
. an obligation to exercise their executive power and authority, so 
far as they are necessary and applicable, for the purpose of 
securing that due effect is given within their territories to every 
Act of the Federal Legislature which applies to that territory. 
It was further agreed that the constitution should recognise 
arrangements (which would, in fact, be made in suitable cases 
through the Instrument of Accession) for the administration by 
the states on behalf of the Federal Government of Federal 
subjects through the agency of staff and establishments employed 
and controlled by themselves, . but that any such arrangements 
should be subject to conditions to be expressed in the constitution 
€nabling the Governor-General to satisfy himself by inspection 
or otherwise, that all adequate standard of administration is 
maintained. Finally it was agreed that power should vest· in the 
Governor-General personally to issue general instructions to the 
states' governments for the purpose of ensuring that their 
obligations to the Federal Government specified in this paragraph 
are duly fulfilled2

." 

In addition to this~ the Federation will have power to inter
vene in the administration of Provincial subjects llna€r certain 

.0) For B list of subjects with ooneurrent powerll" Bet! Wbite Paper, .A.pp. VI, 
List III. 

(2) Third R. T. O. Report, p. 22. 
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conditions; . This would be confined to the preservation of "law 
and order", would be done by the Governor-General personally, 
and carried out through the Governor. 

RESERVED DEPARTMENTS. 

There will be anotbje~ dual characteristic of the Federal 
Government. Certain departments will be classed as "Reserved 
Departments", namely, Defence, External Affairs and Eccle
siastical. These. will be in. charge of advisers or ministers 
chosen by the Governor-General, and· not responsible to thE 
J~egislature. For the, other subjects, the Governor-General will 
select his ministers from the Legislature and they will be res, 
ponsible .to it. ' Thus the Federal Executive will consist of thE 
Governor-General, his advisers for the reserved subjects, and 
his ministers resp'Onsible to the Legislature. 

SPECIAL REsPoNSmILITY. 

In addition to this, the Governor-General will haVE 
a "Special responsibility" not for spheres of administration, bU1 
for certain clearly indicated general purposes. 

The matters 'Or purposes in respect of which the Governor: 
General will have special responsibility are:-

(i) the prevention of grave menace to the peace or tran· 
quillityof India or of any part thereof; 

(-ii) the protection of minorities; 
(iii) the preservation of the rights 'Of the public services 
(iv) matters affecting the administration of Reserved 

Departments; 
(v) the protection of the tights of the states; 
(vi) the, prevention of commercial discrimination; 
(vii) the maintenance of good relations with other parts oj 

the Empire; 
, (viii) safeguarding Clif the financial stability and credit oj 

the Federation. 

Governor-General, and hiS Ministers.-It will be provided iI 
the Instrument of Instructions inter alia th~t "the Governor· 
General is to be guided by his Ministers' advice unless so to bE 
g'uided would, in his' judgment, be inconsistent with a special res· 
ponsibility imposed upon 'him by the Act, in which case he is tc 
act, notwithstanding his Ministers' advice, in such manner as 
he 'judgesreqw.site for the due' fulfilment of his special 
resl>onsibility.' , 
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Besides, the Governor-General will have the following 
powers:-

(a) The power to dissolve, prorogue and summon the 
Legislature. 

(b) The power to assent to or withhold assent from Acts, 
or to reserve Acts for the significance of His 
Majesty's pleasure. 

(c) The grant 00 previous sanction to the introduction of 
certain classes of legislative measures. 

(d) The power to summon a joint session of the Legis
lature in case of emergency. 

In connection with fulfilling his special responsibility th~ 
Governor-General will possess~ 

(e) The power to take action, notwithstanding an adverse 
vote in the Legislature. 

(I) The power to arrest the course of discussion of 
measure in the Legislature. 

(g) The power to make rules of legislative business in so 
far as these are required to' provide for the due' 
exercise of his powers and responsibilities. 

"The general scheme underlying the proposals is that, 
wherever the Governor-General's responsibilities for the Reserved 
Departments, or his special responsibilities are involved, he 
should be empowered not only, as has already been explained, to 
act without, or, as the case may be contrary to, the advice of his 
Ministers, but also to counteract an adverse vote of the Legis
lature, whether. such a vote relates to the passage of legislation 
or to the appropriation of funds." 

The Governor-General will also possess powers analogous to 
the present Ordinance-making P'Owers to meet temporary emer
gencies. Such Ordinances will be limited in durati'On to a specified 
peri'Od, their continuation bey'Ond that peri'Od being made 
dependent upon subsequent ratificati'On by the Legislature; 

THE FEDERAL LEGISLATURE. 

The Federal Legislature will consist of two Chambers-the 
Federal Assembly and the Senate. These will be empowered to 
deal with the whole range 'Of activities either federal or central. 
Differences 'Of 'Opini'On exist regarding the relations 'Of the two' 
Houses; the British Indian Delegation desiring that. the Assem
'bly sh'Ould have the initiative re: money bills, and the States 
desiring that the two. Houses should be on a f'O'Oting of equality 
in . all matters. Tpe Budget will De divided into. Fede.ral. and 
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Central, and the latter will be referred to a Standing Committee 
of the British Indi~ members only. 

~'There is much to be said in favour of treating all members 
of the Federal Legislature as entitled and empowered to contri
bute their share towards the decision of all matters within the 
Tange of the Legislature's duties. It would be clearly impossible 
so far as the Executive is concerned (which will, like the Legis
lature, be composed of representatives of both states and British 
India) to differentiate the functions of Ministers in such a way 
as to confine the responsibilities of states' representatives to 
Federal matters; no workable scheme could be devised with tbis 
·object which would not cut at tb,e root of the principle of collective 
TE'sponsibility in the cabinet. For this reason, tbje states desire 
with the general assent of the sub-committee~ that their represen
tatives in the Legislature should play theil": part equally with their 
British Indian colleagues in expressing the decision of the 
Legislature on an'Y question which involves the existence of the 
Ministry, even if the matter which has given rise to the question 
(If confidence is one which primarily affects British India only. 
At the same time their Highnesses would prefer that the states' 
Tepresentatives should take no part in the decision of matters 
whl.ch, being outside the raJ.lge of federal subjects, have no direct 
interest to the states. It would, no doubt, be possible so to arrange 
business in the Legislature that Bills or Budget demands of this 
.character should be dealt with eitber exclusively or in the Com
mittee stage by a committee (analogous to the Scottish Com
mittee of the House of Commons) consisting of the British 
Tndian representatives alonel

." 

Regarding the question o( responsibility of the Federal 
ministers to the Legislature .suggestions have been made to the 
effect that they should not be expected to resign unless a vote of 
no confidence is passed by a two-thirds majority of both Houses 
;sitting together. This has been suggested in the interests of 
Rtability. Whether an adverse vote will be practicable, and 
whether the responsibility will be real, will be seen when we study 
the composition oct: the Legislature. It is clear in any case, tbat 
the greater portion of the Federal Budget, about 80 per cent. 
will be reserved and therefore, not subject to the vote of the 
T Je-gisla ture. 

FRANCHISE FOR THE FEDERAL LEGISLATURE. 

Federal Assembly.-"The conference after full consideration 
.accepted generally the proposal of the Franchise Committee that 
, 

(1) Federal Structure ('ommittee, 2nd report, para. 36. 



;the franchise for' the British Indian section of··tlie miure'Federal 
;A.sseJ1?bI1 ,shall· be the existing franchise for the proVincial: legis
iative councils,. except in the case' of C;P. in which it should be· a 
franchise which would bring in double the existing electorate· 'fbr 
~t1!~ pr9vin;cial.coun~iP." 

~' The Franchise Committee h~d' proposed.· that· the: abov:e' re
·.commendation should be supplemented by an educational quaIifi
·~ation·which in the case of men should be the' po.ssessio:Q:of· the 
'Matriculation or the School'Leaving"Certifica.te or the equivalent 
in the case of Madrassas; pathshalas, and other vernacular 
schools. . The Conference however did not come to' any' decision 
'-on this p-oint. . '", ' 

, In 'the case of'the Deptess.ed Classes the additi~n of a quaii~ 
fication of mere literacy to the' qualifications prescribed for' the 
'general electorate was recommended by the Franchise Conlinittee 
;and fOlino'agreement in the Conference: ' . . 

Women.-" ... ," •. the Confe~ence as a wliole' accepted the 
proposals ' of the: Indian' Franchise Committee fot thf5 special 
reservation of seats for women, to be, filled by: the ,election· of one 
woman by .each provincial.legislative counc~Y . 

Labour.~The . proposal of the Franchise ',Coimnittee' for 
'special representation of Labour by ~he reservation Qf 8 seats in 
'the Federal Assembly wasaccept'ed by the' Conference:: '. :", 

. ~: ". ,', .' ."., • '}. : ," .•• " •• ,.,. "J {;. 

p ,Commerce and Indus~rY'."""':'~.The general sense of the. CQn.-
.f'eren~e ~asin"favour of 'the:aooeptance of: the F.ranchise, Com,~ 
.mittee'~ pro~osal.that ~he representation of coID.IX!-~rce·;.shpuld ~ 
(~~mcen~ratea in ~e AssemJ.:>ly I and .. th~~ ... four s~at,l\I' shOllld; J>,~ 
allocated to Indian and four to European commerce. The vie.w 
'was; .however, expressed by some Indian 'dei~g~tes th~t. ~4~,se. ra; 
:c(}mnlEindatiqns di.d not provide ad~,quately f~r the. ne,eds, ()K 
India~ .comni.e~ce." ., . 

Reference was:. also made 'to. th~ importanCe! ~f.· securing 
.adequate representation for up-country industrial interests, and. 
1he difficulties which might arise 'under thepropc>sals of the 

. Franchise Committee in providing for this.l) 
Landlords.-TheFranchise Committee have tecoIIlll1ended 

'the retention of special representation for landlords in its existili~ 
'strength.' . ", ..:.. .. .~".' ',' .,;; 

The 'Federlir' Upper Honse is to be elected by t~e p'roviIici~J 
!egislative' councils by the 'single transferable vote.Th~ ¥!ls.li.m 

; , .(,1)' Thin! R: T. C. Head .:A. p; 10;" 
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delegates wanted to defer judgment till they knew how this system 
would work on the communal proportion. It was agreed that 
there should be no' representation of special interests in this 
House. 

The communal arrangem~nt for the Federal Legislature 
have not yet been announced. It is however understood that one
third of the seats allotted to British India in the Assembly should 
go to Mahomedans. Similarly, the share of the States in either 
House ill not :finally decided. It is expected that the representa
tives of the States in the Lower House will be one-third of the 
whole number; and in the Upper House they will be 40 per cent. 
'The way in which the States will send their representatives has 
not been decided, but some grPllping of the smaller States is 
inevitable. ' 

The numbers 'Of either House are also to be ~ed; 300 to 450 
has been suggested for the Lower House. A figure as small as 
60 has been suggested for the Upper House. 

ECONOMIC INTERESTS IN -THE FEDERAL LEGISLATURE. 

Coming t'O the questi'On of' the representation of economic 
interests ,in the Fede~al Legislature, we find that in the Federal 
A.ssembly, the retenti'On of the existing property qualification for 
Provincial Councils will be responsible for a proportionately 
larger number of voters being drawn from rural areas. The de
pressed classes, whp are to get a special voting power, may also be 
considered chiefly representing rural interests in addition to their 
own, so far a3 the constitution of the Assembly is concerned. The 
~ducational qualification, both for men and women, if applied, 
will bring in a good number of-the educated mostly drawn from 
the towns and cities. The arrangements by whic~ there will be 
reservation of seats for special, ~nterests in the Assembly will 
make it possible for certain' economic interests to make them-' 
selves heard. But these are also so balanced that the strength 
()f'those wh'O believe in "a progressive econ'Omic policy in commerce 
and industry, will be comparatively small. We have 8 seats 
reserved for commerce, 8 for labour, and 7 for landl'Ords. Out 
of the 8 seats reserved for commerce, 4 will go to Europeans and 
4 to Indians. The seats specially reserved for women will have 
more a social significance than econ'Omic, and besides, there is 
bound to be the repetition of the communal grouping in the 
Aljlsembly as in the provincial councils. 'The Assembly will there
fore present a variety of conflicting interests, each interest 
being represented by a small group. The provincial interests will 
be another dividing line between the members of the Assembly; 
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in other words, there will not be sufficient cohesion between any 
large section in the Assembly, which will be c~nstitutionally divid
ed into several parts with differ~nt loyalties. Such a state of 
affairs will not bring about a consistent well-planned economic 
policy, because economic questions will be decided' by the acci
dental grouping of small parties on each important occasion~ 
such grouping being, determined by considerations which need. 
not necessarily be healthy. 

But when we remember that one-third of the Assembly will 
consist of the representatives of the Indian States, we 'may be 
sure that this group will, as a rule, have' a common interest, which 
will bind them together as against the divided interests of British 
India. It should not therefore be difficult ·for the representatives. 
of the States to dominate the prooee4ings of the Assembly, be
cause an organised group which workS together in'modern parlia
mentary institutions is more effective. If, this means that the 
decisions of, the Assembly will reflect more the opinions of the 
representatives of the States than those pf British India, we shall 
have in future, not the progressive realisation of self-government,. 
but the substitution of the present t'lystem, by' -a new system in 
which the government bf the country Will beoontroUedby the 
irresponsible rulerl!l of Indian. Stat~s and the equally,irresponsi
ble Civil Service. 

The Senate win in no way be better than the Assembly; it 
win represent the various interests in the di:fferent provincial 
councils, who will be, the electors of', the members of the Senate. 
Besides, the percentagepf the representatives of t11e States in the 
Senate is likely to be more than that in the Assembly, namely,. 
~. ' 

The conclusion that we arrive at from a consideration of the 
franchise and the constitution of the vario~s legislative bodies t() 
be created is that though a lew special arrangements for the 
representation of some 'economic interests Jw.ve been made, on the 
whole the legislatu.re will not represent progressive. economic 
thought in the country, that in outlook a majority of these bodies 
will 'be of a oonservative temperament, and that the formation of 
large organised parties or groups for, the adoptwn of well
conceived national economic policies will therefore be difficult. 



y. FINANCiALRES·OUIWES . 
• , .,;.", I 

. The possibility of material progress' m different directioIis 
-will depend to a great extent. on the power of the represimtati\i-es 
of the people to enforce their will m' the adniinisttatio'If of the 
!finances of the country; 'We nave: seen that . there are important 
limitations regarding the nature .of. thecontro~ which the. Legis:
Ja1ure can exercise over the Executive in1IDancial matters. But 
itaklng the sphere within which such control is possible, progress 
:depends on another ,important factor, namely,. the.amount:of 
.resQurces available to the Government, 'either Provincial ~r 
.. Central, with 'reference to its functions, .and the ; scale of expendil
,'lure. We have to remember the fact m this connection thatth.e 
~xisting .scale. of expenditure will not be subject to a, dr:astic 
.reduction., It is not so. much a question of' distributing the 
..revenue. on, different State activities in . the proportion .in whic.h 
; the people' mayd~sire for, their own welfare. We. are going to 
,start :With certamlarge itexp,s of expenditure,more. or less on:tbe 
.present Oas~s,.fpr example, the military services, and the high 
scale of pay to the civil services, in connection ·,withwbich .tlW 
e~penditure will ,be re~erved,. and ther~f<?re, will, have to be 
~incurred .. m 'any case; the, same will be tr.Ue iegarding' the. aervice 
'ofilie debt. Besides, it may'be.o1;>served,th~t the .. enlaiged: legi~:
)aiive bodie·s. will mean considerable additional' cost. • Th~ 'pqs~~ 
. .tion .therefore is that .after meetmg suCh. fi:x~d charg~~,. the re~~
"jng departments of ihe State have to' be fed frointhe 'resour~e~ 
which would then be available. ' , . 

. ( . : '~';-) '" 

DIVISION OF RESOURCEs. , , ... ' .', I···· 
,. ' So far as the existing sources, of revenue .are, :Cohcerned, it 
~bas' been generally agreed that 'the 'division between the I PlO
: Vinces . and the Central Government Will be on the lines now in 
'Vogue, with the. exception of mcome-tax. .For example, Customs, 
" Salt, Opium, Railways, Currency and Mint and so on will continue 
,to',be Central soilrces of . revenue ; Land, Excise, Forests, Regis-
tration; Stamps and so on will:continue to be Provrncial sources 
()f revenue. The most important proposal is a division of the 
income-tax between the Provrnces and the Central Goy~rnment. 
The scheme also provides for contributions from the Provrnce!'l 
to the Centre for some years; in some cases there will be sub
ventions from the Centre to the Provinces. The p~sition of the 



Indian States in th,e fin/lDcial' schema· is'. also of obvious impor
!::ulCe, and. ha~ ra,ised complicated questions. 

The underlying ideas on which the. proposed scheme is based 
are: "to provide that all Provinces may start with a:'reasonable 
chance of balancing their budgets; to afford them the prospect of 
revp.llUe sufficiently elastic for subsequent development; to assure 
the solvency of the Federation; and .to ensure that,' after an 
initial period, the federal sources of .revenue shall . ~derived 
from British India and the States alike. 

TREATMENT OF INCOME-TAX: 

By 'a permanent copstitutional arrangement, the procee(1s of 
the income-tax will be. divided between the Provinces arid. th~ 
Federal Government. Corporation tax, tax on Federal officers, tax 
in Federal areas: tax on Government of India seclIi-ities, and 
tax on the 'incomes of persons not re'sident in British India wilL 
be Federal. The rest would go to the Provinces.1 This is su~ 
ject to detailed .examination. It has been .estimated that these 
~eads would yield 51 crores out of a total of 17} crores of n~rmal 
revep,ue. This would give the Provinces a. large share of th~ 
income-tax raised within their areas,: 'with the possibility of 
sharing in the 'future, increase in. this tax in th~ sam~ 
proportion. The acceptance of this. arrangement . is likely 
to' remove the anomaly by which the. ProviIices have
to look after spending departments, whose potential capacity to 
I3pend·is almost unlimited, though the soure.es of revenue at their' 
disposal are not sufficiently elastic. But it has been· .found· t~~~ 
~ this were done from the start, the Federal .Government wOulq 
be in. a large deficit, There was a similar difficulty; w]:len; the 
Montague Act came into; operation. : This was solv~d, bY'means. 
of Provincial contributions as proposed, by the Meston .Committee .. 
~he :history of. these ~ont:dbutions is not a, happy one, and· every . 
one is ·agreedl)U. the undellirable consequences to which'theylead. 
In .spite of this no other alternative has been found arid. the 
5cheme provides that for ·a certain. number of years, calle4 a; 

years"the Provinces shall contribute to the Central.Government 
(lertaiI), amollnts to make up. the Central: deficit.; ,These .are ;t~ 
be levied ilL proportion. to the share of th,e.income-tax which each 
Province is to receive under the permanent scheme. . After 
making some adjustments, the scheme provides for the following 
arrangement:- ,. . ... ',', . . 
..... • ~ ._ I .... 

;(l)''.i1rl. baa beem further reduced by, the·.White·Papeli as es:plain~d'later";i'~. '; 
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Province. 
Madras 
Bombay 
Bengal 
U. P. 
Punjab 
Bihar & Orissa 
C. P. 
Assam 
N.-W. F. Province 
Sind 

Lakh8 of Rupees. 

Share of Income-tax. 
183 
322 
405 
123 
91 

107 
59 
29 
10 
21 

C ontribution,s. 
141 
248 
205 
95 
70 
35 
37 

. There are two important defects in this scheme. On the one· 
hand, the contributions are arbitrary and introduce an element 
of injustice as between the ProvInces. Considerid from the point 
of. view of population, taxable capacity, or expenditure on nation
building departments, this is inequitable, and is particularly hard 
on the older provinces of Bengal and Bombay. The other defect 
is that during the period of the undefined years ai, which may be 
ten or more, the Provinces will be in no better position than now. 
They will in effect be giving away with one hand what they re.
ceive with the other. Progress in nation-building activities by 
the Provinces, which are notoriously in deficit in spite of increases 
in taxes in recent. years, will be blocked for many years to come. 

CONTRIBUTIONS OR REDUCED RECEIPTS. 

'The proposal for contributions has been replaced by an 
llpparently more simple arrangement in the White Paper. There 
will be a transitory provision in the Constitution Act by which 
the Federation will be allowed to reta,in a block amount out of the 
proceeds of income-tax meant for the Provinces. This would be 
fixed for thre~ years, and would be gradually diminished over 
the ne~t Beven years, so that at the end of ten years, the Provinces 
will get their share as originally intended. It will, however, be 
possible tor the Governor-General to suspend the progranime of 
reduction if he thinks that it 'would endanger the financial stabi~ 
Iity and credit of the Federation. The general criticism made 
above regarding the difficulties of the ProVinces remains true even 
under this new procedure of keeping the Federal Government 
Mlvent. 

SUBVENTIONS. 

There is another side to the picture which is bound to be re
llentedunder the ciroomstancell. The separation of Sind and 



Orissa involves payment from the Central Treasury to keep them 
()n their legs. These are known as subventions, the total of which 
Will easily be a crore of rupees. This means that a good portion 
()f what the Centre is ~eceiving from soine provinces will be distri
buted among these deficit provinces. 

THE POSITION OF THE STATE. 

The other cause of trouble will be with reference to the contri
butions of the States to the Federal Treasury. We have already. 
eonsidered the point of view of the States in this connection. 
Whatever their grievances in the past regarding the management 
of common objects by the Government of India, their position in 
the new constitution makes ample amends for the same. at the cost 
()f the people' of British India, by giving them weightage in the 
Assembly and in the Senate. We have seen how in practice, the 
voice of the States will be the determining voice in the matter of. 
Federal Policy in many important questions in future. It stands 
to reason therefore that the contribution of the States to the Fede
ral 'Treasury should be adequate, and in due proportion to the 
place assigned to them in the new constitution. In this connection 
()ne may take the representation of the States in the Federal Legis
lature as to the basis j this is more than one-third. One may also 
take the area coveted by Indian States territory j this is two-fifths; 
Qr we may take population as the basis; this is one-fifilit. We must 
eonsider whether the contribution of the States conforms to any 
()f these tests. 

The States have naturally pressed that their direct and in-. 
direct contributions should be taken into account in any scheme 
()f Federal Finance. Expert investigations have been made in 
this connection. It has been estimated that the total contribution 
()f the States to the Central Treasury on the existing basis is. 
] 071 lakhs, made up as under:-

1. Customs 
2. Excise-

(a) Imperial
(i) Petrol 
(ii) Kerosene 

(b) Provincial 
3. Salt 
4. Tributes 

Amount in Lakhs of Rupees. 
600 

:- •• 1.1 

5. Armies maintained by Indi~u States. 

20· 
,15 

15 
111 

72 
238 

Total ,. )' 1,071 



· . ,:Full cl'edit cannot" be allowed to the States for ,theirexpendi..:, 
tura' on their own: troops; these are not available to the Fede:ration. 
whenever necessary~ .T,he States may lend their servic'es of their 
own, free will. Besides, the level of efficiency of these troops is. 
not the same as that of the Indian Army. It 1s at the same time-' 
true to say that the troops are maintained by the States as a 
matter of: personal dignity for'the Rulers, and also for use in 
c~:se of internal disturbance'. In view of these consideratio.ns~ if 
we assume the round figure of 10 crores' as the total direct' and 
indire~t contribution of the States to the Federal Treasury, we shalt 
ndt be underestimating the same. 

Out of the Federal Budget of 80crores and more, this 
amourits to a bare one-eighth. And in order'that we may conti
llu'e to nave this privilege, we are asked to invite the States to 
have a predominant share in the control and determination of the 
Federal Policy of this country in future. It is possible'that this 
point of view was pressed at the R.T.C. The result is however very 
poor. Th,e principle that in an ideal system of federal finance all 
Federal Units should contribute on a uniform and'equitlible basis 
to 'the federal resources is assumed. It has been laid down that 
contributions of a special character (cashin the form of tributes 
or ceded territories) from the States should be gradually elimi
nated. 'The period of 'this elimination is to coincide with the< 
period of, the abolition of Provincial contributions, say iii years. 
A t the same time, it has been laid down that the immunities or 
privileges which the States now enjoy in respect of certain heads 
of federal revenue (sea customs, salt, posts and 'telegraphs) 
should also disappear. Of this the most important item from the
pomt of view of revenue is sea customs. The fourteen Maritime 
States which enjoy this immunity'get over 180 lakhs of revenue,' 
out of the same. The question of, extinguishing this immunity 
will involve some compensation to the States. At the same timep 

the Maritime States are to retain at least the value of the duties on 
goods imported through their ports for consumption by their own 
subjects. . 

It is obvious that· these arrangements 40 n9t improve upon 
the scheme' of Federal·Finance so far as the poor contribution of 
the States is concerned. The States have agreed to assume liabi
lity for corporation tax or its equivalent on certain conditions. In 
the first place, they will not pay it till th~ expiry of a; years by 
which tune their tributes shan have .disappeared. 'In the second 
place, they-make a condition that a satisfactory yield from taxes 
on income" should be . peI'1li8.i1ently assigned to the 1l'ederation 
which according to them is 81 crores out of 1n instead of 5! 



crores, which the R. T ~ C. scheme provides for. : This wouldmak~ 
the difficult position' qf the Provinces still worse even at the .. end 
of-a; years, and in no way'shows.that the State~·are willing to pay 
tbeir due share, even in due coursef-

THE ATTITUDE OF THE STATES. 
The view 'Of the States seems to have prevailed with the 

authors of the White Paper.1 Mter referring to certain parts of 
the present income-tax (e.g., corporation tax) as being entirely 
federal, the White Paper pr'Oposal is 'that "the remaining net pr,o
ceeds .... will be divided between the Federation and the G'Over
nor's Provinces, a; per cent. being assigned t'O the former, and the 
remainder to the latter". The exact figure is subject t'O fuller in~ 
quiry, but it is intended that percentage a; should be n'Ot less than 
25 and n'Ot more than 50 .. 

If we take the present basis of inc'Ome-tax, we.:qnd that Qui 
of a total revenue of 171 crores, Q1 crores will be wholly 
federal. Out of the remaining 12 crores,)f the minimum of 25 
per cent. menti'Oned above is taken by the Federal Government if 
will mean another 3 cr'Ores, leaving 9 to the Pr'Ovinces. 'This will 
mean a share o( 51 plus 3 'Or 81 cr'Ores f'Or the Federal Q-oveni
ment, or exactly the figure demanded by the States as one ot.the 
conditi'Ons of tbeir entry into the Federati'On. The. g;reatet the 
amount of resources that the Federal Goverriment can have at the 
cost 'Of the Provinces the lesser the demand 'On the States f'Or a 
share in the Federal revenues-this seems to be the key to the atti':' 
tude 'Of the States, and this ha·s 'Obviously prevailed. 

The same s'Ource 'Of revenue, namely, income-tax, is the sub. 
ject 'Of certain emergency provisi'Ons als'O 'Of a dual character • 

. The Federal G'Overnment will have the p'Ower t'O levy f'Or its 'Own 
purposes, additi'Onal taxes 'On the heads ofinc'Ome-tax permanent
ly assigned t'O the Pr'Ovinces. At the same' time the Provinces 
will have the right t'O leVY a surtax upon the. per~'Onaltax levied 
'On .its inhabitants under the heads permanently assigned t'O the 
Provinces, subject t'O a maximum 'Of 12l per CeIit;· 'Of. the taX 
centrally imposed. . 

INC'OME-Til-THE BONE 'OFC'ONTENTr'ON. 

We may theref'Ore take it that this important source of revenue 
will be the centre r'Ound w~ch the future :fiJ:tan<?ial quarrels· 
between the· Provinces; the Federal· Government and··the States 
will rev'Olve'. It is 'Obvi'OUS that mthefirst· decade· of the new 

(1) p. 22; para. 57. 
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('onstitution, the Provinces will not have the benefit of e~en this 
expanding source of revenue; thereafter, whatever benefit they 
may derive from their share of income-tax, will be subject to the 
complicated arrangement already described. The conclusion is 
inevitable that for any important state activity conducive of mate
rial progress, the provinces will be considerably handicapped in 
the first ten years of the new constitution, by which time their 
needs may grow to such an extent that the available additional 
revenue from income-tax may be inadequate. 

EXPORT DUTY ON JUTE. 

There. is one other special feature which may assume import
ance in the financial sphere. The Province of Bengal has been 
in deficit, chiefly due to the Permanent Settlement, which brings 
a .lower yield of land revenue to Bengal, as compared with other 
Provinces. There is a general desire even among responsible 
people in this province that this inequality on land revenue should 
be removed. Instead of this, Bengal is to get a share from the 
export duty' on jute. There are obvious. objections to allow the 
yield from export duty to go to a provincial unit; the proposal 
therefore has been to abolish the export duty and to replace it by 
an excise duty, to be distributed among t~ provinces where.it is 
levied. The representatives o'f Bengal, however, hold the view that 
they should have the whole proceeds of the export duty, though 
for the early period, when provincial contributions are to continue, 
the proceeds may be equally shared between the Central Govern
ment and Bengal. The White Paper has laid down that in the 
case of the export duty on jute, at least half the net proceeds must 
108 assigned to the producing units. 

GENERAL RESULTS. 

The extremely unsatisfactory arrangement in the division ot 
resources, which is thus presented, is further complicated by 
several uncertain factors. The prevailing world economic de
pression and monetary chaos have thiCir effects on prices and trade, 
which make it impossible to calculate with any degree of accuracy 
the yield from certain sources of revenue. The uncertain ques':' 
tion regarding Burma also introduces complications. If Burma 
is separated, there will be important repercussions on Federal 
Finance, to which we have already referred. 

Taking the fixed changes, namely Defence, Debt Services, the 
Civil Services and SQ on, and also taking the increase in expendi. 
ture due to elections and democratic forms of Government, we may 
come to the conclusion that the division of revenue .resources 
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suggested by the Scheme of Federal Finance will be unsatisfactory 
to all, and will have little scope for schemes of material improve
ment of any substantial character. ,The question is whethet it is 
possible to find more funds by additional taxation. 

In this connection the observation' of Sir W. Layton are of 
interest. We shall refer to a few of them. The total tax revenue 
eollected in India for both central and local purposes comes to 
about 6 per cent. of the total national income, if we estimate the 
latter at Rs. 107 per head, which is the most optimistic view, 
and to about 8 per cent. if we take the national income to be 
Rs. 80 per head as ealculated by the more pessimistic view. In 
Britain and Japan, the proportion is about 20 per cent. But it 
must be remembered that it is impossible "to take in taxation as 
large a proportion of ~e income of people who are' living on a 
1:Jare subsistence level as is possible in cases where there is an 
appreciable margin over the minimum needs of life." 

It may be asserted that a few cases of the rich can be found 
who ean bear higher taxation, provided the tax system was pro
perly adjusted to the capacity of the tax-payers to pay. While 
this would be a desirable form of reform, it is not likely to yield 
a: net additional total df any importance. 

Again: the constitutional objections for raising more taxes 
will persist. The ,elected members of the Legislatures are not 
willing to incur the 'IlIlpopularity of voting higher taxation, be
cause there are no adequate means of ensuring that the revenue 
will be spent on services which they want to develop. The same 
is true so long as there is room for reducing expenditure on 
services not under popular control. Except to a limited extent 
in the Provinces, those objections will continue under the new 
<!onstitution. ' 

ADDITIONAL TAXATION. 

In spite of this, the possibility of raising 'additional taxation 
nas been explored by the different bodies which have investigated 
this problem. Among the possible sources thus considered, may' 
'be mentioned, Excise on Tobacco; Excise on Matches; Succession 
Duties; Terminal taxes; Taxation of Agricultural Income. The 
ex~mption of Agrlcn1tnral Incomes would have ,to go with the 
reform of the land re'Venue system, but it is doubtful whether' 
it will in the end mean a net gain to' the Treasury. Terminal 
taxes are objectionable because of the annoyance they cause to 
trade. The introduction of Snooession'duty was attempted, in 
'Bombay, but withoot success. In any C8se, ' the additional revenne 



expected from this source ~s .not large. These thrfle sources: 
would ,come under the purview of the Provincial Governments.· 

The levy of an excise on tobacco and matches'by the Central! 
Government would bring a large revenue; Both are articles of: 
generalcons-qmption. There are obvious difficulties of collecting 
a tax on tobacco; whereas it is easy to collect' it in thje case of 
matches. Production and consumption is scattered throughout the, 
country in the former case; in the latter case production is 
organised 'and is in the hands of a few factories. The difficulties 
of taxing tobacco have been ov~rcome in some Indian States". 
part.icularly Travanco.re.:The Bombay Municipality 'also collects: 
a;tax on tobacco. If this experience is utilised,and similar rates: 
~re levied, we may have a large revenue from this source, say, 1(} 
to 15 crores. The yield of an excise on matches has been' 
~stiIDated at 3 crores; besides this -is easy to collect and 
administer. ' 

,In view of the fact that taxation on articles of common con
sumption li~e salt j1lready exists and has aroused deep resentment,. 
taxation of matches, and particularly of tobacco will be highly un-· 
popular,and will press heavily on the masses of the people who 
are admittedly on a low level of subsistence. It is possible that an 
excise on sugar,a~so an article of general consumption, will have to 
b£' levied soon, to make good the loss on: revenue due to the reduc
tiofiOf the imports of sugar, because of the growth of the Sugar 
Industry in India under a policy of protection. ' 
, If the taxable capacity of the people has been reached, th~ 
only salvation lies in finding other means to bring about a better 
~q'uilibrium in the scheme. of Federal Finance. We have already 
indicated one source, namely,a larger ,and an equitablecontribu~ 
non by the states to the Federal Treasury, in one form or anothert 

which in turn will enable the Federation to relieve the Provincial 
units from the burden of contributions~, . . '. . . 

, , '. . REDUCTION IN EXPENDITURE." 

The other source' of relief is economy u;. expenditure in' aU 
departments, ap.d. particula;rly in Defence. The following obser~ 
vations of Sir W. Layton in thj.s connection are pertinent :-(1). 
The high proportion which current expenditure ,on Defence bears 
to the total expenditUfe of the Central Government '(62 per cent.)
a.,higher. ~oporti'On tb,an in"/:lny other country 'of the world. ,Ev~n 
if we take the provincial expenditure into account, the'ratIo 
(3li per cent.) is still very high. This ratio is high partly 00-
Qause other kinds of. expenditure are low.· (2) The ,burden of 
tlle expenditure is. incrE)Rsed·by the fact that the Army containS 
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a large element drawn from elsewhere. "It is to be remembered 
that the extent to which taxation is felt as a burden depends very 
largely on the objects on which a Government spends its revenue." 
..... "If therefore, the high Defence ratio in Indian Governmen.t 
expenditure remai:i:J.s: a, peculiady, butdensbme:' one" and it would 
pe. rell.sonable to assume t1,lat, even if the, totale:x.:penditu~e of 
India were increased, 'thEd>urden would 'be more tolerable .and 
more readily bOrne,' provided, this, parti~u1a:r~4arge, were dimi~ 
nished." , (3) India's "expenditure on .armaments is between 
two' and three times as great as that of1he whole of the rest Of 
the Empire outside Great,'Brltain." (4)' The total has greatly 
increased as compared with the pre-war situation~ Hindia in 
fact has not obtained' any relief from the' great'er"sen,se of world 
\I;:~","";tV whllln louu'! RllMp.p.np.iI thp. W OTlrl W l'I,T.;" ,'I 



VI. PRODUOTIVE ACTIVITIES IN RURAL AREAS. 

Tbje representatives of the people will have some amount 
of independence with ;reference to those departments which are 
commonly ,described 'as nation-building departments, namely, agri
culture, irrigation, industries, education, medical, public health 
and so on in the Provinces. Though the activities of most of 
these departments do not normally strike the imagination or raise 
controversies, which are frequent with reference to other spheres 
of state activity under the control of the Central Government, 
there is no doubt that ~ state comes in the greatest contact with 
the masses of the people through these departments, and is in a 
position to improve their condition fundamentally. The future pro
gress of the country must rest on the extent to which the masses 
of the people are enabled to take forward steps in all directions, 
economic, social and political. The work to be done in order that 
millions of people living in remote and scattered villages, in a 
state of comparative ignorance and illiteracy, may be able to im
prove their economic status, is immense, both for the state and 
for those private agencies which undertake such work. Unless 
the activities in urban areas are so devised that they may have a 
healthy re-action OIi those in rural areas, and unless the rural 
popUlation is in a position to take more active and conscious part 
in their own welfare, we shall not have that all round progress 
which is desired. 

LAND REVENUE. 

Till the beginning of the war, the state in this country depend
ed chiefly on land revenue as its principal source 'Of revenue. With 
the development of customs and income-tax, we find that the rela
tive position of land revenue is not no'Y so high. But the absolute 
amounts taken by way of taxation from the annual agricultural 
production still remains about the same. The growth of other 
sources of revenue shows on the one hand the growth 'Of the 
expenditure of the state, and the difficulty of raising more revenue 
from the land on the other, indicating incidentally that the 
maximum that could be squ.eezed out of the land was being tnken. 
Land being the principal source of revenue from times immemo
rial in this country, the agricultural population was subject to a 
variety of treatment by changing rulers and their agents. In 
addition to the uncertainties of the weather, to which the farmer 
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is liable, he had equally uncertain relations with . the changing 
states, during the chaotic period which preceded th41 establishment 
of British; rule. From the times of the East India Company on
wards, with the establishment of the modern land revenue system 
by British officers in various parts of the country, we have had 
on the one hand peace and settled rule as against continuous 
warfare and absence of proper administration. On the other 
hand there came simultaneously a rigid administration bent on 
exacting to the pie what was laid down in connection with the
land revenue assessment. Though the population increased, th;e
impetus for a corresponding increase in production was not forth
Cl'ming, partly because· there were no other alternative means of 
l"lIlployment, and partly because the gains from the land 
were subject to several limitations. Without· going into 
the history of the last hundred years, we may inention 
only a few of the more glaring defects which have 
crept into the life of the villages. In the first place, there 
is the tendency to sub-division and fragmentation of holdings~ 
which makes it impossible to do efficient or economic cultivation. 
Besides, the state of indebtedness of the Indian farmer, which has 
become proverbial, has led to the transfer of land a to the sowcars 
a! a normal process, and to occasional riots as an abnormal 
symptom of th)6 situation. 

BENEFICENT ACTIVITIES: PRESENT' LIMITATIONS. 

The series of large famines from which the country suffered 
during the last century led to investigations into the conditions 
of the peasants, with this consequence that we had on the one 
band the development of a famine· policy, and some advance in 
schemes of irrigation. The establishment of the Agricultural 
Departments to teach modern methods of cultivation to the 
farmers of the country came later. In more recent times, we have 
the Department of Co-operation, which is chiefly concerned with 
helping the farmers in obtaining cheaper eredit than they are 
able to get !from sowcars. The Department of Industries in the 
Provinces has sometimes met with changing fates, but its chief 
task seems to be to develop cottage industries. in rural areas. 
With the inauguration· of the Montague Reforms, it was found 
that the resources of each Provincial Department in charge of 
such rural activities were bound to be limited. This was parti":' 
cularly felt with reference to the larger schemes of research and 
scientific improvements. The need for co-ordination in this 
connection was emphasised by the Royal Commission on Agri
culture, which led to the appointment of the Imperial Council of 
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Agricultural Research.: 1:he work that this' body is entrusted 
with had' begUn in. one important case, namely, cotton, by the 
establishment of, the' Oentral Cotton' Committee' under' a special 
Act of the Central Legislature; " ,'. . 

Though e~c~ of such beneficent . activities has its own place 
and is capable of doing good, most of them have so far touched 
()nly the fringe ,of the population. It is possible to read glorified 
accounts. of the activities of this or that department, inGovern~ 
~ent reports, but if ,we relate these activities to. the population 
'concerned, we at once get the idea of the ' small percentage of popu
lation which has been able to take advantage of ,these activities. 
Anothet: way to look at the limitations of these departments is. to 
~onsider the expenditure incurred on them in the provincia~ 
budgets. For examp'le,. taking, the las~ five. years, theexpendi~ 
tm;e on the Agricultural. Department in the Bombay Presidency 
has been ~ess, than 2 per cent., in the U.P. it has been less tbpn 
? . per cent. of the Provincial expen~ture. ,The corresponding 
percentages under 'irrigation are 6 and 8. The 'expenditure on 
~ndustries, however, is 0'2 per cent. in the p.P .. ~ilewe ar:e 
,ponsidering, this, data; we ¥lay at. the same time .. consider, th~ 
t'xp,enditure ,on other. departments which concern rural life, an<;1; 
which are of value at least indirectly ~ helping to increase pro: 
duction. The expenditure on education in Bombay during the 
last five years has:varied from l1·to 14 per cent., ,in th;e U .P. it 
has varied from 15'5 to 17 per ce:nt:. This includes. expenditure 
~m secondary and University education, and the amounts, av~il
flble for the spread of education in rural areas are therefore not 
all that is ind~cated by these figures. The. expenditure on the 
medical department has been about 3 per cent .. in Bombay and a 
Jittle less in the U . P. ; on public health it has been a little less than 
,~ per cent. in both these provinces. 

':We give in 'an appendix to this chapter tables showing in 
p~rcentages t~ amount of expenditure incurred in the different 
pr,ovinces on nation-building departments. 

It would be of mterest to estimate the amount that the state 
returns to the people of rural areas, and compare the same with 
what it takes. . The various intensive inquiries which have been 
made in the life. of different :.villages have in some cases consider
ed. the problem of the return which the' state gives to the village 
or the area in lieu of what it takes ,by way of taxation. The per
centage is invariably less than 20, which means that 80 per cent. 
Qf what the state receives from rural areas is spent for purposes 
()ther than the. welfare of the' people of the areas concerned. . , .: 
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, Another important aspect in which rural life can be assisted 
is to develop rural areas by building suitable roads, and to connect 
them properly with the nearest railway lines.W e shall consider 
the problem of rural transport along with that of the larger 
transport facilities in the country. 

BENEFICENT ACTIVITIEs-NEED FOR EXPANSION. 

In the Provincial legislative councils under the proposed 
constitution, we shall have a large number of representatives of 
agricultural life; the demand for the improvement df the lot of 
the farmer must therefore be loud and insistent. There will be a 
demand for a thorough revision of the land .revenue policy, for 
example; this will not enable the state to receive more, but in all 
probability there will be. a tendency to reduce the burden on the 
land. Legislation to deal with such chronic evils as that of frag
mentation of holdings and rural indebtedness'will be undertaken. 
More systematic arrangements for teachingthe technique of 
small industries, their organisation and marketing, will have to 
follow. Improvements in the breed of cattle, in the use of'manures' 
and in the matter of agricultural implements will be called for. 
The room for additional irrigation facilities is great; we may 
have large canals where possible,. but at the same time small 
schemes of irrigation may take place and may be taken advantage 
of; corresponding expenditure on education, sanitation and medi:: 
('al facilities will have to be incurred. We shall indicate later that 
the same is true of the ·development of roads and other facilities' 
for communications in rural areas. These facts have been 
enumerated merely in order to give a picture of the magnitnde of 
the task before the responsible provincial minister of the fntnrei 
lmd the unlimited directions in which he. can extend his activities 
for the economic uplift df the people. It is no wonder that these 
departments are described as nation-building departments, be-' 
cause they are basic departments on the successful working of 
which must depend the national progress of' the masses. The 
main question is whether and to what extent these desirable act! ... 
vities can be pursued successfully by the ministers under the pro.;,' 
posed constitution. 

INADEQUATE FINANCES. 

As we have already seen in connection with the distribution 
of financial resources between the Provinces and' the Federai 
H-overnment, we shall find that on the eXisting basis of taxation 
the Pr~vincial bud?,ets will just balance for the expenditure that 
tbeywill have to Incur for the proposed functions under their 
('har~e. The level of: exnenditure wi~l not be substantially reduce.4 

.' "I ~.. . . . 



hi tlt!fti:li:rl. branch~s, iti. whi~h it is generally b~lie'1ied that there is 
StldP~ for tE!ductldt:t. Fat exaiiipl~, th~ i11tElrE!sts bf the ssrvices 
"\t111 b~ guartthtMd by the cttn.stitutioil, "\thich Will lit least meith 
that thE! scaie Of pay 1tvailable to them will not be ti:ri.der the 
control of the legislature. ThOu~h tM exist~fice 6f reserved 
departments, which are a' feature of provincial govethments at 
present, will disappear, there will be a special responsibility of 
the Governor for the protection of mino:ritiesf for the maintenance 
of law ~nd order, and for the ,carr~g out of a similar reSPOnSI
bility of the Governor-General; ail thls may mean a conHiitianBe 
of expenditure on certain corresponding services more or less 
on the present level. We have also discussed the possibilities or 
additional taxation, and we have come to the conclusion that it is 
not possible to, have substantia~ additions to the exi~tlng soUrces; 
on the other hand,. it is possible that the two main sources of 
r'evenue avail~ble to the provinces, willjl.eld d1m.inishing amounts 
.or refenue. ~?r6~em,ents in,the 1and revenue stste~ m:ust~e: 
suIt m some relIef to those farmers who are on the margm, and 
even if agricuitaral incomes of iarger dimenSIons are taxed in 
(uturel the tota1 revenue 'Will, not be large except perhaps iii 
Bengal. The excise reV-Emile which is next in importance is likely 
to suffer because of the proHibition movement; in any case a 
subshintial increase from this source cimhot be thought of, for the 
purposes, of additional expenditure, on new activities, to develop 
directiy a~d iiidirectiy the econo:r:i::tic a~d. othe~ resoUJ:,ces, of the 
people. The oniy souree ot revenue which the ProVincial Govern
ments can count lipon is income-tax, As we have already seen, 
fhe share bfihe income-tax wblch it is proposed to. be .assig~ed to 
the prOTID.CeS as a pefm.ailent featrii'e of the constitution Will not 
he available to thein HIl'the federal hudget can be ba1anced. This 
may require an uitdefuied 'perlod of years; the Ininimum is 10; it 
may be i5 or mort!. .'11:Ii this period expires, provinciai contri
Dutionsi will continue, 'which means the share of income-tax which 
each province is supposed to get mit have to be handed over to the 
Federal Government, It is true that the two amounts do not tally 
p.xactiy, and the provlnces in SOnie cases will be left mth a small 
yield from income-tax after paying the contributIons. it is also 
true that if the general ~coiioinic clOilditions improve, the yield 
~rom. income-tax Will increase, and the share of the in't>vinces may 
increase in proportion. The latter contingently is hbwever1 re~ 
mote; and in any case the amounts available to thE! provinces for 

• ([) TIMer the White Paper Schemej the Federal Govehmient will take a Share 
of the ineome-tax reeeipts ,meant for the Provinces during & transition period. The 
Irlteet of thiS on the ProvinceS Will be sim.iJa.r to that due to contributions. 
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tbe first ten or fifteen yeUfE! Bt the nflW Mllsiitution will be meagre,. 
compared with the unlimIted amount of work that is before them 
fot advancing the economic status 'of the people. By tM time that 
the Federal Budget is in a position to give relief to the provinces, 
tbat is, after 10 years, the position of the provinces from the point 
of 'View of resources to spend on beneficent activities may not be 
comparatively better. Dilring tha past 10 years under ·the 
Montague Reforni.s, these activities have been starved; during 
the first 10 or 15 years of the new cufistitution, the same story will 
have to be repeated. 1n the interval, thtl population is likely td 
increase with the average standard of life thus reduced, beclI:use 
there is no reason to beli~ve that under the proposed arrangettient 
the production will increase, ,This mtlans that when in future the 
provinces are in a position to command their share of income-tax 
as now contetnplated, they will have such a formidable task of 
arrears in nation-building departments to meet on the one hand, 
and to satisfy the dettlllnds of a growing population for such a.eti"" 
vities on the other, that the proposed resources at that period ate 
likely to prove quite inadequate. Considered from the point of 
view of the immediate futUre or of an ultimate arrangement of a 
permanent naturtl, the finllncial scheme is such that it will be a. 
great block in the way of progress in connection with those basic 
requirements of the people on which the ecoIi.omic structure call 
be sOUndly laid. U ndel' the circumstafices the pi{lture is gloomy 
from the point of view of the tt!/jfjffllsible provincial ministry of 
the future or Of thE! people or thll ptovineas themselves so far as 
their economic adtancemellt is concerned. 

,ApPENDIi:. 

Percentage of Provincial expenditure on certain nation
building departments in the different provinces. 

Department. 

Education 
Medical 
Public Health 
Agriculture 
Industries 
Irrigation 

BmAR AND' ORISSA.. 

j i931~32 \ ,1930.-'31 119~~30 11928-29/1927"-28 

14'6 
4'6 
l'S 
2'6 
1"$ 
O"S 

16"2 
5 
3 
2"7 
1"9 
0'6 

14'6 
4"6 
2 
2"5 
1"5 
i 
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CENTRAL PROVl~CES. 

Department, ., j 1931-32 f 1930-31 J1929-30f 1928-29\ 1927-28 

Itducation i IrS' 

r 

13 

j 
12"4 12 10 

Medical 

"j 
3 3"2 3'2 3"2 2'6 

Public Health .. 1 ' 1 1"3 1'2 0"5 
Agriculture 4 4'3 4 3"4 ,3"4 
Industries 

:: J 
0'7 0"5 0"7 0'5 0"3 

Irrigation 6'5 6"3 6'5 5'4 5"2 

AsSAM. 
-

1l;ducation 12"5 13 

I 
11'8 

I 106 'I .10'3 
Medical B 5 5 4'4 - 4 
PUblic Health 2"6 3 3 2'8 4 
Agriculture 3"3 3 3 2"5 2~2 
Industries 0'7 0"8 0'7 0'6 0'7 

BE1'iGAL~ 
Education .. \ 12 11"4 11'4 11"5 11"4 
Medical .. 5"3 4'8 5"5 4"8 5 
PUblic Health 4 3'2 .3 3'5 3 
A2riculture· 2'7 2'1 2 2"3 2 
Industries 1"2 1"1 1"1 1"2 1 
Irrigation . •• J 3 3 3 3' 3 

PUNJAB. 

\1932-33 1931-32 1930-31 1929-30 1928-2! 

F.ducation '.. 13 15'7 15'7 15 14 
Medical •• 4 4'6 5 4"5 4"5 
Public Health 1 1"4. 1"S 2"4 l"S 
Agriculture 4 4"7 5'6 5"4 5 
Industries O"S 1 1 1"3 1 
:Irrigation 13"5 15 13"4 12 12 . 

MAnRAS. 

r9~~ 1928-29 1927-2S 1926-27 1925-

Education •. 14'7 14"6 12"4 12 II 
Medical •• 5 4'5 3"S 4'2 3"5 
Fnblic Health •• 2'5 2 1"4 2"2 2 
Agriculture •• 2"4 2 2 2 1"S 
lndustries :: ! 1"1 1 1 1"1 I" 
:Irrigation 3 .3 2"S 3"2 2"S 

.. . BOMBAY •. 

I i933-34I'1~32"::"33' jI9Ji-32! 1930-31 r 1929-3, 

Education ll'n II 12 14 12"2 
Medical ~ . .3. '3 3"5 3 
-Public Health '1"7 "'-rS -rS 2 2 
Agriculture 1"7 1"7 2 2 2 
Industries 0'2 0"2 0'1 01 0'1 
IrrigatiQn . .. 6 6 6' 7 6"2 

UNITED PROVINCES. 

E ducation , .. 17 17 15'5 15'5 15'5 
Medical· .. 2"5 3 2"5 3 3 
Public Health . .. 1"6 1"7 1"7 2 2 
Agriculture .. 2'5 2'5 2'5 3 2"7 
Industries .. 1 1 1 ' 1 1 
rrigation .. 1002 10 S 8 7'5 1 

(1) The budget :figures have beel7 taken for this yeat •. 



VII. PRODUCTIVE ACTIVITIES IN URBAN AREAS. 

So far as prod'llCtive activities in urban areas are concerned, 
we shall confine our attention chiefly to large scale indl,lstries~ 
This does not mean that other industries do not exist, but for the 
sake' of convenience, it would be better to deal with the inOS~ 
important category: It has been acknowledged on all hands that 
simultaneously with the necessary improvement in agricultural 
methods, unless adequate steps are taken to develop industries in 
this country so that we may utilise our raw materials ourselves; 
and at the same time absorb large numbers of people into useful 
employment, thus relieving the land of undue pressure, . unless 
this is done, that desirable economic equilibrium . in the life 
of the country, which we want, will not be possible~ An increase 
in the national dividend, and its share available to the people of 
the country, will also depend largely on the efforts made towards 
this direction. A larger industrial production by absorbing a 
large number of people will enable the agriculturist to have a 
reasonable chance of existence, because at the present,there are 
too many mouths to be fed on the products of the soil. This meanS: 
that a policy of industrialisation will have a healthy re-action on 
agricultural activities, partly because of a balanced distribution 
of the human factor on the one hand, and partly because of the 
larger demand for agricultural products for industrjes on the 
other. 

This raises important questions relating to the equipment: 
for industrialisation. Capital, organisation, industrial technique,: 
marketing methods, skilled labour and a variety of such factors 
will have to be taken into account. At the same tiine, "foreign 
('ompetition will have to be faced and'remedies planned to see that 
it gives an adequate chance 1'0 indigenous industries to exist. Tbiis 
will mean that state assistance in one form or another, whether 
hy bounties on production or by protection in the form of impott 
duties will be required. The other important problem closely 
connected with this is the aontrol and management of the exist
ing and future industrial ventures in this country. If industrial; 
progress in this country gets into the hands of non-nationals, then 
its reward will to that extent not be shared by the people of the 
country. To the extent to which the increase in national produc
tion is not available to the people of tIie eountry,the policy must. 
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lIe considered to be unsound, particularly in a country like ours, 
where such large :rp.asses of people are on the margin of subsis
tence. Before we go into the different aspects of this problem, 
let us briefly consider a few broad facts, regarding foreign invest
ments in tbis cPuJ!.try. 

SOME DATA ABOUT FOREIGli COMPANIES IN INDIA. 

In. 1930 there w~re in aU 881 comPll1).ies which were incorpo
;rated elsewhere than in India bq.t were working in India. The 
total paid up capitaJ of these companies amounted to £740 
P.lillion .and debenture cllpital to £109 million. The total capital 
mvested in tb.ese 881 companies thp!;l comes to £8;:>0 million in 
fQ'QJld p'gQ.r~s, This Il).ealla tlJ.~t capital iJ!.vested in each company 
<'PJIlea to about One milliol). POlJ.Ms 91). ill). average. If we convert 
theSe JigJU'4'lf:l into rppeeS We ~et the fQIJowin~ figures:-

No. of Companies. Tot4Z Onpitqj,. CapitaZ of each (Jo. 
B81 Rs, 1133 crOfe~, Es. 133 lakhs. 

The corresponding figures for companies registered in India 
a:re as follows:-

No. of Oompanies. TotaZ Capital. OapitaZ of each Co. 
7000 Es. ~S6 crores. Rs.4lakhs. 

The average f9reign compn;q.y th'Q.~ i~ 34 times bigger than 
the average Indi@ .cQl;D.p.aJ!.y. 

Besides this, many important industries in India are 1inanced 
by ontsiders, for instance the jute, tea and coal industries. To 
a great e:I:tent cotton mills in Ylldras, woollen Inills at Oawnpore 
and in the Punjab, and several. other industries are financed by 
foreign capital. Foreigners have also invested in Illdian 
managed c'Oncerns like the Tata C'Ollcerns. This relate t'O joint 
stoc~ compllnies; besides, ther~lire ID.any foreign privat.e :ijrms 
also. 

This will give some idea as to the extent to which' the aavan
tages of Industri1l1 pr'Oduction in India are enjoyQd by people 
'Other than Indians. At the same tiIne, disparity between the, 
size of an average foreign company, working in India, and an 
average Indian company will give some idea as to the sort of 
competjtion that is likely to take place between the two. 

Since the outbreak of the War there has been a marked 
in(lrease in the amount of Indian capital invested in Indian indus
tries. But in spite of this a very considerable part of the capital 
jnvested in Indian industries is still non-Indian. Some of the 
effects of the investment of foretgn capital are stated by the 
Central Ballking Enquiry Committee in the following words >-



"The result is that the control ~q lIlanag~:q:LE~I).~ llt tlte case 
of some of the importfl.~t ipqustrie~ It-re even IlOW in tp.e hands of 
non-:J:pdians. The preqq!lli_nance of nOIj.-Indian :rp.anageri).~nt in 
some of the important jnduEltries has detractf)d from the value of 
Indiap. p~rticip~tion iIJ. in,.dustrial enterprises. Generally speak
ing, the· managing agents, have not given any scope to Indians to 
nold such positions in the companies they manage as might have 
given these Indians an opportunity tlJ have a compr~4en!live idea 
both in r~gard to the technique of produ~tiQn Ii,Ild 1Ila!1~gemel!t IIf 
the business," e.g., the ~(/i.tclt 1114ustry, ap.d t4e Swedi~h trust. 

INTERNATIONAL CO~VENTION,.e. INDUSTRIAL DISCRIMINATION. 

In this connection reference may be made to the document 
prepared by the Economic Oomprittee of the League adopted by 
the International Conference on the Treatment of. Foreigners 
held in Paris in 1929. It is a draft Convention "to embody in a 
common statute the civil, legal, fiscal and economic safeguards 
which are indispensable for nationals of any contracting party 
who have been allowed to establish themselves in· the territory of 
other parties in oJJder to carry on their business or occupation 
~herein, ~nq to prevent fl.ny diffflr~1J.tial or tWi/l.ir treatmegt Which 
migP-t in their own t~rritqry impgde ~ tr~ ~f nfl,tj~nlitls of Qthel' 
C~lP1tri~s.'! , 

Mter laYing down· the necessary clauses in this connection 
the Draft convention provides that '! these provisions shall not 
.apply to the exercise in the territory of any of the High Contract
ing Parties, of the professions, Qccupations, industries and trades 
herejnafter s~ecj1ied;~ 

(a) Public functions, charges or oijices (of a judicial, 
administrative, military or· other natura) which involve a .devo,.. 
1ution of authority of the State or a mission entrusted by the 
State; or the holders of which are chosen either by the State or 
by the administration under the authority of the state; even if 
J;bese are ep.doweQ with juridical personality apd irrespective of 
whether or pot tbey pOS!less 'Ii, te;rrjtori&l character, either generlt-l 
Or local; . ,. 

(b) frofes!'!iop-s such al3 t4Qs.e of barrister, solj.citor, Ilotary, 
aut:4orised brpker ~W.I pJ!9fessiop-!,! qf t>l'Ikes wlric4, ~cCQr<fu:tg to 
tbe national laws by which- they arw govarIle!l,· ~q.tail sPe~lal 
-respqnsibmties in ~flW of t4a p»ltJw intefests i 

(c) Industries or trades foJ!ming the subject of a state 
monopoly or monopolies exercised under state contro~; 

( d) State undertakings; 
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(e) Hawking and peddling; 

(I) Fishing In '. territorial and inland waters, and the 
exploitation of the riches of such waters, the coasting ~trade, 
pilotage, and the internal services of ports; 

(g) Service in vessels 'Or aircraft flying the national flag; 
(h) The exploitation of minerals and hydraulic power; 
. (i) The operation of public services and of industries 

forming the subject of concessions; 
(j) The manufacture of arms and munitions of war; 
(10) Direct and indirect insurance operations carried out 

by individual underwriters." 

It may be added that the parties to this Convention were 
free and independent. countrie&. As against this, in the case of 
India, where industries have had few opportunities of national 
development, the case for similar and even wider exceptions in 
the interesfs of nationals is obvious. In this connection, it will 
be of interest to review briefly the present position and the pro
posed constitutional arrangements affecting industrial policy.l 

The Indian Fiscal , Commission was emphatic about the 
national outlook of industries which received state assistance. 
The Commission observed that "Where the Indian Government 
.is granting concessions or where the Indian tax~payer's money 
is being devoted to the stimulation of an enterprise, it is reason
able that special stress should be laid on the Indian character of 
the companies, thus favoured." 

"In all such cases we think: it would be reas'Onable to insist 
that' coinpanies enjoying such concessions should be incorporated 
'and registered in India with rupee .capital, that there shpuld be a 
reasonable proportion of Indian directors on the board and 
'reasonable facilities sh'Ould be offered for the training of Indian 
apprentices. " 

The External Capital Committee narrowed the scope of the 
recommendation, of the Fiscal Commission, and laid down the 
following guiding principles: "Where definite pecuniary assist
ance such as a bounty is grantedfo any particular undertaking 
we consider that discrimination is feasible, and we agree with the 
}'iscal Commission and the legislature that no such assistance 
should be granted to any company, firm or person not already 

.engaged in that industry in India, unless, 

(1) Cf. Industrial Policy of India, by O. N. Vakil and M. C. Munshi, OD 

which thlel remaining portion of this leeture is based. 
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(1) reasonable facilities are granted for the training of 
Indians, and . 

(2) in the case of a public company, unles~ 
(a) it has been founded and registered under the Indian 

Companies Act, 1913; 
(b) it has.a share capital the amount of which is express

ed in the memorandum of Association in rupees; 
(c) such proportion of the Directors as Government may 

prescribe consists of Indians." 

It can be easily seen that these recommendations are quite 
insufficient to achieve the avowed goal. We have fully realised 
that in practice phrases like "reasonable facilities" have little 
significance. The conditions t~at a company should be registered 
under the Indian Companies Act and that its capital should be 
expressed in rupees are also of little consequence in safeguard
ing the national outlook of the concern. 

As regards the proportion of Directors it is obvious that 
Government cannot demand a majority of Indian directors when 
most of the shares are held by foreigners. Under such conditions 
Government will demand one or two Indian Directors only. Such 
directors of <.l0urse will have no effective voice in the management. 
Besides under the managing agency system the directors do not 
possess any important power. Even to-day we find several Indians 
on the Board of foreign concerns, but they have no power to give 
.a national outlook to the concerns. 

One important limitation in respect of the recommendations 
of the External Capital Committee is that the above conditions 
are to be sought only in cases where direct pecuniary assistance 
E:'ither in the form of a bounty or a subsidy is to be granted and 
not where protection is granted in the form of tariff walls. 

In their reportl on the Paper Industry the. Tariff ;Soard made 
the following observations :-" Apart from practical consider
ations there can in reality be no distinction in this regard between 
industries receiving assistance in the shape of bounties or sub
sidies and those which are protected by means of import duties. 
Itds, therefore, important from the national point of view, that in 
the case of every industry which! claims protection this aspect of 
the case should be fully examined."2 

Taking their stand on this recommendation the Legislative 
Assembly in the winter session of 1932, while dealing with a pro-

(1) In 1931. 
(2) Para. 104 of the Report. 

S 



posal for tariff prQtect~on to the paper industry; succeeded in 
getting accepted the view that the same. conditions should apply tp 
grants of tariff protf)ction as t.o bounties aI\.d subsipies. 

~he proposed constitutional arrangement li~ts the rights 
thus enjoyed by the Indian Legislature at present in tp.~ ml:ttter 
of the development of industries on national lines. The proposals 
·are summarised in paragraphs 122 to 124 of the White Paper. 
We shall however refer to (he proceedings of the second and third 
Hound Table Oonference to under~tand mo!e fully the significance 
of these proposals. We shall in: the first place reproduce the 
relevant p:;tssages before commenting on them. 

"The committee are of opinioI). that no subject of t:4e 
Crown who may be ordinarily resident or carrying on trade or 
lJusiness in British India, should be subjected to any disability or 
discrimination, legisla.tive or adprinistrative by reason of taxation, 
the holding of property, the carrying '~m of any profession traqe 
or business or in respect of residence or travel. The expression 
I'sllbject" must 4er~ be understood as indic~ting firms, companies, 
&M corporations ~J'rying OJ). business within the area of the 
;Federation, ,,~ 

"It should however be made clear that bounties or subsidies 
if offered, would .be available to aU who are willing to compJy 
with such conditions as IIl1lY be prescribed. The principle should 
he a fair field and no favour. .. . .. Where the larger business 
makes use of unfair methods of competition~ the generlj,l law 
should be sufficient to deal with it, but ma:Q.Y members of the· 
Committee were impressed with the danger of admitting a claim 
to legislate, not for the purpose of regulating unfair competition 
generally, but of destroying in a particular case the competitive 
power of a large industry in order .to promote the interests of 
a small one.! 

"It is also plain that where'the Governor-General or the 
Provincial Governor is satis~d that the proposed legislation, 
though possibly not on the face of it discriminatory, nevertheless 
~'ill be discriminatory in fact, he will be called upon in virtue of : 
his special obligations in relation to minorities, to consider 
""hether it:is not his duty to refuse his assent to the Bill or to 
reserve it for the signification of His Majesty's pleasure. 1)3 

It was decided by the Commercial Safeguards Committee .of 
the third R. T. C. that as safeguards in general are to be "speClal 

(1) Fourth Report, Federal Struetul"el Committee (Second R. T .c. proceed.
ings, para. 18). 

(2) Ibi~. para. 21. 
(3) Ibid., para. 23. 
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responsibmtjes", t~~ Gov~rnof-Gener~. ot" G()vJ)rrJ.9f as tlIeoase 
l1lay be, would. b~ elltWf;lQ jn tp.~ mj;it resPl'ttQ diff~r from 
the proposals of his Mmistry U. 4e £'!'!It tlJ.at t:twSI'l iIj.vQ~vl'ld 'Q.:p.fllir 
discriIninatiop.. "1 . 
. It Was further agreed Hthat no subject of His Majesty 

. domiciled in the United Kingdom and no company registered in 
the U. K. should be subjected to any disability ar discriminations 
to which subjects of His Majesty dQmioiled in India or companies 
registered in India are not subjeoted in the United Kingdom."~ 

f'The OoIQ.IDittee a~reed that b9unt~es or I'lubsidi!'!s should be 
-available, without distinction, to aU firms or individuals engaged 
in a particular trade 01' indllstry f!.t the time the enactment 
authorising them iii! passed, but that in rega:rd to ~ompanies enter
ing the field after that date the Gove~eIj.t ~houlq be at liberty 
to impose tlie conditions of eligibilitr recommended by the 
External Capital Committee. It would, of course, be ;t qtl.estion 
of fact whether the pmpose of the subsid;V or the imposition pf 
particular conditions, thou~h not discrimi.Mtory :in form 
was, in fact intended to penalise particula,r interests ; an~ 
the Governor-General oJ.! Governor, OJ!' the Courts, as the case may 
be, would have to form a judgIJlent on this question in decidh~g 
whether a proposed measure was Or was not discriIninatory.' , 

Tlte effect of these :proyisio;tW it'! t4Q.t the Ermsh JJ~o:ple must 
be t:r!,!Q.ted as :p.atumlj.lej of Indjq. i;n cpp.l).~~tio!). wit4 1J.IJ. steP~, le~s,. 
laiiva orfl,dminist:r.'l'I-tiYe ~1J.tended to dev~Jop indu!'trjes in this 
·co1Jntr;v. n yO"Q, think of anything ~I1. tb.e Ij.at}l.re o~ ~ bill for tho 
reservation of ~oastal tr!1d.e to. Indill.:n. ~Nppjng, jt wollld pe treat
ed as discriminatiQn ~gllill~t t:h~ 13rmsJ1;' UY9lJ want to give .1'1-

1>ollnty to hell> any iIj.dll~try, yol,J mll~t giv~ it equ.iJ,lly to Indians 
and Brjtish~rsJ otherwise it W9UJ<l be qiejcrimin~tion. If you want 
tQ help :i:Q.dustri~spr p+ean~ o~ sveg~!l<l raiIwll-Y !~tes' pr other 
forms of fl,ssistan~e, YOll cannQt reSl'!rv~ SllCP: concessions only to 
Indians becaus~ itWU! then P'il qiscri¢.nlltion /lgainst the British. 
In brief, ejthl'!r with referep.(le, to. e:xisting i;ndw;tries or flli11re 
i(lne~,discr~ation in fav.0pr. 9~ t1J.e. llflt!9pal.s of the coun.t~y ,,~u 

II be Jnterpret~d t6 ~eaI). d),!,CfImIJllltlon against the BrItIsh, 1f 
British interests are at .:;;tll-~!:l, pI). the l.>ther~an{l, discriminatiop 
against third parties and ill favollr of 13r~tish trfl,qe and industry 
wjll he wl'!lcome, The di:ff~re:qti~lrates of q}l.ty imposed in the 
-protective scheme~ witb :ref~rence to ~ott.Qn .and $lteel, are illuej~ 
ir~tiong of di~c:riminatiop. 1P. fiJ,vollr of the 13ritisl;t.. The OttaWA 

(1) Para. 2 of the :Report. 
: '(2) Para. 3 of tt. ~P~:r~· 
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Agreement has. legalised not only. this arrangement, but has 
carried forward the principle of discrimination in favour of 
British goods as against non-Empire goods. So long as this 
continues, it will be possible for British trade and industry to 
increase their vested interests in tllls country. The existence of 
Britisli economic interests in this country has been responsible 
for the political device of commercial and financial safeguards, 
which in substance take away with one hand the political power 
which is supposed to be given to the Federal Government by the 
other. It is thus a vicious circle intended to perpetuate the 
present position. The situation will in fact be worse than now, 
because even those opportunities which are now existing for 
giving an impetus to an Indian industry as against a British one, 
will disappear henceforth under this statutory provision. The 
advantages which British interests have been enjoying in this 
country hitherto, partly because of their political connection, will 
hereafter be a matter of right. and therefore capable of unlimit
ed expansion guaranteed by statutory safeguards. With the 
partnership that is thus going to be forced on this country for 
its economic- development, the future national production must 
per force be divided between the partners. And as in all partner
ships, the dominant 'partner will get more than his due share. 
India may think. in future of. economic progress in those other 
spheres which hav.e not hitherto been taken up because of obvious 
difficulties. But the people of India cannot easily think of those 
productive activities which are already under the control of the 
British. In view of the comparative backwardness of this country 
in technical knowledge, in industrial and commercial organisation, 
and even in capital resources, we should not be surprised if we 
find that the tentacles of the British partners will spread far 
and wide. In view of this, the only conclusion that we can 
arrive at is that thi:l.impetus for further production by the people 
of the country will be limited in its scope; that even if a larger 
production comes about in due course, it will not be wholly avail
able to the people of the country because a Sllbstantial share wilt 
have to be paid to the. British partners. From the point of view. 
of increasing the standard of. life of the people of this country, 
this arrangement is therefore not hopeful. 

The principle of reciprocity embodied in the Commercial; 
Safeguard sounds very grand, but whereas it gives all that the' 
British demand in. India, it gives nothing in return, but words .. 
What the people of Inaia desire is not opportunity for industry 
in the U. K., which if theoretically possible. is in practice of no 
value. What they want, however, is adequate and nama! 
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opportunities in their own country against the powerful vested 
interests of the ruling race. This new theory conveniently ignores 
the demand of the people for their natural rights in their oWn 
country, and offers a fictitious right six thousand Iniles away, on 
the absurd assumption that Indians who find it difficult to compete 
at home with Britishers, will be able to go "and settle in the U. K. 
to compete with Britishers in their own home. We may admire 
the ingenuity of the authors of this fo'rmula, but its hollowness 
will not remain concealed for long. Not only is the new principle 
hollow from the point of view of the people of India, but it also 
prohioits the use" of tliose methods which have been already put 
into "operation under the existing constitution as mentioned above 
to" advance the econoInic interests of the nationals of thiff 
country. 



vlit. ~R.A.NSPORT. 

We need not emphasize the great importance of efficient and 
cheap transport services in. modern· countries in connection with 
the production and marketing of goods. Raw materials have to be 
transported from great distances to the places of manufacture i 
both agricultural and· industrial products have to be sent to the 
centres of ~onsumption, Schemes of economic development in-a 
<;(ninti-y cannot succeed, unless the ttansport facilities are both 
adequate and efficient, and are conducted in a manner most 
conducive to the national economic policy of the country. We 
·shall consider the two main agencies of transport, roads and rail
ways, from this point of view. The same remarks apply in 
general to the development of a mercantile marine. 

ROADs. 

Excluding roads in municipal areas, roads in British India 
may be roughly divided into the following five classes:-

1. . Roads wholly or· mainly maintained from provincial 
revenues. 

2. Roads maintaineq. fro.m local funds, i.e., from funds of 
local boards or councils, with . grants-in-aid from 
provincial revenues. 

3. Roads maintained from local funds. 
4. Roads maintained by· minor local bodies. 
5. Roads maintained by the villagers themselves. 

The total road mileage in British/India is 200 thousand miles. 
Out of this only 47 thousand miles come under the first category, 
the rest coming under the second or the third. 

The expenditure on roads from provincial and local sources 
is less than five annas per head of population. The figure of 
expenditure shows an increase in recent years, but this is chiefly 
due to higher prices and greater cost of maintenance due to motor 
traffic. 

ADMINISTRATION OF ROADS. 

- Roads in the nine major provinces are provincial subjects and 
in all except Assam are transferred subjects. "Provincial" 
roads are ordinarily maintained through the agency of the Public 
Works Department. "Local" roads are maintained by District 
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Ctiuncils bt Boards, which t-ec~ive payri:umt from proVincial 
reveilues for this purpose. Eighty per ~eiit. of the iotal tnUeage 
i!i adtniilisteted by distfi~t coiliIcils; 

The general detect of road. ad:.tn.iiii.stratl.on {s that the outlook 
of the controlling aiitliofities is genera11y ioehl and narroW'. The 
development of motor transport hi recent tlmes has 1ed to the 
creation ot road Mafds to ev6ive a. proVincial road. policy. It is 
to be expected ~a.ta new sYl;teni. ~hich wii1 link up the broken 
and disconnected roads ilito a coiitiiiuons whole will gradually 
coine into existence. The condition of vi1Iage roads on the one 
hand, and. the heed for cotihe<iting them With fuain roads on thte 
other, are iilatters· which wilt reqUife carefUl p1anniIig and a 
large aino1mt of expeftclltdre. 

We have already see~ !hat the financial resources of the 
Provinces for .sche~es Of improvement win be very limited .. 
Reeently there have been proposals to raise ,& large loan specially 
meant for the development of roMs. This idea has been largely 
supported by associations interested ~ the sale of motor cars. 
There need be no objection for such a propaganda provided 
adequate 8~ep~ a~e tB:ken to se~ that fi!.e schemes of road develop, 
rl1ent iiile dl:!vil;t!d pfiIIlal'lly With a View to the requirements of 
the villagers b.t1d theit trade, Wid not. with Ii view to the 
~onveni~tlM of thol;e thterested l:ti tM tt-Me of motor cars. At 
the slittle ~e, it WoUld pI'! M~s§aty to see that the expefidittite 
on cotistrtltltion afid tnMfilefil1i1cE! is p1'6pl!fly scrutinised and 
stlp~wtl;tld.. 

ililiwAYS. 
Railway construction in the country was hegun under a syste~ 

o.f guaranteed interest to. com.pa:nies registered in Englan~. Till 
the end of th~ Ifl.!itt!ehhu7, ~hls ifiv61ved a het lo~s to me ~iidian 
~fMstlty. 51nt!e fM M-·· IUng of 'this ,century, there has been Ii 
chah~e foil th~ bet{tlr an~tlie fiillwav,s nave been eiitrtiilg enough 
to pay for the interest charges 6n ~e clipital spent tn COllstfue
tio~. Con!facts Witli rahway ~(jmpanlE!~ which jlr0":ided· fot 
variolis privtl~gt!S gi:ial'linte~d to them, also '()fovided that after 
a lapse of Mi'bUil lltlHoffs, fM fatlWays wouid become stat~ 
property. The State has to buy out the railway lind pay for it 
by alihiiitie\:i. Mo!St tlr l1e rallwa:ys ha:v~ hli'eady become st!lte 
piloperty actl6rdinlt1y add. oth~fs Will become state property in dlie 
coutse. Some ot them. however, "lite still ill the charge of 
companIes for the purpose of management. A beginning in the 
direction of state management; however, has been made; and the 
future .of the Indian railways is that they Will be state property 
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managed by the state. The control of the railway administra
tion and policy is'vested in the hands of the Commerce Member to 
Government of India. The Railway Board is an expert body 
which controls and supervises railway administration and policy 
in India under the direction of the Commerce Member. During 
recent years, the railway budget has been separated from the 
,general budget and ,is presented to the Assembly a 'few weeks 
before.the general budget. The object in doing so has been that 
railway finance should be considered on commercial principles, 
which is nofthe case with reference to the general budget. After 
providing for the necessary current expenditure and the interest 
on debt due to railways, the scheme provides for depreciation 
and reserve funds and the surplus thereafter is shared with the 
general budget on an agreed plan. While allowing the applica
tion of commercial principles to railway finance, this system is 
supposed to remove uncertain elements due to railway finance 
from the general budget. As we know from recent budgets, the 
receipts from railways have fallen considerably and the railway 
department has been forced to draw upon the depreciation fund 
to b.e able to carry on. 

Large amounts of ~apital expenditure are usually incurred 
on railway development1 and the current expenditure2 on 
maintenance and repairs is also very heavy. Numerous small 
and big industries have the opportunity, to supply the materials 
required for this purpose. The principle that by following the 
policy of indigenous purchase, industries dependent on railways 
should be encouraged, has been accepted in theory, but there is 
no doubt that there is great room for improvement in this 
direction., 

The railways employ a large number of people, skilled and 
unskilled in their services. Besides, the ,number for ordinary 
employment for certain kinds of technical work, the railways are. 
in a position to train qualified Indians for responsible technical' 
work. The policy of Indianisation, if carried to its logical coI;..-, 
~lul'!ion in connection with railway service, would go a long way 
to give an illustration to other employers in the country in the 
'Same ,direction. 

The most important point of view from which, however, the 
railway policy should be considered is its relation to trade and 
industry, The Railway Board lays down certain maximum and 

(1) The total capital a.t charge on 1st April, 1932, was 876 erores of rupees. 
(2) The railway budget amounte to about a hundred erores, whie4 is larger 

"than the 'proposed Federal' Budget~' 
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minimum rates, within which the companies are free to vary their 
rates. In spite of the fact however that the state is the real or 
ultimate owner of the railways in the country, the tradition due 
to the fact that most railways have been managed as separate 
independent units in the past, somehow continues. This results 
in unnecessary competition and independent outlook on the part 
of each separate line. The effort to make each separate line 
paying, comes in the way of that co-ordination of railway traffic 
and railway policy, which is desirable in the interests of the 
country. Long .distance traffic which has to pass over several 
lines is subject to different rates over different distances of its 
entire journey. Such a thing 'would be unthinkable if the Railway 
Board and those responsible for its policy realised that the rail
ways were a national concern requiring a unified policy calculated 
to encourage trade and industry. In doing so, the railways need 
not incur financial loss; in fact, the encouragement of trade and 
industry on well conceived lines should ultimately result in larger 
receipts to the railways themselves. But the narrow outlook of 
the railways prevents them from having a broad vision regarding 
the trade and industry of the C01ll).try as a whole, thus resulting 
in many paradoxical situations with reference to railway rates. 
The Tariff Board in its investigations has often complained of 
the incidence of railway rates on this or that industry as being 
unduly heavy. The policy of protection to Indian industries can 
be pushed forward without undue burdens to anybody, if the rail
way policy were brought in line with the protective policy. There' 
are instances of railway rates being used in other countries as a 
sort of bounty for export or for other encouragement of certain 
industries. Not to talk of such extra concessions, even those 
reasonable arrangements which would give an impetus to the 
growth of different trades and industries, have been absent so 
far, because of the want of co-ordination between the railway 
policy and the general economic policy of the country. 

So· far as the future is concerned, railways have been classi~ 
fied as federal, which means. that the federal budget will be credit
eu with the net contribution available from the railway budge! 
as now. For example, barring the last one or two years, the 
railways have yielded an average profit. of nearly 10 crores a 
year. This has accrued after the .in~erest on railway de~t has 
been paid and after a large depreCIatlOn fund has been bUllt up. 
It may also be added that this record was achieved during a 
period of falling prices and general depression. When conditions 
ftr€' normal, we are bound to have better results. Though We 
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have the classification of Federal and Central subjects under the 
new constitution, this receipt which ought legitimately to be credit
ed to Central revenues is going to he credited to Federal revenues. 
This is unfair. This remark is due to the fact that the Indi~n 
States are going to keep to thlemselves the profits which they earn 
from the railways in their territories, which are in most cases 
their own property. For certain purposes of policy and 
administration, we shall have Federal Legislation as applicable 
to all railways. But this will be no more in effect than what the 
Railway Board does now with reference to the control of Indian 
State railways. Not only that, there has been a claim on the par't 
of the states that because certain large railway companies, like 
the B. B. &' C. 1., cross through the territory of Indian States, 
the States sh~uld be allowed a certain compensation on the earn
ings of these railways. Such a claim has obviously no chance 
of being accepted, but the fact remains that the Indian 
State Railways will continue not only to be the property of 
th~ separate States, but will continue also to be exempt 
from any contribution to the Federal Government. This arrange,· 
ment is obviously unfair to British India. Besides, in practice, 
we may find differences in policy for encouraging different trades 
and industries in which the States may be interested. 

We have said enough to appreciate the position that the rail
way system in this country is a huge national concern from the 
point of view of the financial stake involved, the number of people 
employed, and its immense capacity to help the trade and industry 
of the country. Besides, there are great possibilities of develop
ment of the railway system by internal re-organisation on the 
one hand and by expansion of railway mileage on the other. 
This is thus an economic activity of 'he Indian State, run on 
commercial principles and thus can be an important instrument 
of a new economic policy to help the production of the country. 
But the vested interests of the existing managers of different rail
way lines and the traditions' of the Railway Board, combined with 
the outlook of those European concerns, which have a good deal to 
do with railway policy suitable for themselves-all these have as 
it were combined in proposing an arrangement by which it will be 
possible to carryon railway administration and policy more or 
less as now. The proposal is that a Statutory Railway Board' 
should be created by Act of Parliament, and that as in other 
matters, the federal legislature will have the right to control the 
general railway policy,but the administration will be with 
the Statutory Board, which will be independent of the Legisla- , 
ture. This has been justified on the ground that the 'railways 

·XI~\·l.· N3 

,o~r~ 
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should be run on commercial principles, 'and be above political 
interference. Granting the position for the sake of argument, 
would not the same object be served by asking the Federal Legis
lature to create a Railway Board by its own statute' The 
p"('serve Bank of India, whose creation is a condition precedent 
to the inauguration of the Federation, is to be brought into being 
by an Act of the present Indian Legislature. It passes compre
hension why the status of the future Federal Legislature should 
be reduced by creating a body under the Constitution Act, a body 
which will administer a huge national concern, capable of advanc
ing the economic life of the country, but which will not be 
responsiblc or hound to carry out the railway policy as laid down 
by the Legislature. Devoid of the power to enforce its will in 
this most important branch of economic life, the Legislature may 
find that its wishes in other branches of economic life are thwart~ 
ed by a non-national outlook of tile new Railway Board. If this 
proposal materialises, the hollowness of the proposed constitu
tion ~ll be completely exposed. The theory of a safeguard 
could not be pursued with reference to the Railway Board and 
hence the proposed statutory arrangement. But whereas the 
commercial and financial safeguards are meant to protect British 
interests at the discretion of the Viceroy, the proposed Statutory 
Board for railways will declare to the world in anticipation, the 
incompetence of the future Federal Legislature to deal with this 
domestic problem, and at the same time take away from their 
hands the possibility of using the railways as an instrument of 
forward economic policy in national interests. 

The conclusions at which we arrive are that there is an 
unlimited scope for the development of roads in. the country, but 
that the finances of the Provinces may not be adequate to meet 
the necessary expenditUre, and a loan may be necessary. 

Regarding railway policy and administration, it is not likely 
that the railways will serve that part as an instrument of national 
economic policy, which they do in many other countries. 



IX. THE CREDIT OF INDIA. 
Regarding the credit of India and the financial machinery on 

which it will be based, we should be, in the first place, clear about. 
the exact arrangements I>.roposed. So far as the raising of 
r~venue and incurring of expenditure is concerned, the Indian 
Fmance Minister of the future· Federal Ministry will De responsi
ble to the Legislature. He will work, however, under peculiar 
and even powerful restrictions.. So far as the sources of revenue 
are concerned, they will be subject to the scheme of federal 
finance, which we have already discussed. So far as the expendi
ture is concerned, there will be certain items which will be 
declared by statute to be non-votable, that is, those charges which 
are required for the Reserved Departments and for the service 
of the debt. Thoughl the Minister may use his influence to press for 
reduction in the expenditure on those charges, lie cannot count 
upon the snpport of the legislature because the legislature wnI 
have no voice in the matter. \ These charges will constitute 
about 80 per cent. of the Federal Budget. 

FINANCIAL ADVISER. 

, Apart from this, it has been laid down that nothing should 
be done which may come in the way of the credit of India in the 
money markets of the world. In the matter of budgetary arrange
ments as well as of raising public loans, the Governor-General 
will be charged with a special responsibility, giving him powers 
to intervene if in his opinion methods are being pursued which 
would seriously prejudice. the credit of India in the money 
markets o'f the worm:· Regarding borrowing, the Percy 
Committee's recommendations in paragraphs 117 and 118 of the 
Report/ have been endorsed. In connection with the pre:fede
ration debt, it has' been laid down that they should continue to be 
-secured "on the revenues of India". The future federal loans 
nowever, shall be secured on the revenues of the Federal Govern
·ment only. In order that the Governor-General may be in a 
-position to discharge his duties or special responsibility in this 
connection, he will have the services of a special adviser to be 
called the Financial Adviser. This officer will not have any 
'executive power; he will be appointed by the Governor-General 

, and be responsible to him. It has been conceded that after the 

(1) Theae. relate to the relations of the Provinces and the Federal Government 
in the matter of raising loans, 
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first appointment, the Governor-General will consult with his 
Minister in making appointments to this post.· The services of 
this officer will, of course, be available both to the ministry and 
!o the G~vernor-General. In other words, the decision regard
mg the CIrcumstances under which the special responsibility of 
the Governor-General should be exercised, will depend on the 
recommendation of the Financial Adviser, who will be in close 
touch with the work of the Finance Minister and his Departmen( 
In fact, in.view of. the reserve power thus vested in the Adviser,. 
his advice will always be in effect a mandate to the Minister in 
charge. 

THE RESERVE BANK OF INDIA. 

Another important departure from the existing arrange
ments will take place in the matter of the management of currency 
and exchange. These are at present managed by the Finance 
Department. In other countries, the Central Bank is entrusted' 
with this work. The Central Bank, however, works under a 
Charter or under some authority granted by the Legislature, and 
in times of emergency, the Finance Minister and the Legislature 
exercise executive and legislati~ control over the Central Bank. 
Such arrangements in other countries on the one hand enable th~ 
Central Bank to do its day to day technical but important work 
without interference from the Government of the day, which in 
most countries changes .its colour from time to time according to 
the political party which happens to be in power at the moment. 
In times of emergency, however, the Bank and the Government 
work in the closest co-operation in national interests and such 
situations are usually by tradition treated as being above party 
politics. This is as it should be, because, the Central Bank in 
modern countries is a bankers' bank and controls the whole· 
credit arrangement of the country besides being in charge of 
currency and exchange. With the development of modern credit 
instruments, we have a situation by which what is known as 
bank currency or deposit currency has grown to such proportions 
that it is of greater importance than the ordinary currency 
media, namely, paper notes and coins. The relation of the two 
is highly complicated and varies according to the conditions amI 
practice in different countries, but the combined effect of both· 
on prices and therefore on the economic life of the country is 
undoubted and great. The institution which by its daily tran
sactions is in a position to affect tble economic life of the people 
in general for good or bad, should naturally be run on known 
principles of finance and should not be subject to political pre-
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judice or changing policies, which are reflected in the cha'nging 
political parties which hold power in turn in modern democratic 
Governments. . 

The control of currency and exchange by the Government of 
India in this country, including the day to day management by 
the Currency Department, has been a subject of severe critici::>m. 
They have found it convenient to do so, however, because of two 
important reasons, namely, that having to pay large amomlts 
by way of English charges every year, the Government of India 
are the largest operators in the exchange market, and secondly, 
the currency policy because of this reason and also because of 
the close interests of the London money market, has been in
fluenced by the Bank of England and the City of London through 
the Secretary of State of India. So long as there was no bank 
which could be charged with these important functions, it was 
easier, in practice to carry out the wishes of the Bank of England 
and the City of London through the Finance Department of the 
Government of India, which was bound to take the orders of the 
Secretary of State for India. 

The need for an independent Central Bank, known in this 
country as a reserve bank, has been long felt on the one hand, 
and on the other the weakness of the Government management 
of cprrency and exchange has be'en exposed the most since the 
war. The creation of the Imperial Bank of India simultaneously 
with; the inauguration of the 'Montague reforms, was a step in 
the direction of creating some' sort of bankers' bank which would 
at the same time act as 'bankers to the Government. The 
management of currency and exchange was; however, not handed 
over to the Imperial Bank 01 India, and therefore the Imperial 
Bank could not develop into that kind of Central Bank which 
we have in other countries: The Central Bank in most countries 
o('cupies not oniy the position of control over the internal credit 
and currency arrangement, but it is the only authoritative means 
for international co-operation in monetary matters. In view of 
the monetary chaos into which the world has now fallen, what
ever soluiion that may be arrived at in future, will depend on 
the co-operation of the Central Banks of the world. The Reserve 
Bank of India therefore has not only a function to perform 
within, but has an important responsibility to discharge with 
l'eference to the world outside .. With the immense stake of India 
in international trade and finance, the Reserve Bank of India 
could play an important part in such international affairs. Where- . 
as the creation of a Reserve' Bank for India is thus eminently 
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<lesirable in principle, it should at the same time be an indep~nd
cnt organ of Federal India, capable of holding its own as a repre
sentative national institution of Federal India in international 
councils, and not merely be an appendage of the Bank of England. 
It has been laid down that the Reserve Bank should be brought 
into existence prior to the inauguration of the Federal Constitu
tion, that it should be on sure foundations and free from any 
political influence. It is a sound principle that the changing 
political parties in this country which may be in power in the 
Federal Government should not try to influence this bank accord
ing to their prejudices but tJ'iat they should deal with it from the 
national point of view. It is an unsound principie on the other 
hand that while arranging that the Reserve Bank is free from 
party politics within the country, it is allowed to be subject to 
outside influences, such as that of the Bank of England, because 
-even though it may be outwardly an economic relation, the sub
ordination of the policy of the Central Bank of one 'country by 
that of another must be characterised as a political influence. 
Among the sure foundations on which the Reserve Bank is to be 
built we are told that we should -nave a balanced budget, that 
the existing short term debt both in England and in India should 
be substantially reduced, that adequate reserves should be 
accumulated and that our normal export surplus should be res
tored. Some of these things are obviously beyond the control of 
the Government, but the proposed policy commits the Govern
ment of India to pursue methods which will bring about these 
-ends. For example, if we take the recent budget of the Govern
ment of India as an illustration of the policy for a balanced 
budget, we shall see how this may work. Emergency taxation 
and other emergency measures may become a permanent feature 
in order that some of these conditions may be fulfilled. To what 
extent these difficult conditions can be realised, 'the future alone 
will show. 

THE BRITISH INVESTOR. 

In all these proposals, a good deal has been said about the 
credit of India in the money markets of the world by which, 
however, it is meant toot the foreign investor should 
'have confidence in the -future financial' stability of this 
country. As the principal foreign investors in this country 
either ,in public loans or in private enterprise are 
'British investors, it means that tlk confidence of the 
British investor' must be canvassed in our financial 
arrangements. ,And though the talk is with reference to the cre-
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dit in the money markets of the world, we have arrangements by 
which the financil~l policy of the country may be dictated and 
controlled by.the Bank of England and the British Government. 
The constitution of the proposed Reserve Bank will reveal some 
of these features, the special responsibility of the Viceroy and 
the existence of the Financial Adviser will be the means through 
which this control will be exercised. Besides, the previous sanc
tion . of the Governor-General to the introduction of any bill to 
amend the Paper Currency or Coinage Acts will be required; 
the same eondition will apply to any provision empowering the 
Reserve Bank to manage currency and exchange. This means 
th~.t in effect, the future Federal Legislature of this country can
not make any change either regarding the standard of value or 
regarding the unit of value to be eurrent in this country without 
the consent of the Governor-General and his Financial Adviser. 
If we have a sterling standard now and if we desire a gold stand
ard to-morrow, the option will not be ours. The gold value of 
the rupee is at present 3140th of the changing gold value of the 
sterling. When the gold value of the sterling is fixed in future, 
3l40th of that will automatically be the gold value of the rupee. 
If any legislature wants that the gold value of the rupee should 
be fixed according to the economic requirements and conditions 
of this country alone, it shall not have any power to do so. In 
the matter of raising loans, the future Indian Finance Minister 
will naturally try to obtain more funds from within the country 
as far as possible; there are, however, bound to be occasions when 
foreign loans may be necessary. Such foreign loans under the 
circumstances must be British;' the amount of such loans, the 
time when they should be floated, tlie terms to be offered and the 
procedure to be followed, will have to be laid down accordfug to 
the wishes of the B"ank of England, because any departure from 
its wishes will mvolve a want of confidence in the credit policy 
of this country, at which the Financial Adviser will raise his 
hands. The conclusion is obvious that in all financial problems 
of any importance, of currency standard, of currency ratio, of 
raising external loans, of budgetary arrangements, the same 
methods as' are now followed by the existing Government of 
India under the control of the ~ecretary or Staie and British 
financial interests, will be followed with one difference. Where
as this conirol is now a matter of convention and subject to cri
ticism, in future such control will be a matter of statutory 
arrangement with a constitutional answer to any criticism, 
namely, that any such c9ntrol is exercised by right, according to 
statute, obviously in the best interests of India. 
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The policy of the British Government in this country in most· 
of these matters has been very often severely criticised as being 
Imperial and non-Indian, and even anti-Indian on oCcasions. 
The military expenditure of India has been admittedly meant 
partly at least for Imperial defence. This will be a Reserved 
Department and the same Imperial expenditure shall continue. 
In spite of the declarations of ~'inance Members since 'the days 
of Wilson, regarding the desirability of raising loans in this 
country and regarding the economic evils attendant on external 
loans, adequate steps for internal borrowing have not been taken. 
During the war, when the London money market could not supply 
funds to this country, some steps were taken, and the people of 
India rose to the occasion. The Banking Committees have written 
almost a library on the subject of increasing banking facilities 
and of developing the investment habit in the country. The 
recent unhoarding of huge amounts of gold in this country, is an 
eloquent testimony to the existence of dormant capital resources 
in the countrYt waiting to be tapped if the right policy is follow
ed; what is wanted therefore, is that the financial arrangements 
in the country shall be such that the Indian investor will be able to 
understand and han confidence in the same. Instead of seeking 
tb~s understanding and confidence within, we are asked to seek con
fidence without. H we create more understanding and confidencp 
with the investing public in this country, we shall have in the not 
distant future possibilities of removing the shackles of the foreign 
investor; if on the contrary we have to concentrate more on the 
feelings of the foreign investor, we shall continue to welcome 
these shackles for ever. The control of financial policy is the 
keynote to the independence of modern states. With all the 
paraphernalia of democratic bodies in this country that we are 
likely to witness, we shall thus have in practice a retrograde 
position, because in spite of having the show of an increase in 
power to the representatives of the people, these representatives 
will be faced with a situation that what they complained about 
in the past cannot even be complained of in the future, because 
it will be done in the name of the Constitution Act. The humour 
of the situation is that though British pUblicists have in the past 
condemned the criticism levelled against their financial policy in 
this country, the proposed arrangements are the greatest justi
fication -of this criticism, namely, that British financial policy in 
this country is concerned more with Imperial considerations 
and with the feelings of the British investor, than with the 
interests of the Indian taxpayer or with the economic status and 
progress of this country. 

10 



· X. ECONOMIC OUTLOOK IN FEDERAL INDIA. 

THE CONSTITUTIONAL POSITION. 

The new constitution will be peculiar in many respects and . 
will have no parallel in history. It has been described as a 
federation, and the ~ord "federation" has been generally used 
in connection with it. But if we consider the relations between 
the provincial units and the Indian States, wbich will come together 
for certain common purposes only, we shall find that they are not 
on a footing of equality, and that the act of federating is confined 
only to those functions which ·the Indian States may transfer. to 
the new constitution; on the other hand, there are many features 
which go to show that the provincial units will be subordinate to 
the centre, more or less as now in spite of the fiction of trans
ferring power to the Crown and creating the Provinces as sepa
rate states. Though it may be said that the Indian States will, by 
refusing to take part in purely British Indian questions, not 
interfere in the sphere of provincial activities, it is impossible 
in practice to draw a. line between the aCtivities of the Central 
Government in which the Indian States will not have an effective 
voice directly or indirectly. 

From the point of view of another phrase, which has been 
frequently used in connection witbj the Indian Constitution, 
namely, Dominion status, we find' that the proposed constitution 
cannot pe described to have that status. This phrase is used to 
eonvey a kind of political constitution in which the British 
Dominions, while acknowledging the allegiance of the Crown, 
have an Executive responsible to the Legislature, elected by their 
own people, more or less on the lines of the British House of 
Commons. Besides, there is no limitation in theory or practice 
to the powers of the Dominion Government thus formed, and if 
such a Government acts as a member of the British common
wealth for certain common purposes, it does so entirely out of 
its own free will, and because it feels or is convinced that it is 
in its interest to do so. 

There is no accepted· phrase in political theory or practice, 
·which can be applied to the Indian Constitution of the future, 
b(>cause no effort has been made to conform to any such pre
conceived plan, thoughl the forms of a Federal C'onstitution are 
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going to be adopted. The effort has essentially been to arrive 
at a compromise based on the existing administrative and political 
machinery. In order to show some gradual advance towards 
self-government, there will be legislative bodies in the provinces 
and in the centre, elected on a limited franchise. The selection 
of ministers out of the legislature will also conform outwardly to 
the methods of modern parliamentary institutions. In theory 
the responsibility of the Executive to the Legislature will be 
paraded, in practice we shall find that there are two powerful 
forces which will work in the opposite direction. On the one 
hand, the Legislature will be composed of a variety of hetero
genous groups, without a cOmInon aim or a common policy, each 
group by the very nature of its existence, having to think in 
terms of the interests which it is supposed to represent. The 
other forces will be represented by the Governor or the Governor
General, as the case may be, who witli his immense reserve power, . 
unlimited patronage, and the existence of a European group in 
the Legislature, will be in a position to see that the progress 
towards self-government in India does not interfere with British 
interests. Instead of developing that conscious desire to for~ 
coherent parties to carry out certain well-defined national policies, 
we shall fmd that the Executive will be composed of leaders of 
small groups in the Legislature, who together may form a work
ing majority; and so. long as each such leader can bring the 
voting 'strength ne~essary to keep the ministry in power, it will 
not be incumbent on him to give up his office. 

Such a state of affafrs will be generally true both of the 
Provinces as well as the Centre, with this exception that the sense 
of responsibility both of the Legislature and the Executive at 
the Centre will be substantially limited, and in this limited sphere, 
there will be new partners in the form of the representatives of 
the Indian States. 

We have heard so much about the ideal of an Indian Federa.;. 
tion, an ideal to which both the Indian representatives at the 
Round Table Conference and the British Delegation have vied 
with one another to show attachment. The represe)ltatives of 
Indian States have found themselves in the comfortable position 

. of being wooed by two parties 'with unlimited opportunities to 
make the best of a bargain. If the Indian States have shown 
hesitation to join the Federation, they have done so either 
because they are ignorant of its implications or because they are 
fully alive to the same. The smaller states naturally hesitate 
because the share of the spoils will be very limited for them. The 
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larger states, on the other hand, have not been slow to realise the 
advantages that th,ey will gain out 0:1:' the proposed arrangement; 
they were presented with the choice of having a substantial share 
in the management of certain common affairs of India as a whole, 
coupled with comparative freedom from the shackles of the 
Political Department of the Govern,ment of lndia, for a nominal' 
price. Barring a few honourable exceptions, the Indian princes 
are irresponsible rulers in as much as they have autocratic powers 
over their subjects. Barring extreme cases of mis-government in 
which the British Authorities have interfered, ordinarily there 
is no impetus for an'Indian Prince to care for the interests of his 
subjects. From this long lethargy into which they have fallen, 
they have been suddenly awakened to a sense of responsibility, 
not for the welfare of their own subjects, but for the management 
of certain affairs common to India, which hitherto were under the 
sole control of the Government of India. 

This peculiar situation has been made possible because of 
the theory that the Indian States owe allegiance to the Paramount 
Power represented by the Crown. Tlie average Indian Prince,. 
an autocrat with reference to his subjects, who was hitherto 
taught to behave in relation to an officer of the Political Depart
ment, known as the Resident, is suddenly made alive to the fact. 
that he has a larger roll to play, if he joins the Indian Fecera
tion. The control which the Government of India were exercis
ing over certain affairs of the States, will be. transferred to the 
Federation not by the Government of India, but by the Indian 
States themselves, by means of certain' formalities. And for the 
proper management of these common purposes, the Indian States 
are asked to send representatives to the Legislature with a 
weightage in their favour. This involves a change in the rela
tions between thie Resident and the Prince. The Resident will 
still be there representing the Political Department, which win' 
be in the exclusive charge of the Governor-General as Viceroy. 
But the Resident will no longer be-- a super-autocrat; he will 
probably be reduced to the position of a whip canvassing the 
votes of the State for safeguarding British interests whenever 
they are supposed to be in jeopardy. The special responsibility 
which is to be imposedt on the Governor-General regarding 
commercial discrimination and the credit of Intiia, will be carried 
out in practice in the first instance, not so much .by 
the use of the reserve powers, but preferably by a policy 
of give and take, and the large block of the represen!ativeR of thl) 
Indian States will find that they have much to get ill retmD for 
what they can give without sacrificing their own interests. 
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Considered from these points of view, on the one hand. by 
their very nature; representatives of Indian States will form a 
conservative block not in sympathy with the progressive ideals 
and methods of the representatives of British India. The possi
bilities, however, of the latter reacting favourably on the formnr 
would have been great, had there been an atmosphere of free 
exchange of views with a full sense of responsibility. But with 
the limited powers which the Federal Legislature is to get, l'l!ld 
with the freedom of the States limited by their allegian(,~J to the 
Paramount Power as represented by the Political Department 
we shall find that this large element in the new Legislature will 
be a block to progress, if not anything worse. 

ECONOMIC CONSEQUENCES. 

The phrase "Economic Consequences" implies the possibili
ties of certain effects from known causes, effects which can be 
more or less ascertained: As a rule, economic effects or conse
quences of a given situation are presented in a statistical form 
to give exactness to a particular phenomenon. Viewed from thh; 
point of view, when one is asked to think of economic conse
-quences of the proposed constitution, one may be led to believe 
that it may be possi6le to trace effects or the proposed constitu
tion in different economic spheres in statistical terms. I do not 
think that it is possible to do so nor is it intended, though, the 
title of this series of lectures is liable to that construction. The 
future alone, in terms of actual facts which may take place, will 
reveal the extent to which the forecasts of general tendencies 
that we may make now, will be fulfilled or falsified. Under the 
eircumstances, the only thing that we can do at present is to take 
note of the existing economic· facts in the country, and try to 
visualise how far the new constitutional arrangements are likely 
to create new economic forces, bringing about economic possi
bilities or changes for good or bad. And in. trying to attempt 
Buch a general forecast, we can apply the chief economic test that 
we have already laid down regarding the soimdness of the consti
tution, whether we see possibilities of a substantial increase of 
the national dividend available to t;he nationals' of the country. 
Figures of rroduction or of export and import trade, can be 
presented in a form. to show that over certain periods, there has 
been an increase in the production of the country. Figures of 
such common necessities, as salt and kerosine, are taken to show 
that the total· consumption per head of such commodities has 
increased under certain conditions. But in spite of such data, 
no one is able to deny the broad general fact that the average 



78 ECONOMIC OUTLOOK IN FEDERAL INDIA. 

standard of life of the masses of the. people is very low in this 
country. The main, reason for this can only be that there is not 
enough for all, which means that we should be able to increase 
the· total production on the one hand and see that it is equitably 
distributed among the people on the other. If the figures of 
production in certain industrIes show some increase, but if at the' 
same time we know that a good share of the increased production 
is not available to the people of the country, then from the point 
of view of national economic interests, the consequence is not 
desirable. If we get figures of common necessities like salt and 
kerosine to show that the volume of consumption has not gone 
down even in times of universal depression and low. prices 
now prevailing, we need not gloat over the situation,· because the 
fact .remains that the masses of the people are drawing upon 
their reserves to keep to the minimum requirements of life, and 
hence the reserves are either SUbstantially diminis1I!ed or are being 
exhausted; and the continuation of the malady may result in a 
desperate situation. What is suggested by these observations 
is the fact that unless the real economic disease in this country 
is properly diagnised, and unless tb:e remedy is applied to the 
root cause, we are not likely to improve matters even though a 
bright spot of a temporary' nature may be seen here and there in 
the complex economic life of the country. In other words, to pick 
out an occasional isolated economic phenomenon, and to argue as if 
we had achieved substantial economic advance in spite of obvious 
truth to the contrary, is to practice a sort of self-deception. The 
economic disease in the country which may be briefly described 
89 the want of adequate production available to the nationals of th~ 
country, has been, showing acute symptoms now and again. For 
example, the cry for the Indianisation of the Services and the 
struggle for jobs in government depa:.:tments, reflects on the one 
hand tlie natural desire of the people to see as much as possi
ble of the government expenditure on the administration return
ed to the people of the country,: and on the other, it shows that 
some of the best brains in the country find a paucity of alterna
tive. suitable sources of employment. The Swadeshi movement 
is intended to give an impetus to the industries of the country by 
voluntary efforts on the part of the people even at some sacrifice 
in the belief that such an increase in production will ultimately 
react favourably on the whole economic life of the country. The 
official counterpart of this movement is the policy of discrimi
nating' protection by means of which a few industries have 
received protection in recent years. But the need for a larger 
production is so great and urgent, and its fulfilment has 'been 
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delayed forsuch a long period, that there is a natural impatience 
at anything that is calculated to hinder rapid and comprehensive 
progress in the desired direction. When the natural desire of 
the people to conserve national resou~ces for national purposes 
with the assistance of the state, meets with strenuous and 
successful opposition, as in the mise of the bill for the 
reservation of the coastal traffic, there is bound to be a feeling 
against those interests which come in the way of such progres
sive movements. Such action has been condemned as being 
discriminatory on the one hand and the failure of such action 
has led to the advocacy of more drastic economic weapons on the 
other. The boycott of British goods and the ptoposal for the 
repudiation of the public debt of India, owe thJeir origin in. the 
widespread resentment of the people due to the failure of their 
legitimate aspirations for so increasing the national production 
of the country that more will be available to. the people them
selves. Proposals for the control of the investment of foreign 
capital in this country, particularly, when. such capital takes 
advantage of, the tariff policy of the country, have also the same 
point of view. We find under the proposed constitution that 
restrictions on foreign investments or legislation of the typ<' of 
the coastal reservafionbill, will be treated as discrimination 
against British interests? and will be a matter in which the 
Governor-General's special responsibility to prevent such dis
crimination will be exercised. Talks regarding relief in the debt 
services have been set at rest by making the Debt Servi~es a 
fixed charge on the revenues of India, not votable by the Legis
lature. The boycott of British goods has brought into existence 
emergency legislation and emergency power~ in the form of 
Orqinances, making it impossible for the people e.ither to advo
cate or to practise it. The Indianisation of the Services has 
been accepted in principle, but there have been many difficulties 
in practice, and the progress has been slow. With the protection 
of the Public Services as a special responsibility in the hands of 
the Viceroy and the Governors, and the Military Department as 
a rl;lserved department,· there is no reason to believe that the 
progress of Illdianisation will be more rapid in future than in 
recent years. With the railways as state property, the State is 
the employer of the largest industrial and commercial venture 
in the country, and will set an example for good or bad, regard
ing the employment of Indians in its services. The Statutory 
Railway Board being not subject to the Legislature, must be 
taken to be a body which will not necessarily care either for 
Indianisation or for the development of Indian trade and industry 
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fro~ the ~~tional ~oint,of view, but may be dominated by other 
~o;r:tslderatlOns as 1Il. th~ Plilst. ~he ~ontrol of financial policy 
III the name of the credit o~ India will also be an obstacle to 
prog:essive national s~~em~s. E~onomic policy in trade, industry 
and finance as well as raIlways, will thus be controlled in essentiais 
not by the Federal Le~lature and El;ecutive but by other 
parties. . ,. -

These constitutional limitations on 'the economic progress of 
the couritry betray on the one hand an imdue nervousness on the 
part of British interests" arid. give the greatest justification to 
th~ criticism of British economic policy, in the country in the 
past as being not in the national interests of the count;ry. Consti
tutional 'provisions to ~ee that the same policy can be continued, 

'and the same interests· 'Can' be maintained and perpetuated, show 
the complete failure of the authorities 'to grasp the real economic 
disease in the country and the consequent inadequate attention 
to the root cause of the trouble: With the continuation of the 
present economic status of the country, in spite of democratic 
constitutional forms, we sna.ll have highly expensive debating 
societies in the form of legislatures whose members will 
constantly see that their idea~ cannot hav~, the· desired effects. 
Economic progress in the coi.ri:ttry in those directions in which it 
does not and will not conflict with British interests, will alone be 
possible, and as such avenues are few,we must be pr~pared to 
face tlie continuation of the present economic struggle in the 
country with one important ,difference. The difference will be 
that the clash of interests among the nationals of the country 
th:emselves, between provinces and provinces, bet'\Yeen provinces 
and states, and between communities and communities, will be 
intensified on the one hand because of the constitutional arrange
ments, and on the other because of the fact that there will ~ so 
little for all to divide in order that each may have enough. 
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