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ADDRESS OF WELCOME 

The chair was taken at 11 a.m. by Mr. H. ·STANLEY 
,J EVONS, Honorary Local Secretary of the Association, 
who delivered an Address of Welcome on behalf of the 
Reception Committee, in the course of which he said :-

.It is my privilege to open this conference on behalf 
of ~he Reception Committee by extending a hearty 
welcome to the members who are visiting Allahabad. 
This Association is now holding its Fourth Annual 
Conference. The first Conference was held in Calcutta, 
the second in Bombay, the third in Madras. For the 
first time you are visiting another than a Presidency 
town; for the first time you visit the North of India 
and find around you the great Gangetic plain with 
its swarming population. Hitherto the environment of 
these Conferences has been mainly commercial and 
industrial-here it is rural with the cultural elements 
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of a. town which is the capital of a Province whose 
predominant interest is the land, whose foremost industry 
is agriculture. If .Allahabad has neither the bustling life 
of commerce, nor the hum of industry, it yet has many 
claims to rank as a city of importance. Known 
originally as Prayag it has a history fading into the 
dim and distant part; but always it was a place of 
note-the meeting point of two great rivers, a centre 
of pilgrimage, and a focus of waterborne trade. 

Allahabad is still the greatest centre of pilgrimage 
in India, it is a seat of Government and of Justice, 
and it is a considerable educational centre. It has 
three Arts Colleges affiliated to the University, a 
Training College, and numerous High Schools for boys 
and girls. It is an important railway centre, and last 
but not least it is a centre of politics and journalism, 
its four daily papers representing all shades of opinion. 

It is in no boastful vein that I have given you 
this sketch of t)le city in which you find yourselves; 
but rather with the idea that it may add to the interest 
of your visit t~ know something of the place in which 
the Conference meets. We economists are sometimes 
blamed because we discuss things so much in the 
abstract. One of the papers which we shall hear on 
the last day of this Conference calls attention to the 
desirability of economists paying more attention to a 
study of their surroundings-of the local geography ; 
and this is a view which I thoroughly endorse. 

It is unlucky that the time fixed twelve months ago 
for this Conference happens to clash with the meeting 
of the Congress and of several other conferences. Many 
members who had expressed their intention of attending 
have at the last moment gone elsewhere. But if this 
Conference is not so large in numbers as we might 
haYe wished, I may have the satisfaction, as Honorary 
Treasurer, of telling you that this Association grows con-
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tinually in membership and financial strength. It serves 
a useful purpose, and will more and more become the 
rallying point of all economists in this wide country. 

Gentlemen, we meet not only to hear and. discuss 
papers on various subjects. We have the annual business 
meeting, in which we have the important task of taking 
thought for the future of this Association and how to build 
it up in us~fulness and strength. We have in our charge, 
if we like to assume the burden, a great responsibility 
for the future progress· of our science in India. 

It is with these thoughts prevailing that, in the 
name of the Reception Committee, I ·give you a hearty 
welcome to Allahabad. Dr. Gilbert Slater, who was 
the Honorary Local Secretary of the last conference, and 
1s Chairman of the Committee, will be the President 
of this Conference, and I have now great pleasure 
m calling upon him to take the Chair. 

Dr. GILBERT SLATER then took the Chair, and said:
GENTLEMEN-There cannot fail to be uppermost in our 
minds in assembling here the sad news of the "death of 
our late Chairman, _Mr. Percy Anstey, and I a_m sure 
it will be in accordance with the feeling of men:.bers 
present that we should not proceed with the business 
of this Conference until we have adopted a resolution 
in appreciation of his services and of condolence with 
l\Irs. Anstey. I therefore move from the Chair:-

" That this Conference of the Indian economic 
Association desires to express its profound regret at 
the untimely death of 'Principal Percy Anstey. It re
cognises the importance of the services which the late 
Professor Anstey rendered to Economic Science in India, 
and particularly his zealous exertions as an officer of this 
Association. His numerous public activities as a citizen 
of Bombay have been much appreciated and his loss 
will be severely felt. This Conference offers its sympathy 
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and condolence to :Mrs. Anstey in her bereaYement." 
To you who are present I need say nothing of the 

services :Mr. Anstey rendered to Indian Economics 
generally and to our Association in particular. Others 
can speak with more authority than I can with regard 
to his 'Vork in Bombay. But I feel in private duty 
bound to add that we in :Madras owe him a special 
debt of gratitude for the generous interest he took in the 
development of the study and teaching of economics in our 
University, and for his most helpful encouragement and 
advice, which I believe will bear fruit in the future. 

Mr. DEoLE said-I am very sorry that we haYe to per
form such a mournful duty just at the beginning of the 
session. I come from Bombay and I will be a:ble to give 
you some personal touches regarding my acquaintance 
with Principal Anstey and his work. When I first saw 
the notice in the Times of India it was announced that 
a Mr. Anstey had died. I could not believe that it was 
our Mr. Anstey. I read further and was convinced that he 
~as dead. He was in the prime of life. He had a hard 
task as Principal of the Sydenham College. It was 
the first college of its kind in India, and you will 
believe me when I tell you that the success of the 
College, whatever it is, is due chiefly to Principal 
Anstey. He was not only an economist, but he tried 
to bring in all the business elements that were avail
able in Bombay. He made the College a success 
even from the business point of view. Not only that: 
he was so popular with his pupils-that is a great point
that they deeply mourn his loss. He was very 
anxious to give his students as much liberty as possi
ble; to give them the opportunity to grow. I may 
tell you one instance which will give you an exact 
idea as to how liberal he was with his pupils. You 
know that the death of Bal Gangadhar Tilak had 
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stirred the whole student community of Bombay. The 
students wanted to observe a holiday and approached 
him with this request. He said he was sorry as he 
was a servant of the Government of India. he h.ad 
to work under their orders. Hence he could not give 
formal leave. If the students wanted to observe the day 
as a holiday and stayed away from class he would 
take no objection. The resolution says he was also 
very useful as a citizen of Bombay. He was a mem
ber of the Bombay Corporation, and there was a 
meeting held in Bombay to erect a memorial _to 
1\Ir, Anstey. Speaker after speaker rose and gave 
testimony to the work that he did. Another instan"ce. 
rrhere was a strike of the sweepers of Bombay. A 
small committee consisting of Mr. Anstey was appointed. 

· llis suggestions were very useful, and satisfactory not 
only to the Corporation but also to the sweepers, and they 
were all pleased. The strike came to an end. Gentlemen, 
this is not the time to make a speech. I second 
this resolution and commend it for your acceptance. " 

Prof. COYAJEE said-! beg to support this resolution 
rrhe late Mr. Anstey single-handed succeeded in building 
up the Sydenham College of Commerce and Economics 
in Bombay. As you have heard from Mr. Deole and 
Dr. Sl~ter, he was pre-eminently a man of affairs. By 
the death of Principal Anstey the cause of economict~ and 
commercial studies in India has suffered an irreparable 
loss. His activities in the promotion of the interests 
of the As!iociation and in the co-ordination of economic 
studies in India are well known. In particular, he 
was the foremost exponent of economica in Western 
India; and his activities did not end there. The whole 
of India felt the benefit of his guiding influence in 
the matter of the progress of commercial 8tudies, 
while he made the Sydenham College the model and 
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examplar of commercial institutes throughout India. 
In all these matters he has deserved well of this 
country. 

The Resolution was adopted unanimously all standing. 

PRESIDENTIAL ADDRESS 
Dr. Gilbert Slater, in his opening address said :-

1 desire to . emphasize the fact that this is a meeting 
-of students of economic science. I have always _felt 
qualms when reminded that my official position was 
that of a professor of economics. In comparatively 
easy subjects like mathematics or physics, in which 
mankind early made great progress, it is possible for 
a man perhaps, after twenty years' study, to become 
so proficient as to be rightly called a pi:ofessor; but 
after a lifetime spent in the study of economics I 
feel myself to be only a beginner, and I believe my 
colleagues here have the same feeling. 

Another peculiarity of economic science is that it is 
not professed economists only' who study economics. 
Every business man, every administrator of state affairs, 
even every housewife, must, willy-nilly, consciously or 
unconsciously, be a student of economics. What distin
guishes the economist is that he studies this subject of 
universal import consciously, and of set choice, and not 
by compulsion-with a view to the general public_ welfare 
and not that of .a business or a section of the community. 
And however difficult and complicated economics may 
be, yet prolonged study has its value, and, conversely, 
neglect of economic science carries its penalties. 

The past year has given, in the handling of the 
currency problem by the Government of India, a 
striking example of the unwisdom of neglecting econo
mic science. In few subjects are its conclusions so 
definite and certain as in matters relating to ·exchange 
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and currency. One of its conclusions as applied to 
Indian cmrency is that a high exchange value for the 
rupee is all right, if it is permanent and invariable, 
and also a low exchange value is all right if it does 
not vary. For exchange value of money, so far as the 
country as a whole is concerned, is mainly of impor
tance as affecting foreign trade, i.e., exports and im
ports. In<!ia exports goods partly to pay for imports 
The adva.utagas of the bargain depend on the ratio 
between prices and costs of production of India's 
exportable goods as compared with the goods India 
desires to import. Rupees are changed into English 
money and that back again into rupees, in those cases 
where exports and imports do not directly pay for one 
another; and the rate of currency exchange, if un
changed throughout the cycle of transaction, has no 
effect on t~e profitableness of the bargain. India also 
exports goods to settle current international indebted
ness, and the quantity of goods that must be exported 
depends, not on exchange, but on the sterling prices 
of Indian products in the world market. But what is 
most injurious to India is violent fluctuations in ex
change. These conv~·t both import and expor"t into 
gambling transactions, and penalize both the producer and 
consumer. Therefore the policy of Government should 
be to. diminish fluctuations· to the utmost of its power. 
Actually it started selling Reverse Councils, which means 
buying rupees, still fmther to enhance their sterling 
price 'vhen that was unprecedentedly high, and stopped 
this when the price was low. It aggravated the evil 
of fluctuation when it should have abated it. Reverse 
Councils should never have been sold till the rupee 
dropped below 2s. 

But if excuses be found for this mistaken action, 
surely no excuse can be made for buying rupees at a 
fancy price, some ten per cent on the average, above 

s• 
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the market pnce. If A:50,000,000 was spent, as has 
been announced, in this manner, then £:3,000,000 of 
the taxpayers money was simply thrown ~rwav, ulti-. . 
metely getting, for the most part, into very capacious 
pockets. If only those responsible had spared a half 
anna stamp and asked the opinion of the Committee 
of this Association that money might have been saved. 

Is the Indian Government, since it must .have 
seen for itself how disastrous has been its handling 
of exchange, not ready to listen to advice ? If so, I 
would beg it to try to understand the principles upon 
which the successful system of the pre-war period 
was based. One feature of that system was that 
when the rupee rose beyond a certain sterling value 
English money came in to pay for Indian exports, 
and when it fell below a certain value the English 
money could be sent back to England. True, English 
money then was gold, and now is paper; yet its 
efficiency depended in the main on the fact that ·is 
was English money, rather than on the fact that it 
was m'etal. In September, 1~H9, I urged that this 
feature in the currency system should be resto1'ed by 
making English Treasury notes legal tender in India. 
All our experience since has tended on the one hand 
to enhance my estimate of the benefit that this ·would 
confer in stabilizing exchange, and on the other to show 
that all the difficulties which I myself apprehended, 
or which were alleged by other people, were merely 
temporary wher~ not illusory. Had this step been 
taken when I proposed it, the rupee being then 1s. 10d., 
and the English £1 note made legal tender in India 
at Rs. 10, the rupee would have risen but very slightly 
abo\e 2s, and then the English mon( y would hUYe 
flowed in to pay for the balance of exports of the 
ensuing six m_onths, then when the tide turned that 
money w~mld have gone back again to pay for the 
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balance of imports, stopping the fall ,in exchange as 
soon as the rupee dropped appreciably below 2s. 

But it is not the Indian Government alone th.at is 
guilty of unwisdom in _slighting the teachings of econo
mic science. 'N e find the same neglect among other 
governments, and among unofficial leaders of public 
opinion all over . the world. Should not this fact 
make us search our hearts, and ask om·(3elves whether 

·we are r:ot partly to blame ? Do we pronounce our 
fundamental principles with sufficient clearness and 
vigor and determination to be heard ? 

Does not India and the whole world ·need now to 
have the truth impressed upon it which is the basis 
of our study, the truth that adequate production, just 
distribution, and wise consumption or utilization of 
necessary and desirable commodities is a ·fundamental 
and common interest of all humanity? Are we doing 
all that we might in making the world realise that 
the efforts of statesmen a.nd philosophers and poets 
and religious leaders are thrown away if ei~her the 
production of necessities fails, or what is produced 
fails to reach those~ who need it? 

Again, are we sufficiently clear and lucid in our 
exposition of the necessary factors of production? 
True " land, labor and capital " are necessary factors, 
but -to repeat tlus is apt to make India forget, what 
India ought to realise, that knowledge, skill, intelli
gence, determination, initiative and conscienciousness 
are also necessary factors. And ·not only India, but 
the world outside has been forgetting with deadly 
results, that mutual aid .ann cooperation is the most 
necessary factor of all. Ruskin was wrong in saying 
that competition was the law of death, for competition 
as well as cooperation is a necessary factor in human 
life, but he '"as emphatically right in declaring that 
cooperation is the law of life; and speaking as an 
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economist and not as politician, I would add that 
non-cooperation is tht law of deatJt. 

War is the extreme form of non-cooperation, and 
its terrors are fre3h in our minds. But peace, to 
bring healing, must be not only a cessation of hosti
lities, it must be active, an energetic promotion of 
mutual help and cooperation between nations. All the 
nations in the world must live together on this little 
sphere, \Vhich practically is continually contracting as 
the obstacles to transit are overcome. :Mankind can 
live in prosperity and happiness by mutual aid and 
cooperation, or it can destroy itself by mere refusal 
to cooperate. I find in India a wide-spread idea 
that Europe is cursed by the narrow nationalism which 
ignores the 'Vicler duty to humanity and the economic 
fact of the interdependence of peoples and countries, 
but that India stands on a higher moral plane. But 
in my contact with students I do not find this idea 
confirmed. I find that the Indian student habitually 
insists ou looking at questions from .an exclusively 
Indian standpoint, and I consider that a warning against 
national selfishness is necessary in Asia as well as 
in Europe. 

India is on the threshold of its independent career. 
It may enter upon that career in the Prussian spirit of 
narrow nationalism, thinking only of its own interests; 
but if Indian future history is to be honorable to India, 
Indians must seek, not the good of India only, but 
.that of all humanity. 



THE IDEAL 

SYSTEl\1: OF LAND TENURE 

B. G. BHATNAGAR, M.A. 

KAYASTHA PATHSHALA COLLEGE, ALLAHABAD 

I. Introduction 

rrhe unit of human sympathy has always been 
commensurate with the stage of economic development 
reached at any time in a country: During the days 
of Tribal Economy, when each tribe wandered from 
place to place, taking catch crops now here . and now 
there, the unit of human sympathy was the tribe, and 
when these tribes settled themselves in fixed . habita
tions called villages, which were at once isolated and 
self-sufficing, the unit was extended to and confined 
within the area of, the village; when these villages 
for .one reason or another expanded into towns an<l 
cities, the s~me expansion and limitation of the unit 
was met with. Then the development of the means 
of communication within various countries, and out
side, first tended to create a National and then an 
International stage of Economic Development, and with 
these running concurrently were the waves of Nationalism 
and Internationalism. Before the great war the grow
ing tendency was towards Internationalism or what 
has been sometimes called Cosmopolitanism; but the 
severe shock of that huge armageddon rudely pushed 
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back this rising wave, leaving an open sea to the 
other. The wave that now surges in the hearts of 
men is that of nationalism, and all the countries of 
the world are hammering out schemes to attain the 
highest possible national development. Any method 
of reform, therefore, which one may suggest in any 
walk of life, is to be subjected to the E.upreme test 
of nationalism-a_ term which to my mind connotes 
that the interests of the nation as a whole are to 
be given the priority over international, as well as 
individual or communal interests: A scheme of reform 
that may be capable of securing a very high degree 
of development in a particular branch of national 
activity, or that may be supremely advantageous to a 
particular community, if it is not calculated to have 
a beneficial effect on the all-round activity of. the 
nation, is to be rejected, and another capable o£ 
securing a higher national advantage, although its 
influence on a particular branch of .activity ·may not 
be as beneficial as of the former, is to be adopted. 
To put it in a nut-shell, the doctrine of nationalism 
would subordinate the interests of an individual 
unit of society or of an individual industry, to 
the interests of the nation as a whole. A 
line of reform advocated, therefore, is not to be 
judged on its own merits alone, but its reflex m
fluences on other branches of national activity are 
also to be taken into account. 

II. General Considerations 

(1) The first consideration, therefore, to be cons
tantly kept in mind while devising any system of land
tenure would be to make it such as may ensure on 
the one hand, the fullest possible development of the 
agricultural resources, and on the other help the 
manufacturing and- commercial activities of a country. 
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In any case it should not in any way act as a drag 
upon the other act~vities of the society. 

(2) Then again it . has been found by e:xperie!lCe 
that when the interests of more than one class of 
people clash together in any industry, as they certainly 
do in agriculture, then that industry suffers by 
mutual. unnecessary interference. And, side by side 
with the above it has been noticed. that generally this 
joint demand for the services of two or three classes 
of people _ leaves one class dependent upon another, 
with the result that the prosperity of the former 
dEpends upon the latter. This is very permcwus, 
and in devising a new system we should try to eli
minate this dependence as far as possible. It shonld 
ensure to each class of people as much freedom of 
action as may be compatible with the highest national 
interests. Each class should be secured in its rights; 
and the obligations of each towards the other, and of 
all towards the industry should be well-defined. 

(3) Last of all there should be no compulsion 
upon any man to follow this or that industry. He 
should be perfectly_ free to follow that work in life 
to which his natural· interests lead him, as a man 
is sure to do that best for which he has been made 
by Nature. 

III. Essentials of the Ideal Cultivator's 'fenu1·e 

(1) Continuity of Possession 
In order to secure the highest possible development 

of agriculture it is essential to provide some sort of 
continuity of possession. It is not essential that the 
man who tills the ground should be made the owner of 
it, in the sense in \-rhich the word owner is generally 
used. _ (It carries with it the idea of the power of sale, 
mortgage, lease, inheritance, etc). Rut it may be taken 
as an axiom that the longer and more certain the 
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continuity of possession the greater would be the 
expenditure of capital aad effort that a cnltivator wonld 
be disposed to put on his farm. 

(2) External adjustment of rents 
Continuity of possession necessarily involves some 

external regulation of rents, for if the land-lord could 
raise the 1·ents at any time and to any amount he 
thought fit, he would, when competition is active, drive 
out the cultivator by fixing the rent impossibly high. 
The two conceptions are as a matter of fact interde
pendent, and any administration which undertakes to 
secure continuity of possession, should also undertake 
the regulation of rents. 

(3) Freedom of adjusting scale to the 1'esources 
If the principle No.1 were to be. carried to its 

logical conclusion, it would lead to the confirmation 
of the right of property in perpetuity, and the re
searches of Arthur Young, Seebohm, and others in 
the systems of land-tenures of various countries, 
and the prevailing state of agriculture there also 
point in the some direction. But the rigor of this 
is to be modified by an. equally important principle: 
every cultivator should be free to give up or to take 
in as much land- as his resources in men and money 
may warrant at a particular time. The import of 
this principle is that although the cultivator may be 
free to adjust his scale of industry to his resources, 
he should be made independent of any outside pressure 
to adopt a different sc::tle. This would necessitate 
some such legal provision as is met with in the 
ryotwari systems of India, which provide that so long 
as an "occupant" pays the land revenue, assessed 
on his land e\ery thirty years, he may without fear 
of any ejectment continue to cultivate his land, but 
may whene\er he so desires, gi'e up a part or the 
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whole of his land, the amount of revenue being de
creased proportionately. Or we may adopt some such 
system of periodical readjustments of the size of in
dividual holdings, as was prevalent in Russia during 
the days of mir tenure. Whatever system we adopt, 
there should be some provision to meet the necessity 
of a farmer. If at any time a cultivator finds his 
resources to have increased, and if he is desirous of 
taking up more land he should have every facility 
to do so provided such addition is not liable to affect 
prejudicially his fellow cultivators. And the chief 
items to be taken into account while estimating the 
resources should be the number of persons to work 
upon, and to get subsistence from the land, and the 
amount as well as the nature o~ the capital to be used. 

( 4) Contiguous system of fields 
The disadvantages of a holding composed of fields 

scattered here and there, have been fully realised in 
thinking circles, and much has been written on the subject 
of late; it is enough therefore for me to refer to it·and say 
that the new system of land tenures should provide 
the right of cultivatwn in a solid block of land· only, 
and should never allow cultivation of scattered fields. 

(5) Inheritable, but only by -one hei1· 
The holding of the farmer should be inheritable, 

but only by one of his son~ or daughters, whoever 
has natural aptitude for agriculture. It should never 
be left to be divided amongst all the sons, as is now 
done under the wasteful Hindu and l\Iohammedan 
laws of inheritance. The evils resulting from these 
laws have been so fully discussed and set out in the 
recent literature on the subject, that I need not dilate 
upon them here. Not only the land, but all the agri
cultural capital also, should devolve upon him who 

49 
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inherits the land, aJJ.cl the rest of the property may 
be equally divide<) amongst the others. Although the 
land should be heritable under the restricted conc1i, 
tions named above it should never be capable of bei>Jg 
mortgaged or sold i.n parts. It may be transferable, 
but only in lots, and only to him who means to 
cultivate it himself, and not to sub-It-t it. 

(6) lmprocements made by th'! cultivatrJr ex'!mpted from 
enhancement oj Tent 

While discussing continuity of possession, we re
member to have remarked that as an adjunct to it, 
we should have e-xternal regulation of rents. These 
changes in 'rent should only be allowed, in general, 
at the time of re-adjustments, or new settlements, and 
while assessing at new rents the improvements made by 
the cultivator on his land should be exempted, and the 
rents once enha-nced should not be allowed to be raised 
again until a certain fixed period has passed away. 

Re-adjustments as wel~ as alteration in rents m 
pa:.:ticular cases and on speicial grounds should 
be permissible even during the time intervening 
between _two readjustments, provided such readjust
ment is possible without inconveniencing others, and 
pwvicled the changes in rent are justified on very 
special grounds such as the deterioration of land owing 
to some natural calamity, or improvement in land owing 
to some capital improvements made by the proprietor 
of the land. Who should be responsible for this, and how 
this is to be effected would be discussed later on. 

IV. -Is the maintenance oj an intermediary 
. proprietary interest desirable / 

We now pass on to. discuss whether or no it woulLl 
be desirable to introduce and maintain a proprietary 
interest between the actual cultivator and the Govern-
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ment. Let us first start with the assumption that 
there is no intermediary, a.nd then see what other 
measures besides the tenure detailed above, would have 
to be undertaken to insure the full development of 
the agricultural industry. The fixity of tenure and 
consolidated economic holdings would not by them
selves bring· about all that is desirable, although they 
would facilitate it, as now their absence blocks the 
way of progress. But all these would go a very little 
way indeed if the cultivator were left uneducated in 
the advanced methods of agriculture, and ignorant of 
the advantage of using specialised machines, as they 
are invented every now and then, of improved seeds 
and various agricultural products of . better quality 
capable of being grown in a particular locality. And 
all this educative effect would result in nothing, if the 
cultivator did not possess the capital nAcessary to make 
these improvements. To begin with, therefore, the 
Government will have to provide some agency for the 
diffusion of sound education, and to control aud guide 
it. Another to spread knowledge about improved seeds, 
agricultural machinery, and other discoveries as they 
are made in the Central Government Experimental 
Farms. For this, if it is to be done properly, de
monstration farms will have to be opened for each con
tiguous group of four or five villages. Experimental 
farms, with provision for demonstration will have to 
be provided at convenient centres for each group of 
villages constituting a .homogeneous region. And it 
may be found necessary to have still bigger experi
mental farms, say for a district or a group of districts, 
or a province, the size of the area of influence being 
determined by the nature of the climatic and other 
agrarian conditions, such as the qu'llity of the soil, etc. 

Then again the individual farm will need to be 
provided with various other capital improvements, such 
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as drainage and irrigation works, which are beyond 
the means of an individual farmer, however prosperous 
he may be. Even in a rich country like England, 
farm buildings, enclosures, and other big works are 
made by the landlords and therefore the Government 
will have to do these things here. The reason why 
even prosperous farmers fail to make these, is not far 
to seek. ·when property breaks into srr:tall pieces-as it 
is bound to do when we have peasant proprietors--the 
savings also break up, and are easily squandered; but 
when they gather together in a respectable mass in 
the hands of a landlord, they are not so easily wasted. 

Another function which the Government will have 
to undertake in the absence of an enterprizing inter
mediary as they have been compelled to. do now, 
would be that of organising co-operative activity. Had 
the intermediary been conscientious and enthusiastic 
about his business there would have been no necessity 
for the Government to take initiative in the movement, 
and it would have been saved ·its present rigidity of 
form and a departmental character. It is an open 
secret that people in the villages look upon their co
operative credit societies as an institution of the State, 
maintained to provide cheap money for them. The 
general attitude of the Govemment Inspectors and 
others lends a strong support to their belief. They 
have not yet learnt to look upon the Society as their 
own, and this is the weakest possible point of the system. 

To secure all the above desirable things, Govern
ment will have to maintain at least three different 
and independent agencies, one to spread education, 
supervise and control it, and it may be found con
yenient to entrust to this the diffusion of ideas about 
sanitation, co-operation and . improved agriculture. 
Second', to organise, guide and control co-operation in 
its various forms and in practica~ life. And the third, 
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to work the experimental and demonstration farma. To 
this may be entrusted the planning and carrying out 
(assisted in bigger projects by the P. W. D.) of capital 
improvements, like drains and canals, as well tlS farm 
buildings. 

Now, for all these three -agencies, we shall have 
need of a very large staff of officials, which would 
be very expensive, and at the same time not as 
keen about its business as a conscientious and 
enthusiastic intermediary with a proprietary interest is 
likely to be. For this reason, and for others to follow, 
I consider it desirable to have !ln intermediary. Here 
somebody may pertinently remark that so far these 
intermediaries have, by no means, shown any marked 
enterprize, in providing education-general and agricul
tural-and have taken no interest whatever in the 
development of agriculture or co-operation. Of. course, 
they have not. But that has been due to the pre
vailing ignorance of the class, and the resultant absence 
of the sense of duty, as well as to certain serious 
defects in his tenure. The enlightened landlord has 
done much for his .tenantry in England, and we have 
every reason to believe that, if his ignorance is re
moved, and he is given a secure and reasonable 
tenure, the Indian landlord would also do equally 
as well for his tenants. 

Besides being less expensive, an intermediary would 
be more efficient, as there would be no division of 

/ 
responsibility and he would take a personal interest 
in all this work. No 'Government official, however, 
well-paid_ and conf;cientious he may be, can equal 
the zeal of a zamindar who looks upon the land as 
his own. All these considerations impel me to say 
that the maintenance of the zamindar, wherever he 
is present and his introduction, wherever he 1s not 
present, is highly desirable. ' 
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V.-Essentials of the Tenure of the Intermediary 

(1) Proprietary interest to extend over a contiguous 
group of 1-·illages 

He should have a proprietary interest extend
ing over an economic unit of a group of villages . 
. Just as it. is desirable to entrust to one farmer a 
consolidated block of land for good farming, so it 
is equally desirable to put in· charge of an individual 
zemindar· a group of contiguous villages with an 
area neither too large nor too small to be managed 
by him. Generally a zemindar who has a_ large number 
of villages under him has enough and to spare, and 
the marginal utility of money is low to him. If he 
is not given to the common viees of the rich, he cares 
very little for getting more by developing his estate, 
and the nation loses what _would have come to it in 
the form of increased revenue if the zemindar had a 
strung incentive for getting mor6. If the zemindar 
happens to be a man of extravagant habits then to him 
his chief function is to get more· and more rent out of 
the cultivators, and to eat, drink and be merry. Even 
if a big zemindar be enlightened, conscientious, and 
sympathetic; h~ _ cannot look after the affairs of his 
property, and has perforce to employ agents, who 
cheat him and cheat his tenants. The sufferings 
of the tenant under the personal care of a bad 
zemindar, are not comparable 'to the sufferings of 
those put under the best agents. My experience of 
estates managed by agents leads me to say that they 
almost always tyrannise over the cultivators, and care 
more for their personal gain than either for the - de
velopment of the property or the well-being of the 
tenants. And if the different villages of a zemindar 
happen to he scattered in different tahsils of a dis
trict, or in different districts, then even the remote 
chance of a- zemindar exercising some control is out 
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of question, and all the evils of management by 
agents are intensified very much. He who wants to 
have a first hand knowledge of these evils, should go 
to one of the taluqdari estates of Oudh, or to a 
big · zemindari entate in the Agra Province, and see 
for himself the state of affairs there. 

(2) Inheritable according to Primogeniture 
The zemindari interest should be inheritable, but 

always according to the law of primogeniture. Only 
one son having aptitude for agriculture, and having 
previously received the education prescribed above, 
should succeed the father, others being left to do what
ever they please, after due provision has been made for 
their education in what they are fit for. Besides the 
land and the agricultural capital which is to go to 
only one issue, all other property, should devolve equally 
upon others, according to the prevailing laws of the 
caste or tribe to which they belong. 

The zemindari may be transferable and mortgage
able but never leaseable. It should never be. allowed 
to be sold in parts. 

J 

(3) Powers of the Zernindar 
' 'l'he zemindar may have certain powers over his 
tenantry, but never amounting to absolutism. He may, 
if he _makes some capital improvement, enhance . the 
rent,· provided it is mutually agreed to. If no mutual 
agreement is reached, the matter may be referred to 
some authority considered competent f01· the task. 
But to attain this there should be no expensive pro
cedure, no stamp duties, as they needlessly add to 
the expenses of the poor. Besides the enhancement 
of rent in case of mutual agreement, the zemindar 
may be entrusted with certain oth~r magisterial and 
judicial powers, up to a certain limit. 
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While discussing the tenure of the cultivator, we 
remember to have remarked that as a general rule 
changes in rent should be allowed only at the time 
of periodic re-adjustments or new settlements, and that 
for special reasons detailed there they may be allowed 
in between two readjustments. Now these re-adjust
ments and changes in rent should be made by the 
zemindar, assisted by the village patwari, and m 
collaboration with the circle kanungo. After this the 
new scheme of re-adjustments should be submitted to 
the tahsildars for ratification. The tahsildar, before 

· ratifying it should take measures to acquaint the 
farmers concerned with the changes proposed in it, 
and ' should within fifteen days of this decide any 
objections to it, and then finally declare it .sanctioned, 
after modifications have been made. The length of 
the period after which these re-adjustments should 
be made,' should correspond more or less to an 
agricultural cycle, the approximate length of which is 
between twelve and fourteen · years. Three of four 
times of this may be fixed as the period for 
settlement of land revenue, but here the Government 
should definitely fix a percentage of the assets that 
it is entitled to. There should be no uncertainty 
about it, and no long procedures in arriving at the 
new figures of revenue demand for the future period. 

( 4)-Responsibilities of the Zemindar 
He should be responsible, on the one hand to 

the Government for payment of land revenue assessed 
on his land from time to time, and on the other 
hand to the t£>nantry for the maintenance of an 
agricultural farm, the supervision of schools, and co
operative societies in the area under him. He 
should be responsible for making capital improve· 
mei,ts on individual farms, for providing roads and 
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bridges, constructing wells and Ci:t,nals, dams and 
draius wherever necessary. He should look after the 
police, the panchayat, sanitation and hygiene of the 
various villages put under him. In short, he should 
be a constant source of inspiration and guidance to 
the cultivators under him. 

( 5) Compulsory tJducation for successwn 

But to ensure that the intermediary would be 
enlightened, conscientious and really effective it is 
very essential to make it a legal necessity for him 
to get a thorough education in the science and art 
of agriculture, in estat~ management, as well as in 
other kindred branches. of knowledge, such as co-opera
tion and village sanitation, before he is allowed to 
assume charge of his office. To attain this there 
should be agricultural colleges, not as at present one 
in a province, but scattered throughout the country 
districts at convenient centres, where prospective 
zemindars may be educated, and the curriculum_ should 
be so arranged as to prepare them for their future work. 

Vl.-Conclusion with special reference to the 
GeMral Considerations 

The scheme of land tenmes discussed above would 
in th~ .opinion of the writer, not only provide facilities 
for the fullest possible development of the agricultural 
resources of a country, but would also create a middle · 
class substantially rich both in material belongings 
aml intellectual nttainments amongst the sons and 
daughters of the zemindars. This middle class would 
be capable of giving very great help to the State 
at the time of emergency, and would be .a perpetual 
source of culture and advancement to the country. 
~fen of this class will ha>e enough to live in comfort 
and to spare, and they will be able to pursue 

50 
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knowledge for its own sake. Even if education be 
freely provided by the State, it is only. those who 
have got sufficient monetary rP.sonrces to buy books 
and papers, and to live up to that standard of living, 
which makes the pursuit of knowledge possible. It 
is people of this class alone who can add any thing 
original to the world's store of knowledge. That 
leisure is essential for high achievements in sciences 
and arts, is difficult to deny, and is \Veil supported 
by the high development of both in Bengal, and that 
leisure would not be possible for the sons of even 
prosperous farmers is as difficult to refute. Therefore -
for the creation of a leisured, I don't say a luxurious, 
class, we have to look to the zemindari interests 
or to high commercialists and industrialists of a 
country. That freedom from monetary anxieties is 
very essential for the production of original work is 
very clearly supported by the fact that so far; lea-ving 
Bengal and the city of Bombay aside, very few 
Indians have succeeded in producing anything original, 
or in even becoming great politicians. I for one 
do not believe that the Indian has not got in him 
the requisite gifts of originality, of initiative and of 
invention; and the reasons why so few are met with 
are to be found in our defective system of education, 
and in the host of an:\.ieties that begin to weigh a 
man down before he has pass.ed his teens. Given a 
leisured class, with proper safeguards to ensure its 
energies being directed into the right channels, we 
f.hall have not only a cheap central and very efficient 
agency to look after agriculture and other villi!ge 
activities, but also a permanent flow of well-trained 
and well brought up young men and women ready· . 
to take their part in other avocations of life that 
require a high standard of intelligence, aild offer a 
high standard of living. 



THE TAX SYSTEl\I 
UNDER THE REFORMS 
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There are two gen€ral problems connected with the 
tax system: firstly, the distribution of taxation; 
secondly, the division of the taxing powers and revenues 
between the central and local governments. 

In distributing the burden ·Of taxation, the aim of 
the statesman, once he has decided how much reve
nue he needs, is to make the burden of that revenue 
as light as possible, by reaching those sources of 
taxation which can best bear the burden, and by taxing 
them in proportion to their ability to pay. In practice 
this requires us to answer the following questions:-. 

1. What taxes shall be levied ? Shall there be 
a few heavy taxes with the impossibility of making 
accm:a.te adjustments, or shall there be many light 
ones, with all the complexity and high cost of collec
tion, which such a system causes? If only property 
is taxell incomes which. result not from property but 
from skill, as well as many unexpected and unusual 
incomes, such as excess profits, will IJe untaxed. If 
only incomes are taxed, idle property which is kept 
out of use for pleasure or speculation, will bear no 
hnruen. Political motives must also be considered. 
Direct taxes are more resented, but indirect taxes 
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are likely to injure. the poor, unless they a.re exclu
sively on luxuries. If we use all kinds of taxes there 
is great danger of double taxation. 

2. Shall the taxes be proportional or progressive ? 
Who shall be exempted? If graduated taxes are 
adopted, how rapidly and up to what point shall the 
tax-rate increase ? There are arguments on both sides; 
but progressive taxes are Iapidly being adopted in all 
countries as the best way of making the burden pro
portional to the ability to pay. 

The Indian tax system obeys these principles fairly 
well on the whole. Nearly equal amounts of the 
revenue are obtained from direct and indirect taxation. 
Though some of the indirect taxes are shifted to the 
poor, yet, as they usually pay no income tax, this 
does not produce double taxation. The land revenue 
and the income tax taken together are equivalent to 
a general income tax. But we find practically no 
attempt to tax speculative profits or unearned in
crements ; and non-agricultural . incomes are taxed on 
the latest principle of progression and super-tax, the 
lowest being exempt and the. rate for the highest 
gradually a}Jprcaching 25 rer cent, while agricultural 
incomes are supposed to be taxed proportionally, but, 
owing to the unequal rise in land values and the 
long periods of settlement, the rate varies inconsis
tently from 5 to 55 per cent and probably even higher 
in some permanently· settled areas. 

In considering tpe recent reforms in India, the 
second problem of the tax system is much more important : 
namely, the division of the taxing powers and revennes 
between the central and local governments, in such a 
way that each go\emment may freely increase its revenues 
without encroaching on the revenues of others, or hindering 
its own economic de\elopment. Here the difficulty of 
double taxation arises in two ways: either the same source 
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may be taxed by Imperial, provincial, and municipal 
governments, or it may be taxed in two provinces, if the 
owner resides in one and owns property in another. 
Double taxation could be prevented by having a uniform 
central tax system and doling out shares of each tax to 
local governments as was done formerly in India. But 
unless the people of provinces and even smaller territories 
are given a chance to tax themselves, they do not develope 
any sense of public responsibility, and many beneficial 
expenditures are not undertaken, for lack of money which 
people would vote, if assured that it would be used in 
their own city or district. If, however, to arouse public 
responsibility, complete independence is given, some 
backward localities will not vote necessary taxation, while 
others may injure themselves by voting large oppressive 
taxes in ignorance of their effects. A iniddle course is 
to determine which taxes local governments may levy, 
and in the case of smaller local governments, to fix 
maximum rates, for these taxes and possibly minimum 
rates also. It iH usually found, however, that true public 
spirit is never developed while the higher government 
looks jealously at every increase in the rates of the lower 
government, and therefore a complete separation·. of the 
sources of taxation usually permits the freest development 
of all the functions of government. Such a separation 
was aimed at in the Montague-flhelmsforll Report, and 
still ·nJ.ore by the ~Ieston Committee which did not even 
favor the division of the re-renues from fees, and was 
opposed to giving the provinces any part of the income tax. 

We must, then, inquire what taxes a.re best suited to 
local governments. The problem is more complicated in 
large countries like India and the United Statrs of 
America, which have a.t least three different grades of 
governments to be Batisfied-i.e., in India, first the 
Imperial, second, the provincial, and third, the smaller 
local governments, namely, municipalities and district 
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boards. In the United States the Federal Government 
obtains its revenues from customs, excise and the income 
tax; the States (corresponding to provinces) from a small 
tax on ·land, from taxes on corporations, 'and inheritance 
taxes; the smaller local governments chiefly from taxes 
on land, on buildings, from local licence~, and from a 
wheel-tax for the upkeep of roads. Bastable agrees 
that these three are the best fitted for local taxes. 

Of all taxes, taxes on land are best for local 
purposes. Land is the one source of taxation which 
absolutely cannot run away from taxation. As Bas
table points out, there is little else to. tax in rural 

· districts, and in cities the landlords should pay as 
they are the ones chiefly benefited by local expendi
tures. The same reasons apply to a house tax, though 
with .. less force, for houses can be allowed to run 
down after some time, but they cannot move away 
quickly. If a merchant wishes to sell goods or use 

· a vehicle in a district, he must get his licence in 
that district. 

On the other hand, customs duties must belong 
to the Central Government, if they are levied at the 
national boundaries, for they are a tax upon the 
consum~rs of the whole country, and duties· collectetl 
at the boundaries of provinces or districts would be 
exceedingly oppressive and costly. Octrois are easier 
to collect, but they are just as detrimental to economic 
progress.s. as they prevent trade between city ancl 
country with all the division of labor and organiza
tion of industry and commerce which depend upon 
it, while the advantages of protection are absent in 
the case of cities since the movement of labor and 
capital is unhindered by great national differences and 
there is no great disparity in industrial knowledge. 
Secondly, excise duties are usually assignecl to the 
Central Government, because taxation on protlnction 
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would drive out capital from districts which taxed it, 
and excise without an equivalent import duty would 
defeat its own end by driving out h')mi3 pt·oducl3rs 
at the expense of foreign producers. These difficulties 
are overcome if the Central Government determines 
for all the local govern ·nents the rate of the tax and , 
arranges for eLJUal or higher import duties. Bnt then 
the desired freedom of taxation is taken away. In 
the third place, the income tax shonld be assigned to 
the Central Government. L:>cal income taxes drive 
away bnsiness and are either evaded or else mean 
uonble taxation, when a man owns property outside 
his own province. Especially if the · tax is to be 
progressive, wealthy men will try to evade it, and 
only the Central Government can discover the whole 
income so as to determine the rate. The sall!e 
objections apply with some force to the inheritance 
tax. But this is nevertheless a state tax in America. 
The difficulties of making it so are largely avoided 
if the rates are approximately equal in neighbouring 
provinces and each estate is taxed wherever the pro
perty is found. 

Now let us . exauii.ne the tax system of India and 
discover how far it has been made to conform to 
these fiscal ideals by the reforms, and whether it is 
possible to perfect it still further along these lines. The 
Imperial revenues include Customs, the Income Tax, 
Salt, Opium, and profits of Rail ways which cross Provin
cial boundaries. All of these should usually be central 
revenues. The provincial revenues include Land Revenue, 
Excise, Stamps (with a few exceptions), and the profits 
of Irrigation and of Feeder Railways, and all the receipts 
accruing in respect of provincial subjects. The Gazette 
of India of llay 15th, 1920, which laid down the rules 
for fiscal devolution, followed the ~Ie ston Committee 
in stri ring for an absolute separation of revenues. 
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But a new. Gazette Extraordinary published only two 
weeks ago (December) shows __ that the Government has 
at lctst yieLlwl b the -importunities of the richer pro
vinces, and has permitteLl the provinces to retain 
a share in the growth of the income-tax, when this 
growth is due solely to an in crease in the amount 
of income assesseJ, and not to any increase in the 
rate of the tax. This is arranged by giving to the 
pl'Ovincea three pie3 on ettch rupee of income assessed 
less whatever this amounts to iu the present year, 
1920-21, less also one-fourth of the costs of collection. 

The outstanding fecttLue of this division is the 
giving of the whole lctnd revenue, the greatest single 
head of revenue, to the provinces. Wble recognizing 
that this was ideal in thP-ory Bastable saw that it was 
often impossible in practice. In 1890 he wrote, " We 
can harJly imagine the Indian Government yielding 
up the land revenue to the provinces." But now the 
impo&sible has actually been carried out m the 
interest of sound finance. It m~1st be admitted that 
it has been made possible by the growth of industry 
and commerce, and thus of customs and the income
tax on non-agricultural incomes and also by the growth 
of provincial responsibility for m .tny of the dnt ies of 
the Government. 

The excise duty was already more than three-fourths 
assigned to the provinces, and was thus easily given over. 
But it must be clearly understood that the excise in India 
is made up of two parts : first. the duty per proof gallon, or 
the true excise, which i3 a tax on production; second, the 
licence fees, which are a tax on the right to sell or retail, 
and correspond to the local licences which Bastable 
approves as local taxes. The duty per proof gallon which is 
nearly t\vo-thirds of the whole in the United Provinces is a 
reveime of the central government in nearly all countries. 
It may safely be treated as a local revenue only if the 
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central government fixes the rates (and also imposes equal 
customs duties), in which case it ceases to be a ready 
source of fresh revenue. 'fhe licence fees, however, can 
and should be raised locally at the will of the community 
concerned. With the growth of prohibition sentiment the 
excise is likely to prove a vanishing source of revenue. 
But there are other commodities which are frequently 
the object of excise in other countries, such as tobacco, 
pl<tyiug cards, etc. In India where more sugar is probably 
consumed in proportion of the wealth of the country than 
anywhere else, a tax on refined sugar might prove 
prorluctive and could not injure the poor who depend upon 
home-made gur. The profits of local public works, 
such as irrigation and feeder railways, naturally belong 
to the locality which has an intei'est in constructing them. 

The revenues from stamps might go either to the 
government responsible for collection or to that responsible 
for imposing them. The stamp tax on small cheques 
is a great hindrance to the development of banking; 
if it should be abolished for cheques under Rs. 20 and 
made only half an anna for cheques under Rs. 50, it 
would probably yield a higher revenue because of the 
greater use of cheques. 

With regard to the income tax I regret that the 
Government did not hold out. The Central Government 
needs expanding revenues and it would have been possible 
so much the sooner to do without the provincial contri
butions. I shall try to show that there were other taxes open 
to the rich provinces which would have more than made up 
for any loss due to the assignment of agricultural 
land revenue to the province whence it came. The 
present plan is bad in theory and only tends to make 
the provincial contributions permanent. 

A little calculation will sho·.v that it was impossible 
to give all these revenues to the provinces without 
causing a deficit in the Imperial budget. This is 

61 
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reckoned at 983 lakhs or about £ 6.5 millions. This 
deficit is to be met by the contributions from the 
provmces. These contributions are at first to be 
proportional to the revenues now paid in each province 
toward the Imperial income, but the proportions are 
gradually to· be changed until 1928 when each 
province's contribution will be proportional to its own 
revenue. It appears that .Madras, the United Provinces 
and the Punjab have been paying more than their share 
to support the Government of India, so that their 
contributions will gradually decrease, while the 
shares of Be~gal, Bombay, and Bihar and Orissa, 
which appear to have been favored provinces, will 
gradually increase. This contribution may be gradually 
decreased or increased, if required, with the sanction 
of the Secretary of State. • It would have b_een simple 
to make each government quite independent, and this 
could have been achieved in any . one of the following 
ways : first by letting the Central Government keep the 
excise duty per proof gallon, which would have been 
more m accord with both theory and practice else
where; secondly, by allowing the Government of 
India to keep the revenues from Stamps; or thirdly, 
by making the income tax apply to agricultural incomes 
also and reducing somewhat ·the incidence of land 
revenue. The first would have been the simplest 
and the best plan for the present. The provinces 
would still have controlled the local licences. How
ever, if the· contributions are gradually reduced, so 
that the provinces are enabled to keep the whole 
excise duty, the present plan will prove beneficial; 
but there is danger that they will serve as a prece
dent for additional contributions, whenever the Central 
Government wishes to escape the disagreeable necessity 
of increasing its own taxes. 

In order to increase the provincial revenues, which 
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may be necessary for compulsory education and other 
needed reforms, there still ·remain several sources of 
taxation available. The inheritance tax may result 
in the removal of property if it is not levied in all 
the provinces simultaneously, but there is not so much 
incentive to evasion, and the tax is not so severely 
felt, if it is progressive directly with the size of the 
estate and inversely with the kinship of the legatee. 
There is much to be said for the inheritance tax on 
both political and moral grounds, and it should form 
a part of every complete tax system. Some foi·m -
of unearned increment tax, or some tax to force idle 
land into use is exceedingly desirable. With the 
sanction of the Governor-General-in-Council such taxes 
may ~Je <leclared sources of provincial revenue. _ The 
Governor-General-in-Council may also sanction the 
raising of loans by provinces on the security of their 
revenues~ either for emergencies, such as famine relief 
and the payment of debts falling due, or for capital 
expenditures on improvements, such as irrigation, 
electric power, communications, housing, reclamation, 
development of fore__sts, and similar projects. For 
improvements benefitting special localities, ·special 
assessments or betterment taxes may reduce or entirely 
remove the necessity for borrowing. The erection and 
the _equipment of the new schools should also be 
considered a productive project for which loans may 
he raised, for the tax-paying capacity depends on a 
sl{illed population more than 011 any other improvement. 

Proposals for either borrowing or new taxation may 
originate, either with the ministers in charge of 
transferred subjects, or with the councillors in charge 
of the _reserved subjects. They must be considered 
by both sides of the government, and decided by thP 
Governor and the side of the government which initiated 
the fresh taxation or loan and is therefore to receive 



404 0. D. THOJIPSON 

the revenue therefrom. The allocation of other reve
nues to the two sets of subjects is by agreement 
between the ministers a:Ll councillors. If there be 

·no agreement, the Governor may assign fixed propor
tions of each sort of revenue and of the balances to 
each side. If there be no agreement at the time of 
making the budget, the figures of the previous year 
stand. It is e-vident that the system of diarchy raises 
some entirely new problems in public finance, and it 
will be interesting to see how they are worked out 
in practice. I can think of no better solution than 
·that which seems to be intended, namely, that each 
side of the Government shall have separate sources 
of taxation as for as possible, and that other sources 
be divided in fixed proportions. For example one side 
(probably the reserved subjects), might have· the excise 
and the provincial share in the growth of income tax, 
while the other would have the inheritance tax, stamps, 
revenues from public works, and the new taxes on 
the unearned increment or on the site-value of the 
land. Both sides would ha-ve the power to levy the 
land revenue up to a certain maximum rate on the 
rental value. Of course each side would have the 
receipts accruing in respect of its own subjects. lt 
appears that at times there will be a race between 
the councillors and ministers to initiate new taxation 
in order that they may claim fresh revenues for their 
side of the Government. At that rate all the possible 
sources of taxation will soon be exhausted. l\Ioreover, 
it is quite impossible to decide the whole question of 
pro-vincial re-venues without first considering the possi
bility of still fnrther devolution and the division of 
revenues between the provincial and the smaller local 
Governments, that is, the district boards and the 
municipalities. 

The District Boarlls obtain from 50 to 60 per cent 
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of their revenue from the local cess on land, which 
amounts to one anna in the rupee or 6} per cent on 
agricultural rents. · Except in Madras, where there is a 
capitation and house tax, this is pradically their whole 
income from taxation. Thirty per cent of their revenue 
consists of grants- from Go\·emment for public works, 
education, etc., and the rest consists of fees. There was 
a proposal in the United Provinces to give district 
hoards power to tax agricultural incomes up to two annas 
or 121 per cent, and to tax non-agricultural incomes; 
also to levy a cess for the bui-lding of feeJer railways 
to be owned by the district boards. These proposals have 
I!OW been embodied in a bill, but the proposed powers 
have been given to divisional councils, instead of to 
district boards. It was felt that the boards were 
grievously in need of greater funds, but bad not the 
capacity to manage them properly. 

Municipalities, taking all India, derive 62 per cent 
of their revenue from taxation, about 10 per cent from 
Government grants, the rest from fees, markets, and 
rents of municipal lands. Of the income from ·taxation, 
one-third is from the tax on houses and lands, one
quarter from octrois- or terminal taxes, one-·quarter 
from water, light and conservancy services, and the 
remaining sixth about equally divided between the tax 
on an_imals and vehicles, the tax on professions and 
trades, tolls, and taxes on personal property. In the 
United Provinces octroi and terminal taxes form more 
than half of the income from taxation and the house tax 
only one-twelfth. 

This is the least satisfa.ctory part of the Indian 
tax systf'm. If \ve take the average lantl revenue to 
he from 40 tl) 45 per cent of the annual rental value, 
then add the local cess for district boards it will 
come to 46 to 51 per cent. If another anna is added 
for · the proposeJ. divisional councils it will average 
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between 52 and 57 per cent of agricultural incomes. 
It must be remembered that this is a tax on . both 
land and agricultural capital, since it is impossible 
to separate the land from permanent improvements. 
In cities, on the · oth~r hand, even if we suppose 
the income tax to fall partly on the rents of 
lands and buildings, taking its maximum. rate of 
one anna or 6l per cent, and if we suppos!;) the house 
tax to be levied at the maximum rate of 12 per 
cent, adding the two we have only a tax of 1St 
per cent on non-agricultural land including buildings. 
'Ve cannot include the super-tax as it does not 
bear on the marginal landlord at all, and is only 
taken from large surplus incomes. We shotl.ld not 
include the whole water rate, as it is in the 
nature of a price paid for a direct service. If the 
rich are made to pay for the water of the poor, a 

portion of the water rate may be included, but as 
the maximum water rate is ~nly 12 per cent, we 
cannot add more than 6 per ·cent on ·this score. 
Thus we find at its maximum non-agricultural land 
and its improvemertts will not be taxed at more than 
half the rates applied to agricultural land and buil
dings. In practice it is ·usually far less than half. 
In Allahabad the house tax is Rs. 4-1-0 per cent the 
the water tax Rs. 6-12-0 per cent. An increase of 50 
per cent in the latter has been applied for. If we 
take half the water tax at the enhanced rate and 
the whole income tax rate of 6l per cent we get only 
15! per cent as the combined burden on land and 
buildings. In many municipalities the house tax is 
e\en lower. 

Besides this great ineq Llality there are numerous 
other defects in the present system. The1·e is no 
tax at all on the idle unproducti\e land, which 
condition stimulates speculation and the thrif~!ess use 
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of big empty compounds. There is probably no 
country in the world with so much absolutely use
less land in its big cities. If the land be used 
for a guava orchard, and have a single hut which 
may be called a house on it, it may be taxed both 
for agricultural land revenue and municipal house tax, 
a form of double taxation which may usually be 
avoided by building the house- on a separate piece 
of land. No matter how the value of agricultural 
land in the heart of a city may have doubled or 
quadrupled, while the land revenue settlement remains 
the same it cannot be touched by the municipal tax, 
but may be held indefinitely for specuh.tion. ]:!ouses 
which are without tenants for 90 days or more pay 
no house tax for that period, which stimulates specu
lation by permitting the landlord to hold out for 
a high rent. The rental value of Government land 
is reckoned at only 5 per cent of the capital cost of land 
and buildings, but is probably far above that figure. 
Municipal lands are leased for from 20 to 30 years, 
and at the • expiration of the lease the rent can only 
be raised 100 per cent, no matter how high values may 
have risen. Recently- in Allahabad these rents· were 
raised 50 per cent uniformly, though there must have 
been great variations in the actual renting possibili
ties of different prorJerties. If any property remained 
unrented at the new rate it was leased by auction. 
These last are minor points. 

Turning to the other taxes we find that the octroi is 
the most important by far in the majority of the pro
vinces. But in my opinion it cannot be condemned 
too strongly. All taxes which check the growth of 
transportation cut the thread of economic progress at 
its very beginning. Cheap transportation makes possible 
wider markets. Wide markets make possible large 
scale production. targe scale production makes poss-
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ible division of labor both in industries and between 
districts, especially between city and country. The 
effects of doing away with these taxes may not be 
immediate, but they are sure. The result is the growth 
of population. The value of hmd will probably 
increase more rapidly than other values, pecause of the 
great advantages of the concentrated industry. If a 
tax on land values were substituted for the octrois, I llo 
not believe that there would be more than a temporary 
fall in land values. But in the end they would increase 
in spite of the tax. Bengal, l\ladras, Burma, and Assam 
have no municipal octrois. Their evil has been recognised 
in the United Provinces,~vhere the terminal tax, or the 
the tax on professions, is being s.abstituted. The termi
nal tax has advantages over the old octroi. system 
in the cost of collection and in administration, but 
it is still a tax on transportation and on economic 
development. Taxes on income and personal property 
are not suited for small local Governments and are 
sure to lead to evasion or op_pression. The w~~.ter, 

light, and conservancy rates should be ·maintained. 
Taxes on animals are needed for sanitary reasons. 

· Taxes on industries and professions are required for 
purposes of regulation. Taxes on vehicles are more 
reasonable than ever now that high speed motor 
vehicles tear up our roads at a rate that increases 
as the sixth power of the speed. The tax might 

· increase at a similar rate. The other local taxes 
should be relegated to the junk-heap, especially those 
which check the development of trade. In their place 
there should be a further development of taxes on 
land, which, as shown above, is the best source of 
local taxation. 

Sooner or later, as the electorate becomes larger 
and gains experience, further devolution of fiscal 
powers to the smaller local governments will become . 
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desirable. It has been suggested that one-third of the 
land revenue could be assigned to them immediately. 
Is this possible? .One-third of the land revenue (Jess 
one-third of this cost of collection) _would be more 

. than 9 crores. Of ~his it is probable that less than 
one crore comes from within municipal limits. There
fore at least 8 crores would go to the District Boards. 
They now receive two crores in grants which would 
presumably cease. Thus they would have a balance 
of about 6 e1·ores. With this it ought to be possible 
to introduce free primary eduction and other improve
ments and still reduce the local cess on land consider
ably. The arrangement should be,. supposing 51 per 
cent of the rental value is now taken, that the Provin
cial Government could take up to 34 per cent, and the 
District Boards up to 17 per cent. Then the District 
Board itself can fix the rate. It may prefer to reduce 
taxation rather than to increase expenditure. At any 
rate the increased local cess now proposed in the 
United Provinces could be avoided. 

The Municipalities would not benefit by this· assign
ment of land revenue to the district where it was 
collected. Municipalities now receive grants and advances 
of about 3 crores from Provincial Governments. I 
have not been able to obtain any exact figures for 
the amount of land revenue collected within muni
cipal· areas, but it probably is not far from 3 crores 
also. I believe that the collection of Land Revenue 
within municipal boundaries should altogether cease. 
This would prevent a very unjust form of double taxa
tion, and at the same time clear the ground for the 
proper taxation of land by the municipalities. If the 
Provinces gave up this 3 crores of Land Revenue the 
cities should give up their 3 crores of grants. The 
octrois anJ other undesirable taxes of all the muni
cipalities of India amount to about 2 crores. If 

62 
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these are also abolished the cities will lose some 5 crores 
of revenue. But their burden will have been lightened 
by the amount of the land revenue rednction. Certainly 
they could. obtain several times what they would lose by 
the taxation of land values. If only rentals are taxed 
this must be supplemented by taxes on unbuilt land 
and on the unearned increment of land values. All 
land should be taxed whether used or vacant, and 
all houses whether rented or empty. The valuation 
of city land should be carried out more frequently, 
because its value increases so rapidly. It is 
already done every five years in some Indian cities, 
and in some Western cities the land is valued every 
year. This taxation would come from a source almost 
untouched in India. Moreover, further increases in 
all revenues , would soon result from the · economic 
progress clue to better taxation. The tax on land 
values in New York City alone is greater than the 
whole Land Revenue of all India. This is not- an 
isolated case. There is hardly a city of the West whose 
land is not worth more than ali the agricultural land 
of the surrounding province. The taxes of all sorts 
paid by Paris average one-fourth of the taxes paid 
by all France. The rents of Bombay, Karachi, Calcutta, 
and other Indian cities are increasing by leaps and 
bounds. The idle land and idle buildings should be 
taxed into use. The cities of India pay a miserably 
small part of her revenues. 

By the plans suggested above _the provinces will 
lost:: 11 crores of revenue, but they will also save 
5 crores of grants, contributions and advances. Thus 
only 6 crores would remain to be realized by an 
inheritance tax. It appears to me that the munici
palities should also contribute something to the Pro
vincial revenues. The general rate of land revenue 
could also be reduced by making the rate progressive. 
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If for the sake of symmetry the central government 
were to tax agricultural incomes as part of the general 
income tax, the provincial contributions could be 
~bolished. Only by this plan would the high incomes 
of those who are both landlords and capitalists 
be reached. 

In conclusion, the following is a summary of the 
changes suggested:-

1. The provincial contributions should be abolished, 
preferably by including agricultural incomes in the 
general income tax. 

2. The land revenue should gradually be turned 
over to the District Boards, as . they take over the 
control of local edncat.ion, police, sanitation, and 
agriculture. 

3. One-third of the land revenue could be assigned 
at once if the provinces levied inheritance taxes. 
These should be levied in any case to provide for 
compulsory education and other pressing needs, and 
should progress in two ways as described above. 

4. The municipalities should depend almost entirely 
npol'l improved taxation of land, either (a) by the 
present taxes on rentals plus taxes on improved land 
and unearned increments, or, preferably, (bf a general 
tax on the capital value of city lands, frequently 
re-valued. 
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After openmg with a brief historical introduction. 
Professor Shahani proceeded :-

A permanent arrangement __..of "divided heads" was 
then established which the Reform Scheme. is now 
displacing in favor of a system of separate heads, 
the Imperial deficit being guaranteed by provincial 
cnntributions. All realizations from general stamps 
ancl income-tax are to be added to the prese'1t Imperial 
sources of revenue, viz., customs, ·opium, salt, rail ways, 
tributes, interest, etc., while the provinces are to retain 
wholly land revenue, excise and judicial stamp duties and 
profits from irrigation, with corresponding charges, inclu
ding Famine Relief Funrl. Provincial contributions for 
making up the Imperial deficit are to be the first 

\ . 

charge on the provincial exchequer. These proposals 
were received with approbation both by the Functions 
Committee anrl the Parliamentary ,Joint Committee, 
but were opposed by some provincial Governments, as 
well as by a substantial portion of the general public. 
A Finance Relations Committee was subsequently 
appointed to report on the details of the provincial con
tribution system and on the reasonableness or other
w~se of provincial dissatisfaction. A few alterations 

1 Portions at the beginning and end of this paper and at one place in the 
middle are omitted. Professor Shahani's paper was printed in full in the Indi'ln 
RlvWW for January, 1921, page 21 [Ed.] 
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which they recommended did not go very far to 
appease the provincial cry. Stamp duties, general as 
well as judicial are, by them, wholly to be allot.ted 
to the provinces, income-tax being confirmed as an 
Imperial asset. To determine the ratio of the pro
vincial contribution they gave up the basis of realized 
surpluses adopted by the Reform sch~me and worked 
out the proportion of provincial increased income 
relinquished by the Imperial Government. The 
provinces are by this arrangement unblushingly 
told that by some generous indulgence on the part 
of the Imperial· Government, they are allowed to come 
into possession of vast riches-" windfalls" they call 
them; therefore, these contributioils are neither a 
provincial favor nor Imperial tyranny. For the year 
1921-22 the :Meston Committee recommended figures 
somewhat different from those put forth by the framers 
of the original report and also planned out a scheme 
of standard ratio to be arrived at in the course of seven 
years. In short the system which is intended to be 
worked out in the near future is not different from 
the one recommended by the four members of 
I.Jord Dnfferin' s Fina~ce Committee-Sir Charles. Elliot, 
Sir William Hunter, 1\Ir. Justice Cunningham, and 
l\It·. Justice Hanade, all of whom had, however, included 
the a~sessed taxes (income and professional taxes) 
amon.g provincial assets. 

As stated above the peculiar nature of the Indian 
Gov<'mment has necessarily affected the character of 
onr public finance. No civilized country of the West 
can be much_ of a guide to us. Both the United 
States of AmE.rica and Germany-two most outstanding 
instances of federal go,·ernments or federations
have been formed on the principle of the constituent 
parts having sought a union by surrendering a 
portion of their independence as states into the 
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bands of the Central Government which it was 
intended by them to bring into being. Modern India, 
on the other hand, was always understood to be 
one single state, and the different provinces 
were only administrative parts of that single whole. 
Measures in the direction of decentralization were 
merely attempts at administrative devolution-a 
sort of relief sought for and obtained by 
the Supreme Government in a consider:tble part of the 
work which could not be executed well from the 
centre ; but the idea of unitary Government was never 
abandoned. It is only the Government of India Act 
of 1919 that ushers in a distinctly new principle, 
though to all appearances the intended measures are 
a further extension in the direction of devolution. In 
that part of the provincial Government which is to be 
entrusted to the Governor and Ministers, the respon
sibility of Government is shifted from the Imperial 
Government to the people's representatives in the 
Legislative Ceuncil. In that portion of the provincial 
Go-rernment the principle of autonomy is distinctly 
introduced. It is true that it is still the -central 
Government divesting itself of a certain portion of 
authority and interference ; but this surrender of. powers 
and responsibility into the hands -of the people gives the. 
matter a very different turn. And presumably it is 
a step in the direction of more complete autonomy, 
the realization of which is only a question ot time. 
Therefore, what we have in- our-midst is a Central 
Government, ridding itself of responsibility for provincial 
governments and confining its sphere of action only to 
all-India affairs. -

Now finance is .the vehicle of Government. Before 
any attempt is made to comment on the financial 
arrangements at present contemplated, one poipt must 
be made very clear. As Govermental functions are 
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divided everywhere, between the central and local bodies, 
or the central, provincial and local, the respective 
financial resourc6s and charges of these bodies are an 
index to their relative importance in the national 
organization. 

In America the heaviest figures are those pertain
ing to local finance while thE' federal comes next and 
the state or commonwealth finance stands last. This 
clearly reveals the import~nt fact that the functions 
performed both by- the local bodies and the federal 
Government make a heavier call on the taxable material 
prevalent in the country. This division of functions 
is always influenced by the principle of utility. Are 
certain wants of the community likely to be served 
best by the local agency or provincial government 
agency or - the central government agency? Matters 
which demand uniformity and co-ordination, or relate 
to the eafety, integrity and dignity of the whole state, 
will have imperatively to be worked from the centre. 
To distinguish such from t?e rest is not difficult. The 
line of demarcation between the provincial and muni
cipal is, however, not very distinct ; and except in a 
few requirements . like university education, appelate 
courts of justice, and major irrigation works, perhaps 
the function of the provincial governments may come 
to be. reduced to considerable insignificance. The 
conditions and _circumstances of every country will 
determine this point best. 'Vhere the local spirit 
runs high and public spiritedness is of a lofty standard, 
a desire to manage their own affairs to the very 
maximum will be soon brought into play by the citizen 
body. In India, there is an additional difficulty in the 
way of maintaining the provincial governments, on the 
arrangement now upheld. The linguistic basis has 
already many advocates; and if the masses are really 
to feel a liYing interest in the Government of the day, 
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the holding of the deliberations of their Government 
in their own language is the very least that should 
be allowed them. It is possible then that the present 
provincial arrangement may soon be recast; and it is 
also not unreasonable to look forward to that growth of 
municipal and other local bodies which necessitates their 
appropriation of a number of functions now intended 
mainly for the -provincial Governments. Statesmanship 
of that day may, however, be expected to readjust the 
financial relations in the light of the altered adminis
trative importance of the constituent parts of the 
national Government. 

Granting, however, that the arr11ngement of ad
ministrative divisions now devised ·prevails for a long 
time to come, we might next examine a few principles 
of the science of finance and Government · likely to 
make themselves felt the most under the Reform 
Scheme. Naturally, the question of provincial contri
butions first comes in for a careful analysis and some 
share of speculatio"il. It is quite arguable that the 
needs of the parent state may well be met out of the 
funds allotted to offsprings; but filial ingratitude was 
not reserved for Lear's daughters alone. Does the 
Government of India expect that when provincial 
money bills come up before the provincial legislatures, 
the executive will always find itself so strongly en
trenched as to defy all sorts of ingenious attacks 
against the Government of India expenditure which 
is not without notoriety for extravagance? The pro
vincial taxpayer will have a righ.t, through his repre
sentative, to make a searching enquiry into how his 
money is spent; and it will never do if attempts are 
made to silence him with quoting chapter and verse 
of the law that gives away so much of his pecuniary 
sacrifice to a Government over which, in that particular 
direction, he has no control. ·we are teaching the 
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people to use their powers of granting supplies as the 
best guarantee against administrative evils or against 
viQlation of their comtitntional rights. To tell them 
that they have got this power, and almost in the 
same breath to ma.ke it nugatory . in a substantial 
part is, to say the least, making the provinces sus
piClOUS of the gaod intanti·)U'l tlut unlo11btedly are 
behind the Reform Scheme. We are admittedly mov
ing in the direction of responsible. government. The 
essence of this resp:.msibility to the governed lies in 
the fact of the executive having to carry the legisla
ture with itself in the matter of supplies required for 
the needs of the Government. If a substantial portion 
of the provincial revenue is given away to another 
exe.3uti ve body which is far above the situation of 
having to explain to the provincial legislature as to 
how these contributions were disposed of, the provincial 
executive could not satisfactorily discharge the duty of 
a fit custodian of provincial funds. On the other 
hand, if the Imperial executive is- at any time here
after to be made responsible to Imperial legislature 
in the matter of supplies and funds entrusted .to it, 
an attitude of breezy indifference to its own legislature 
as regards a good part of its revenue is not very 
conducive to healthy constitutional growth; for if 
nearly. one-fourth of its revenues are secured by an 
act guaranteeing it these provincial contributions, it is 
only for the other three-fourths of its supplies that 
it seeks a vote of the Imperial legislature; and _a 
fortiori the supplies not ·gmnted by the house cannot 
be a lEgitimate theme for scrutiny when expenditure 
pertaining thereto is ·under review. To give the British 
Parliament a Jiving interest in the Indian Budget, 
a portion of the home charges is now thrown on the 
British Exchequer, the underlying constitutional principle 
being that the House cannot legitimately move a vote 

as 
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on the supplies never granted by it. Therefore, to 
respect the fundamental principles of constitutional 
government, it is incumbent upon the framers of any 
subsequent measure of reform in Indian Government 
to put an end to this system of provincial contributions, 
whether they smack of spoliation when worked on 
the basis of realised surpluses as the :Montagu-Chelmsford 
Report recommended or are placarded with the Christian 
motto "Do not covet thy neighbor's (in this case 
parent's) property" as the ~leston Report wonl d have 
this business look. A proYision of absolutely segregated 
sources of reyenue for these two portions of GoYernment, 
without either eleemosynary or " Stand and deliYer" re
lationship, will be' the only line on which the Indian 
public finance can work_ without friction or irritation 
anywhere. 

The Meston Committee have dwelt at sufficient 
length on the principle of equity in the distribution 
of these provincial contributions, and they have frankly 
confessed that_ any scheme devised for the purpose 
is not likely to please all. Long before the po
pular representation had come into the Legislatiye 
Councils, these bodies, the outside public and some 
of the provincial Governments had placed their -strong 
protest against the award of the Finance Relations 
Committee. These mutterings are likely to grow with 
the growth of time, and it is greatly to be feared 
that there will be no love lost between the future 
Imperial and provincial Governments . 

• • • • • 
If this policy of exacting ' contributions ' from the 

proYinces is to be abandoned, as dang:erous to the 
growth of responsible government, liable to cause 
irritation, nay, heart-burning, in the proYinces, us 
baffiing equitable distributions and therefore difficult 
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to practise, statesmanship demands an early relin
quishment of it, and the substitution of a workable 
scheme of absolutely separate heads of revenue. Elas
ticity and a reasonable amount of certainty are 
essential to any scheme of taxation, whether pro·vin
cial or Imperial. The latter is likely to be subject 
to sudden unforeseen and peremptory calls. on its purse 
by the advent of a big war; therefore it IS meum
bent to provide it with heads of revenue capable of 
yielding inc1·eased return at a pinch. It is also 
necessary to bear in mind the importance of a fami
liar maxim of finance, ' An old tax is no tax. ' People 
will more willingly bear a little increased burden 
in the impost to which they are used than submit 
to something with which they are not familiar. It 
is devoutly to be wished that wars ceased and mili
tary burdens were reduced to the minimum possible. 
But taking the world conditions as they are, and 
with neighbors of whose pacific intentions one is 
not quite sure, the Imperial Government must make 
a substantial call on the resources of the . country 
for the regular upkeep of the army, and have in 
reserve certain 1·esonrces for emergency financiering. 
Elasticity as well !lS certainty in the Imperial finance 
is on this account of far more importance than in 
the provincial finance. When wars become a wholly 
antiquated phenomenon and a sort of United States 
of · the World permits a free and peaceful internal 
development of the different units constituting 
that world federation, the financier of that blessed day 
will certainly recast the whole situation and allow for 
the utmost elasticity of revenue in the lines of educa
tion, sanitation, industrial growth and happiest homes 
for every member of the community .. Facing the stern 
reality of facts and postulating the importance of the 
automatic increase of revenue in all parts of Govern. 
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ment machinery, with certain reserved forces at the 
disposal of the Imperial branch, an attempt may now 
be made to see how an adequate supply may be 
found first for Imperial expenditure, and next for the 
provincial. In making the pwdsi on for the Impe
rial expenditure two financial principles ought, as 
far as possible, to be rigidly adhered to: (1) that 
current income must accrue from current industry; 
(2) other things being equal, a Government should 
select for the purpose of taxation those industries 
with which it holds some fundamental relation. With 
the deYelopment in the provincial autonomy, it is all the 
more imperative to preserve the unity of the country 
by making the Imperial Government directly -interes
ted both in the uniform regulation of trade, foreign 
and interprovinci&.l, and the establishment of an effi
cient industry. The exclusive right of the Imperial 
Government to levy import and · export duties has 
been an undisputed fact eYer since the customs were 
inaugurated in India. The raih~ay monopoly further 
enables the Government to maintain co-ordination and 
uniformity in the mat~er of commerce. Without com
mercial unity the spirit of solidarity, so essential 
for the existence of India as a nation, would be 
impossible of realization. " The logic of the situation 
reserYes the control aud taxation of commerce to the 
Government which represents the sovereignty and unity 
of the people" (Adam's Finance, page 496). -This part 
of the Imperial system of taxation_ has the further 
merit of elasticity, since the re:v_enue here can, under 
normal conditions of trade, be increased by a little 
higher taxation. But a system that rests largely on 
foreign commerce has an element of uncertainty . in 
it. A great exigency like the a.d,-ent of a \var may 
e-mbarrass commerce, curtail income and eYen baffle 
the financier's attempts to raise the rates by giving 
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him decreased returns. To establish an .elastic or 
responsive revenue for the federal Government, not 
altogether dependent on the exigencies of f(treign 
commerce, a productive internal revenue must be made 
available for the Imperial exchequer. The machinery of 
the system of excise duties hitherto maintained and 
kept in operation by the provincial Government should 
be transferred to the Imperial Government. A sure 
provisiOn of ten millions sterling capable of increase 
with the improvement of administrative machinery, the 
inclusion of tea and tobacco under it, and admitting of 
elasticity under " exigency financiering " ought to cut 
the Gordian knot of Imperial deficits. This is further 
supported by the consideration tlut a uniformity of excise 
laws is essential. To preHerve a healthful and equitably 
distributed industry the conditions of manufacture 
should be, so far as possible, the same in all parts 
of the country ; and the only means of attaining this 
uniformity is for the Imperial Government to assume 
exclusive control over their administration. The argu
ment that excise has been so long a provincial head 
ought not to be very much in the way of this pro
posed transference, since " in its essence and main 
features the excise administration in most provinces 
of British India has progressed on uniform lines '. 
(The ~imes of India Yea1' Book, 1919, page 186). An 
Imperial excise system, which had within its purview 
taxes on alcoholic drinks, including malt breweries and 
distilleries, opium and other narcotic drugs, tobacco, 
tea, salt, and possibly. country-made cottons, should 
make the exchequer independent of the arbitrary, 
vexatious and whimsical system of provincial contribu
tions and admittedly serve the purpose of maintaining 
the industrial unity of the country. It would further 
enable the Imperial financier to hand the income
tax back again to the provinces, and thus remove the 
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sore point between it and the two commercial pro
vinces of Bombay and Bengal. A further provision 
of 3 to 4 millions sterling will complete the tale of 
Imperial requirements. This may be obtained by re
serving general stamps to it, consistent with the view 
maintained in this paper that instruwents of com
merce and industry should, as far as possible, be 
maintained on the basis of uniformity. If any ad
ministrative objections of a convincing character be 
urged against this separation of general from judicial 
stamps, the deficit may be easily made up by the in
troduction of succession or inheritance duties on big 
fortunes, the levy of which may reasonably be claimed 
by the national Government which stands for the 
sum-total of the citizens whose business activity ren
dered the ~ccumulation· of property possible. The 
cosmopolitan character of most of these fortunes makes 
the State a fit participator in the succession or In

heritance left behind. 
If the arrangement proposed above be accepted, the 

provincial exchequer will be found in a commodious 
position with land revenue of a fairly · fixed character 
as its back-bone and one substantial source of revenue 
in the shape of a comprehensive income-tax, both cer
tain and elastic in its character. These two, supple
mented by revenues from stamps, forests, and profits 
from irrigation, will ordinarily suffice for its needs. 
'Vith the growth of municipal and other local bodies, 
a considerable -readjustment of lullJ!tions 'Vill be inevi
table. Consequently the local b_?dies will imperatively 
demand freedom of space and breathing; and much 
shifting of the present methods of. raising revenues 
will be unavoidable. For the present, the provincial 
financier will have steadily to bear in mind the fun
damental maxim that in a poor province the question 
of fiscal reform is primarily one of expenditure. Pro-
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vinciaJ civil departments, particularly in Bombay, are 
notoriously top-heavy; while the rank and file, the "pro
letariat " of service are in their standard of life not 
very much above the " sanscullotes " of the French 
Revolution period. It is distressing to see this non
chalance at head-quarters in saddling the public funds 
with extravagance for which no satisfactory explanation 
has been given anywhere. That "economy in expendi
tur~ is no threadbare motto " is yet to be illustrated 
in. the conduct of th~ coming reformed councils who 
will, it is hoped, watch public funds with the vigilance 
and jealousy of the dragons of fairy tales. 



THE INDIAN STATES AND THE 

INDIAN SEA CUSTOl\IS 

PROF. H. STA~LEY JEV0"8S, M.A., B.Sc., F.S.S. 

l'NIVERSITY OF ALLAHABAD 

Xot the least important aspect of the ,;onstitutional 
changes. which are now taking place in India is the 
alteration of the financial relations between the Pro
vinces and the Central Govermnent. Broad questions 
of public finance haYe been raised in the attempt to 
giYe the Provinces financial autonomy ; and the settle
ment arrived at is in its details a compromise, 
although in its main features it is soundly based 
upon well-recognized principles of finance. The two 
great sources of revenue for the Central GoYernment 
will be the customs and the income-tax, which are 
both likely to expand as a natural result _ of the 
economic development of the country. Both have also 
considerable elasticity, so that additional revenues can 
be raised in any time of emergency by a simple 
increase of the rates at which the- taxes are levied. 

The extraordinary elasticity oLthe customs reYenue, 
and the temptation which is sure to arise to increase 
the rates of duties either in the general tariff or on 
selected articles is causing a good deal of concern to 
the I'urbars of some of the Indian States. It is 
obnous that, when the Clentral Government is in dire 
need of further revenue, it is likely to seek relief 
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by the increas6 of indirect rather than direct taxa
tion ; and with the growing . independence of the 
Indian Government from British control the great force 
which tends to keep customs duties low will be 
weakened. Coinciding with the need of further indirect 
taxation there is likely to gr.:>w up a demand for the 
protection of Indian indu&tries. It is not unreasonable 
to anticipate therefore that we shall find very important 
changes taking place m the customs revenues of 
India. 1 

These considerations raise a con&titutional issue of 
the highest importance to the majority of -the Indian 
States; because, as is well-known, they have no part 
or share in the customs revenue collected by the 
Government of India. So long as the general tariff 
was low, this was not a question of any practical 
importance. The incidence of some of the customs 
revenues collected by the British Government in India 
fell upon the consumers in the Native States; but this 
might be regarded as no more than a fair charge upon 
them for the security afforded by the Pax Britannica. 
The increase of thr. general tariff to 7! per cent 
with special duties, 1mch as 10 per sent on · sugar 
and 15 per cent on tobacco, has begun already to 
give this question a different aspect. 

These increases of duties, together with the great 
expansion of the import trade which- has taken place 
since the termination of the war, have already led to 
a remarkable growth of the customs revenue in recent 
years, as is shown by the following figures of import 

1 The anticipations of this paragraph, written early in December, 1920, 
were ptutially fulfilled on the 1st March following, when the Finance Member 
announced the increase of the general import tariff from 7l to 11 per cent, 
the duty on sugar to 15 per cent, on motor cars and other luxuries to 20 per 
cent, a.ud on cigars and cigarettes to 75 per cent. At the time of sending this to 
the pres~ there comes the announcement ths.t the Government proposes to appoint 
a Comnus>ion t.o examine the whole question of Indian Tariff policy. H seems 
almost inevitable that the growing national sentiment will demand the protection 
of home industries, as every growing nation has done including the British self
governing Dominions. 

114 
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and export duties collected at British Indian ports 1 :-

YEAR LAKHS OF Rs. 

1908-09 6,89 
1909-10 7,04 
1910-11 9,50 
1911-12 9,21 
1912-13 10,23 
1913-U 10,79 
1914-15 9,02 
1911S-16 8,32 
1916-17 12,51 
1917-18 15,50 
1918-19 16,40 
1919-20 20,42 
1920-21 28,26 

Political Statu.~ of Indian States 

In proceeding with the discussion of the question 
here raised it is impossible to avoid reference the to 
political status of the Indian States. This is a very 
complicated subject, for the rel2.tion of every State 
with the British Government is regulated by a series 
of treaties made at different times under various 
circumstances. To gain an intimate knowledge of the 
political status of all the States is a life study. 
Moreover, considerable changes are being made in 
connection with the present constitutional reforms 
which are not yet fully announced. The States are 
ranged in several classes according to the degrees of 
independence which they enjoy. -IJh£:y range from 
large States like- Hyderabad, hlysore and Gwalior, which 
are in direct communication with the Government of 
India to the petty States whose chiefs enjoy a limited 
sovereignty under the tutelage of Provincial Govern
ments. The former are in all essential respects inde-

I Excluding the excise duties on cotton mllllnfaciures and on motor spirit. 
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pendent Governments, excepting th'tt all foreign rela
tions must be conducted through the British Govern
ment, and that the protection of British Law is afforded 
to British subjects in State territory. On the other 
hand the chiefs · of petty States are but little removed 
from the status of big landlords with magisterial 
powers. 'fhere is, however, one feature which is 
common to all the States, except some of those in 
charge of provincial governments, namely, that they 
have complete financial autonomy, which extends to 
the right of levying customs duties on goods crossing 
their frontiers into or out of their States. The State 
Government have thf'ir own customs officers who collect 
whatever duties their Ruler may choose to levy. The 
only· right which most of the States have abandoned 
by treaty is that of levying transit duties on goods 
passing through to destinations beyond the State. 

The abolition of the transit duties, which took place 
in most cases prior to 1890 brought the commercial 
relations of the Indian States with British India· and 
with one another into harmony with · the ·principles 
well-recognized throughout the civilized world. The 
damage which one- country can inflict upon · another 
by taxing goods in transit to it has long been recog
nized in Europe and elsewhere; and during the nine
teentP. century the levying of customs duties on goods 
consigned through to other countries has been almost 
universally abolished by a very large number of com
mercial treaties and understandings arrived at between 
the countries concerned. 

Practice 1:n Foreign Countries 

There is still obs:ervable in Europe, however, a 
disposition to avoid reliance upon such commercial 
agreements. Every country seeks to have a portion 
of sea coast containing a good harbor within its 



428 H. STANLEY JEVONS 

territory. The struggle between the Balkan States some_ 
eight years ago was largely concerned with this; and 
we notice the importance attached in the Treaty of 
Versailles and the subsequent settlements to providing 
newly created States with an outlet to the sea in 
neutral, if not in national, territory. Poland, for ex
ample, has been granted the " Danzig corridor ", and 
the struggle over Fiume was about its allotment to 
Jugo Slavia as its port. Every country which is 
surrounded on all sides by land belonging to other 
countries, or is "land-locked ", to use a convenient 
term, has this problem to face: either it must obtain 
access to the sea over some route by which its goods 
may travel free of customs levies anrl other interfer
ence, or it must enter into commercial agreements 
with surrounding governments providing either for goods 
to be consigned through to it in bond in sealed wagons, 
or· for the neighboring countries to c·ollect the customs 
duties on its behalf. 

It will be interesting to study a few cases of 
land-locked countries by way of illustration of these 
principles which seem to have been universally recog
nized. I shall take some cases of foreign countries 
first, and afterwards a number of cases relating to 
the British Empire. 

In 1893 Serbia had obtained the privilege by 
negotiation with the Turkish Government of despatching 
goods through the port of Salonika free of the Turkish 
customs duties. Early in 1914, after the close of 
the Turko-Balkan war, a treaty WitS concluded between 
Serbia and Greece which reserved the former a free 
zone at the port of Salonika and the- right of erect
ing warehouses therein for thc:~ storage of goods in 
transit. The Convention provides that goods passmg 
through Salonika shall be exempt from transit or port 
dues, and that there shall be special railway freight-
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rates on Serbian goods intended for export. In the 
case of Switzerland goods landed at the ports of 
France, Italy or Germany for through consignment 
are put under seal of the customs authorities at the 
port of landing, and the obligation is laid on the 
railway administrations of seeing that the wagons are· 
delivered with seals unbroken beyond the frontier. 
Bolivia is another land-locked country, and its Govern
ment has made agreements with Chile !tnd· Peru which 
recognize in favor of Bolivia in perpetuity "the fullest 
and most unrestricted right of commercial transit " 
through their territories and ports. ·wagons in good 
repair only are to be used, and are to be forwarded 
under seal of the customs authorities; and at the in
land frontier stations the customs authorities "will 
verify the condition of the seals". Bolivia is per-
mitted to have its own customs officers stationed at 
the ports, presumably to watch the interests of the 
owners. of goods consigned to or from Bolivia. 

The case of Luxemburg is different, for this coun
try solved . its customs_ problem by 'entering. into the 
German Customs Union. By this arrangement. it re
ceived a share of the total customs revenue of the 
German Empire and territories within the German 
Customs Union, calculated on the population basis. 

British Empire 

There are numerous examples connected with the 
British Empire;· but the most interesting and impor
tant as supplying analogies with the cases of the 
Indian States are those affecting the British Colonies 
and Protectorates. In South Africa, soon after the 
conclusion of the Boer war, the various colonies en
tered into a Customs Convention which provided for 
a uniform customs tariff at all ports, and for the 
collection of duties at the ports on goods consigned 
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to the inland colonies. These latter to be credited 
with the whole of such customs duties collected on 
goods consigned through to them, save only for a 
reduction of 5 per cent at the port of entry by way 
of allowance for the cost of collection. 11hese arrange
ments applied also to the various British Protectorates 
in South Africa. The importer had the option of 
clearing his goods either at the port or at some in
land Customs House. There was an office at Cape 
Town whose principal fnncticn was to trace the move
ments of goods from Colony to Colony by means of 
the returns supplied, so as to credit the revenue 
yielded by e~ch consignment to the Government within 
whose territory the goods were finally consumed. 
'rhis arrangement applied also to the various British 
Protectorates in South Africa. In 1910 the various 
Colonies were united in the Commonwealth of South 
Africa; and the Act of Union provided that -hence
forth the total customs and other revenues of the 
Central Government should be . divided amongst the 
several States of the Union in accordance with their 
average expenditure. 

With the four principal colonies united to form 
a union, the various territories and protectorates which 
had hitherto been included in the customs union 
remained outside. Several customs agreements w~re 

thereupon made to safeguard their interests. In the 
case of the Bechuanaland Protectorate an agreement 
was entered into with the Union Government in 1910, 
and it was agreed that out of-- the Treasury of the 
Union should be paid annually a sum bearing to the 
total customs revenue of the Union in respect of 
each financial year the same proportion as the average 
amount of the customs revenue of the Protectorate for 
three completed financial years prior to the 1st May, 
1910, bore to the average amount of the whole cus-
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toms revenue of all the Colonies and Territories 
·comprising the Customs Union of South Africa during 
the same period. The ·proportion thus defined was 
subsequently ascertained to amount to 0.27622 per cent. 

Precisely similar agreements were made on behalf 
of the territories of Basutoland and Swaziland provi
ding for collection by the South African Union of 
Customs duties on goods consigned to their territories 
and the payment to them of a- share of the total 
customs revenue of the Union and of all the territories 
and Protectorates similarly calculated. 

In the case of the Nyassaland Protectorate there 
is an ordinance (No.8 of 1906) which provides that 
all goods in transit shall be free of import and export 
duties, but that certain wharfage a.nd road dues may 
be levied on imported goods reaching Nyassaland ·by 
river or road and destined to places beyond the Pro
tectorate. A registration fee of 6d. per package has 
to be paid on _all goods in transit. 

Certain of the - British Colonies in Africa are sepa
rated from the only available sea-port by foreign terri
tory. In the case of Nyassaland communication with 
the coast is by steamers on the only navigable· river, 
the Zamhesi, at the mouth of which is Chinde, situa- . 
ted in Portuguese territory. Here the Portuguese 
Government has granted a small piece of land called 
the "British Concession " where goods in transit for 
Nyassaland and ot~er parts of British Central Africa 
are landed free of Portuguese customs. The Trans
vaal is separated from the eastern coast by the Por
tuguese Province of Mozambique: A Convention made 
in 1809 provides that " merchandise of any origin or 
nationality imported through Lorenzo Marquez and 
bound for the Transvaal shall be entirely exempt from 
any charges whatsoever, excepting port and warehous
ing charges, and the charges now known as " Indus-
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trial Contribution. " Another provision of this Conven-
tion allows for the payment of Transvaal customs duties 
in Lorenzo Marquez and for their refund if the goods 
are not ultimately forwarded to the Transvaal. 

The Uganda Protectorate IS another land-locked· 
area on the east of Africa. The countries bordering 
it are: on the west t~e Belgian Congo; on the south 
the territory that was German Eeast Africa; on the 
east British East Africa; on the north the British Sudan ; 
and at the north-east corner, across lake Rudolf, 
Abyssinia. An ordinance of 1902 provides that goods 
in tran3it will pay duty on entry into Uganda and a 
refund will be granted on leaving the Protectorate. 
When goods which were not declared for transit are 
exported, three-fourths of the duty paid will be 
refunded. Again, a free transit agreement was made 
between the United · Kingdom and France with 
respect to the trade between :Jiorocco and Egypt, 
passing through British and French territories m 
Africa. This provides for transit bonds being issued 
at certain customs stations. · 

These examples will be sufficient to show that, as 
regards Africa, the principle has been almost universally 
adopted that each State has the right to the whole of 
the customs revenue, wheresoever collected, upon goods 
consumed within its territory, within allowance only for 
the cost of collection. In the case of territories 
bordering on the South African V nion a defined share 
of the general customs revenue hi!S_ been grant0d in 
lieu of a separate collection of duties on goods 
consigned to the territory. 

Special Arrangements for Indian States 

It will now be appropriate to refer to the cases 
of Indian States in which special arrangements have 
been made for the assignment to them of the whole 
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or a share of the customs duties collected on goods. 
' . 

entering their territories for consumption therein, or 
for the consignment of goods through in bond. As 
might be anticipated it is only those States which 
lie on the sea-board, like Baroda ·and Porbandar in. 
Kathiawar and Travancore and Cochin in South India 
which have special customs arrangements; and States 
beyond British India, like Kashmir, to which goods 
are consigne.d in bond. 

The ports situated in the Baroda State belong to two 
classes: (1) · Kathiawar ports, (2) ports on the Gujarat 
Coast; and the rights of the State are different for these 
two cJasses. At the Kathiawar ports sea customs are 
levied by the Government of Ilis Highness the Maharaja 
Gaekwar, and the revenue realised goes wholly to them. 
The State is, however, under an agreement with the 
British Government that it shall not levy at the above 
ports duties lower than those prescribed by the British 

· Indian Tariff so as to divert the foreign trade from British 
ports to the said ports in the Baroda State. In return, 
the Baroda ports have been accorded the privileges of 
"British Indian ports ", i.e., goods exported from them 
to ports in British India are exempted from payment 
of any import duty on arrival at the latter. The 
State is, however, not under an obligation to forego 
its own import duties on goods arriving at its ports 
from· British Indian ports. 

The Baroda State has two ports on the Gujarat 
Sea-board, namely, Navsari and Billimora. The sea 
customs at both of these ports are levied and 
appropriated by the British Government. For this 
there is an historical reason, arising from the cession 
in A.D. 1752 by the then Gaikwar of half his con
quests in Gujarat to- the Peishwa. It happened that 
the customs revenues in the districts south of the 
river Tapti were included in the share of the Peishwa, 

615 
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and later the Peishwa ceded his custom revenues m 
these districts to the British Government. 1 

Porbandar, which is one of the first class States 
of I{athiawar, has full control of its own ports and 
levies its sea customs collected by a staff maintained 
and controlled by the State, · Howe.ver, in the year 
1809 Porbandar ceded half of its p9rt revenues in 
consideration of some obligation which the State owed 
to the British Government; and this was commuted 
in 1853 to a lump sum payment to the British Go
vernment of Rs. 15,000 per annum. Goods imported 
from foreign countries other than British India are 
assessed with the sea customs duty in accordance with 
the British Indian tariff, "whether they be consigned to 
Porbandar teritory or are passing through to other States 
or to British India. In the case of goods· arriving 
by sea from British India, State customs duties are 
levied; but in order to avoid placing too heavy a bur
den on trade, and the consequent diversion of traffic 
from the sea route to the land route, a graduated 
scale of customs duties is levied upo; goods impor
te'd by sea to Porbandar from Bombay, the duty on 
each article being reduced according to the distance 
of . the destination inland from the port, until the 
duty disappears for points at and beyond what has been 
decided on as "the limit of the port's sphere of 
influence. "2 The duties on most of the goods shipped 
coastwise from Bombay are collected by the British 
India Steam Navigation Company,--whose steamers call 
at the principle Kathiawar ports, .according to a through 
booking agreement between the · States and that Com
pany and the Railways serving the - ports. 

Turning now the South India we find that the 

1 For this information regarding Baroda Customs duties I am indebted to 
Mr, V. N. hletba, Diwan of Baroda State. 

2 This information has been kindly supplied by the Diwan of Porbandar 
State and the Chief Customs Officer of the State. 
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State of Travancore which has a long seaboard on 
the Indian Ocean, and the neighboring State oi 
Cochin, formerly both had rights of levying such sea 
customs duties as they might please; but by various 
arrangements with the British Government measures 
were taken to remove unnecessary restrictions upon 
trade. A triple agreement, known as the interportal 
Trade Convention, which is still in force, was entered 
into in 1~65 between the British Government of India 
and those two States, the principle provisions of which 
as regards imports are the following:-

(1) Goods produced or manufactured in the territory 
of any one of the three parties to the Convention pass 
free of duty into the territory of the other parties. 

(2) Goods of foreign ongm which have been 
imported into and paid duty to one of the parties to 
the Convention pass free of further duty into the 
territory of the other parties. 

(3) Both of the States agree to adopt the British 
Indian tariff of import duties on goods of foreign 
origin imported direct. 

The Convention ~plies to import duties ~n all 
commodities except tobacco, salt, opium and spirits, on 
which the States may, an<l do, levy their own duties. 
In view of the loss to which the States were subjected 
in givipg up their right of levying import duties on 
goods taxed by or originating in the territory of British 
India or the other State, the Government of India 
pays compensation of Rs. 40,714 per annum to 
rrravaucore 1 and Rs. 1,00,000 to Cochin State. 2 

1 The average amount of customs collected at the time of the Interportal 
Convention was Bh. Rs. 53,218 and the British Government has guaranteed 
this amount up to Bh. Rs. 40,000; that is to say, when the Travancore sea 
<mstoms collections (on the imports from foreign countries excluding goods 
imported by sea for the D11.rbar's .own use) are less than Bh. Rs. 13,318, the 
British Government pays to Travancore Bh. Rs. 40,000; but if, in any yea.r, 
the collectit>ns exceed Bh. Rs. 13,218, the British Government deducts the exceis 
amount from the sum of Bh. Rs. 40,000 and pays the balance only to Travancore, 
Administt·ation Report of Travancore Stat~. 1916·17, p. 26. 

l1 And a further Rs. 10,500 in consideration of the Darbar having also sunenderad 
its right to levy an import duty on tobacco. 
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As regards exports from Travancore State, the 
duty that the Darbar can levy cannot exceed 5 per cent 
ad valorem, except in the case of timber on which 
the duty may go up to, but should not exceed, 
10 per cent. The Darbar generally follows the British 
Indian tariff valuation, but it recognises no restriction, 
such as that the export duty can be levied only on 
the articles that are so dutiable in British India. 
In all, export duty is now levied on 16 articles, 
of which the most important are copra, coir, cocoanut 
oil, cocoanuts, tea, pepper, dry ginger, jaggery, ·salt
fish, areca nut and tamarind, the first four being the 
produce of the cocoanut tree. 1 

The export ' duties of Cochin State are those of 
the British Indiari tariff with addition of a few others ; 
but they are less important than the export ·duties of 
Travancore. Cochin, in addition to the guarantee of -
Rs. 110,500 receives' half of the import and export 
duties collected at the port of British Cochin-an 
important source of revenue. 

The import trade of the ports of Travancore and 
Cochin direct from foreign countries is small, ..and 
the yield of the customs collected thereon at British 
rates is small-usually less than Rs. 20,000 in each 
case, though perhaps it has increased last year. 

'fhe customs revenue of Travancore is ·an economic 
curiosity, being collec~ed almost entirely by export 
duties. The figures for 1915-16 and 1916-17 were: 

l Ibid., p.:l6. 
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Export duty 
Import duty collected at the customs 

houses · 
Amount received from the British 

Government under the Inter
portal Trade Convention 

Receipts from miscellaneous items 

TOTAL Rs. 

Receipts from Customs 
Travancore State 
1915-16 1916-17 

Rs. 
12,33,107 

69,305 

40,714 
7,509 

13,50,635 

Rs. 
13,97,150 

73,620 

40,714 
7,138 

15,19,322 

This lopsidedness is the result of the Interportal 
Trade Convention which provided for a fixed income 
in place of what would have proved a growing source 
of revenue ; but without doubt the State has bene
fited economically by the freedom of import trade. 

In the case of territory lying beyond the land 
frontiers the practice is to consign goods of foreign 
origin through in bond free of duty from the port of 
entry (usually Calcutta or Bombay) to a point at some 
distance beyond the frontier. The procedure used. is 
that of the drawback on re-export, and the goods in 
bond must reach certain defined stations in foreign 
territory, e.g., Jammu, Srinagar, l\Iuzaffarabad, or 
Alibeg. Goods for Leh in western Tibet also go free 
of duty through British India via Hoshiapur under 
Customs seal,l A new and important case in that . of 
Mysore. I understand that the Government of India is 
considering a proposal .of that State to open a port at 
Bhatkal on the Konkan coast and build a Railway 
there and that the State may be permitted to collect 
and appropriate customs duties at British Indian rates 
on goods consigned through to its territory from 
abroad. 
. For particulars xegarding Ka.shmir. and the Hoshiapur-Leh route see Stand-
mg Orders of the Calcutta Customs House, Vol. I. 
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Principles Involved 

Our suney of the practices in foreign countries 
earlier in this paper led to the conclusion that it is 
the accepted principle throughout Europe and America, 
and the vast African territories governed. by the 
European powers, that the incidence of customs duties 
should fa.ll on the subjects of the Government which rea
lises and benefits by those duties. Another way of stating 
the principle is that since the incidence of customs duties 
is, in the case of imports, mainly (when not wholly) 
shifted to the consumer, and in the case of exports falls 
largely or wholly on the producer, duties should be levied 
only in such manner that the taxes may be utilized for 
public expenditure in the territory where the incidence 
falls. This theory cannot be l'ealised perfectly in 
practice; but it is very clear that all taxes in the 
nature of transit duties are a direct contravention oi it.1 

The Government of India has joined in the universal con
demnation of transit duties, and has wisely secured 
the abolition of all su~h duties .which were formerly 
levied by Indian States on goods passing through their 
territories to other States of British India. 

Yet the sea-customs levied by the Government oi 
India at the ports on goods passing to inland States 
certainly are transit duties on such goods as arrive 
from abroad and are despatched to any inland state 
for consumption, when, as in the great majority of 
cases, the imported goods undergo no process of 
manufacture in their passage from -the landing wharf 
to the State territory. They are transit duties be
cause the duties collected are credited wholly to the 
Treasury of the Government which - collects them
British India-and not at all to the country of origin 
outside India or the country of destination, namely 

1 As regards ineidence of transit duties, see Bastable, Public Finanu, 
Book. IV., Chap. vii, Section 7., 3rd ed., p, 571. 
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the Indian State. Thus the incidence of the British 
Indi~n customs falls upon the whole population oi 
India-upon the peoples o~ the Indian States ·(with 
a few unimportant exceptionll) as well as on the 
subjects of British Indi~t. 1\fany of the States levy 
their own customs duties on goods passing their 
frontiers both inwards and outwards whether the 
surrounding territory be that of other States · or ol 
British India; and the people of such States having 
their own import and export tariffs have to heal' the 
double burden of State ·duties and British Indian 
dutie.s on all goods coming from abroad, and on such 
of their produce as the Government of India may 
choose to impose export duties, e.g., hides. 

The position is, therefore, that the princif>le um
versally recognized elsewhere,. that the . incidence and 
benefit oJ any particular customs tariff, should be 
confined to identical territory, is not acted upon in 
India. T.he populations of the States are .taxed in 
aid of the ·revenues of British India; and any benefits 
which they may receive froB the Suzeraia Power 
which appropriates the sea customs · are either a 
necessary consequence of the existence ol that· Power, 
or are an arbitrary gift of its free will, and not in any 
constitutional sense a quid pro quo for the burden 
thrust upon them. Those exceptional cases of the 
maritime and transfrontier States which are relieved 
oi a part or the whole of the incidence of the British 
customs affect a population so small as to be almost 
negligible-less than two per cent of the whole popu
lation of India. Yet the very existence of these 
exceptions due to old treaties destroys the complete
ness and symmetry of the present system-its only 
possible merit-and is wholly repugnant to modern 
ideas of inter-state commercial relationships. 
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Methods of Participation by States in British 
-Indian Customs 

If the validity of the foregoing argument be ad
mitted the question arises as to whether the States 
should be entirely excluded from the operation of the 
British Indian cuetoms, or whether some arrangement 
should be made whereby each State would be entitled 
to some share oj .the revenue collected by the Indian 
customs administration. This subject was discussed 
by Rao Bahadur M. V. Ki~e, Commerce Minister of 
Indore State, in a paper which he read before the 
last Conf~rence of this Association at Madras. 1 He 
suggested five different methods whereby the States 
might receive · justice as regards the incidence of 
the sea-customs ; and- these I may first re
capitulate in a slightly different order, adding com
ments oJ my own. His first method was to allow 
goods coming from foreign countries by sea consigned 
through to a destination within one of the States to 
pass the British customs at the port of entry free 
of duty. The packages would be forwarded by rail 
in bond under seal of the British customs officers, 
the railway being under obligation to deliver with 
seals unbroken at the designated customs station in 
State territory, where the State would presumably levy 
its own duty. This follows the precedent of Switzer
land, Bolivia, and many other countries. The difficulty 
is that the States would be bound to levy duties on 
foreign goods arriving in bond .. at--the appointed sta
tions at rates not less than the British Indian customs 
tariff; otherwise it would be necessary for the Govern
ment of India to establish a chain of customs Stations 
and guards completely encircling the State on its land 
frontier. The latter alternative would be so costly 
and harassing that it is unworthy of consideration. 

1 See Proceedings of the Third Annual Ccmjerenes of the India11 
.J'conomio ..tuoeiation, U!lO, pp.18t-1. 



INDIAN STATES AND SEA OUSTO!IIS 441 

Two 9ther methods suggested by Mr. Kibe are in 
essence no more than variations. in the proceedure of 
the first. Instead of the British customs officials 
forwarding the goods under their seal, each State 
might be allowed to acquire a strip of land at the 
port on which to erect its own warehouse where goods 
would be taken into bond by custom& officers of the 
State service and forwarded under their seal ; or each 
State might simply rent a portion of an existing 
bonded warehouse for the _purpose. The advantage 
of this is that it· would allow the breaking of bulk 
and subdivision of consignments received from abro&d 
by merchants of the port town. The State officials 
would collect at the port docks the State duties on 
the packages to be consigned under their seal to State 
tenitory, and British duty would be· paiil on the part 
of the consignment not entered into or .J retained in 
the State warehouse. · ~ 

The ?ther variant is to utilize the system of 
drawbacks already in use for re-exports and. ~or the 
consignment of goods to Kashmir. The merchant having 
paid the British customs duty at the port of entry to 
the British customs officers would have it refunded 
on taking delivery of the goods at the appointed cus
toms station within State territory. This method 
would involve unnecessary and troublesome transactions; 
because merchants having_ regained the British duty 
paid would have to pay the State duty, which could 
not be less than the British duty. Consequently the 
British Customs autho]:ities might just as' well hand 
over the duties collected direct to the State to which 
the goods were consigned. This is in fact . one of 
Mr. Kibe's proposed methods. The proceedure would 
be for the British Government to collect at British 
ports customs at British rates on all goods consigned 
direct from abroad to a place within the State, and .. 
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conversely an export duty on goods consigned from the 
State to any foreign country. The amount so collected 
would be paid to the State Government, after deduction 
of 5 per cent for cost of collection. This will be 
recognized as the method formerly in use in South 
Africa, which was discarded in favor of the South 
African Cnstoms Union in which each State and Pro
tectorate receives a fixed share of the total collections. 

The method of the customs union is the fifth and 
last of the possible methods of meeting the situation 
in India. As Mr. Kibe puts it, the collection of customs 
would continue as now, but the British Government would 
pay over to each State a share of the whole customs 
revenue. Mr. Kibe does not, however, favor the adop
ti~n of this method; but would prefer the method of 
drawbacks, or the collection of duties on behalf of the 
State Governments on the goods specifically consigned 
to their respective territories. His reason is that the 
:volume of foreign trade "m:1y be taken as a reliable 
index of the economic development of a State". 

It is apparent at once, however, that the adoption 
of Mr. Kibe's proposal would involve the loss of cus
toms revenue .on goods first consigned from abroad 
to a point in British territory and then reconsigned 
to a place in State territory. The' only . way of 
avoiding this loss to the -States would be by establish
ing a very complicated system of drawbacks on goods 
from a British territory to State territory and vice 
versa. This would reproduce· in India the state of 
affairs which existed in South ···Africa from 1906 to 
1910, which proved so troublesome _that it was super
seded as soon as possible by the Customs Union; 
but in India, having regard to the large number of 
States, the trouble and confusion would be far worse. 

The States, therefore, could only expect to be 
9r~d.ited with the duties collected on goods actually 
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consignei through· to their respective territories from 
abroad. This would mean that those States which 
have no entrepot business, and no facilities for im
port~ng direct from abroad, would gain nothing by the 
change. It is true that it would stimulate States to 
organize amongst their merchants the direct importa
tion of foreign goods; and if any of them were very 
succes&ful in this they might establish distributing 
centres which would supply neighboring British terri
tory, and thus trench upon the revenues of British 
India. The complications of this mRthod are so nume
rous that I prefer to advocate the last-mentioned 
method of allotting to each State a share of the 
general customs revenue of British Inclia, in which 
would be included the customs revenues collected by 
the maritime States which now have special privileges. 
The question of how the share of each State should 
be determined now remains for discussion. 

Basis of sharing the Customs Revenue 

In the German Custom Union the division of the 
total customs revenue amongst the various Sta.tes was 
determined upon the population basis; but the cir
cumstances are so different in India that the applica
tion of this · method would have unfair results. In 
Germ(tny, at the time of the formation of the Union, 
the various States were, broadly speaking, approximately 
at an equal stage of economic development. The 
reverse is true in India. Not only is there the 
greatest divergence between the economic development 
and earning power of the people in different parts -of 
British India: there is an equally marked difference 
between the various States. In some of them agri-

. culture is more productive than in most : for example, 
in Gwalior and Patiala extensive irrigation systems 
haYe been introduced. Some oi the States are far 
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more advanced commercially and industrially than 
others, and with this development has come a higher 
standard of living and the spread of education, which 
in a few States is compulsory. Baroda, M:ysore, 
Travancore, Indore, Gwalior and Patia.la are well-known 
as advanced States ; and the taxable capacity of their 
peoples, and the cost of their administrations per head 
of population are far in excess of those of more 
backwa1·d States like those of Rajputana, or the Eastefn 
States of the Central India Agency. On the population 
basis, therefore, the backward States would receive 
revenue not earned hy their commerce, or by the 
consumption of foreign goods by their people; and the 
advanced States would have Jess than their due. 

The alternatives to the population basis .·are divi
sion in proportion to public revenues or to public 
expenditure. It m<.ty be laid dow~ as a broad gen
eral law that the public revenues per head of popula
tion of various countries are roughly proportional to 
the stage ·,of economic development which the coun
tries have\ reached; for an advanced commercial and 
industrial j)ystem necessarily involves a more costly 
administrat~on, whilst amply providing the capacity to 
pay taxes to meet the expense. Throughout the world 
this is true if the cost of making war, and the 
hurden of war debts be eliminated. 

In Western countries public reven~e and expendi
ture are normally so nicely balanced that it would be 
immaterial which was chosen -as th-e basis of division. 
Amongst the Indian States, however, this is far from 

• being gen.erally the case. In nearly all States reve
nue rarely falls short of expenditure, except in years 
of severe drought; but in some of them revenue greatly 
exceeds expenditure. This is true even when we include 
the Ruler's personal and "palace" expenditure-his 
"civil list"; but it is still more strikingly true, ii 
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that be omitted and the cost of the public administration 
o!lly be treated as the expenditure of the State. 

There are difficulties in every solution which can be 
suggested; but my own inclination is towards the 
adoption of a distribution in proportion to expenditure 
on the public administration, including the state 
army and contributions to Imperial defence and war 
expenses. A settlement for five years could be made 
on the percentage which the annual public expendi
ture of each State, during the preceding four years, 
has borne to the whole expenditure of all the States 
and British India, including the Provincial governments, 
but excluding local authorities. Every five years a new 
settlement could be effected on the basis of the average 
annual expenditure of the preceding fou~ years. 

Financial Aspects 

H the States are to receive a just share of the sea 
customs revenue, they may fairly be asked to contribute 
their quota to the expenditure of the Indian Government 
from which they benefit. The defence of India from ex
ternal enemies is the only important item in this category. 
In the absence of at1y better criterion we may assume that 
half the military expenditure is for the maintenance of in
ternal order and half for defence of the land frontiers. The 
Bu~get for 1920-21 provided Rs. 59! crores (converting 
expenditure in England at ls. Sd.) for military expenditure, 
which is probably close to the normal figure of the 
future. The revenue from sea and land customs (?eema 
likely to expand to about 30 crores in the near future ; 
consequently the debit of ~ach State for Military expen
diture and its credit for customs revenue will about 
balance, if both be shared on the same basis. The States 
might have some small immediate gain; and if a new 
policy should augment the customs revenues of India 
their advantage would automatically increase. 



DISCUSSION OF PAPERS ON 

INDIAN PUBLIC FINANCE. 

MR. DEOLE said that they could no longer keep economics 
out of politics as the two subjects were mixed up closely. He 
did not know where the Indian states stood in Indian politics 
in regard to the question of customs revenue. 

MR. GYAN CHAND said that in conl'!idering the q~1estiou 

of the fiscal policy of India, they had to bear in mind 
the haphazard way in which . the system had grown and the 

• stage of the social consciousness of the people. In his 
opinion it was desirable to effect. a complete separation .of 
the revenues of the Central and Provincial Governments in 
order to ensure a continuity of ;financial policy. But it 
was desirable that the Central Government should, as a 
rule, budget for a surplus in order to help the provinces 
with limited resources. He advocated the reduction of the 
military and civil expenditure as the- only way of providing 
funds for the service of public utilities which had been 
starved till now. The new sources of revenue which could 
be tapped were very few and would . remain so for a num
ber of years. 

MR JOSHI denied that ·customs was not a very depend
able item for the central Govarnment.· In his opinion 
income-tax should be among the sources of income of the 
central Government. Education, sanitation and industry 
would be. the three great subjects . which would be placed 
under the new Provincial Ministers, and they woulJ require 
money. How to secure it to them should 'be the gui
ding principle in the settlement of the financial relations 
between the central and provincial go.vernments. Mr Joshi. 
proceeded to criticize the recommendation of the Maston 
Committee and advocated contributions by the central to the 
provincial governments, since the former retained all the 
expansive items of Indian revenue and saddled the provin
ces with all the expansive items of expenditure-contributions 
indeed; but such were needed in exactly the opposite direc
tion to that of the Meston report. He then touched on 
the question of milHary expeu.iiture; and was surprised at 
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assumption that the Indian military expenditure 
solely .for frontier defence and that it should 
Until the army expenditure, he added, was 

a. reasonable figure, no money could be found 
and no new era could dawn in education or 

Mr. THAKORE (Deccan College) said that finance was 
not a branch of pure economics, but a branch of practical 
statesmanship and administration. It depended upon external 
policy and more often on circumntances and considerations 
which were extraneous. The views of economists as such 
counted for little in these matters. He illustrated his 
point by saying that Government had to find. funds by 
raising loans either inside or outside the country and enough 
current income for the purpose of developing industrial and 
other branches of a·lministration. He hvored reduction of 
tbe salaries of the men at the top in various services and 
said that ministers in Japan and Canada were paid only 
Rs. 1,200 and Rs. 1,500 respectively, whereas in India they 
were paid five or six thousand. The subordinate and inter
mediate ranks were getting starvation wages while the men 
at the top were overpaid. Coming to the external policy 
he said that the Indi:1n army was far too costly 
for a poor country like India. To . make i"t cheaper 
and efficient they ought to Indianise it, and the best way 
of Indianising it was- in the direction of Provincializing it. 
In conclusion, he said that the reorganization of finances 
between the central and provincial governments now entered 
upon would necessitate a complete and through overhauling 
of t.he whole subject in every detail. 

MR. KANUNGO said that it had been suggested by Prof. 
Jevons that in the past cnstoms revenue was n:>t much and 
there might be justification for the Government of India in 
not allowing native states to have their share of the cus
toms revenues, as the same might be considered as a charge 
on the Indian s~ates for the s·ecurity afforded by Pax Brit
tanica. He did not agree with that view. If Prof. Jevons 
meant security for the due transit of goods then the Indian 
states might as well charge for the security they afforded 
to the goods in transit through their dominions. He did 
not believe the Government of India could reasonably put 
forth the plea that they should retain that share for the 
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security they afforded. If the Indian states bad bad the 
conrage to protest then and there, it would have been 
stopped long ago. But owing to the disorder then prevai
ling in the native states they did not do so. Now when 
tbeye were enjoying peace and order and wore anxious to 
find ways and means to effect. improvements in· their terri
tories they naturally turned to a source of revenue which 
was really theirs,. though it accidentally happened to be in 
the hands of the Government of India. 

The CHAIRMAN said that he did not think that the 
the problem of Indian finance could be satisfactorily solved 
by the reduction of salaries of the men at the top, as 
far more than what could be saved from the excessive 
salaries at the top would be required to pay the intermA
diate and lowest ranks. Coming ~o the question of 
reduction of military expenditure they bad to remember 
that the greater part of the defence of India was being 
carried out by the British navy, the entire expense of 
which was- borne by the British Government. It was only 
proper that the adjustment should be mutual if India was 
to benefit by the defence of the navy. 

Mr. SHAHAN! replied briefly. 
PROFESSOR THOMPSON in reply said that he was glad to 

find himself in substantial agreement with Professor Shahani, 
except in the matter of the income tax. He agreed with 
Dr. Slater that ·it would not be possible to reduce the 
revenues of India, for while higher Si:l.laries would decrea"!e lower 

· salarie:~ would increase. It WJ.S found that as countries 
became more democratic the higher officials were always 
paid more. The total would probably be greater. 

We should not look upon the wealth of the country as 
fixed, bnt as a growing amount whose growth depends largely 
upon the beneficial activities of Government. The taxes 
which we take for education will increase our wealth by far 
more than the amount of these taxes. We should have a 
progrest!ive point of view anl believe there is going to be 
economic progress. But we should give ell.ch local govern
ment sufficient independence ani} re3ponsibility for the prog
ress of its people by separating the sources of taxation ; 
and wa shoulJ ma.ke the burden as light as posaibla by 
equalizing the rates, of taxation, espacially as bet ween agricul. 
tural and non-agricultural incomes. 
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A SUBSISTENCE WAGE 

PROFESSOR H. w. LYONS 
INDORE CHRISTIAN COLLEGE 

The following study of the 'economic position of the 
laboring classes of Indore, and the attempt to determine 
a subsistence income or poverty line-as distinct from an 
existence wage-has been made with the assistance of . 
undergraduate students in the Indore Christian College. 
The line of enquiry has been as follows :-(1) the selec
tion of a standard of food and clothing; (2) the determining 
of the cost of this standard for an average family over a 
period of years, and the comparison of the result with 
the wage income possible under the rates of wages pre
vailing during the years; (3) the examination of the eco
nomic position of actua.l families during the month of 
November just passed, judged by the standard selected. 

A Subsistence Standard 

In any country the jail should form a standard of 
living below which the condition of the free man should 
not fall. If it does not do so, then in times of economic 
depression the jail stands as a menace to the community, 
and not as a means of protection for the private property 
of the citizen. It was to the jail manual, accordingly, that 
I first turned to determine the minimum of food, clothing 
and house room which should be available for working 
families. It is that standard -which I have finally selected, 

57 
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not only because of these social problems involved, but 
chiefly because it is a standard arrived at some years 
ago by experts, and tested by experience. It is based 
upon the principle of keeping the individual fit to work, 
at the same rate as he would be at liberty, and it was 
determined by careful food analyses and experiment. 

The provision for food, clothing and house room, as 
laid in the United Provinces Jail Manual, which is followed 
m the Central India .Jail in Indore, is as follow:-

A.-Food 

Scale. I.-For male prisoners, laboring:-
Nitrogen 210; Carbon 5268.7. 

I • 
l Cereal , 

Day ofll Pulse ~ Dal • Yegetables 
wc£:k , Combi· i 1 ---1 nation ·--1----

1 

Daily! 14 
Ch. 

1 
Cit. 

I 3 
Ch. 

Oil I Chili; 

-_-1 Ko. 

4/"1.5 I 1 

Ch. I 

Salt 

150 l 
:Grains I 5 

Ch. 

The cereal-pulse corn bination is invariably to be 
made up according to the following table:-

Principal Adjuvant 

GRAIN QUA::STITY GRA.IX QUA..'iTITY 

Wheat 11 Ch. - Barley 3 Ch. 
Bajra 12 , Pulse 2 ,, 

:Makka 12 
" 

Pulse 2 , 
Wheat 11} Gram- 2! 
Juar 11 

" 
Pulse 3 , 

Barley 11 , Wheat 3 , 
Rice 10l Wheat 3t 

Scale II.-For working women, ancl juveniles arriYed 
at puberty:- · 
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Nitrogen 210; Carbon 4588.7 
The scale is similar to Scale 1, except that the 

Cereal-pulse combination is 12 chhitaks, 'vhich may 
be made up as follows :-

Principal Adjuvant 

GRAIN QUANTITY GRAIN QUANTITY 

Bajra 12 Olt. None 
Makka 12 , None 
Marua 8 , Wheat 4 Oh. 
Wheat 12 , None 
Jnar 7 , Wheat 5 

" Barley 7 , Wheat 5 
" 

Rice 6! , Wheat 5} " 
Scale. III.-For non-laboring adults; juvepiles no 

arrived at puberty ; and under trial prisoners :-:-
Nitrogen 182; Carbon 3908.7 

The scale is similar to Scale I except that the 
Cereal-pulse combination is 10 chhitaks which may be 
made up as follows :-

Principal AdJuvant 

GRAIN QUANTITY GRAIN QUA~TITY 

Bajra 10 Oh. None 
Makka 10- " None 
Marua 8 

" 
Wheat 2 Ch. 

Juar 7 " 
Wheat 3 " 

Barley 7 " 
Wheat 3 " 

Wheat 10 " 
None 

Rice 5! " 
Wheat .q" 

The wheat to be used in all cases lS second 

quality, or 'red ' wheat. 
For children under · two years of age confined with 

their mothers the ration is as follows :-
(a) To nursing mothers two clthitaks of wheat 

atta and half a chhitak of ghee in excess 
of the ordinary laboring ration. 

(b) To children between 12 and 18 months; six 
~hhitaks of milk? two ch~ of ri~e; and l ch~ of dal, 
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(c) To children between 18 and 24 months; 4 ch. 
of milk 4 ch~ of rice, and l ch. of dal. 

B.-Clothing 
The scale of clothing for a year is as follows :-
1. Male.-2 jangia; 2 shirts; 2 langote ; 1 summer 

blanket, and 2 winter blankets; 1 blanket coat for 
winter; 2 beddings of tat patti, 6ft. by 2ft. 

2. .1! emale.-3 langah; 4 kurti; 2 chadar; 2 beddings 
of tat patti; 6ft. by 2 ft. 

It is expected that these outfits will last only the 
year, with the exception of that blanket coat and ·blankets. 
HoweYer, in estimating- the requirements of a family 
later I haYe followed the time honored custom of 
clothing the children with their parents' cast off 
garments, thus adding nothing to the family expen
diture on clothing for them. 

C.-House Room 
In calculating Jail sleeping accomodations, a mml

mum of 36 square feet of superficial area, and 648 
cubic feet of breathing space is adopted. Under no 
consideration is less permitted, nor does an increase 
in height permit a decrease in thE' floor space. When 
one thinks of the chawls of factory districts, or the 
houses of the gwalas and their cattle, one has some_ 
conception of the magnitude of the problem confron
ting a hoasing association which would aim at forcing 
landlords to treat their tenants at least like prisoners. 

Tlze Cost of the .Standard 
It is obYious that the Jail standard of air space 

must be neglected, substituting therefor the scale of 
rents actually paid by the class of workers we are 
considering,-unless indeed we consider that the open 
chinks in the roofs and the unlimited air space 
upwards giYes us the required Yolume ! At present 
rents run from Rs. 1-8-0 to Rs. 2-8-0 depending upon the 
size and condition of the house. 
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The present cost of the full supply of clothing for 
a man and a woman is Rs. 24 for a man, and Rs. 37-12-0 
for a woman, provided that. the warm blankets and 
blanket coat are of the second hand army material now 
found in almost every bazaar. This gives an average 
monthly cost is Rs. 2. and Rs. 3-2-2 for a man and a 
woman respectively. The cost of clothing has been 
increasing and in November was approximately two annas 
in the rupee higher than a year ago. Beyond that I have 
been unable to secure accurate figures. However, as 
the expenditure on clothing would be less than onefifth 
of the total expenditure required to reach jail 
standard,-when we use cast-off clothing for the children
an examination of the cost of food in its relation to 

0 

income will give us fair_ accuracy a picture of the 
economic position of the worker ever a period of years. 

The prices in the Indore Market of the various food 
combinations possible in the several scales have been 
ascertained since 1902 with a view to discovering the 
cheapest. The figures upon which the tables are based 
were taken from the tri-weekly records of prices kept 
by the Bazaar Office. These recorded have been 
averaged for the f~ur months from October. 21 to 
February 20, partly to overcome fluctuations which 
might occur because of exceptional circumstances; and 
part~y. because the cold season, when trade is unres
tricted by climatic conditions, forms a convenient basis 
for comparison of succeeding years. 

With the exception of November of this year, the 
cheapest cereal-pulse combination has invariably been 
wheat and jowar, or jowar and pulse. It accordingly 
has been adopted, despite the fact that amongst many 
of our people the making of jowar chapatties is 
rapidly becoming a lost art because of the difficulty 
and tediousness of prepartion. Wheat, the aristocrat 
amongst the cereals, is preferred. In November of this 
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year Jowar was not in the market, and wheat only 
could be secured at from 5 seers 6 ch. to 5 seers 10 ch. 
per rupee. All workers accordingly, were compelled to 
purchase it. 

For a workingman's family of five members, which 
provides for the renewal of the force of labor with one 
additional-in which the man and woman and eldest 
child all work, leaving only a dependent minor and a 
haby as non-producers,-the cheapest food combina
tions1 on jail standards since the cold weather months 
of 1902-03 have totalled as follows per month:-

Rs. a. P· Rs. a. P· 
1902-03 8 13 1 1911-12 10 5 7 
1903-04 8 9 0 1912-13 11 7 1 
1904-05 9 411 1913-14 12 1 6 

1905-06 11 15 7 1914-15 12 15 10 

1906-07 10 11 10 1915-16 13 011 

1907-08 14 7 2 1916-17 11 411 

Hl08-09 13 14 0 1917-18 14 15 9 

1909-10 10 7 6 1918-19 18 6 5 

1910-11 10 0 8 1919-20 22 011 

Nov. 1920 :- Rs. 25-7-3. 

During the same period of time the rates of daily 
wages for laborers under steady and continous employ
ment, as taken from actual sheets, have been as follows :-

Ma.n 
From 1902-1913 . 0-4-0 

1914:- 0-5-0 
~ 0-5-0 

1915-1919 l 0-6-0 

1920 0-7-0 

1 The combinations are :
Man-Scale 1 ; Jowar 11 ck. 

Pulse 3 ch. 
~ on·working child-Scale 3 ; 

Jowa.r 7 ch. Whea.' 3 ch. 

Woman Boy or girl 
0-3-0 0-2-0 
o-~t~o 0-2-6 

-0-S-6 0-2-6 

0-4-0 0-3-0 

Woman and working child-Sca.le 2; Jowar 
7 ch. Wheat 5 ch. 

B!tby-Scale for c!lild 12 months and 18 
months. 
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Based upon these rates, and assuming that the 
three workers work for a full month of 28 working days
which is probably two days over the average-the total 
possible monthly wages income of the family would 
be as follows:-

~'rom 1902-03 to 1913-14 
From 1914-15 
From 1915-16 to 1918-19 
:~!,rom 1919-20 

Re. Ae. P. 
15-12-0 

19-4-0 
21-0-0 
24-8-0 

The ratio accordingly oti expenditure necessary for 
food oti jail standard to the total possible wages income 
of the family would have been as follows:--

per cent percent 
1902-03 55.9 1911-12 65.5 
1903-04 54.4 1912-13 72.5 
1904-05 58.7 1913-14 76.5 
1905-06 76.0 1914-15 67.2 
1906-07 67.9 1915-16 61.9 
1607·08 91.9 1916-17 53.6 
1908-0!1 88.0 1817-18 71.4 
1909-10 66.0 1918-1!J 87.6 
1910-11 63. i 1919-20 89.9. 

'November 1920:- 104.0 per cent 

Had jowar been on the markets at last cold 
wea~h~r's prices the November cost of food would have 
been Rs. 21-4-4; making the ratio of food to wages 
87.8 per cent. 

Despite the increase in wages it is apparent that 
the economic condition ·of the laborers is more critical 
than at any time during the past twenty years. In 
1907-08, during the famine which visited Central India, 
it is true the ratio of food cost to wages was 91 
per cent. But it dropped the next year and the third 
year was more or less normal. For the past three 
years, however, the ratio has been rising steadily, and 



456 H. W. LYONS 

a downward movement in the all-important cereal-pulse 
combination has not yet started. 

We may now ask: What should be the subsistence 
income to-day for an average workingman;s family such 
as we have taken under existing conditions? The total 
necessary monthly expenditures, exclusive of any allow
ance for lighting; medicines, charities, education etc. 
I estimate as follows :-

Food Rs. 25-7-3 (wheat) or Rs. 21-4-4 jowar at 1919-20 prices 
Clothing Rs. 5-2-2 
House rent Rs. 2-0-0 

T~tal Rs. 32-9-5 or Rs. 28-6-6 if jowar becomes available. 

That is the family income must average, with 28 
working days per month, from Re.1 to Re. 1-3-0 per 
day. - And that income must all be expended on 
necessanes, leaving none for the toddy of which many 
workers all too fond. This should prove a sobering 
thought to these who see no harm in the licensed 
toddy shop in working class districts. 

But, while the family income· should have averaged 
during November Rs.1-3-0 per working day, the actual 
wages income under the most favourable circumstances 
was as a fact only annas 14 per day. That is the 
family during November last were receiving As. 5 per 
day, or 26 per . cent less then the actual subsistence 
wages. If they .had put the second child to work 
and could have been able to do without the luxury 
of the baby, they would just h~ve attained to the 
jail sbndard. I sometimes wonder whether the Indian 
labor, if he were aware of these facts, would agree 
most heartily with Shakespeare that " Stone walls do 
not a prison make; nor iron bars a cage. " 

Some Actual Families -
Thus far we have been considering what might 

be in an average family impelled only by the laudable 
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economic motive of attaining to a subsistence stan
dard, and unhindered , in its struggle by accident 
or sickness, by inherited debt or 'dependence, or 
any ambition to lift· the children out of the tread
mill of labor. Let me give a group of actual cases 
collected from amongst the workers of Indore. I 
shall give the standard as {a) the actual cost of the 
wheat combination in November, HJ20; and (b) the 
cost as it would have been if jowar had been on the 
market. The income is estimated at full time wages. 

1. Family of four :-{Postal Peon) : working man; 
working woman; working boy of 12 years; 
boy of 8 years. Cost of standard 
(a) Rs. 29-2-11 or (b) Rs. 24-15-2. Actual 
family wage income Rs. 40-0-0. 

- 2 Family of three :-Working man; working 
woman ; child of 5 years. Cost of stan
dard (a) Rs. 23-2-25; of (b) Rs. 19-15-0. 
Actual family wage income Rs. 19-0-0 

3. Family of four :-Working woman, and three 
children aged 8, 6, and 4 years. · Cost of 
standard {a) Rs. 24-11-5 or (b) Rs.17-8-8. 
Actual wage income Rs. 7-0-0. 

This woman- has mortgaged the property her husband 
left her at -his death to the sawkar. 

4. Family of five :-Working man and woman 
and boy of 16 years; two smaller chil
dren. cost of standard (a) Rs. 34-10-2; 
or (b) Rs. 29-5-4. Actual family wage 
income Rs. 27 -d-0. 

5. Family ·of five :-Working man and boy of 
12 years ; dependent woman and two 
children. Cost of standard (a) Rs. 33-6-1; 
or (b) Rs. 28-2-2 Actual wage income 
Rs. 17-12-0. 

68 
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6. Family of fonr :-Working man; dependent 
wife, son of 18 years, daughter of 15 
years. Cost of standard (a) Rs. 27-13-7; 
or (b) Rs. 23-6-8. Rs.ll-0-0 extra in
come Rs. 9-6-0; total Rs. 20-6-0. 

7. Cartman's family.-Working man; dependent 
woman and two children. Cost of stan
dard (a) Rs. 27-13-7; or (b) Rs. 23-6-8. 
Wage mcome at Rs.l-8-0 per day 
Rs. 39-0-0. 

8. Family of eight :-Three working men; three 
dependent women, one child of 7 years 
and a baby. Cost of standard (a) 

Rs. 60-2-1; or (b) Rs. 52-11-0. Actual 
wage income Rs. 54-0-0. 

9. Family of three :-Working mal?- and woman ; 
one baby. Cost of standard (a) Rs. 22-3-1; 
or (b) Rs. 20-0-10. Actual wage income 
Rs.17-0-0. 

10. ·Family of three :-Working man; dependent 
woman and child of 4 years. Cost 
of standard; (a) Rs. 22-15-0; or 
(b) Rs.19-13-2. Actual wage (at 8 annas) 
Rs.14-0-0. 

11. Family · of eight :-Three working men ; two 
dependent women and three children. 
Cost of standard. (a) Rs. 59-7-3 ; or 
(b) Rs. 49-15-0. Actual wage mcome 
Rs. 36-12-0. 

Conclusion11 

From the statement of these cases, and from the 
examination of our a-verage family of five members, 
I draw certain conclusions:-

1. The average daily wage income needed to provide 
adequate subsistence for a family of five 
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on a wheat standard must at present 
be at least Rs. 1-3-0, and on a jowar 
standard Re.1-0-0. 

standard even m the most favorable 
circumstances is not being reached by the 
laboring classes of Indore at the present 
time, although it has been surpassed at 
vanous times during the past twenty 
years. 

~. In the same position as the laboring classes 
are the great majority of servants ; and 
all manual laborers except the skilled 
craftsmen and the better paid workers 
of the cotton mills. 

4. This subsistence standard cannot at present be 
fully attained by the laboring classes 
under existing rates of wages-nor has 
it been reached since the commence
ment of the war-as long as there are 
dependent children or women m the 
family. To secure it every membe1· must 
work without loss of time. This is 
particularly apparent from an examination 
of cases 2, 4, 9 and 10. 

I have not be'en able to follow out as yet inter
esting . lines of investigation which these facts suggest, 
and more particularly their influence upon the birth 
and death rates, and upon petty crimes against property. 
Nor do I wish to point to certain obvious lessons, 
such as the fundamental problem underlying the work 
of social and educational reform, in fact all work for 
the amelioration of the condition of the masses. I 
wish merely to present the results of our investigations 
thus far completed along these lines, and to ask for 
your suggestive criticisms. 
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This paper represents the result of a personal in
quiry, conducted under the dit·ection of Prof. H. Stanley 
J evons,. into conditions of work and pay_ in· a number 
of factories, and into the underlying causes of some 
of the recent industrial disputes in India. 

No one will have the hardihood to deny that the 
form which the labor problerr1: assumes will affect 
most deeply the material and moral planes of our 
existence in the future. It is, in fact, the biggest 
question facing modern civilisation. 

But the gravity of. the situation in India has been 
persistently belittled on account of. the comparative 
inferiority of its industrial labor in point of · numbers. 
It may be contended that as a matter of fact town 
populations hav~ always played the most prominent 
part in shaping the history of a _country. Apart from 
this it can be amply demonstt·~ted that, viewed from 
whatever standpoint, whether the number of strikes, 
their aggregate duration and the number of workmen 
involved on the one hand, or the strength of feeling 
exhibited in the course of the disputes on the other hand, 
the unrest in this country is acute and widespread. 
In the first two months of this year, 1920, the cotton and 
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jute industries alone experienced some 110 strikes, in
volving about '2,475,000 workmen. Taking account of 
the principal disputes only, there were in October 
last about 38 strikes, besidE;lS two lock-outs, affecting 
some H million workmen 1

• Of general strikes too we 
have not a few. The North Western Railway strike of 
April last; the Cawnpore strikes which began .in 
November, 1919, and extended right into March of 
this year; and the recent Ahmedabad affair which affected 
29 mills at once, were, considering the stage of labor 
organization in 'India, affairs of no small importance. 

I personally know o~ a number of strikes which 
were never reported to the press. Our present statis
tical data is, therefore, necessarily incomplete. As a 
mtlasure of the prevailing unrest, at its best, it is 
very inadequ!'l.te. It says nothing of the large and 
growing volume of discontent which lies concealed 
from public view because, for lack of opportunity, it 
cannot express itself in the shape of strikes. It may 
be called Invisible Unrest. As the Right Hon'ble 
Oharles Booth observes in his "Industrial u·nrest and 
Trade Union Policy." we must estimate the . e:xisting 
unrest not be the statistics of strikes, but by the 
degree of divergence of ideas, by the width and the 
wi(1ening of the chasm disclosed." Indeed, it is the 
ideQ.s, the mood and the temper of the workmen 
which signify most. Generaliy we may say that the 
Indian workman is at pt·esent in a very sulky and 
irritable mood. For an accurate measurement of the 
magnitude of the invisible unrest an intensive inquiry 
in each industrial centre is indispensable. All the 
factors in the local situation : for example, retail prices, 
wages, indebtedness, education, profits of ihe local 
industry, relations between the employer and the 

I The ~hove statistics hl\ve been gathered by searching the principal 
newspapers 1n Indto. for 1\CC'lunts of strikes. There must have been man 
disputes which passed unreported or unseen by me, y 
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employee, ought to be studied in detail. 
Further, one can very easily perceive from the 

figures how appalling is the loss sust?-ined by both the 
strikers and the employers. The greater part of the 
loss cannot be measured m money. For the Indian 
laborer, a strike always means utter demoralization 
in the event of failure; an exaggerated sense of his 
own importance, and consequently more strikes on 
trivial grounds, if he succeeds; disquiet and worry in 
both cases, while it lasts. 

This is not all. The strikes introduce an element 
of insecurity into industry which acts as a fearful drag 
on progress. 

Nature and Fo1'1n of the Unrest 

Labor in India, is no doubt a problem, hut not in 
the same sense as it is in England. The workman here 
fights for small concessions and more humane treat
ment, while his brother there is standing up for large 
principles and political domination also. Class hatred 
and class consciousness form an ·integral part of the 
British and American laborer's' creed, but these senti
ments do not sway the workmen in India to any 
large extent. The distinction is important. Steps 
which would prove ineffectual in England and America 
now, may fully meet the situation here, provided they 
are taken in time. 

Another distinction is that for several years to 
come, we cannot dissociate the industrial questions 
from the political movements of the country. The 
political agitator knows that a powerful army of 
town labvrers would be an asset of - no mean value 
to his cause. Labor here has plenty of grievances, 
but it is yet too early to expect its own ranks to 
supply ·a sufficient number of men who are able 
to take the lead in the inevitable struggle with 
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capitalistic management. The existing leaders are ·re
cruited from the educated middle classes which ha'e no 
dearth of people with little personal experience of the life 
of the laborer, little association as a rule with the conduct 
of industry in a.ny form, but possessing a good deal 
of intellectual sympathy with the cause of oppressed 
labor. · These people have their political views no 
doubt. The recent Trade Union Congress held in 
Bombay was a grand conference of such as these. 
This adequately explains the unpractical character of 
the proceedings of that body. It al:;o shows us how a 
proportion of the unrest is artificial in some degree. 

The laborer is not directly obsessed with any 
political theories. He notices the current of political 
life only when it touches himself,. and then he 
leaves it with praise or silent condemnation of the 
Government. The masses attribute every good or ill 
to the Sirkar. The present economic distress there
fore can easily be exploited for political propaganda. 
These facts lend a color of truth to the allegation 
made by the Government that many of the strikes 
have a political background. 

Passing to the eonduct of the strikes, we note with 
satisfaction that we have yet had nothing to compare 
with the series of outrages perpetrated in England 
during the Cambrian Combine strike of 1910. :Mr. D. 
Evans in his book : Labor Strife in the South TV ales 
Coalfield gives a harrowing account of the "frenzied 
and desperate attacks on property, I I the stones falling 
like hail "the many melees of the police with 
the strikers" and adds, "The agony cries of the inju
red, the sharp hissing clash of baton -against pickhandle 
and other weapons, the sickening thud of skull blows 
and the howling of the mob maddened with rage is 
better imagined than described. " 

It cannot be denied, however, that in not a few 
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cases, we have repeated the ugly sequence of pro
cessions, assaults, rioting, polic~ intervention, arrests, 
and convictions. We ought not to interpret this 
rowdyism as indicating anything beyond a disgraceful 
ad~ission of the helplessness of their position. It 
does not at any rate denote an excessive discontent 
or intensity of unrest. 

But it reveals as nothing else does so wel1, 
that the attitude of the public in this matter is, 
excepting a rare instance or two, either one of strict 
neutrality or that of active sympathy with~ the strikors. 
Public charity often carries them through strikes and 
enables them to secure an increase of wages if the 
economic conditions permit. It is for them to 
follow up their victory and lay the foundation of a 
strong union. · They seldom· do that. They rather 
break up what little organization has been improvized 
during the dispute. So it is that labor organizations 
play an insignificant part in these battles. · Mention 
may be made here of two very noteworthy features 
of the existing situation. A strike is in western 
countries the last, while in India it is the first weapon 
of redress. Explanation lies in the almost complete 
absence of industrial courts, and of machinery for 
conciliation and arbitration. The lightning strike has 
come in for much criticism from the press and the 
public. Generally, it is preceded by complaints and 
memorials. The reason for inadequate notice is that, 
with no organization and no funds, the abruptness 
of assault is a distinct advantage. 

So far a strike in India has ended almost as 
often in favor of the laborer as against him, while 
the number of compromises and cases of reference to 
arbitration committees are few and far between. The 
result of a dispute is of small moment, except a~ showing 
the relative economic strength of ·the parties. The· 
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agricultural connection of the Indian laborer constitutes 
a factor in his economic st1·ength, and is at the 
same time responsible, in part, for his present un
satisfactory position. The dread of unemployment 
consequent on a dismissal at the end· of an unsuc
eessflll strike is not so great in his case ; but there 
is also absent the stimulus to press de!nands, and 
get grievances redressed by industrial action. 

We are, in brief, facing a very chaotic situation. 
Without effective organization and without any medi
ating. agencies, the industrial unrest in India 1s run
ing its courae without let or hindrance. 

Causes 

The following is an analysis of the ostensible 
causes of the strikes that were reported to the press 
in October of this year:-

Per cent 1 

1. Wages or bonus only 38 
2. Wages and other grievances 45 
3. Dismissal of fellow-workers only and 

non-recggnition of union 10 
4. Dismissal and non-recognition and 

other grievances 15 
5. Hours and other grievances 20 
6. -Purely sympathetic 4 
7. Oftences of officers and foremen 4 

Industrial unrest is too· complicated ·a matter to . 
be reduced into percentages in this manner. More
over the ostensible and. the real causes are often at 
vanance. The statements of the employer and the 
employees too are generally conflicting as to the origin 
of a dispute. 

For a correct diagnosis, we must go below the 
1 Strikes reported due to two or more causes e.re included here under more 

than one he.a.d, which accounts for the t.Qta! of pel"'enta.ges exceeding 100. [Ed.] 
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surface. Unrest has its origin in change, either : (1) in 
the material condition of life, or (2) in the mental ~nd 
moral outlook of the worket·. 

(1) Actual economic distL·ess IS easily the 
first in the list· of the causes of unrest. The Indian 
worker has never been credited with the capacity to 
save. The ideal wage for him has all along been 
the sum which could just keep hody and soul 
together.' In practice the errors were never on the 
side of excess. 

The war immediately caused a serious dislocation 
in the machinery of production and distribution 
throughout the world, and set prices on their upward 
curve. Prices rose, but the wages lagged behind 
as they always rlo. The Indian laborer, with his low 
·standard of living had no margin above the barest 
necessaries of life on which retrenchment could be tried. 
He had no past accumulation to draw upon. 
Prices went on rising, but the men got no increases 
except a grain allowance here a~d there, the obvious 
reason being that the employers feared that with the 
reversal of the trend of prices it would be very 
difficult to bring about a corresponding diminution in 
wages. In fact, nobody knew when the war would 
end and economic conditions change. The laborer 
went on sinking into the D.:!Orass of indebtedness, which 
further reduced the purchasing power of his nominal 
earmngs. There is an end to human patience, even 
to the proverbial patience - of --the Indian laborer. 
There may be some difference_ of opinion as to the 
extent of the rise in the cost of living. No such 
difference is possible on the point that labor in India 
was very much worse off at the close of the war 
than it was at its beginning. The pent up discon
tent burst out in the shape of strikes and threats 
of strikes. Concessions followed. Viewed as a whole 
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wages have seen an average increase of about 50 r,er cent. 
No wonder that unrest has not ceased! 

Housing, hours, and the numerous petty details of 
management routine, have a subordinate roll. Their 
peculiar importance arises from their indirect effect 
on the tone und temper of the laborer's life. On 
account of long hours, anti insanitary dwellings, the 
Indian laborer, misses all the chastening influence of 
home life, and develops a morbidness of mood which 
acts strongly on his industrial relations. 

II. We have seen that a part of the unrest is 
inherent in the material circumstances of the laborer's 
life. To ~now the other part, we must study the 
laborer himself and his less tangible environment. In 
the factory anrl workshop population of today, one 
can scarcely recognize the patient, cringing, submissive 
laborer of six years ago. He is changing rapidly. 
He no longer looks upon his masters as heaven born 
rulers and himself as an iosignifican~ worm of the 
earth. No more does he quietly put up with insult, 
abuse, and physical torture, either for himself or for 
his fellow workers. He realises that it is to the 
sweat of his brow -that the huge profits of the 
employer, and consequently his motor cars and his 
bungalow, owe . their existence. He reasons with him
self that these profits should make possible for him 
a sufficiency of food; clothing and shelter, and a 
little to lay by for the rainy season. He sees 
that profits and all would dry up at their very 
source if he withdrew his co-operation from industry. 
He observes a unity of feeling among his brother 
workers. Unreason and injustice continuing, what is 
there to prevent him from adopting the one course that 
lies before him ? 

Pick up a factory hand at random. An hour's 
talk with him will convince the most skeptical 
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of the truth of all that has been stated here. What is 
responsible for this change? The Wednesday Rtview 
believes : "The Labor unrest as it exists is s:tn artificial 
affair for which the political agitator i!3 primarily responsi
ble'' (27th Oct., 1920). The opinion of the employers, on 
this point, is divided almost equally. A section endorses 
the view of the fVednt·sday Ret:iew. In an interview a well 
known employer expressed this opinion : "Jiuch of the 
unrest is due to the artificial agitation carried on by 
the educated· community. Strikes are largely due to 
the lectures of the men who have read accounts of 
the prevailing <3onditions in othe1· countries. ·· To say 
that the labo1· unrest is in its entirety the work of 
that remarkable person, the so called professional agi
tator, is to betray the densest and most unpardonable 
ignorance of fact. The: attitude of the more enlightened 
section may be summed up in the words of a gentle
man very prominently connected with the management 
of indust1·y in these Provinces. "Our laborers have 
real grievances. That is the soil. If there were no 
soil, where would the agitator sow the seeds of dis
content? " The. agitator rouses the men to d conscious
ness of their position, to a knowledge of their possibilities; 
and perhaps incites them to realize those possibilities. 
As a rule, his place is after a strike has begun rather 
than before it. He takes the labor mass red hot. 
Then it is easy for him to mould it as he chooses. 
In fact he is a symptom of a great disease. ·That dis
ease is tbe spirit of the times, of · which this unrest 
is just a manifestation. The employers call it "Variously 
"influenza," "strike fash.ion ", " strike mania", and 
what not. The more lf'arned among them say that 
the spirit of indiscipline is rife, and proper coercive 
measures, in the form of a laborers' act or two would 
set things right. Let us study, one at a time, the 
elements that constitute the drift of the times. 
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Too much is being made of the war as hwing 
let loose the forces of unrest. In India, the static 
conditions of life were· alreaJy changing. The workman 
was acquiring new tastes, his standard of living was 
rising by imperceptible degrees, the virtues and the 
vices of the town were gradually being reflected in 
his life. A great stabilizing factor in Hindu Society 
is the karma doctrine which gives a religions expla
nation of the social and Peonomic diffPrencrs between 
man and man. The traditions of a rigid caste system 
fnrtlwr prevented any growth of class consciousness. 
'fhe Muslims through Cf'nturiPs of social interconrse 
with the Hindus slowly accepted their philosophy 
of life. Alike they regarded the gulf between the 
rich and the poor, the classes ancl. the masses as 
inevitable. But long before the war, owing to 
the liberalizing tendencies of the time, the hold of 
religion on the minos of the people was becoming 
feebler and feebler. They were becoming less and 
less prone to respect the sanctity of the existing order 
of things. The mental and moral outlook of the 
laborer was therefore changing all a;long. The war 
only 'intensified the rhanges that had been· taking 
place, for years ·past. 

In the first place, it- increased the cost of living 
so much that the work man was compelled to move 
for · higher wages. Things arouncl changed rapidly. 
He saw that he must stir if he wanted to maintain the 
existence of himself and his family. The fact that a 
conscious change in his. relations with the rest of society 
was possible greatly extended the horizon of his outlook. 

Next we have to consider the high piteh of ex
citement which the news from, and the rumours about, 
the different theatres of wat· kept up during four 
long years. Everybody consequently dew•loped a strong 
appetite for sensation. 
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The excitement originally created by the war 
has been steadily reinforced by the political troubles 
of the country. Political agitation leaws an 
element of unrest in the atmosphere which must, 
of course, upset the mental equilibrium of the worker. 
Trade Unionism is yet in the stage of infancy. It 
would be absurd to ascribe an appreciable portion 
of the unrest to its " mischievous activities." It is 
indeed responsible for a number of strikes, in the' 
sense that the workmen, feeling the itch of power, 
lay down tools to redress grievances which other
wise they would have regarded as too small to justify 
such extreme action. Too much emphasis cannot 
be laid on the fact that the richer sections, by 
the increasing display of their wealth, are themselves 
a very potent cause of the nmest with which we 
are dealing here. The workers estimate the profits. 
of a firm by the number of the. employer's kothis, 
motor cars and servants, and by other signs of 
luxurious living. Such extravagant expenditure rises in 
sharp contrast with the destitution of the worker and 
remains a standing source of irritation to him. 

So much about the employee. All would have 
been well, had the employer readjusted his own 
position and acted in conformity with the changed 
times. He hiled to perceive the change, or perhaps 
imitatecl the ostrich in believing that the crisis in 
his case would be averted indefinitely. He continued 
his overbearing attitude, his heavy fines, and his harsh 
and highhanded treatment. He went on to dismiss 
his men for slight offences without an inquiry ; to 
deduct their bonus on the flimsiest of pretexts. 
Still he did not listen to their representations, still 
he dealt out punishments quite out of preportion to 
their faults and gave the offender no chance of 
explaining himself; still he placed no effective . check 
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on tne tyranny of his foremen, and allowed them to 
handle their slJ,bordinates as they pleased. ·He could 
not get, rid of his irlea about the traditional reiation 
betw:een master and servant ; he did not cease to 
expect unreasoning obedience to his dictates. Above 
all he did not concede the men's most reasonable 
demands, did not redress their most patent grievances. 

Consequences are unpitying. The dreaded crisis 
comes. He yields, for he has no case. From that 
moment, all trust and good will between management 
and labor disappear.· 'rh~ personal ties are snapped, 
and no amount of cement can reunite them: one 
strike changes the whole phase of industrial rela
tionship. It throws the parties into hostile camps, 
and for the first time giw~s the men the conscious
ness of separate existence. That one strike paves 
the way for many more. Every small grievance be
cqmes the ground for a fresh strike. 

The Outlook 

What is coming ? Is the unrest bound to grow ? 
When will it subside? To these questions the answer 
depends on a consideration of all the factors operating 
in the situation, and their net effect in accentuating 
or damping unrest. 

The more one becomes familiar with the life of 
the. ·workman, in home or factory, the more he is 
.impress·ed with the fact that in India, there exists 
a · large mass of Potential Unrest; i.e., in a large 
number of places the. prevailing conditions are un
satisfactory in many respects, and unless improved, 
may become a fruitful source of trouble in the near 
future. No notice is taken of them, because the 
laborers themseh-es hare not yet begun to feel these 
disa.dva.ntages keenly. The potential and the invisible 
unrest will under the stres1; of circumstances and 
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under the influence of changing times become actual 
und visible, unless in the meantime, by some process 
of progressiYe amel_ioration. his position and his means 
adapt· themsehes to his rising standard of li\ing. 

We may ,·ery briefly recount here the causes 
which have prevented the umest from coming to the 
surface:-

{1) Illiteracy. 
(2) Absence of organization and lack of proper 

and rf'ady leade1·ship. 
131 Lack of discipline which comes from education 

and organization. 
(4) Extremely low power of resistance. Living 

. from hand to mouth, he cannot afford 
to stand out long. 

(5) Agricultural conneCtion of the worker. 
(6) Adaptability to a lower standard of living. 
(7) The Indian laborer by nature does not possess 

an aggressiYe temperament. His role is 
to beseech "ith folded hands. He has 
an infinite capacity· for patience. The 
philosophy of resignation is bred up in 
his bones. 

~8) Traditions of subordination. Laborers being 
generally recruited from lower classes 
cannot easily free themselves from a sense 
of inferiority. They ha\e a mental and 
moral incapacity to nse m open defiance 
of their masters. 

Let us see how all this ts altering. There can 
be no doubt that. education will spread and penetrate 
the masses. It will break up -the_ lingering hold of 
custom, broaden the horizon of the laborer's thoughts, 
Htend his sphere of interests, giYe new ideas and 
new ideals, and thus raise his standard of life. 

It will reduce the unrest to the extent that it 
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mcreases effir-iency and makAs him able to command 
more wages. In the earlier stages at any rate it 
will breed more vanity than efficiency. Education 
will also enable him to arrive at an intelligent under
standing of tl:!e situation. When the industry is on 
the wave of prosperity he will clamor for a larger 
share of profits : when it is on a de'cline_ . he will 
have the good sense to keep silent. With an obdurate 
employing class. makiJ;tg too much of its own rights 
it forebodes more trouble. With employers who under
stand the signs of the timP.s, it points to less 
profits, but a more contented community of laborers. 

Labor organisation too must advance. The recent 
all India Trade Union Congress is an earnest of 
rapid progress in this direction. This besides giving 
the men funds wili increase both their inclination and 
their power to fight, and will discipline them for that 
purpose. The temptation to try the newly forged 
weapon will be irresistable in the beginning. Except 
in so far as it forces the· employer into a conciliatory 
mood, we have no reason to be oversanguiiie about 
its effects. In England,._ trade union's can boast 
of a career covering well nigh a century ; but we 
can only ar,sert, that there at its best it has not 
helped to ease the situation. 

We can confidently anticipatE" the gradual divorce 
of the· workman from his land in the village, and the 
rise of a permanent and settled laboring population 
in towns. In the villages we still find vestiges of 
the old communal order. The barrier between the 
rich and the poor is not prominent. Urbanization 
will develop class consciousness. 

The Political Unrest shows no sign of abating. 
Of a fiery type of leadership, therefore, the laborers 
will have more than enough. The changes in the 
laborers' psychology which have already been outlined 
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will go on ·gathering strength. Again, the trend of 
prices gives no ground for hope that any consider
able reduction in the cost of living will occur in the 
near future. The attitude of the employers too is 
not reassuring. With the growth of industry, the 
introduction of new factors-unemployment, for example, 
will further complicate the situation. 

R~mote as it is, nevertheless there is a real fear 
that in India too the industrial warfare will be shifted 
from the field of concessions to the ~rena of prin
ciples. We dare not predict the course of events; 
but forecasting tendencies, the conclusion becomes 
inevitable that the prospect is by no means rosy. 

The Cure 

The line of reasoning as well as the conclusion de
pend largely on the point of view taken at the outset. 
The following are the fundamental principles under
lying the suggestion put forward here :-

1. ~he skeleton of the present order is taken 
for granted. We can, whlle preservmg the 
present in outline, so overhaul its machinery and 

· Hlter the detail of its working as to effectually prevent 
any unnecessary friction, without throwing ourselves 
into dangerous experiments. Abhorring all revolution
ary change, we must build further on the present 
and trust to evolution. 

2. We can· put no faith in a cure-all or in the 
exclusive application of any orie P!inciple, be it co
operation, profit-sharing, works __ committees, or what 
not. Many principles will have to be tried and allowed -
to work side by side, till by the processes of elimi
nation and adaptation an equilibrium is attained. 

3. It is necessary that capitalistic management 
should accede to the reasonable demands of labor; 
it IS more necessary that labor should be m 
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a frame of mind to make reasonable demands. The 
guarantee that each will do its part lies in the prm
ciple of public intervention and control. 

Some Suggestions 

Obviously the wages of the employees should be 
increased at least as much as the rise· in the cost 
of living warrants; but that would be quite ineffectual 
in diminishing unrest if the prices go up so as to 
make the increase· quite nugatory in the matter o~ 

the purchasing power of their earnings. 'rhe attempt 
of the employer to make up by raising prices what 
he has lost in higher wages is to a large extent res
ponsible for this seesaw process. 

To prevent prices from . rising, and if possible to 
bring them down, an effective control over profiteering 
is the first requisite. The boycott of the Rangoon 
Tramway Service very well illustrates what concerted 
action by the public can achievt:J. Consumers ' Leagues 
as the organised expressjon of public opinion can do 
much in this way, but of them we have yet very 
little in India. There are many' practical difficulties 
in the way of successful legislation for the purpose ; 
still some legal prohibition· seems necessary, if only 
to give a lead to the public in the matter. 

Even as it is, we can try to make the present 
means of the workers go much further than they at 
present do. \V e can, by the opening of cooperative sto
res and by the extension of cooperative credit in . urban 
areas, free them from the clutches of the money lending 
shopkeeper, who robs them of a considerable portion 
of their earnings by charging either an exhorbitant 
rate of interest or credit prices which are much 
above the ordinary market level. We can also improve 
their condition by diffusing among them education such 
as is calculated to teach the- art of economical living. 
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It is yet very imperfectly understood that long 
hours, dark, dingy and overcrowdad houses have 
something to do with the unrest of the day. If we 
were only to make the home-life of the workers 
a little brighter,_ a little less gloomy, we would be 
taking a very long step towards the solution of 
the labor problem. Hence it is -that we feel it 
necessary to consider at length the potentialities of 
welfare work. 

Let ns suppose that there is in ea\lh factory a 
committee in charge of welfare work on which the 
me·n too are represented. The members of the 
committee by some system of turns, pay Sunday 
visits to the houses of the workmen. There is, 
therefore, the opportunity to have an hour's talk with 
each workman, to discuss with him his difficulties 
and his needs, to see if there is illness in the house 
which calls for a report to the doctor, and to see 
many other things which are so much worth seeing, 
and which owing to the confidence he enjoys, a welfare 
worker alone can see. So we get a sort of a 
barometer of the industrial atmosphere which indicates 
the existence . of irritation before it develops into 
serious unrest, and forewarns the public against any 
coming storm. Much is being made in these days 
of the absence of personal touch between the employers 
and the employees. 'Ve cannot restore that, but 
these house to house visits will afford a good substitute. 
They can be further utilised for the dissemination of 
correct ideas among the workmen~- for making them 
realize the difficulties of their --masters, and also as 
an agency for the collection of reliable and useful 
family budgets and other statistics. Success depends 
on the way in which welfare work ·is administered. 
It should not be given as a charity, nor taken as a 
part of the bargain, but it should be conducted in 
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spirit of social service, as a recognition of the humanity 
of the employee. 

It is not out of place to raise this note of warning 
that efficacy of welfare work is most conspicuous in 
the earlier stages of industrial unrest, before the 
men have thoroughly imbibed the ideas of class hatred. 
After that all overtures will breathe a suspicious air, 
will be looked upon as a trap. 

A similar warning seems necessary regarding the 
course which Labor organisation is taking in this 
country. A union springs up during a strike and is 
constantly afraid of being strangled at rits very birth. 
If unionism· grows in an atmosphere of hatred and 
opposition, struggle · and strife, it will not easily ·be 
able to free itself from the spirit of warfare. With a 
battle as its first tradition a trade union is bound to 
develop an aggressive character. 

It is the plain duty of the employers in India 
to accept the spread of trade unions as inevitable. 
They may even win labor's gratitude by doing_ the 
graceful act of assisting at their birth. The question of 
their practical utility is the shape they are going to 
assume here. We should not rear up a· slavish 
imitation of Trade Unionism in the 'Vest. We should 
evolve an organisation which is in keeping with our 
ideals and the needs of the future. We must avoid 
assiduously the importation of false economic stan
dards, the "ca 'canny policy" the "closed union" and 
numerous other anomalies. Organisation guided on 
the • right lines will be a very valuable aid in the 
work of successful conciliation and effective arbitration. 

We shall briefly notice two principles which are 
sure to find an increasing place in the industrial 
economy of the future. One is the principle of 
permanence. "The very horse that is permanent", says 
Carlyle," how much kindlier do he and his rider 
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work, than the temporary one hired on any hack 
principles yet known". So long as supply and 
demand alone regulate the relatio_ns between the 
employers and the employees, so long as there is 
between the two no substantial community of interest, 
turmoil and unrest must continue. The "cash nexus", 
if nothing better can be contri-red, must be re-arranged 
on a more human basis. 

It implies first of all that the continuance of a 
workman in his job, does not depend entirely on the 
whims of a hot tempered f•>reman, or the sweet will 
of an autocratic manager. It is, next, a plea for 
giving to the workman a permanent interest in the 
industry in which he works. The permanent interest 
may take shape in any of the various profit sharing 
or copartnership devices, according to the · technical 
natl~e of the industry, and the temper and under
standing of the labor community. 

The other is the principle of partnership. It !Deans the 
increasing association of the workman in the manage
ment of industry. This de1·ives its strength from 
the fact that the sense of responsibility exercises a 
restraining and sobering influence on thl mind and 
is the only cure for restless energy which causes 
mischief. The exercise of power tempered with justice 
and mercy may satisfy for a time, but the democratic 
tendencies of the time make it clear that even 
a just despotism will not do. In tbe present cir
cumstances the main problems of -industry cannot be 
left to the uncertain guidance Qf the debating room. 
But even now there is an infinite scope for the use
ful activities of mens' committees· of the Whitley 
Council type, in which they have the right to express 
opinions, ventilate grievances and discuss the immediate 
conditions of their work. A point of huge. practical 
importance arises in connection with the attempts of 
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some of the rail way companies to set np committees 
of workmen without recognising the independent work
mens' associations. The committee is aimed at break
ing up the union, whereas the latter endeavors to 
bring about the failure of the committee scheme. So 
neither succeeds. A more sensible way would be to 
let the two work side by side, to recognize the union, 
which will have no further motive to oppose the 
committee; and to use the committee to guide the 
progress of the union on the right lines. 

What we have outlined so far would take time 
to produce any appreciable effect on the situation. 
The question remains how to deal with the strikes 
that now come and go as a matter of routine. Every 
industrial centre should no doubt have a conciliation 
and an arbitration board; but their use should be left 
to the option of the parties. We must have recourse 
to legislation on the lines of the Industrial Disputes 
Act of Canada, making compulsory the investigation 
of a dispute before the declaration of a strike or a 
lock-out. To make this investigation what ·it or.ght 
to be, the Labor Bureau should, of course, provide the 
committee with accurate statistics of prices and changes 
in the cost of living. It should also be empowered 
to examine the books of the employer, to ~_see the 
financial position of the concern, and the rate of its 
profits. Its reco~mendations and pro~eedings are to 
be placed before the Public. The Publi~ should act 
through a board elected at a mass meeting of the City 
or on the municipal election plan. If the parties do 
not come to. any agreement after the investigating com
mittee has announced its findings, this board should hold 
a further independent inquiry and declare its award. 
The public now knows its own mind, and no party 
can long afford to fly in the face of public opi~ion. 

The Principle of Public Inten·enti(m deserves a 
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more detailed treatment than for considerations of space 
it can receive here. It is destined to govern - the 
reln,tions between Labor and Capitalistic management, 
in the future. The idea is that to hold the scale 
even, there should be a third party disinterested 
enough in the actual quarrel to be impartial; but 
having a strong indirect interest in the maintenance 
of peacE. It can make its verdict practically binding 
on both sides by throwing its weight against the 
party to whom it is not acceptable. These decisions 
represent the consensus of public opinion, and_ aJl 
changes thus introduced into the industrial system 
would not be arbitrary or revolutionary, but would be in 
full accord with th_e growth of public conscience. 
We require neither Laissez Faire and undiluted des
potism of the empl{)yer, nor nationalisation and baneful 
bureaucratic control, but we do require a consCion s 
Public Control of industry. 
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Great interest has now-a-days been aroused in labor 
problems almost all over the world. In India, as 
in other countries, the need for increased production 
is greatly felt, and the attempt to increase produc
tion is being seriously hindered by the deplorable 
labor troubles of which we have heard and seen so 
much. Ignorance and want of character on the one 
siJe, and want of a broader and wider outlook of eco
nomic principles and · a false sense of prestige on the 
other, have so far been responsible to a great extent 
f01; the troubles between the employee and the employer. 
Both of them forget for the moment that what is wanted is 
increased production, and that it is in the interest of both 
the parties to have it fully at heart. Even the employer, 
who is supposed to employ his capital and labor, etc., 
for production, sometimes forgets his own object, or, 
if he does not do so, yet in his obstinate and vindictive 
attitude in times' of strikes towards his employees 
he does great harm to himself and to humanity 
as a whole. Similarly, the poor employee does not 
understand, or, if he understands it, he is led away 
to do something the evil of which recoils on himself. 
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I consider these labor troubles to be a serious obstacle 
to the growth of all real progress, and any attempt 
to countenance them on the so-called principle of 
competition is fraught with serious danger to huma
nity. Personally I believe that the time is not far distant 
when we shall hear of no such labor troubles. We 
are, I think, passing through a transition period m 
which we are emerging from the era of competitio? 
My belief is amply illustrated by the political, social 
and other combinations apparently based on the principle 
of co-operation which have recently been formed . 
.My belief is further strengthened by the fact that we 
have come away so far from the old economic order 
of self-sufficiency that it is almost impossible now to · 
return to it. Specialisation has become the promi
nent feature of the day leading to greater and greater 
inter-dependence. If the economic orgamsm 1s to 
live, the process of differentiation 1s bound to be 
accompanied by the process of integration. And though 
for some time we may pull on with makeshifts and 
compromises, we could not possibly avoid accepting 
and abiding by the principle and spirit of co-operation 
which alone can make progress possible under the new 
circumstances. 

We thus find that the keynote of progress is not 
considered nowadays to lie so much in competition as 
in co-operatiJn. I would not stop here to illustrate 
how in all the departments of life the principle of 
co-operation is being slowly but_surely substituted in 
place of competition. But if this process is remarkably 
slow anywhere, it is so in the relations of the 
employer and his employee, though both of them 
have become so much dependent on one another,__ 

Fortunately in India the cleavage between labor 
and capital is not so wide as in European 
Countries anu though Ignorance and prejudices might 
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work as great obstacles, yet it may be hoped that 
if real efforts were made by the educated public 
and by the economists of India to infuse a spirit of 
harmony and co-operation between the employer and 
the employee, the almost inherent Indian nature of 
the employee of a sense of attachment and affection 
for his master would prevail over his imitative and 
assumed tendencies of actions borrowed from outside. 
Similarly, I hope the Indian employer would also 
respond to the call of co-operation. What is wanted 
is a stl'ong and sincere public opinion based upon, 
and backed by, the authoritative opinion of econo
mists in India. So long as the economists fight 
shy of their theories and are unable to pronounce 
their definite and authoritative opinion on such fun
damental principles, a real consensus of public opinion 
cannot be formed. Many economists are still cling
ing to the fascinating principle of competition as a 
potent hctor in the production of wealth; and though 
they see that the life of real competition is now over 
and that inst2ad of equal and healthy competition 
they find unequal and cut-throat competition, they 
yet hesitate in their condemnation of the same, and 
rlo not preach the principle of co-operation as an 
active and powerful factor in the production of wealth, 
with that force and courage which the economic situa
tion. of the present times demands. I resist the 
temptation of going into the details of this very im
pOl·tant point. But let me emphasise once more 
that the economists must make up their minds that 
it is high time for the.m now forcibly to preach the 
gospel of co-operation. One word more on this point. 
This gospel must first come from the economists, for, 
if it come from a layman it is apt' to be considered 
by the capitalists as a doctrine preached, not from 
the business ·point of view, or, m accordance with 
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basic principles of economics, but out of a humane 
or philanthrophic or any other motive. Both the 
parties must be made to understand by the logic of 
economic reasoning that the principle of co-operation is 
an ideal factor in the production of wealth. Thus my 
first suggestion with regard to the improvement in 
the conditions of Indian labor is to preach in ac
cordance with a recognised and a basic principle of 
economics, the principle of co-operation as an active 
and an ideal force in the production of wealth, ulti
mately leading to increased shares in the national 
dividend both to the employers as well as to the 
employees. 

My other suggestions are of a more practical, or, 
I should rather say, of a more particular nature, for 
I am not yet sure how far they would .be consi
dered as practicable. At all times we hear complaints 
against the inefficiency of Indian l!lbor. The em
ployer is perhaps the greatest complainant iri this 
respect. At any rate, he raises that plea when any 
demand for higher wages is made. All the same 
he realises that if his labor Is efficient, he would 
be b~nefitecl by it. But what has he done to m
crease the efficiency of labor? The problem is an 
urgent one and requires our serious attention. 

The efficiency of labor has an intimate connec
tion with the standard of living of the laborer. 
The main conditions for efficiency of labor are skill, 
application and an incentive to work. For skill, 
training is necessary. For·· appileation, vitality and 
habits of concentration- and work, both of which, vita
lity in particular, depend so much_ on a man's stan
dard of living as regards good and healthy surroun
dings. It is also a complaint against the Indian 
laborer that, if he can get work sufficient to live 
by, he will not work more in order to earn more. 
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That is due to his low standa.rd of living. If his 
standard of living could be increased, he would have 
to work more in order to earn more to meet his 
increased standard of living. I believe therefore tl:at a 
laborer must take good and healthy diet, and live in a 
healthy atmosphere, in order to deYelop the power of 
application which is necessary for efficiency, and that 
he should otherwise increase his general standard of 
living so as ~o have an additional stimulus for work 
which is also necess&.ry for efficiency. Before reach
ing therefore the problem of the efficiency of a laborer, 
one is faced with the equally difficult practical prob
lem of how to increase his standard of living. I 
venture to suggest some practical means by which 
the standard of living of a laborer may be increased 
to an appreciable extent. Many of you might ques
tion the practicability of the suggestions that I am 
going to make but I commend to your serious con
sideration those suggestions before you finally reject 
them as impracticable. I may also tell you that I 
do not mean that the suggestions that I a~ making 
are the only means to attain this end. For exam
ple, there is the universally accepted means .of edu
cation. My suggestions are with a view to bring 
about comparatively more immediate results in its 
direction. 

I· first suggest that the laborers should be . provi
ded with uniforms in each and every factory. There 
should be duplicate and if possible triplicate sets of 
these uniforms so that they can be washed and 
changed by the laborers at short regular intervals. 

The cost of these uniforms may be partly borne 
by the . millowners and partly by the laborers, if the 
former cannot see their way to meet the cost wholly. 
But the share of the cost falling on the_ laborers 
Ehould be recoyered by small monthly instalments 
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from the wages of the laborers. There are three 
advantages of this system. The first ~nd the 
distinct advantage is this that the laborer would 
gradually accustom himself to cleaner and more decent 
dress ; so that after a certam period he would not 
like to put on a dress which is shabby and dirty. 
This would increase· his standard of living so far as 
clothing is concerned. Another advantage of this is 
that a uniform, if it is supplied free, or, a major 
portion of the cost, if it is borne by the employer, 
is a ·great attraction to the laborer to settle down 
in the factory. The exS:mple of a small factory in the 
Indore State is germane to the. point. There it has 
been found that a uniform has a special fascination 
for the laborer and he loves to have it. Besides 
this, a uniform adds to the efficiency of the laborer. 
In most of the mills and factories you will find 
operatives working with very awkward and inconvenient 
dresses on their bodies, and they have to devote some 
of their attention to managing their dress at the time 
of working, which they might with advantage devote to 
their work. You can easily see how a convenient 
uniform would allow much freer movement of action 
to the laborer and thus add to his efficiency of work. 
For more than one reason, therefore,· I would advocllte 
the adoption of the system of uniforms in each ·and 
every mill and factory in India. 

I would now refer to the food which the laborers 
generally take. It is never substantial food that they 
take : never the food which adds to the vigor and 
vitality of the laborer. It is ·aifficult to make him 
spend his small income wisely. ThE} one suggestion 
tht~.t I would like to make is that the millowners 
should start the system of messes i.n their mills, at 
first providing rather cheap food and slowly raising 
the quality and the standard of the . food with due 
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.consideration for the income of the laborer. Very 
few will join at first. But if some are induced to 
join by giving special concessions, others will, I am 
sure, follow suit. And though the progress in the 
number might be slow at first the advantages of 
regnlar and good food being supplied in a decent 
manner, would prove to be an attraction almost too 
great for the laborer _to overcom~, if he could only 
afford to join the mess. This would put the laborer 
in the habit of taking good and healthy diet and 
he would after a certain length of time, find it 
difficult to take bad and unhealthy food. His Hample 
will be followed by others who may not join the 
mess. This is I hopE', an effective. means of raising 
his standard of living as regards his food. 

Much has been said about thE' housing of the 
laborers and that necessity has already been realised, 
so I need not dwell upon it here. I may only 
mention that if satisfactory arrangements are made 
about housing and providing healthy and congenial 
surroundings to the workmen it would help in build
ing up a settled labor population, in raising the 
standard of living of the laborers and also in ·increas
ing their efficiency thereby. 

ThirJly, I would suggest that special concessions 
and facilities should be given to the batches of 
laborers at periodical intervals for travelling, so that 
by imitation and example they might learn things 
and raise their standard of living. 

These are some o~ the suggestions tha~ I _have 
made with regard to the raising of the standard of 
living of the laborers. They may appear rather 
fantastic ; but if there be zeal and enthusiam on the 
part of the employer to raise the standard of living 
and thus to increase the efficiency of this laborers, 
and, if he looks at these things from the broader 
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outlook of the economic principles which govern 
production, with which he is undoubtedly concerned, 
I am sure that he can successfully bring these 
suggestions into practice and thus benefit his employees 
as himself. 

In a statement made in the foregoing pages I 
have mentioned that there are three necessary condi
tions of efficiency of labor, viz., skill, application, and 
stimulus to WOl'k. The latter two have been dealt 
with in their bearing upon the ntandard of living 
which is thus an indirect means of attaining efficiency. 
I now want to say something about skill. Skill may 
be of two kinds : natural skill, which may be regarded 
as intelligence or natural aptitude and ability for 
work. I have nothing to say about it, for it is there, 
and needs only development, and for that tr·aining is 
necessary; and this skill which is obtained by training 
generally goes by the name of acquired skill. Besides 
this, special skill is required in special kinds of work 
and for that special training is !lecessary. 

Proper arrangements should therefore be made to 
develop the general skill of a workman, as also to 
give him special training in order to specialise his 
skill in any particular line. In this connection Gov
ernment has much to do. But apart from tha.t, the 
millowners should do something and I refer to that 
only in this place. Any attempt to train the local 
people would be amply repaid. In the two cotton 
mills of Indore particularly I find___that many of the 
skilled workmen are imported fr()m outside; and there 
is often the complaint of their unsteadiness in any 
one place. I would suggest to the millowners that 
they should maintain a workshop and admit a fixed 
number. of apprentices every year, recruited 
as far as possible from the local material, and give 
them general and ordinary skilled training. The 
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apprentices may be paid i£ it is found desirable to 
do so. It would ensure to the mills a reserve force 
ready tq take the place of workmen in times of 
necessity, besides producing a class of skilled work
men from which to draw their ordinary supply of 
labor. 

The object of the training should be to teach the 
laborers the methods of working which save 
time ttnd labor and which add to their efficiency ; 
as well as to train them in special branches. In 
this case, as in all such cases the millowners should 
cast aside the narrow cloak of ideas and try to look 
forward, Everything should not be valued in terms 
of immediate gain. Even supposing that a particular 
mill may not be able_ to utilise or be able to 
get the benefit of the labor trained by itseU 
immediately it should not matter mLwh. Some 
sacrifices should be made in the beginning. It would 
be better if such questions were taken up jointly by 
the Associations of several mills (where such Associa
tions do not exist, they should be formed) and· that 
they shrt such work together and regulate, if necessary, 
the influx of these trained apprentices from one 
mill to another. The point is that some solution, 
some constructive device, should be found, rather than 
ignore taking action in . any matter which is no doubt 
bene·fidal but which is beset with certain difficulties. 

One more suggestion that I have to make in 
connection with the measures for increasing the effi
ciency. of labor and more particularly for bringing 
into play the inventive faculties of the laboring class 
is that special prizes should be awarded for extra
ordinarily good work and for inventing any labor
saving devices. 

I have much to say in respect of the revision 
ol the present factory rules and regulations, but the 
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subject requires independent treatment, if full justice 
is to be done to it. Here I would only point out 
that it is no use having, even an ideal Factory Act, 
if it is to remain only a dead letter. Every endeavor 
should be made to see that the provisions of the Act are 
properly enforced. And for this the number and status 
of the factory inspectors should be raised ; and men 
having real interest in the labor problem and having 
proper understanding about industries should be ap
pointed. Besides, I would- suggest that the factory 
owners should by rotation reside in the premises of 
the mills under their charge for a certain period of 
the year at least, besides paying frequent surprise 
visits to them during the period when they do not 
reside there. This would, I believe, ensure strict 
vigilance and first-hand information, about the labor 
condition in each mill or factory. 

Lastly I suggest that separate· vital statistics of 
laborers working in mills and factories should be main
tained and published so as to ~xhibit the effects of 
factory labor on the health and vitality of the laborers. 
A comparison of the vital statistics. of one mill with 
those of another might be an interesting study for 
finding out if conditions of labor in any particular 
kind of industry or even in any pa-rticular mill or 
factory are deleterious. Enquiries could be made then 
as to why the vital statistics of any particular indus
try or any particular mill recorded bad results, and 
steps might be taken, if possible, tO-Jemedy the evil. 

These are some of the suggestions that I have 
ventured to make before this Conference. The spirit 
that permeates my paper evidently is the rather bold 
assumpt.ion that the employers would realise that the 
time has arrived .when in the realm of production the 
principle of competition should be subordinated to the 
principle of co-operation. But I am sure that if the 
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employers begin to act in accordanc_e with the spirit 
of the advent of the new and glorious Econo
mic Era which co-operation promises, they will reap 
the benefit of it in proportion to the spirit of co
operation with which they would be permeated in 
their dealings with their employees, who are but a 
part of the same Economic Organism to which they 
themselves belong. 
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The International Labor Conference which met at 
Washington in October, 1919, drafted certain Con
ventions and recommendations which have been sub
mitted to the nations forming the International Labor 
Organization of the League of Nations for ratification. 
India being a member of the Lea:gue of Nations was 
represented at the Conference. Accordingly the Con
ventions, etc., have been submitted to the Government 
of India, and the Board of Industries and Munitions 
have circularized the local Governments and the Cham
bers of Commerce for their opinions. These are 
now being received by the GoYernment of India and 
it is proposed to amend the Factories Act at the 
forthcoming session of the Imperial Legislative Council. 

It is especially opportune for a rep~esentative 

gathering of economists in this country to give ex
pression to their opinions before legislation is. initiated. 
With a view to promoting discussion and eliciting 
certain definite expressions of opinion, I propose to 
state, in the course of this paper,- the main draft 
ConYentions, to indicate the extent to which these 
Conventions can be adopted and further to suggest 
other labor laws which should at an early date find 
a place among the statutes of India. 
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The Conventions and recommendations of the 
International Labor Organization may be summarized 
under the followtng main heads :-

1. The limitation of the hours of labor to sixty 
in the week. 

2. The establishment of free employment agencies 
and an effective system of unemployment insurance. 

3. The regulation of the employment of women 
before and after childbirth. 

4. The prohibition of night work for women and 
young persQns. 

5. The prohibition of the employment of children 
under twelve years. 

The above are to apply to extractive industries, 
transport, ship-building, generation and transmission 
of electricity, constructional work, and industries in 
which articles are mended, repaired, altered, manu
factured, etc. 

Other recommendations include the protection of 
women and children against lead poisoning, the 
prevention of anthrax, etc. 

At the present time the only Act concerned with 
the regulation of the employment of industrial labor 
in India is the Indian Factories Act, 1911. This Act 
applies to ''any premises wherein or within the 
precincts of which steam, water or other mechanical 
po\ve·r or electrical power is used in aid of any 
process for or incidental to making, altering, repairing, 
ornamenting, finishing or otherwise adapting for use, 
for transport or lor sale any article or part of an 
article and employing 49 or more persons. " Th.e 
Indian l\Iines Act (VIII of 1901) empowers rules to 
be framed for the prohibition, restriction and regula
tion of employment of women and children above 
or below ground ; but no rules ha"\"e been framed. 

The proposed Conventions arl"l for the most part to 
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apply to many industrial undertakings which at present 
are not regulated by either of the above Acts -mines, 
railways, docks, etc. For this reasorr, the Government
of India propose extending the provisions of the 
Factories Act to establishments employing more than 
nineteen persons, and to empower local Governments 
to extend the Act to factories employing not less 
than ten persons whether they use power or not. 
While- the need of /control and regulation of small 
industrial establishments is undoubtedly of great im
portance since the worst abuses of sweating, ill ven
tilation and bad sanitation exist in such concerns, 
yet until' Government is prepared greatly to increase 
its staff of factory inspectors and carry out more 
frequent inspection of factories, mere legislation will 
be of little avail. As matters stand at present, even 
with the factories which now fall within the scope of 
the Factories Act, large numbers remain uninspected, 
especially in the Punjab, Bihar and Orissa, and Bengal. 
While strongly supporting the suggested course of 
action of the Government of · India that smaller 
industrial concerns should also be subject to the 
pl'OVISions of the Factories Act, unless this is to be 
accompanied by a large increase in the inspectorate, 
I feel that it would be not be wise for the existing 
body of inspectors to have to shoulder additional 
responsibilities. 

Sixty-Hour Week 

The first proposal of the ___ International Labor 
Organization is the establishment, so far as India 
alone is concerned, of a sixty-hour - week. For all 
other countries, except ,Japan, China, Persia and Siam, 
a forty-eight hour week io proposed. The · Indian 
Factories Act limits the hours of labor of an adult 
male worker in a textile factory to twelve hours per 
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day with an interval of at . least half-an-hour after 
every six hour's labor. There is no limit to the 
working hours of persons employed in non-textile 
factories. 

Actually we find that whereas in many parts of 
India the maximum-the ·twelve-hour day-is being 
worked, a large number of textile factories are already 
working a sixty-hour week. In Bombay, for instance, 
since the mill strike of January last, a sixty-hour week 
has been in operation. The results of the change 
from a twelve to a ten-hour day have not been 
unsatisfactory. While the total production is not as 
great as under the longer working day, production has 
in no way fallen in relation to the decrease of the 
working time. A prominent mill-owner recently remar
ked that mill hands are now more energetic and ~re 
producing in ten hours what they formerly produced 
in eleven. Even before the sixty-hour week was 
adopted in Bombay, several textile concerns in South 
as well as North India had adopted the ten-hour day 
and found it satisfactory from the standpoint· of both 
employers and employees. 

In Bengal the practice among the jute miils is to 
work a peculiar shift system. The system is pecu
liar to Calcutta and somewhat difficult to explain 
briefly, but under it the great majority of the general 
workers, including almost all the women, work from 
8 to 9! h~urs only, or about an average of nine 
hours daily. Labor in the jute press houses is by 
piece work, the men coming and going as they please. 

Turning to non-textile establishments, no limit to 
the number of hours worked is laid down by Govern
ment. This is obviously an unfair distinction. H 
abuses are not to be tolerated in these concerns, it is 
essential that the discrimination between textile and non
textile factories should be swept away and a sixty-
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hour week made uniform in all industrial establish
ments, with certain exceptions. We find, for instance, 
the Calcutta paper mills working on two twelve-ho~u 
shifts. On the other hand, in the Calcutta engineering 
workshops the practice is generally to work 8! hours 
on five days of the week and 6 hours on Saturday, 
Sunday being a holiday. On the tea estates of N. E. 
India, factory work is carried ~ut from May to 
November.. The' hours of labor for this work are 
irregular and depend on wBather conditions and the 
amount of leaf to be manufactured ; but not being a 
continuous process, the hours of work embrace consi
derable periods- of "standing by". On the average, 
the hours are not more than 7 to 8 daily. During 
wet weather, labor is worked by· shifts and hours are 
longer. In the coalfields, the miner works as he 
likes. He is paid piece-wages and he generally stays 
down until he fills two tubs. There is 'no regulation 
of hours at all. 

I am of opinion that the sixty-hour week should 
be introduced and applied to alf factories employing 
20 or more persons, to mines, railways and docks, 
but that in the case of the mines definite shifts 
should be laid down. 

Unemployment 

That India mut~t work out her own labor code is 
no more strikingly shown that in dealing with the 
question of unemployment. The· ~xistence of the joint 
family system and the ready aid of a caste fellow in 
cases ot lack of employment --do not necessitate a 
poor law system or call for a scheme_ of unemployment 
exchanges and out-of-work benefit. The problem 
of under-employment and unemployment as it is 
known in Britain, the United States and continental 
countries is unknown in India. The nearest approach 
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to it is to be found in the employment of casual 
labor in our ports and chief towns ; but the methods 
of recruitment of dock labor in Bombay, for instance, 
is far more satisfactory in its results than the system 
which gives rise to large masses of unemployed at the 
London and other docks of Great Britain. The persis
tent cry of factories and workshops in India, on the 
other hand, is for more labor. The problem in 
India is not so much one of u.nemployment as the 
scarcity of labor and the hest means of recruiting 
fresh sources of supply to meet the increasing 
demand. Under these circumstances there appears 
to be no immediate need for agencies to cope with 
such unemployment as exists in India and the con
vention concerning this subject should not be ratified 
by the Government of India. 

Employment of Women Before and After Child-Birth 

A grave omission in the framing of the Indian 
Factories Act is that it made no provision for the re
gulation of the employment of women before and after 
childbirth. There is no doubt that one of tlie causes 
of the heavy infantile mortality among the .children 
of working women is that the women are frequently 
employed almost up to the time of their accouche
ment. Disgusting sights are unfortunately to be 
wit~essed even in these days when, for instance, a 
woman is delivered of a child at the factory gates or 
in the factory compound. That such a state of affairs 
is allowed to continue is a disgrace. The proposed 
convention merely lays ·down that "a woman shall have 
the right t6 leave her work" if she produces a medi
cal certificate stating that her confinement will pro~ab
ly take place within six weeks. To a.ny one who is 
acquainted with the life and habits of the woman 
worker in India, it must be apparent that this clause 

68 
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would be nothing short of a " dead letter". ·what 
Indian woman worker would in the first pl~ce take 
the trouble and go to the expense of procuring a medical 
certificate? Whenever she wants to leave her work, 
she just stays away. What is more essential is that 
she should be compelled to stay away a stated period 
before her confinement. While this would be extre
mely difficult to accomplish under existing circums
tances, yet if a scheme for the pay~ent of maternity 
benefit for one month before and one month after 
confinement were introduced, this would in itself 
encourage women temporarily to suspend their work 
at mills. A careful actuarial aD:alysis of the cost of/ 
such a scheme would proba.bly prove that it would 
not be so costly as may at first sight appear. 

· While it is extremely difficult to enforce absence 
from a factory before confinement, it would be a 
comparatively easy task to prevent. a woman engagmg 
in work immediately after her confinement._ The 
compulsory notification of births provides an easy 
means by which mill managers ·may be informed of 
the accouchement of any of their employees. Further, 
the very harmful practice of allowing women to bring 
infants and young children into the working rooms 
of factories, a practice which I strongly condemned in 
my paper last year, should immediately be stopped. 
It is to be hoped that a provision against this prac
tice will be a feature of the new Factories Act: A 
mother will then be compelled to remain at home to 
nurse her new born infant or to employ a nurse or 
foster mother, the latter being unlikely. 

Prohibition of Night W01·k 

Night work in factories by children under age IS 

already _ prohibited by section 23(b) of the Indian 
Factories Act, which Jays down that "no child shall. 
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be employed in any factory before half-past five o'clock 
in the morning or after seven o'clock in the evening." 
Section 24f a) similarly prohibits the employment of 
women at night. Section 27 of the Act permits women 
in ginning aud pressing factories to be employed at 
night and this frequently gives rise to great abuses. 
It is in these seasonal factories that the greatest evils 
exist for, owing to the scattered distribution of the 
factories, inspection is irregular and infrequent owing 
to the difficulties of carrying_ it out. As stated in 
my paper last year, cases have been recorded where 
ginning factory managers have been convicted for working 
their women laborers for twenty-four hours. 

Prosecutions for breaches of the law when detected 
have little deterring effect, as the fines are light 
compared to the gravity of the offences committed. 
There is no reason why seasonal factories should 
receive any differential treatment in the matter 
of the night employment of women. Section 27 should 
accordingly . be deleted. 

The Prohibition of the Eutployment of Children 
under 12 Years 

The Draft Convention fixes the minimum age of employ
ment of children at fourteen years fur all countries 
except India and Japan. For India it is laid down 
that children under twelve years shall not be emp
loyed in-

(1) Factories working with power and employing more 
than ten persons. 

(2) Mining, quarrying and other extractive industries. 
(3) Rail transport and at docks, quays and wharves. 
Existing legislation in India fixes the age of employ-

ment in factories at nine years; but even this limit is 
in practice lowered owing to the difficulty of ascertain
ing the correct age of a child and to children obtaining 
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certificates of age before they are entitled to them. 
Seasonal factories are frequently found to employ children 
under age. 

In mining no restriction on the employment 
of children is made. According to the Indian Mines 
Act, a "child " means a person under the age of twelve. 
years, and the Governor-General is empowered to 
'• prohibit, restrict or regulate the employment of chil
dren either below ground or on particular kinds of labor 
where such employment is attended by danger to the 

.life, safety or health of such . . children." But no use 
has up to the present time been made of this power. 
According to- the latest available statistics, there were 681 
children employed below ground and 2,304 children 
employed above ground in coal mines in 1918. These 
numbers form '5 per cent and 3'5 per cent respectively of 
the total num~er of persons employed below and above 
ground. It is not likely that a restriction on the 
employment of children at mines would seriously affect the 
amount of work done. ·when it was proposed in the 
ninetias of last century to prohibit the employment 
of children untler the age of ten years below ground 
in any mine, the Committee of the Indian Mining 
Association objected to the proposal on the ground 
that the exclusion of children from mines would 
involve the mothers remaining above ground and that 
this would cause the fathers to strike work. Eventually 
the proposal was dropped. 

A propos the Draft Conventions, the Committee of 
the Bengal Chamber of Commerce are of opinion that 
the scope of the conventions "should be narrowed 
and applied only to factories as defin_ed by the Fac
tories A~t and possibly to the coal mines. They con
sider that mne years is not too young an age for 
children in India to commence work and that more 
harm would be done to allow them to run loose in 
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crowded mill areas than to keep them engaged in 
their present employment. They hold the view that 
until r,ompulsory -education is applied to all classes 
of children, the minimum age-limit of children should 
not be raised, but that the six-hour day, which is at 
present compulsory for children (between the ages of 
nine and fourteen) in textile factories only, should be 
applied to all factories. 

While there is much to be said for the view that 
other employment must be found for the children 
released from industrial employment, this cannot be 
used as an argument to justify the health of the 
children being damaged by employment inside factories 
and below ground in mines. So long as the employ
ment is in healthy open-a.ir surroundings such as in 
building operations, at docks, on railways, etc., such 
employment may be, at any rate for the time being, 
tolerated. But I do not share the view of the Cham
ber thM nine years is not too young for children to 
commence work in industrial establishments in India. 
rrhe Collector of Bombay, who may be regarded as 
an unbiased person, in his note on the Bombay 
Factories Report for 1918, advocated the raising of the 
mininlum age for employment in mills from nine to 
twelve. The Indian child is poorer in physique than 
his western brother and he has to work under more 
tryin·g conditions, climatically as well as industrially, 
than the European child, yet the age-limit proposed 
for the latter is not twelve but fourteen. If 
anything, it may ?e said that the Washington 
Conference has erred on · the side of leniency 
with regard to fixing the age limit. On the whole, 
the best attitude for India to take with regard to 
this Draft Convention is that it should be ratified in 
so far as it relates to factories and to labor below 
ground in mines and quarries, but that until such 
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time as compulsory primary education IS established 
in industrial areas, the terms of this convention so 
far as it relates to railways, docks, and open-air 
employment should not be ratified. 

This concludes the first portion 0f my paper, viz., a 
review of the. various proposals made by the Interna
tional Labor Organization of the League of Nations. 

It is now for us to consider whether, apart from 
the abovtl proposah, the existing Factories Act should 
be amended. Utilising my paper on 'Industrial Better
ment' as the justification for making these suggestions, 
I intend merely to outline my proposals. 

The Factories Act should be amended so as to 
provide that :- ' 

(n) Every factory must have a rubber tyred am
bulance stretcher which must be kept in a good state 
of repair. 

(b) A first-aid chest must be provided in each 
department of a factory. Chapters 8, 9 and 10, of the 
Indian l\lanual of First Aiel should be printed and 
hung up in prominent places in factories. 

While it would not be possible to legislate on the 
subject, Government might urge employers to adopt 
the following suggestions in order to minimiw the 
risk of accident and to facilitate the immediate treat
ment of injured persons :-

(i) The instruction of all new employees on safety 
lines, and the encouragement of suggestions by em
ployees as to methods of preventing accidents. 

(ii) In those industries where labor is sufficiently in
telligent and educated the establishment of safety com
mittees formed of representatives of workers and of the 
management. At Port Sunlight the result of safety-first 
organization has been the reduction of accidents by 
50 per cent in 1917, a further 12 per cent in 1918 

. and by 5 per cent in 1919. 
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(iii) The encouragement of first-aid classes among 
the foremen and more intelligent of the workmen. 

Government ·may well take the lead in this matter 
hy establishing such a safety-first organization in Govern
ment establishments, State railway workshops, etc. 

Furtner provisions of the new Factories Act should 

be:-
(c) Every factory must provide a messing place, 

its size to be determined by Go~ernment and to ~ary 
in proportion to the total number of employees in 
the factory. 

(d) Every factory employing women workers must pro
vide a creche in the charge of a properly-qualified nurse. 

(e) In cases of deliberate infringements of the law 
and where breaches of the Act are not the result of 
carelessness or neglect, the agent and employer, 
occupier or manager of a factory should be held join
tly · and severally responsible and should be held cri
minally liable for such acts. 

(/) '['he limit of fines which at present is fixed 
at two hundred rupees should be raised to ~me ·thou
sand rupees and the term of imprisonment increased 
to not exceeding two years. 

The amendment of the Factories Act, however, will 
be of little avail unless it is accompanied by a great 
increase in the staff of inspectors appointed under 
the. Act. There is also an urgent need for the 
appointment of women inspectors for factories where 
women are employed. 

So far we have confined ourselves to a considera
tion of the existing labor legislation and amendments 
that appear essential in view of the deliberations of the 
International L~1bor Conference and the existing conditions 
of employment in factories here. Apart from this, new 
lines of labor lPgislation are nnder consideration as a recent 
speech of Sir Thomas Holland indicates. They are :-
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(1) The legal recognition of properly constituted 
trade unions. 

(2) Workmen's Compensation. 
(3) The establishment of conciliation and arbitration 

boards. 
(4) The establishment of Whitley Committees. 
Dealing with each of these in turn, briefly, let 

us consider the legal recognition of trade unions. 
The last two years has witnessed the rise and spora
dic growth of a large number Of self-termJd " trade 
unions". The initiative in forming these small groups 
of workers (for in most cases they are comparatively 
small) has been taken by politicians and lawyers. 
Owing to the ignorance and lack of education on the 
p~rt of the workers it Is not surprising that 
the organization of these bodies has come from "with
out" rather than "within ", but while this was inevitable 
it is to be deplored that social workers did not take 
the initiative, but that they have allowed the lawyer
politician class to capture and control these bodies. 
A feature of many of these so-called " unions " is the 
absence of any rules (at any rate printed -and 
published rules) and the organization and control 
of a large number of unions relating to different 
trades by the same group of persons. 

Frankly these unions have not been established in 
the best interests of labor, but are largely to be used 
to employ the voice and the strength of labor for 
political ends. . But there exist iu this country a 
few bodies which are being organized by the wo1·kmen 
themselves on the lines of British trade unions and 
the objects of which are consistent with the best 
traditions of labor. l\Iany employers would welcome 
the formation of such bodies, as experience has shown 
that these unions are prepared to negotiate with 
employers antl are in a position to enforce the terms 
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of settlement. But this cannot be said of the vast 
majority of labor organizations in India. ' It would 
be in the best interests of labor itself if Government 
would undertake the legal . recognition of unions by 
a system of registration. Such societies only should 
be registered as first submit their rules for 'i1pproval 
to the Board of Industries and Munitions and the 
rules must indicate that the control of the society . is 
in the hands of the workers themselves. (This 
·would not prevent the society having a legal adviser.) 
The registration of a society should carry with it the 
privilege that the union would be free from legal 
responsibility from action taken by the union in a 
strike, etc., which may lead to loss or damage on 
tbe part of the employer either directly or indirectly. 

TVorkmen' s Compensation 

The subject of Workmen's Compensation raises 
great issues of far-reaching effect and in considering 
it one has to bear in mind the interest of labor on 
the one hand and industrial development. on the 
other. While no one will deny that the dependants 
of a worker who is killed in performing his duties 
should be compensate() and that the worker himself, 
if permanently injured and incapacitated, should receive 
compensation, especially when the accident arises 
through no negligence on his part, yet when once 
this principle is recognized and put into practice it 
is but an easy stage to extend it to compensation 
for all types of accident whether permanent or tem
porary, serious or slight. And here lies the danger 
especially in a country like India. The number of 
self-inflicted mJunes would probably immediately 
mcrease. 

With this reservation one can proceed to con
sider, first, whether there Is a need for legislation 

6' 
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establishing Workmen's Compensation, and, secondly, 
if there- is a need, to what classes of injuries and 
to :what industries it should at first be applied. 

A few firins among the jute mills, coal mining 
companies, etc., are in the habit of making pro'\'"ision 
for a ·man or his dependants in the event of total 
disablement or death. Compensation takes the form 
either of a bonus, pension or the employment of the 
dependants if they are in a position to engage in 
labor. But no pension or gratuity ca.n be demanded 
as a right, for it depends vet·y largely upon the 
good-will and the charity of the employer. Unfor
tunately, it cannot be said to be the practice of 
firms to compensate, and the question is immediately 
raised as to whether the frequency and nature of 
accidents is of such a kind as to demand some form 
of compulsory compensation. Dealing with dangerous 
callings only, we find that in 1918 nearly 200 coal 
miners lost their lives whilst a larger number were 
seriously injured. Compared with the numbers em
ployed in the industry, this gives a death-rate per 1000 
persons employed below g~ound of 1'6 and above 
ground of '3-which clearly indicates the riE.k of death 
in a mine is five times as great as on the surface. 
When we commence to. analyse the causes of the 
accidents and enclea'\'"our to locate the blame for them 
we learn some interesting facts. Half the accidents 
which occur are occasioned by falls of roof and of 
sides. "Haulage," and "Shaft" accidents each form 
10 per cent of the whole. The development of deep mining 
introduces a new danger in the form of falls of 
material from the sides of the shaft. "It has not 
been the custom in India to brick or line shafts 
and at shallow depths this does not appear to have 
been much needed ... a limited experience of shafts 
over 800 ft. has proved the increased pressure due 
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to depth 1s exerting its effect and the liability 
to falls of stone from the sides of such shafts 
is greater. " The increased use of electrical power 
at mines is also bringing its train of accidants. 
Apart from this, each year more collieries are 
reaching the second stage of working, viz., win
ning the pillars 'vhich is more dangerous than gallery 
driving. Hence we are not justified in expecting any 
decrease in the number of accidents; on the contrary 
the number of accidents will most probably increase. 

The location of blame . for · accidents is always a 
difficult matter but we are justified in accepting the 
statement of the Chief Inspector of l\Iines in India. 
He attributed 50 per r-ent of the accidents in 1918 to mis
adventure, 30 pt>r cent to the fault of the deceased, 11 
per cent to the fault of fellow-workmen or subordinate 
officials. In other words, one-fifth of the lives lost 
in mines (coal and other mines) were attributed to 
the fault of the management, officials or fellow workers 
of the deceased and half the fatal accidents to mis
adventure. It is not surprising then that with the risk 
attached to mining, a demand should be made for 

\ 

compulsory compensation. 
A similar demand is being put forward by railway

men. A study of accident statistics for 1918-19 shows 
that 450 railway servants were killed and 850 injured. 
This compared with the numbers employed shows a 
death rate of about '8 per 1,000. 

With these · facts before us, one is justified in 
taking the view that a Workmen's Compensation Act 
applying to such dangerous trades as mining, railway 
employment, etc., should be introduceil, but . that com
pensation should only be paid in the event of loss 
of life or permanent disablement. 

I propose to dismiss the subject of Conciliation 
and Arbitration Boards in a few words. Knowing the 
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nature of Indian labor as we do, it is only where 
well-organized trade unions exist, (e.g., on the railways) 
or where labor is sufficiently intelligent and educated, 
(e.g., in printing presses and post offices) that one 
could utilize Arbitration Boards with any chance of 
success. It is preposterous to suggest, for example, 
that an Arbitration Board could be established for 
settling the disputes which arise in the Bombay cotton 
mill industry, for who is going to enforce the terms 
of arbitration which must be based on the demands 
of the representatives of the employers and of the 
employees-as experience has shown that it is not 
possible at present at any rate to find any representa
tives of the mill hands who will see that the demands, 
if conceded, are enforced. Much more can be said 
for Conciliation Boards and Whitley Committees. Ex
periments with these may well be made in""' Govern
ment printing presses and on the railways, and only 
when sufficient experience has been acquired should the 
experiment be extended to other trades and industries. 

Patchwork labor legislation at all times is unsatis
fact0ry and places undue hardships on certain classes 
of employers while frequently failing to end the worst 
abuses. Detailed and comprehensive legislation is 
nevertheless difficult and cannot be carried out unless 
based on elabora~e investigation. It rests with the 
economists and social workers of India to carry out 
scientific investigations which will prove of value to 
the Legislature. Meanwhile, the responsibility of 
Go\ernment for conducting such enql.1ires still remains. 
The action of the Go\ernment of India in establishing 
a Labor Bureau under the Board of Industries and 
Munitions and the appointment of a Labor Achisory 
Board and a Labor Commissioner by the Government 
of 'Madras are steps which are to be commended, but what 
is required is something more comprehensive, something 
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which will place social workera and Government in 
close touch with one another. Periodic labor confei·
ences hP-tweP-n employera, labor leaners (so far as they 
exist) social workers, economists and officials could con
veniently precede the establishment of a Central Labor 
Advisory Board (which to ensure the confidence of 
the people should have reprPsentatives from each of 
these classes) and the drafting of an Indian Labor 
Code embodying the labor laws for. all trades and in
dustries in the country. No an::ount of international 
legislation can be a substitute for the framing by 
India of her own labor laws. It is only those who 
are living in this country who know her interests best ; 
and, provided the voices of all classes and interests can 
be equally heard, legislation based on the deliberation 
of those persons is infinitely superior to legislation by 
outsiders. 



DISCUSSIOX OF P.A.PERS ON 

LABOR PROBLE~IS 

~Ir. H. A. HA~so:s said that he was very strongly con
vinced of the importance of investigil.tions like the one the 
results of which Professor Lyons had given in his paper. 
All must be agreed that more should be done along this 
line, and that this Association should encourage such effort. 
He would like, therefore, to suggest to the local secretaries 
for the next meeting that they devote a whol~ session of 
the Conference to a consideration of this question and that 
nuy preparation through the Committee should arrange to 
have similar careful investigation made by as many compe
tent investigators as possible throughout various parts of 
India. The results of such investigations could be presented 
to us in such a session with very telling effect. · He would 
suggest that careful work covering a large field might 
eventually have the effect of convincing those who gave very 
little weight to the results of such investigations. In spite 
of the unfavorable reception of such investiga~ions in Madras 
the investigators should not allow themselves to become 
discouraged and we should do all that we could to encou
rage this work. 

With regard to the suggestion of Mr. Kanungo of Indore 
that, in order to raise the standard of living, messes should 
be started in the mills for the workers, the speaker §aid 
he would like to suggest one point that ought to be guar
ded against With the advent of great industries we should 
find many forces introduced which are destructive of family 
life and any arrangement which would tend to separate the 
men from their families even more th_t\n they are separated 
at present should be looked upon with disfavor. The 
sanctity of family life must be guai:ded. This, of course, 
did not mean that he opposed sanit~ry and wholesome 
arrangements for the preparation and eating of such meals 
as the laborers must take at the mill. But he was opposed 
to any arrangement that would result in their taking all 
their meals at the mill. 



ON LABOR P ROBLEJ.IS 511 

With regard to Professor Burnett-Hurst's paper, he con
sidered it very interesting, and wished to congratulate him 
on the able study he had given the ConfP,rence. He did 
not believe, howevel·, that India's present position made it 
unnecessary to provide Labor Employment Bureaus for India's 
laborers. One of the great drawbacks in Indian labor was 
its extreme immobility. Labor Bureaus maintained by Govern
ment would be very useful in promoting this desirable 
mobility of labor. He was glad that Professor Burnett 
Hurst had touched upon the problem of child labor, for 
Indian leaders were not writing about this subject . at all. 
All the material he could find, came from the pens of 
Englishmen who were reporting all their work as factory 
inspectors. He thought that here was a great opportunity 
for members of this Association to serve India. India 
needed an awakened conscience in this matter of child labor, 
for the evil was likely to be increased rather than 'decreased 
in the years immediately ahead of us, and if no one raised 
his voice on behalf of the children they were going to be 
exploited just as they had been in the West. In conclu
sion he said: "You who_ are here can mould the thinking 
of your students very largely on this subject. You can 
give your help to save large numbers of children by showing 
the evils of this practice. I hope that in the future 
Indians will take a real interest in this important subject. " 

'MR. GYAN CHAND said that India should have a. labor code 
of its own. Too mucn had been made of the joint family Rys
tem and caste system in .India. He associated himself with 
Professor Hanson's remarks. He was of opinion that in the 
present industrial struggle it was not possible to preserve the 
cottage industries. Ht> thought that the question of poverty 
in India would have to be considered along with the question 
of the increase in population, and he was in favor of restric
ting the population. 

PROFESSOR KARVEY said that if they found that the average 
income in the poor families fell short of the expenditure, they 
ought to find out the causes for that. He agreen with 
Mr. Nauda. that whereas the labor movement in the west aimed 
at political power, the labor movement in India. only aimed 
at increase of wages. But he thought that what had taken 
place in Europe was tonnd to take place in India. also. 
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One of the reasons for the frequent strikes was the fact 
that. the employer lived in an atmosphere which was. on a 
higher level than that occupied by the laborer. What was 
wanted was a sympathetic attitude on the part -of the em
ployer. The second reason was the inability of the wages 
to keep pace with the increase in the prices of foodstuffs. 

1\IR. SHAH of Bombay pointed out that the labor charges 
at present had increased 100 pet· cent,_ and the - discontent 
of the laborers even after such large increase was just the 
same as before. The laboring classes were addicted to liquor 
and other vices and were not bent upon increasing their 
standard of life. He thought the labor unrest was mostly 
due to persons who claimed to be leaders putting into the mind 
of the laborers what was happening in England or America. The 
wages have been increased and the working hours hail been 
reduced and still laborers were ~t satisfied. If they wan
ted the Indian manufacturers to compete with outaide mar
ket they should consider the point of laborers killing the 
industries by unreasonable demands and frequent ·strikes. 

1\IR. B. L. V. BHIMPURE said he was of opinion· that the 
common mess for factory laborers and the supplying of 
uniforms by the employers to the employees and of 
expenses to undertake travels, suggested by :Mr. Kanungo, 
were if actually carried out, sure to increase the efficiency 
of the laborers and thus the total amount of produce. But 
he thought they had failed to consider an important pecu
liarity of labor, viz., that. the laborer retains his property 
of work although he sells his commodity labor. Therefore 
very few employers would like to make such an investment 

_ in him. Then again with regard to the common mess we 
had to take account of the caste restrictions and the vast 
difference between the food prepared by the laborers at home 
and that at the factory. With regard to the uniforms he 
would say that even if some of .- the I_aborers, in the begin
ning, might show a dislike, yet if these uniforms were decent, 
comfortable and sure to incr.ease their efficiency, they would 
take to them. 

The investigations carried out by Professor Lyons were 
most useful and should be continued by him and by some 
other members as well. .Professor Thompson's "Economic 
Survey " would be of invaluable help in this direction. 
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Dr. SLATER said that one very important question raised 
by Professor Burnett-Hurst's paper was the legal recognition 
of Trade Unions in India. The history of the relations 
between the State and Trade Unions in the United King
dom was long and complicated. They were actually pro
hibited in the beginning of the nineteenth century, and a 
long struggle for recognition re1.che:l its climu in the 
Trade Union Act of 1876. This protected the funds of 
Trade Unions, and provided for registration, an:l recognised 
their right to negotiate with employers on behalf of their 
members and to strike. But it expressly abstained from 
constituting Trade Unions as legal corporations with the 
night to sue and ba sued. At that time the theory prevail
ing among lawyers, was that legal corporations could only 
come into existence by. the express act of the legislature 
(either general or speilial), or of some authority empowered 
to· bring them into existence. But subsequently to 1876 
there came a change in the legal opinion, and the decision 
in the celebrated Taff Vale Case, in which the Amalgamated 
Society of Railway fiervants wa.s cast in heavy damages for 
ordering a strike without due notice, ·was based on the 
legal theory that a body of men could become a corporation, 
legally re'lponsible for its acts, merely by acting as an 
organised body. The Taff Vale Case was the ehief cause 
that impelled the Trade Unions to create the presen~ 

Parliamentary Labor Party, and its first and greatest achieve
meut was the passing of the Trade Disputes Ac~, which 
made Trade Unions exempt ftom any legal penaltie'l for any 
wrong or unlawful or injurious acts done by them in connec
tion with a trade dispute. 

In India there was, as yet, no trade union law, and 
in any case that might arise, Jika the action taken by 
1\Iijssrs. ninny & CJ. against Mr. Wadia, the organiser of 
the !l!adras Labor Union, the judges would have to decide 
by the principles of common law, and there would be 
great uncertainty about their decisions. Hence the question 
of forming an Indian Trade Union law had become urgent. 

The first, an'i m')st important question that woulJ have 
to be faced would be whether India shoul.i adopt the 
principle of the Trade Disputes Act. With regard to this 
it had to be noticed in the first place that there was 
something t·epugnant ,to legal opinion, and even: to common· 

6S 
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sense in putting any body of people in the legal position 
oi being privileged to commit wrongful acts without liability 
to any penalty; secondly the Trade Disputes Act only got 
pa.ssed in the House of Commons because the Liberal Ministry 

wanted the Conservative House of Lords to take the responsi
bility of throwing it out, and the Peers declined th!lt 
responsibility; thirdly, it would appear that the effect of 
the Act, had been to exacerbate to relations hetween emplo
yers and unions. Indian · unions would no doubt demand 
the entension to them of the principle of the Trade Disputes 
Act, but be did not think this should be conceded. 

A less important question which had been much discussed 
in Madras was whether membership of a trade union should be 
limited to actual workers in the trade' or occupation, and 
whether the officers should b~ chosen only from the mem
bers, or whether outsiders shouU ba permitted to hold 
office. This question also would hwe to be faced by the 
legislator. 

MR. S. V. KANUNGO thought that trade unions came into 
existence when the laborers were handicapped in their fight 
for higher wages and that they wera founded on the prin
cipl~ of competition. The time was ripe, however, for econo
mists and politicians to proceed rather on the principle of 
co-opera.tion th!ln on tha principle of competition. They had 
to bring home to the minds of bo~h· b.boret·s and employers 
their -common interests-that they belonged to one and 
too some economic organism. Referring to points iu 
Mr. Burnett-Hurst's paper he S3.id tha.t it shouU ba made 
necessary for the Factory Inspector to reside ,in a factory 
for some time in the year in order to ensure greater iu
terest ·for the welfare of workers. 

MR. JosHI said_ that he had not wished to speak that 
afternoon, but l\Ir. Kanungo ha:l by his remarks provoke:l him to 
say somel,hing. Mr. Kanungo was opposed to the legal recogni
iion of properly organised trade unions because he thought 
that in the new era of co-operation which is dawning trade 
unions were q nite. out of place, that the need of to-day is 
not for large factories and trade unions, but of cottage ingus~ 
tries an:! of co-operation. The speaker fJ.iled to see however 
·why the orgil.uisation of trade union3 sh'luld be looked up1n 
as a declaraton of WJ.r between the employers and worlwrs. 
Would not trade unions properly organised and legally 
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recognifJed be materially helpful to employers wanting to 
understand the minds of their work p9ople and to redress 
grievances before they ripened into strikes? People who 
imagined that the encouragement of cJttage indastries would 
enable us to do without large factories were laboring under 
a sad delusion. The factory system had come to stay in 
India, whatever the possibilities latent in cottage industries. 
We had only to try and anticip1te, if wa c0uld, some of 
the evils found by European experience to follow in 1ihe 
wake of the factory system. 

With regard to Professor Burnett-Hurst's _proposal of 
prohibiting by law the employmant of :children under 12 in 
textile factories or in mines, h~ agreed th'l.t such chi.tdreu 
should not be employed for work under the surf.!.ca in mines, 
but thought that provision must first ba mi!.de for the 
~ducation of all childL·en under 12 and th9n the prohibition 
of their employm9ut m mine3 ani factories b_y law could 
follow. 

PROFESSOR LYONS in the course of his reply s:tid that 
unfortunately it was not feasihle to prohibit chil,l labor 
under existing conditions 11.nd deprive the working m l•l of 
the income brought by his children. The fundatnBntal 
question \Vas the problem of the subsL~tence wage, which 
was raised in his paper. He was in favor of the Associ
ation making investigations in the directions suggested by 
him. They should try to arouse public opinion if they 
thought that the laborers were not getting the minimum 
wage. He was in favor of the prohibition of child labor; 
but before it would be practicable the wages of adults must be 
increased sufficiently to enable the working family to have 
at l~ast a subsistence income. 

MR. GULZA.RI LA.L NANDA. s!l.id that the f<~.ctory Act should 
be extended in its scope, as many factories were not under 
any sort of supervision. They should have an Industrial 
Disputes Act in India. 

PROFESSOR BURNETT-HURST replied briefly. He said thq,t 
the chief criticisms of his paper centred round the question 

of the prohibition of the employment of children under 12. 
The loss of family income which would result from such 

prohibition should be met by raising the wages of adult 

laborers sufficiently to enable them to support their families. 



FAMINE AND EXPORT 

DR. GILBERT SLATER, 1\I.A., D.sc. 

UNIVERSITY OF l\IADRAS 

The firdt thought I desire to suggest to you is 
iihat there is reason for apprehenaing that the f:1.mines 
which have to be provided against in future may be 
of a SO!ll9what different character from the famines 
which have markecl Indian history in the past. The 
dominant causes for the famines in the eighteenth and 
earlier centuries were twofold, viz., first the variability 
of the monsoon causing shortag3 of grain in particular 
areas and secondly the deficiency of transport. The 
chief characteristic of the condition of affairs in India 
had been that while there was famine in certain dis
tricts there was abundance of cheap grain in other 
parts of the country. The habit in India had been to 
store up grains- during periods of good monsoons as 
a method of safeguard against scarcity in bad years. 
That had been the basis of the famine policy of the 
Government of India. The official idea with regard 
to famines had been that the dominant symptom of 
famine was not absolute deficiency-of grain, but local 
high prices and failure of purchasing power of the 
people. Accordingly the remedial measures adcpted 
were of the nature of providing employment and supple
menting that employment by gratuitious relief and by 
facilitating transport of grains from districts which had 
them in abundance. The success of that policy rested 
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upon the continuance of the old habit of storing a 
considerable quantity of grain locally. But the success 
of that policy itself made people feel that in case 
of scarcity they cou.ld depend upon Government to 
procure supplies from other parts of India. Hence the 
economic motive for carrying over stocks of grain, and 
maintaining local reserves, was seriously weakened. 
The habit still persists, but is decaying ; and if it dis
appears the foundation on which the success of famine 
administration rests also disappears. 

Let us now consider the experience which India 
has passed through recently. In 1918 there was 
something like a 35 per cent deficiency in the grain 
produce of India excluding Burma. It was not suffi
cient merely to provide relief by employment or 
money grants or by facilitating transport from one 
place to another, since this only effected a shifting 
of the burden of lack of food from one part of the 
country to another or from one section of the people 
to another. Therefore' in the famine of 1918 it was 
necessary to take further measures in the di.rection of • 
increasing the available supply of grain for India as 
a whole. That was done by prohibiting the export 
of grain, and by appropriating the surplus of the 
Burma crop for Indian use and by endeavoring to obtain 
supplies from Australia. The measures- actually taken 
were successful, and though there was a great rise of 
prices, suffering and distress were effectively minimised. 

Prohibition of export was a necessary measure then; 
hut now we have to consider whether it is a right policy to 
prohibit or hamper export as a permanent measure in 
view of possible future deficiencies of crops. One of 
the reasons v.·hy I considered this an important question 
is the existence of a general sentiment, particularly 
among the urban classes in India, in favor of a general 
and permanent prohibition of export of food grains 
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from this country ; and the idea which is wieldy cur
rent is that prohibition of export is likely to be help
ful in increasing the available food-supply for the 
people of India .. In 1918, as soon as it was clear that 
there was going to be a deficit of grain in India, I 
was strongly in favor of prompt prohibition of ex
ports· of food grains. My opinion was based not only 
upon consideration of the fact that there was gomg 
to be a deficiency ,of grain in India, but also upon 

. consideration of the peculiar position of world c~m
merce and trade. The war, by creating superabun
dance of money and scarcity of commodities, had 
brought about a very great enhancement of prices in 
the world markets outside india, and at the 
date of the Armistice the average level of prices was 
so much higher in the outside world that, . if export 
had b?en allowed, India could have been easily drained 
of its available supply of food. But in future years 
we must gradually reach equilibrium of prices between 
India and the outside world. ·With the reaching · of 
that more normal ·commercial position the great argu
ment for prohibition of export disappears, and we 
must look at the question afresh. 

The most vital factur is the effect of prohibition 
of export upon production. Some of those who ad
vocate either prohibition or hindering of export of 
grain base their opm10n upon the theory that the 
Indian cultivator is in no way to be influenced by 
the condition of the market. Therefore, they- hold, 
the quantity of grain produced is- determined purely 
by meteorological causes, by the favorableness or un
favorableness of the season, and is not at all depen
dent on economic stimulus. I caimot accept that 
theory. In India the ordinary cultivator is perhaps 
less responsive to economic stimulus than the cultiva
tors in many other countries, but, nevertheless, sooner 
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or later he must respond. If export is prohibited, 
before long the Indian cultivator will so restrict the 
acreage under food crops that the produce in normal 
years will be sufficient to meet Indian requirements. 
We cannot expect the Indian cultivator any more than 
any other cultivator to go on producing food grams 
if they are neither going to be consumed under 
ordinary --circumstances within the country nor to be 
exported. Hence, my opinion is that anything like 
a permanent prohibition of export of food grains from 
India will inevitably operate in the direction of bring
ing down production, so that the normal production 
of a reasonably good year will only be equal to a 
year's consumption. The comequence would be that 
when India had to face a bad year the deficiency 
would be terrible, and the power of meeting it on 
old methods would have disappeared. Therefore, I 
regard prohibition of export as being the surest method 
of courting disaster. What applies to prohibition of 
export in a milder de.gree applies to all measures 
which tend to diminish export. It appea~s to me 
that the fundamental idea of all Government policy 
must be, apart from carrying out the established 
measures in dealing with famine, to increase produc
tion, primarily of food grains, but also of other 
commodities ; and to permit their free export, both 
in . order that there may be a margin of production 
over consumption in normal years, and in order that 
India may gain purchasing power to enable her in 
times of emergency to draw grain from outside. 

I am not, however, prepared to say that there 1s 
nothing the Government should dl with regard to 
export with the object of famine prevention except to 
leave it uncontrolled. I desire to draw the attention 
of the members of the Association to the very full 
discussion which the questian of increased supply of 
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food received just a year ago at Pusa at the meeting 
'of the Pusa Agricultural Conference. The report made 
by the Committee of which Dr. Harold Mann was 
chairman was extremely valuable, and its presentation 
ought to mark a new epoch in the history of Indian 
administration with regard to famine. At Pusa we con
sidered also various items of Indian ex.port trade from 
the point of view of famine prevention. It is well known 
that India suffers to a great extent in many parts from 
a deficiency of phosphate of lime, the chief consti
tuent of bones. Therefore we came to the conclusion 
at Pusa that the export of bones ought to be prohibi
ted as soon as Indian means of utilizing the bones for 
manurial purposes had been developed. We also deci
ded that tl1e export of some other manurial substances, 
such as fish manure and poonacs or oil cakes, should 
be steadily discouraged by export taxes, with a view 
to the ultimate retention of the whole of these manures 
in India. 

Another idea which has been very largely dis
cussed in agricultural circles is the proposal for an 
export tax upon mw cotton. This idea no doubt will 
be agreeahle to a considemble section of Indian opinion, 
because an export tax upon raw cotton tends to en
courage the production of Indian manufactures. Further, 
this would operate not against Lancashire, which uses 
American cotton, so much as against Japan which is 
largely using Indian cotton. ·Therefore that is 9 

measure which is politically practicable. From 
the agricultural point of view- it is urged that 
the very high prices of ··· cotton which were 
ruling recently tempted the ryot in many districts 
not only to sacrifice the growth of food grains, 
but also to depart from sound agricultura.l methods 
by growing cotton again and again on the same land 
instead of observing a proper rotation of crops. 
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Whether an export tax on cotton would be beneficial 
or not would depend very largely upon the use made by 
the Government of the funds so obtained. It is desired 
that the proceeds of such a tax should be used for 
purposes of agricultural improvement. The agricultural 
departments of the various Governments of India are 
starved of funds like almost every other public service. I 
am of opinion that India groans under the oppression 
of insufficient taxation, and I think it is desirable that 
some additional source of revenue should be obtained in 
order to enable the agricultural departments to give Indian 
agriculture the service which they are capable of. If the 
money were well utilized the loss which falls upon the 
cotton grower would be more than neutralized by the 
indirect advantages of greater Governmental assistance in 
the selection of good strains of cotton and in the diffusion 
of knowledge of better means of cultivation. It appears to 
me that au export tax on manurial substanCf)S and on 
commercial crops of India which compete with food crops 
can be used as one part of the machinery for increasing 
the normal production of food. 

In conclusion let me emphasize the fact ·that the 
country which has an abundant supply of foqd and 
which is best provided against famine is the country 
which normally exports food to other countries. I feel 
that India is in danger of a short-sighted policy of 
selfi~hness, if when other countries are suffering from 
scarcity India will not allow its surplus to feed those 
in need. Such a policy of exclusiveness and national 
selfishness can only react to the injury of the coun
try which is animated by that spirit. The prosperity 
of India will be better "erved by selling her surplus 
to other countries where there is greater demand and 
thereby developing India's productive· power so that in 
times of emergency India may be in a position to meet 
any deficiency due to want of rainfall or other causes. 

66 



DISCUSSION OF PAPER ON 

FAl\iiNE AND EXPORT 

PROF. JEVONS said that the proper solution of the 
question of food export was of the greatest importance to 
the future of India. This was essentially a subject in 
which the politicians should look to the economists for 
guidance. As Dr. Slater had pointed out, if they pursued 
a policy of always prohibiting the export of food, they 
really damaged the interests of their own country. by discoura
ging the cultivators from cultivating foodgrains on a larger 
number of acres than the population of India normally 
required. They would be destroying what might be 
regarded as a reserve of production which would be brought 
into use in times when the yield of crops was low in a 
bad season. The experiences of the past two years were 
quite unusual, and were the result of the Great War. There 
bud been an enormous rise· of prices in Europe and other 
countries and an extraordinary shortage of production. Some 
regulation was undoubtedly nesessary; but be bad always 
thought that Government might have used an export duty 
of, say, six or seven rupees per maund to discourage expor
tation, and with advantage to the Indian revenues. It 
would be possible to regulate the amount of food-grain which 
India could allow to go abroad by means of an export duty, 
varying with the price in accordance-with a sliding scale. 

Coming to the question of permanent total prohibition 
of export, be said that India should not adopt what might 
be called a selfish policy of isolation from the outside world, 
as in the end it would not prove to be the best system. 
The best course would seem to be to expand the policy 
which Government bad succ~ssfully adopted for meeting 
famlnes from resources within the country. That was what 
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Dr. Slater meant when he said that India should link 
herself with the grain trade of the world. The worst fea
tures of famines in India had been averted by linking up 
each local district with other parts of India as a whole by 
a net-work of railways. Why not proceed to link up India 
more completely with the grain trade of the world 'I 'fhe 
grain trade of India was not so well organized as in other 
countries. They found that in America and Australia. grain 
was handled in bulk by elevators. There was no packing 
of the grain in bags. The handling was done by automatic 
machinery, and the grain shipped in bulk into the hold 
of the ship. An experiment in the use of elevators was 
being made in India between Lyallpur and Karachi. The 
construction of these elevators was started before the war, 
and he did not know whether they were in working order 
as yet. 

The policy he would suggebt would be that first of all 
there should be a great effort to improve agricultural methods, 
so that there might be an increased outturn per acre. He 
thought that au export duty might be used as a more 
scientific way of regulating export than total prohibition 
when prices were high. In conclusion he advocated the 
development of the fndian grain trade to keep it in touch 
with the grain markets of the world, and suggested better 
methods of providing adequate storage capacity by building 
large elevators at great commercial centres like Cawnpore 
and Lyallpur, and also in the port towns. 

MR. JosHI said that the figures of production of food
stuffs from 1899 to 1914 showed that the same had increased 
sympathetically with the rise in the world prices. The effect 
of total prohibition of the export of food-stuffs must be to 
decrease their production in India. The cultivator would then 
turn to the production of raw materials, the export of which 
was not prohibited. Thus the security against famine 
which was the main reason for the prohibition of the export 
of food would not be . attained. It had been suggested that 
a duty on oil-seeds should be imposed with a view to 
encouraging the pressing of the seeds in India and the 
retention of the poonak for manure. That method of en
couraging the development of the oil-pressing industry at 
the exper:se of the producer of the oil-seeds would be similar 
to robbing Peter to pay Paul. They should find better 
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methods of stimulating the development of their industries 
than imposing export dutie!; and thereby injurin~ the export 
and hence the import tra ~e of the cot.ntry, 

PROF. THAKORE agreed with Dr. Slater with reg,ud to the 
prohibition of export of bones and other manurial articles. 
He said that Indian sentiment was not totally nguinst the 
prohibition of export of foodstuffs anfl quoted the authority 
of A1·tha Sa.5tra and the Putanas. The Indian mode of 
treating the subject was to store np the food an<l fodder 
requirement!! for a yel\r. Out of the surplus a part went 
to the state as land-revenue. Another part was set apart 
for social purposes and charitable objects. The remainder 
was allowed to be exported. All agricultural countries must 
follow the policy of storage. He was in hvor of developing 
the transport facilities and said that India. should have her 
own ships. The sooner they proceeded to build up shipping 
for coastal transport between one part of India and another 
as well as for international transport across the oceans, the 
better it would bo for their productions. 

Professor RANGASWA:MI AIYANGER exprssed his entire agree
ment with the remarks made by Dr. · Slater and deprec!lted 
any policy of prohibiting absolutely or of restricting the export of 
food-grains from India. He recollected instances from his 
experiences in Travancore supporting the various generalisa
tions put forward by Dr. Slater. The danger was not at 
all a. remote one. He instanced the case of Tmvaucore, 
with an extensive seaboard, and snrrounded by BritisL 
territory, producing" barely half the food grains required 
by its population, but producing an increasing quantity of 
non-food crops. 

There was, however, one aspect of the policy which Dr. 
Slater condemned-and a. most important aspect too-which 
had not been dealt with and which he should like to press. 
It was the bearing of such a pohi)y on Land Revenue. 
assessment. He must emphasise the fact that a policy 
of tot!il or modified prohibition must· affect most prejudicially 
the cultivators in areas under thirty years or twenty years 
settlement, especially as resettlements were -going on continuous
ly, in some district or other, in provinces like "ryotwari" 
Madras and in Native States following a similar land-revenue 
policy. In practice, every settlement officer looked not 
only backwards but also forwards. If, therefore, any settle-
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ment were undertaken hereafter, after exportation of food
grains was restricted or prohibited, thereby depressing _!_he prices 
of food-grains in the country, the result would be that the 
rates of commutation calculated on the recent years of pheno
menally high prices would come into force in a period in which, 
thanks to the policy of restricting or prohibiting export of 
food-grains, the prices of food-grains would be depressed. The 
consequences would be clear. The result of the mischievous 
policy against which DJ.·. Slater had protested, would be equivalent 
to a subsLantial increase in the taxation of land m 
the already heavily taxed ryotwari and similar ~racts in 
India. Whether one was prepared to agree with Dr. Slater's 
somE!what provocative statement that "India is groaning under 
the tyranny of light taxation " or not, no one would deny 
that it was a most serious matter to the poor agrarian 
population, if, as a result of a tariff policy based ostensibly 
in the interest of the consumers in the country, a. heavy load 
was added silently to the burden of the land-taxes that the 
agrarian population already has to bear. Such an increase in 
the burdens on land, and the way in which the burdens have 
been imposed, must h~ve a very demoralising and even dangerous 
result in India. 

MR. TOWNSE!m (of Punjab) hoped that the interest of 
producers of exportabl~ articles such as wheat would not be 
overlooked in considering this matter. Restrictions on export 
of their produce really meant that they would get less, for it 
than they were entitled to and according to the level of prices 
prevailing in the world at large. That the cultivator knew 
what crop paid him and what did not admitt'3d of no doubt. 
He instanced the decrease in indigo cultivation in the Punjab 
wh~n the crop fell in price owing to the introduction of 
synthetic indigo. The Lyallpur elevator, he said, was working, 
though not up to anything like its full capacity and the 
result of its working so far was not_ unhopeful. But the 
present restrictions on export made it impossible to place a 
cargo of elevator wheat on the London market. Till that 
was done it was impossible to say even tentatively if the 
experiment had a prospect of success. Soma speakers had 
advocated an export duty on cotton. It should be consi
dered whether such a duty would not merely add to the 
present large profits made by the Bombay mills without 
reducing in any way the price the consumers paid for their 
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cloth. New mills . would be very expensive to erect now 
owing to the increased price of mat~rials. Therefore the 
operation of the ordinary economic law, that increased pro
fit meant more competitors for it, would be certainly greatly 
postponfld, if indeed it ever actually came into operation 
in this case. 

MR. DEOLE wanted to know whether there was any such 
argument advanced by anybody in this country as that tLe 
export of food-grains should be stopped altogether. It was not 
clear· to him whether they were beating a horse which was in 
existence or one which was not in existence. 

DR. GILBERT SLATER said that possibly in Bombay the 
horse had not arrived; but in the city of Madras from which 
be came it was very much alive and was kicking. He ex
pressed gratification at the general agreement with the funda
mental principles which he put forward. He wished to make 
it clear that in the year 1918 he was strongly in favor of an 
emergency measure for prohibiting the export of food-grains. 
With regard to the modern methods of storage he ·said it was 
being dealt with in the committee referred to at Pusa. In 
reply. to Mr. Joshi's remarks he said that an export duty 
on cotton would to some extent discourage the growth 
of cotton on lands which were not suitable for cultivation of 
cotton. If they used the revenue obtained by a tax on raw 
cotton for the improvement of agriculture, what the cultivator 
lost in one direction he would gain in another. As regards 
the contention that an export duty on cotton would only put . 
more profits into the pockets of Bombay mill-owners, he said 
it would also increasa the number of mills in India and the 
efficiency of production. 



PROS AND CONS OF 

CURRENCIES IN INDIAN STATES 

RAO BAHADUR 1\f. V. KIBE, ?.I.A. 

COMMERCE MINISTER, INDORE STATE 

A State values the right of having a currency of 
its own as a means of regulating the economic life 
of its people. There are numerous instances m 
history of the economic effects produced by the 
currency policy of the rulers. In these days of rapid 
communications and increased facilities for trading,, it 
is proving difficult for economically weak States to 
exercise their ritiht in the case of currency. · 

Mainly owing to these eire umstances, there are 
very few States in India now left which have their 
own currency. Hyderabad alone seems to have a 
complete system of ·currency, including the paper 
curre_ncy. Of the other States, which possess currency, 
so1rie have only subsidiary coins and a few make 
accounts only in their own currency. Some indeed 
have precious coins for ceremonial purposes only. 

Apart from the inducements offered by the British 
Government, such as the NativP- States Coinage Act 
of 1876 or the obstacles placed by it, such as the 
stopping of the free import or export of gold and 
silver, the main cause which has ousted the 
currencies of the Indian States is an economic one. 
Along with the rest of India all of them are mainly 
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agricultural states, ·with the con seq uenco that the 
more prosperous of th_em, which have any kind of ;trade, 
export their surplus, or even more valuable :~of the 
produce from the land, and the economic condition 
of their subjects likewise does not admit of their 
making up the balance of trade by imports in raw 
materials or manufactures only. It is made good by 
means of the British Indian Currency, or to a smaller 
extent by means· of bullion or paper. 

The inroads of foreign currency, however, affect 
the economic life of the people in several ways and 
weaken the power of its government. 

(1) When any class of the people buys any 
commodities with a foreign coin, it is the foreign 
merchants who give their primary and secondary 
wants, because it is with that money that one has to 
buy the products of the country. 

(2) The manipulation of the ·price's for currency 
being in alien hands, the . problem of the rise of fall · 
of prices depe-nds upon the will of the other power. 
The ruler of the land has to ·restrict or cease the 
operations of his own mint and the user of the 
foreign coin is dependent upon him for the valuation 
of his goods and labor. If foreign merchants with
hold buying from the ryats at the time they want 
money to pay, say, state dues, the ryats have to submit 
their goods and labor to the valuation of the foreign 

merchants. 
(3) According to the ratio fix~_d by the Britillh 

Government between a sovereign and rupees, vi.&., 1 
to 10, and the quotation for gold 118s. per oz. fine, 
the parity of the rupee with sterling was about ~s. 

9.3d. whereas the open market quotation of the rupee 
was only ls. 7!d. about the the beginning of December. 
By adopting thus a foreign currency, a state shares its 
vicissitudes of fortune. 
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To keep itself aloof from the results noted in the 
preceding paragraph, "a ruler of a State ha~ to choose 
one of two alternatives. · He may either lead a gallant 
retreat of his people to what may appear a primitive 
condition, namely ask them to exchange with one 
another in kind, · and pay him the entire revenue also 
in kind ", or prevent the use of foreign currency 
within the State. Owing to the paramount position 
of the British in India, many a ruler would have 
shrunk from taking the latter step, while the opening 
of communications would make the former imp~ssible. 
This condition would have to be maintained until the 
state · were able either to meet its internal wants, 
which would not be B. practical proposition, or so to 
organise its trade as to meet the balance of trade 
in its favor by exporting manufactures, making invest
ments abroad and importing bullion. 

It is, however, not a fact that the introduction ol 
the British Indian Currency is a necessary result ol 
the trade relations with British India or foreign 
countries. 1\Iany an European country or state which 
has its own currency has such relations; but it has 
maintained its own currency. For instance, the pro
ducers of English coal are paid in English money 
and the growers of French wine in French money. 
But the French consumers of British coal must pay 
for . it in English money and they must pay this 
m(mey in England, and conversely, the same is the 
case with the French wine. This transaction is the 
business of the exchanges, and it has to be undergone 
even when different foreign countries have identical 
currencies. 

Applying these truths to the conditions in the 
Indian States, it is easy to see that without resorting 
to the extreme . step of stopping all interconrse 
with the outside world, or rather limiting its opera-

67 
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tions to barter, thus eliminating the need of money, 
a state could maintain its currency by maintaining 
a!l exchange in addition to making penal the use of 
foreign coin in its territory. This step will procure to 
its ruler the immense power which the possession 
of a currency gives. 

As the learned author of Tax-Payment-kind in 
Travancore has observed, the mint was a great power 
for good in the hands of the King. When a nation, in 
whose country production is cheaper, tries to connect 
itself with another and competes with its produce in 
its indigenous markets, the king of the latter reduces 
the value of the current coins either by procuring cheap 
bullion or by mixing cheaper metal (alloy), the value of · 
the standard coin, of course, remaining the same. The 
food-selling classes, knowing the depreciated value of the 
coin, give less than the usual quantity, which not 
being sufficient for the purpose of the foreign dealers 
·compels/ them. to raise the value of their articles. It 
may be mentioned that this dep!eciation is so adjusted 
as to make it impossible for the foreigners to sell 
at a lower price than their indigenous brethren. 
The indigenous dealers, too, will have to raise their 
prices, having like the rest to buy their food at 
the enhanced rates. This would apparently leave 
their foreign brethren at a continued advantage. 
But the advantage is countervailed, as it were, by 
the King investing the gain he has received by 
cheap minting-which is a .. kinLof unearned incre
ment to the State revenue-=-with the handicapped 
indigenous classes, and enabling them to sell their 
articles at a rate not higher than those of the foreign 
dealers. If such an unfair competition be started 
by a section of one's own Society under the 
operation of blind and ignorant selfishness and an 
indigenous industrial class raise the price of its labor 
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-which, however, rarely happens-then tou, the King 
can reduce the value of the coins and invest the 
mintage profit with other classes. The mint is, 
he continues, "the quickest means by which all classes 
of the society could be kept beyond harm by any 
who would be disturbers of the social cosmos and 
equal rights secured for all. " 

Can this advantage be recommended to be given. 
up for gaining monetary peace, which is supposed to be 
securable by the universalisation of a currency ? But 
this is a chimera. " Though " says, Lord Goshen 
in The Theory of the Foreign Exchan_(Jes, "one sys
tem of coinage were adopted for all countries, claims 
on foreign countt·ies would nevertheless vary in price, 
and would still be either at a premium or at · a 
discount, according as there happened to be at any 
moment a greater or less dema.nd on the part of 
such as desired to transmit funds abroad as com
pared with the supply offered by such as had out
standings abroad which they were entitled to draw in". 
It may h!l.ppen tha~ the different foreign . countries 
have identical currencies, but the essence of the 
operation is the transfer of money power from one 
country to the other. (Tate's Cambist). Otherwise 
we should have a multitude· of parcels of coin 
flowing from one country passing in transit, a similar 
multitude coming from the other· country, and the 
mints of the respective countries would be constantly 
employed melting and recoining foreign money. To 
avoid all these risks and inconveniences, the foreign 
bill of exchange wa.s Invented, and it may be traced 
back to the middle ages and probably to classical 
antiquity". . So the elimination of the currencies of 
the India.n States cannot solve the problem of the 
exchanges, which are commonly believed to adversely 
affect the interests of the producers. Indeed, even 
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in British India or in other Indian States, where 
one currency prevails, it bas not disappeared. The 
introduction of some such system in India as that of 
the Latin Union, by means of which the countries 
comprised in it, agreed that their coins should pass 
concurrently in their respective countries, will certainly 
be a better solution than the doing away of the 
currencies of the Indian States. Another convenience 
to be devised w-ould be to create such instruments 
of credit as were proposed at the recent Financial 
Conference at Brussels. 

The crux of the question, however, lies in the economic 
effects of the operation of exchanges. Although it 
is an economic law "that the exports of a country" are 
paid for by its imports, account has to be taken of 
invisible imports. As Nicholson say~ "We have to 
take account of payments in connection with freights, 
stock exchange securities, the advance of loans at the 
time at which the fnnds are remitted, the interest on 
the loans, the repayment of the principal, the expen
ses of Government abroad, or .conversely receipts of 
tribute, the expenses of foreign residents, the obliga
tions of banks, the ~,>rofi.ts on commissions of variOus 
kinds and other minor elements. " 

All these transactions cannot be done without 
resort to exchange. Although there are only a few 
Indian States, which have to pay tribute to the 
Government of India, there are many more of them, 
which have to receive the payments from it. Pre-
sumably this would be in the_ British currency. So 
also - the balance between exports and imports may 
be, to a certain extent, paid in the coins of that 
currency. These will overflow in the treasuries of 
the· States, if not in the pockets of their subjects. 
And it being a larger currency and a token one, may 
by ·reason of its utility and under Gresham's Law, 
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replace the States' currency, which, it is assumed, 
will have to be of an intrinsic value, as outside the 
States its value will be that of the metal in it. And 
even if the use of a foreign currency should be made 
penal in a State its subjects \vould be at the mercy 
of the money~changers. 

The aftermath of the war has shown that do 
Government what they may, the rate of exchange will 
follow the laws of supply and demand. It is, how· 
ever, possible to check the profiteering tendencies of 
the exchange bankers or smaller money changers, by 
resorting to similar operations as are undertaken, say, 
by the Government of India in selling Councils or 

,Reverse Councils. 
An operation of this nature will not be difficult 

for the States, for- the Indian States generally . export 
more goods than they import, including bullion and 
British currency. This happens both on account of 
the raw materials, including food-stuffs, which they 
have for export, and also because of the large 
investments which the States and their subj.ects have 
in British India. The result of this would be that 
usually the demand for exchanging 
State coins would be much larger 
for exchanging State coins into 
Even if the stock of state coins 

B1·itish rupees for 
than the demand 
British currency. 

is exhausted new 
ones· can be coined by purchasing silver with the 
British Indian coins in the stock. On the other hand 
if the stock of British coins is exhausted, a state has 
only to melt some of. _its coins and to sell the silver 
for British Indian rupees and thus meet the demand. 
The loss, if any, in . such transaction can be met out 
of the profits on coinage, which should certainly he, to 
a certain extent, kept as a reserve for such a purpose. 
It will not be an entirely idle reserve, but a large 
portion of it may earn interest by judicious invest-
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ments. Subject to such a reserve being kept and 
the State offering to exchange currencies to a certain 
extent, the operations of the money market will be 
kept in check. An independent coinage by a state 
presupposes that its freedom of export and import of 
precious metals from Indian states outside India shall 
not be restricted by the operation of the British Sea 
Customs Duty Act. 

Coming now to the practical aspect of the question, 
it is to be remembered · that Hyderabad alone has a 
complete system of currency, consisting of gold, silver 
and copper coms and the paper currency. They 
alone are the legal tender in the State. Owing to 
the compactness of the territory ap.d the strict en-. 
forcement of the currency laws, the Hyderabad cur
rency _has not had to suffer inroads of the foreign 
currency. It has its exchange problems; but the 
State controls it by means of the manipulation 
of the currency. 

Travancore has a silver coin called chakram, but it 
has been driven out of circulation and is only used 
for accounts purposes. The main reason for its hav
ing gone out of circulation is due to the fact that 
Travancore exports more raw materials than it imports, 
and its people are not rich enough to meet the 

·balance of trade in its favor by manufactures or 
making investments abroad, which would have counter-· 
balanced the balance of the trade in its favor, and 
to the absence of any penalty against the use of 
foreign coins. 

Some other States which ··have their own coins, 
have closed their mints, which has led to the apprecia
tion of their coins, which are still current. Some 
States have altogether closed, their mints and some 
for a period only. The States of these classes found 
minting to be an operation resulting in loss, and so 
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gave it up under the immediate economic pressure. 
The sea-board being until lately entirely under the 
control of the Government of India, the States had 
no liberty as regards the transactions in precious 
metals, from the time they were controlled by the 
British Government. The disparity between the value 
of bullion and coins, the rise in the value of silver, 
and the freeing of the sea-board to a larger number 
of States, therefore, have revived the interest of the 
Indian States in the currency problem. It is gra
dually being realised that apart from the economics 
of the coinage, a currency has its own economic 
advantages, which no Government could afford to ignore. 

The successful and useful propagation of a currency 
is not an easy matter. It is one of the most 
intricate, and owing to its ramifications, a vital ques
tion to the economic life of a StB,te. It is, there
fore, only such States as can command expert advice 
that may aspire to have their own currency. The 
main disadvantage from which any currency suffers is 
with regard to its intrinsic appreciation or d~preciation 
apart from those happenings; which are due to local 
and temporary causes. To avert or modify the effects 
of the former results, the existence of a reserve and 
and of banking facilities by a State, or controlled 
private agency, would be highly useful. A reserve 
can- ·be built up out of the profits on coinage. 

On the other hand, a state which has its own 
currency has many semi-economic as well as purely 
economic advantages. . Among the former, the follow
ing are the most important:-

(a) Freedom from the effects of a manipulated 
currency, brought about to meet the require
~ents of the British Government and, 

(b) A similar escape from the other Acts of the 
Legislature of British India affecting its currency. 
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As regards the purely economic advantage, the 
profit from the coinage is not a mean one. The 
greatest pront is derived from a paper currency which, 
if kept within bounds, is a most advantageous form 
of currency. Then the profits on the gold, silver and 
other coins of baser metals will also be considerable. 
It will all be retained by the state minting its own coin. 

But the consideration which should weigh most in 
favor of a State having its own currency, is the 
power which it gives .to the latter to afford conveni
ence to its subjects in the daily economy of their 
lives. ·when the ryats in the Punjab grew suspici
ous of the paper currency, the Government or' India 
at once minted a gold l\Iohur, while the Governments 
of Indian States looked helplessly on. The appreciation 
of the British Indian rupee in its ratio to. the British 
sterling in the nineties of the last century and the 
recent change of its basis by · linking it to gold, 
which resulted in adding to the burdens of the ryats, 
and among others in causing depreciation of their 
hoards, and lately of the investments, respectively, 
have - equally affected such Indian States as have 
adopted the British Indian Currency. 

The problem of a currency of its own has no 
interest to a State which is not of some respectable 
size and which is not more or less compact in area. 
Such States as b:y agreement with the paramount 
power have permanently given up their currencies, 
have temporarily lost their interest in it. Those 
States which can resume their~coinage, and which 
still possess one, cannot but nave an abiding interest 
m the question. 



STABILITY OF EXCHANGE 

C. S. DEOLE 
SECRETARY, SERVANTS OF INDIA SOCIETY, BOMBAY 

Foreign exchanges are a mechanism by which money 
of one country is changed into the money of another. 
The fluctuations in the rates of exchange are caused by 
variations in the relative value of the currencies of the 
countries between which exchange is quoted. These 
variations are generally due to (1) the Balance of indebted
ness, (2)"Loss of credit, (3) Depreciation of the currency, 
(4) Rate of interest in the two countries, (5) Distance 
between two countries, (6) Panic, aud (7) State of 
emergency like that of war. One more factor which 
ought to be taken into account is the relative values of 
the two metals, if the currencies of the two countries 
are in different metals. Of these factors the two most 
important which are affecting India heavily are the first 
and the last, viz., the balance of indebtedness and the 
relative values of gold and silver. 

During the war the most important factor affecting 
exchange, viz., the balance of trade, was favorable to 
Indi~. This balance would have been settled by the 
import of precious metals if conditions had been natural 
and normal. But on account of war, restrictions were 
put upon the movements of the precious metals. When 
such was the state- of things silver began to appreciate. 
Before the war silver used to be in the neighborhood 
of 27 d. per ounce. The rupee could remain a token 
coin till the rate reached the limit of 43d. per ounce. 
After this limit was passed, in order to prevent the 
melting or export from India of silver rupees, the 

es 
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Government of India, as they said, found it necessary 
to raise the rate of exchange. The first change was 
made on the 20th December, 1916, when it was raised 
from l,.s. 4d. to 1s. 4H d. for immediate telegraphic 
transfers. Then gradually it was, as is well known, 
raised to 2s. 4d. on the 16th December, 1919, the diffe
rent rises being 1s. 4ld. (lOth January, 1917), ls. 5d. 
(29th August, 1917); 1s. 6d. (12th April, 1918), ls. 8d. 
(13th May, Hf19), 1s. 10d. (12th August, 1919), 2s. (16th 
August, 1919), and 2s. 2d. (25th November, 1919), When 
the Government had to raise the rate of exchange from 
ls. 6d. to ls. 8d. in May 1919, they felt that the ex
change situation was departing widely from its normal 
position, and therefore they appointed a Committee 
presided over by Sir H. Babington Smith, on 30th May, 
1919, to advise the Government in regard to· the future 
of · Indian Exchange and. Currency. The Committee 
submitted their report on the 22nd December, 1919, 
and it was published on the 2nd February, 1920. 

The circumstances under which the Committee sat 
were abnormal and artificial as immediately fo1lowing a 
catastrophic war, and sufficient time ought to have 
been allowed to elapse before a true perspactive of 
the situation cou1d be taken. It was not a time for 
suggesting modifications of the existing system which 
was itself objectionable in that: "The rupee", as Sir 
David Barbour said,· "which was the main coin of 
the country, ceased to be of the same bullion value 
as its currency value". The Committee ought not 
to have suggested such a large change in the rate of 
exchange as a permanent solution. In emergencies 
like the last war, measures are and have to be taken 
which have victory and not sound currency as their 
goal. And if the latter is drastically affected by 
measures taken in view of the former the best way 
is take such steps as will undo the measures and 
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bring about normality. For munition supplies and 
expenditure incurred m India, Mesopotamia and 
elsewhere on her behalf, England was hugely indebted 
to India and therefore the value of the rupee in 
terms _ of sterling rose. To this was added the 
abnormal rise in exchange due to the enhancement 
in the gold price of silver which was greatly in 
demand in India for coinage and in Europe for small 
coins. The true remedy for the difficulty would, 
according to Sir David Barbour and Mr. W. E. Preston, 
repres~ntative of the Eastern Banks' Association, have 
been to reduce the balance of indebtedness and the 
demand for silver. The latter was prepared to say 
that there was no harm in the Government of India 
making a little loss on exchange and the note inconvertible 
for the time being. · 

Taking the Committee's measures even as a temporary 
solution they have not only . failed to achieve the 
intended object, but on the contrary, have proved 
disastrous to the best. interests ~f the country. At 
the height of the export season the market was never 
able to support a two-shilling gold exchange. Even 
th9 sale of £55 millions of Reverse Councils, 
from 1st February to 28th September, 1920, has not 
strengthened exchange. The Government of India. 
in their reply to the Bengal Chamber of Commerce 
admit that their inability to make 2s. gold rate 
effective even during the period in which Reverse 
Councils were being sold "was due largely to factors 
which could _ not haye been foreseen ". The conse
quence is what it is. The high rate of exchange has 
inhibited exports and stimulated imports with the result 
that the balance of trade which was highly in favor 
ol India, has now become adverse to her. This is 
attributed by Government to "(1) the overstocking oJ 
the American and European markets, (2) the commercial 
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crisis in Japan, (3) the necessity for the continuation of the 
embargo on the export of food-grains, and ( 4) the inability 
of the continental countries, owing to their debased 
currencies and their debilitated financial conditions, to 
pay for imports. Those who have been in touch with 
the markets know whether the high rate of exchange 
was responsible for reducing exports or not. The other 
causes mentioned by Government were contributory, 
but the main responsibility of the exchange rate cannot 
be ignored. Now, silver having fallen in value and 
the balance of trade being reversed, the exchange has 
fallen to ls. 5!-d. and we don't know where we stand. 
The 'Government of India expect that the "operation 
of natural conditions will allow the eventual fixation 
of exchange at the level advocated in the report of 
the Currency Committee." Lord Meston also in survey
ing the Indian exchange position before a Manchester meet
ing is reported to have said that it "would not be in a day 
or year that the rupee would settle down to 2s., but the 2s. 
rate would eventually be reached ... 

Let us see by comparing the markets of gold and silver 
for the last six months whether there is any indication, 
however slight it may be, of the Government anticipation 
being fullfilled :-

Gold (in London) kilver 

£ s. d. per ounce 
23rd July 5 8 9 55ld. 
26th August 5 15 0 58!d. 
30th September ... 5 18 4 59 Ad. 
28th October 5 17 11 52d. 
25th November ... 5 17 7 47ld. 
23rd December ... 5 15 8 40id. 

On the 23rd December, 19~0, the rate of gold in London 
was £5-15-8 per fine ounce and the rate of silver was 
40id. per standard ounce, '925 fine. The exchange on 
:Bombay was quoted at ls. 5jd. or 17id. That means 
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on that day in London the £ sterling was valued at 
a.bout 83 grains of fine gold, or 0'7:l4 of the gold 
in the sovereign. A rupee would buy in London 6'1 grains 
of fine gold and 165 grains of fine silver would be 
equal in value to 5'2 grains of fine gold and that the 
rupee valued at l7fd. sterling is equal to 13d. nearly 
in gold. 

On 23rd Jaly the price of gold was £5 8s. !ld. and 
that of silver 55l;d. per ounce. The exchange quota
tion per rupee was Is. lO!d. The ratio of the value 
of an ounce of gold to an ounce of silver was 23'6 
on July 23rd, and 34'8 on December 23rd. This shows 
how · silv~r is depreciating in terms of gold. The value 
of the rupee at 22ld. sterling was equal to 17 d. 
nearly in gold. So it is clear that the rupee which 
was 17d. gold in July is to-day 13d. gold in December, 
while Government want to raise it to 24d. gold. How 
is the end to be achieved ? Due to inflation in India 
and famine in China silver is likely to go down rather 
than to go up. One cannot understand how stability 
in exchange is to be attained. The mel)lorial for 
stability of exchange is, as a Paris correspondent of 
The Tin1;es said, yet to be erected. 

The only remedy that will minimise many of the difficul
ties is to introduce a real gold standard with gold currency. 
The fear entertained in certain quarters that India will 
prove a veritable sink, has been dissipated by" the recent 
happenings. During the course :>f this month gold and 
silver have been exported out of the country to satisfy the 
adverse balance of trade~ Once the real gold currency is 
introduced in India and enough gold is given to her in pro
portion to her population, automaticity in the movements 
ol precious metals in settlement of trade demand will be 
visible exactly in the form in which it is visible in England, 
France or Australia. 



A REVI~vV OF THE REPORT 
OF THE 

INDIAN CURRENCY CO.l\11\iiTTEE-

MR. B. F. MADON 
BOMBAY 

The Report of the Indian _Currency Committee of 
1919 is a most astonishing document. The terms of 
reference expressly precluded it from considering whe
ther the Gold Exchange System was the right system 
or not, and yet one of the recommendations practically 
amounts to displacing the Gold ·Exchange System ·as 
I shall show lower down. Its terms of reference 
confined it to an examination of the Indian exchange 
and currency system and practice, and yet it turned 
itself into a soi·t of " High Prices Committee " and 
made recommendations about currency that had their 
main justification in the present high prices of com
modities, and its most uutstanding recommendation-the 
change of the standard unit of India to 11'30 grains 
of gold from the 7'53 grains that it was ever since 
the m_emorable changes of 1894-is the most amazing 
recommendation that one could have ever looked for 
from a panel of English baq.kers asked to advise 
about currency. For this recommendation amounts 
to nothing more nor less than a deliberate debasement 
of currency for the purpose of adding to the resources 
of the Government. That English bankers should 
subscribe to such a proposal and that an English 
Secretary of State should adopt and act on them 
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shows how easily the cleverest men may be led 
astray by the machinery of the Gold Exchange 
Standard System. I know it will be disputed that 
the recommendation implies debasing. I shall be told 
that it was other people that had suggested a debasing 
of the rupee coin, and that far from debasing it this 
wonderful Committee has strongly set its face against 
it. It is true that the Committee has gone into the 
question of whittling down the silver contents· of the 
rupee and have noted their opinioJ:l against it, but 
they have failed to see that the change in the metal 
contents of a token cannot be debasing, while what 
they have themselves recommended is debasing. 

Let us see what debasing .ls and why it is prac
tised and why such action is reprobated by all sound 
bankers and business men. 

Debasing is practised by bankrupt states and rulers 
to increase their . resources without adding openly to 
taxation. It is done by making more coin from a 
given weight of metal than is laid down _by law for 
the standard coin of the country, and it is reprobated, -
because thereby the debtor class of the country, i.e., 
whoever has to make payments, is benefited at the 
exp~nse of the creditor class, the people who have 
to 1·eceive money. The latter get less than what is 
rightly due to them and are defrauded of their right
ful ·due to that extent. 

But these considerations do not apply to a token 
coin because whatever it contents may be, its value 
in payment of debts . does not depend on its own 
bullion contents but on that of the stanJard coin to 
which the tok~n may be linked. 

The Indian Rupee is a token coin since 1894. 
Settlement of debts since that year has n~t depended 
on the silver contents of the rupee but on the gold 
toin with which it has been linked, viz., the sovereign. 
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This is clear from the fact that although the average 
price of silver between 1895 and 1914 has been about 
25d. and Rs. 1,500 (which equal 1,500 tolas of stan
dard silver) would be intrinsically worth only £58 
to £59 yet these same Rs. 1,500 have been freely 
accepted in payment as the equivalent of £ 100. That 
the Rupee was a token coin was very clearly stated 
by the Chamberlain . Commission in paragraph 66 of 
their report wl:ere they stoutly defend the Indian 
Currency System from the charge of being a " Managed " 
system. They deny the charge anil add :-

"The only point of the criticism tha~ India's Currency system 
is managed in a sense that i3 not true of the currency of the 
United Kingdom lies in the IJJ.ct that the Rupee is a token passing 
at a value above its intrinsic value and at the same time is unli
mited legal tender. It is true that it is not practicable even to 
consider the limitation of the amount for whieh the. Rupe11 is legal 
tender. In this sense, therefore, the system must remain a managed 
one. But we demur altogether to the idea that because it is to this 
extent a managed system it must be ·a bad system. It is not in 
fact, possible for the Government of India to manipulate the currency 
for their own ends, and they cannot add to the active circulation of 
the currency except in response to public demands." 

Government of India has done what the Cham
berlain Commission said it was not possible for it to 
do, viz., it has "manipulated the currency for its 
own ends", and added 12! crores thereby to its revenues. 
However, what concerns us here is to show that the 
rupee was only a token in India's currency system, 
and represented a definite part of the standard coin. 
The standard coin cannot be silver; it must be golfl, 
because since 1894 India has been placed on a gold 
standard. Let us again quote- the Chamberlain Com
mission. They come to the conclusion (see para. 223, 
IV, of their Report) that 

"The belief of the Committee of 1894 was that a Gold· Currency 
in acth·e circulation is an essential condition of the maintenance of 
the Gold Standard in India, but the history of the last 15 years 
shows that the Gold Standard bas been firmly secured without this 

condition." 
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Whittling down the metal contents of the rupee 
would, therefore, not have been debasing, because 
it would not have varied the contract between debtor 
and creditor, as debasing· is ordinarily intended to 
do. All contracts although nominally called so many 
rupees would be understood as for so many parts of 
the sovereign and not for so many tolas of silver. 
A· man who had Rs. 1,500 clue to him could still 
call for £100. There would be no injustice to any one. 

Now let us see what the Currency Committee bas 
done. They have changed the ratio of the token 
rupee to the standard coin (the sovereign) and there
by modified all existing contracts by the enormous 
amount of 50 per cent of what they originally stood 
for. Thus any who- owned Rs. 1,500 had really to 
find £100, say 12,327 grains of gold. At the ratio 
recommended by the Oommittee, this man must now 
find the equivalent of £150 to settle the same debt. 
Thus thE: contract between debtor and creditor is viti
ated by as much as 50 per cent. What is this if 
not a debasement of currency ? When standard coin, 
e.g., the sovereigns are debased, the relation between 
debtor and creditor is vitiated to the advantage of 
the debtor, and the action is most strongly reprobated 
in all countries that value their reputation for business 
integ~·ity. When. toke.n coins are debased as the rupee 
now is, the relation between debtor and creditor is 
vitiated to the advantage of the creditor. 

In every cou~try the creditor class is the weal
thier though numerically much the smaller class of 
the population, and yet any change in the standard 
of value, i.e., any debasing of currency that makes 
even the we'althy class suffer has been reprobated as 
highly dishonest and immoral. What shall we say 
of this other change in India's Standard of Value? 
What shall we say of the other debasing that actually 

69 
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benefits the wealthy creditor - classes at the expense 
oi the debtor class of the country, which means all 
its toiling millions. The Iniian Government's own 
reports testify how deeply submerged in debt these 
masses of India !lre, and yet they have debased the 
currency of India to the extent of 50 per cent at the 
expense of these masses. The man-in-the-street is 

-beguiled with talk of never allowing any debasing of 
the rupee, although the Member of the Committee 
must have known full well that in India's system 
this rupee was a token. 

I have already said that debasing is practised by 
bankrupt Governments to increase their resources and 
that the change of the Indian standard unit recommended 
by the Currency Committee is really a debasing of 
the coinage by which the resources of the Government 
are increased by 12} _crores. This wonderful Comm
ittee of English bankers and others do not seem to 
have been abashed at what they have done. They 
actually wfsh it to be counted for merit to them, 
because in paragraph 32 they tell us with evident 
gratification that "a high rate of exchange would 
result 'in further advantage in this dirP.ction (i.e., 
materially improving the revenue position and enabling 
the Indian Treasury to do without further taxation. " 
But they ignore the fact that these 12! crroes of 
savings to the Indian Exchequer do not fall from the 
heavens. All payments India has to make abroad 
are ultimately adjusted by her exports. Home Char
ges are only one class of India's payments abroad. 
The Coommittee consider that the average annual 
amount of Charges will be .£25 million. These 25 -
million will be settled by .£25 million of exports. If 
exchange is at 16d. the Government would have to 
find 37! crores of rupees. If it is at 24d. the 
Government has to find only 25 crores and thus saves 
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12! crores. On the other hand, the £25 million of 
exports that would have realised 37! crores in the 
former case realise only 25 crores in the latter; and 
as the bulk of India's exports is the produce of the 
soil, it is the tillers of the soil that get 12! crores 
less. So while the Committee blandly talks of the 
advantage of the reYenues and the avoidance of additional 
taxation what they have really done is to put an 
additional burden of 12! crores on India's producers. 

This is taxation in its most undesirable form. It 
takes money from the pockets of the producer with
out his even knowing what is being done to him. If 
additional revenues are necessary, the Governmen~ 

ought to take them by open taxation in the usual way. 
The evil does not stop there. It is not only 12! 

crores that the · producer is thus insidiously taxed. 
The exports of India go to balance the following 
various payments :-

(a) Home Charges of the Government. 
(b) Ramittances by British firms and companies, Steam

ship lines, R&.ilways, etc., of their profits, etc., made in India 
or payment received for services rendered to India. 

(c) Similar remittances by foreign firms, companies and 
individuals. · 

(d) Payments for imports on behalf of the Government. 
(e) Payments for imports on behalf of the Railways. 
(/) Payments for imports on behalf of the trade and 

industry. 
. (g) Paymen.ts for imports on behalf of the articles mainly 
1f not solely consumed by the wealthier classes. 

(h) Payments for imports of articles mainly consumed by 
the masses. 

* ' 
The imports have been divided into groups as above 

in order to show clearly the classes that benefit by 
cheaper imports. It will be seen that by the change 
in the standard unit, not only does Government bene
fit in its payments of Home Charges by 12! crores, 
but the other classes (b) to (g) also benefit. If the 
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list of imports is carefully scrutinized, it will be 
found that three-fourths of the imports represent goods 
needed by other than the agricultural and laboring 
population. Therefore w!1at really happens in this 
system of taxation through debasing of the currency 
is that, while the Government takes only 12! crores, the total 
loss to the producer through smaller receipts for goods ex
pOI·ted comes to considerably over 100. crores, and there is a 
corresponding saving of several crores each to the classe·s 
(b) toJg). Why sho:uld the producer be thus mulcted of 
many crores of his hard earned rupees in order to benefit 
these other classes ? If Government think they are justified 
in taking 12! crores from the producer let them take it at 
least in a fairer way so that only 12! crores will be taken 
from him. Why do they do it by debasing the currency and 
thus put crores of rupees into the pockets of other classes
the wealthier class too of the population and into the 
pockets of the foreign merchant and trader, at the expense 
of India's toiling masses? 

So much for the main recomlll:endation of the Currency 
Committee which is nothing more or less than a debasing 
of the currency. The Committee evidently felt that their 
recommendation had no justification in sound currency 
doctrine and accordingly they tried to make the most of the 
prevailing high prices. This price argument had been made 
the most of, but the fact is that the argument is based on 
two fallacies. In the first place, the high prices, the inci
dence of which is most severely felt by the masses, are the 
high prices of food-stuffs and not of imported goods. India 
itself produces all the food-stufffl it requires and does not 
normally import any. Therefore the change in the rate of 
exchange cannot be of any benefit as regards the prices in 
the one direction, viz., food-stufls in which it would be most 
important. It is true that the prices of food-stuffs had 
been high in 1918-19, but that was not because of the rate 
of exchange, but because of the failure ol the monsoon re-
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suiting in unusually short crops. The only right remedy 
in such an eventuality was the one actually applied by the 
Government, viz., control over the export of food-stuffe and 
control over their internal distribution, thereby enabling the 
surplus of one province to make up for the deficiencies of the 
other. High prices of food-stuffs during 1918-19 have un
doubtedly caused considerable suffering, but the change of 
the rate of exchange was no remedy. The high price en
quiry has only been brought in to justify the debasing of the 
currency by an appeal to humanitarian sentiment. The 
second fallacy that has been worked for all it was worth was 
that while the producer might suffer by getting a smaller 
sum for his produce the cons?tmer was gaining by paying 
less for imports, but the fallacy here is that the classes 
affected by this are entiraly different. The bulk of the goods 
imported are not intended for the producing classes but for 
the wealthier classes and for trade and industry. Thus 
while the producer loses crores on the realization of his 
produce, the party that gains by it is the man who buys 
diamonds or silk or motor cars, or the mill owner, who gets 
his machinery and material cheap; and it is adding insult to 
injury to tell the pr?ducer that he should not complain of 
his losses because his richer neighbors were thereby benefi
ting. On close examination it will be seen that this deftJnce 
of the change of India's standard unit is its strongest con
de"Jll,nation, because it tends to make the rich richer and the 
poor poorer. 

As a further justification for the debasement of India's 
currency (the 50 per cent change in the Yalue of its stan
dard unit) the Currency Committee put forward the world's 
silver situation and try to make out that in the circum
stances, it was absolutely necessary to raise our token rupee 
to a higher level in order to preserve convertibility of India's 
currency note. This argument of preserving convertibility 
has been malle much of by the defenllers of the Indian 
Governm~nt's currency policy. If, however, the rupee was 
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only a token coin as is admitted by the Chamberlain Com
mission, and if it was worth ouly 9d. each when it was cir
culated as the equivalent of 16d. during the years since 
1894, the talk of preserving convertibility of the Indian 
Currency notes amounts to convertibility into mere tokens, 
and is not convertibility at all, and can only serve to delude 
the man in the street into the belief that the Currency 
Committee had been ~rying to maintain a sound cur
rency principle, while, as a matter of fact, what they 
have done is contrary to sound currency doctrine. 

However, let us go more closely into the position 
of silver and see if the silver situation at all justifies 
the most unusual step of debasement of the standard 
unit that is now recommended. The Committee, 
while saying that it was difficult to formulate any 
definite conclusions as to the level at which the price 
of silver is likely to stand, incline to the conclusion that· 
the price of silver cannot be expected to fall below one 
dollar per fine ounce for many years, because, by the 
Pittman. Act, the United States Government had bound 
themselves to replace the silver dollars- sold for melting 
and export by fresh purchases at this rate. This 
argument may appear extremely strong on the surface, 
but we know that Acts .of Congress can be unmade by 
the Congress, and we have the experience of the Bland 
and Sherman Acts to .guide us. Those Acts were also 
intended to prop up silver and were also passed by the 
Democratic .party to conciliate and ·retain the support of 
the Silver Democrats, and _when._ it was found that 
purchasing by the United State.s Government did not 
suffice to keep up the· price of silver these Acts were 
repealed. This history is likely to be repeated. The 
Pittman Act has been passed by the Democratic party 
and it is quite on the cards that as soon as the Repu
blican party is in power (as it will be next March) it 
will remove this Pittman Act from the statute book and 
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thus relieve the United States from again burdening 
itself with huge quantities of silver. 

Apart from the operation of the Pittman Act, the 
only thing tha~ can keep silver prices at very high 
levels is demand. --Now during the last five years, 
the price of silver has been influenced both by reduced 
supplies and increased demands. In the report on the 
world's production of silver that was drawn up by 
Professors Carpenter and Cullis for the Currency Coma 
mittee they came to the conclusion that "if normal 
conditions should be restored in I\Iexico a production 
considerably in advance of the maximum attained in 
1912 would eventually and probably shortly be realized." 
So that in the next few years supplies are again likely 
to be abundant. How about the demand? Will thie 
continue as strong as it has been during the past five 
years? The demand was mainly: (1) From belligerent 
countries for large quantities of subsidiary coinage (2) 
from India; (3) from China. Of these the first has 
much fallen off and will soon be less than even in 
normal years as many leading countries have ·cut down 
the proportions of silver in their subsidiary coinage and 
even intend to use nickel for the purpose. As· for the 
demand from India and China, many superficial thinkers 
consider that their heavs absorption of silver during 
19l7.-19 must continue. 

Past experience teaches otherwise. In past trade 
booms silver has gone up too, and when commodity 
prices came down it has again followed suit. A little 
consideration will show that this is inevitable. Take 
China. The balance of trade in her favor is say 100 
and at normal prices is worth 100 units in gold, and is 
settled by x ozs. of silver. Prices rise and are three 
times normal as they are to-day. With eYen the same 
volume of trade the balance of trade in her fayor will 
be worth 300 units of gold and would require:-
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either 3x ozs. of silver 
or x ozs, at thrice the normal price. 

As the supply situation was such that it was impossible 
to furnish 3 x ozs. tthrice the normal quantity) of silver, 
the inevitable adjustment was made by China having 
to pay thrice the normal price of silver. 

The same thing has happened in India's case. Her 
balance of trade has also been influenced by high 
commodity prices and the situation has been made worse 
by her being unable to get gold in the settlement of 
her trade balance as she did in pre-war days. The 
burden of adjustment was therefore thrown entirely on 
silver ..... 

·One of the steps taken in pursuance of this new 
policy is the sale of Reverse Bills. I have already said 
that the Currency Committee had by one of their recom
mendations practically displaced the Gold Exchange 
System. In paragraph XII of their conclusions 
they say 

" Council drafts are primarily sold not for the convenience of 
trade, but to provide for the Home Cha.rges in the widest sense 
of the term. There is no obligation to sell drafts to meet trade 
demands.'' 

If this means anything it means that if funds have 
to be laid down in India to pay for exports, it is 
not to be here;after provided by Council Bills after 
the Home Charges requirements have been met. Any 
further funds banks must lay down in India in the 
ordinary way, i.e., by shipping out gold. This really 
strikes at the very root of the Gold Exchange System 
which aims at preventing movements of gold. However, 
this change may be heartily welcomed as the most 
important step on the way to fre-e India from the 
shackles of the artificial Gold Exchange System and 
put India on a natural basis in currency matters. 

But if there are to be no Council Bills except for 
Home Charges requirements, why should there be any 
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Reverse Councils ? As Council Bills help to lay down 
funds in India for the export trade, Reverse Councils 
help to lay down funds in London on account of the import 
trade of India. If the export trade is to finance 
itself in the ordinary way, i.e., by importing gold, the 
import trade should also be lef~ to finance itself in the 
ordinary way, i.e., by exporting gold when necessary. 

Again, if the Currency Committee really means what it. 
says in the matter of Council Bills, then all its arguments 
from the price of silver are hollow and insincere. If Coun
cil Bills are not to be sold in excess of Home Charges 
requirements and gold has to go to.India, then the notes 
issued will be against this gold, and this gold will be there 
in the Currency Treasury to cash the notes with whenever 
such notes are presented, and the need for minting large 
quantities of silver rupees ·will have disappeared. 

In short the whole currency policy proposed is most 
indefensible from the point of view of Indian trade and 
industry and from the point of view of its toiling masses: 
... The Report is full of special pleading and trie~ to jus
tify the various steps taken by the Finance Committee on 
Currency matters during the past three years and the 
justification is based on sentimental talk about high prices, 
about difficulties of getting silver, the profits to the 
revenues of India, etc.-in short on anything and 
everything but sound currency doctrine. 

Unfortunately for them even silver has come down much 
earlier than they had thought it would.. It is to-day 53d. 
sterling with a New York cross-rate of 3.40. This means 
that the real gold price of silver is to-day about 37 d. only, 
or some 6d. under the melting point of the rupee on its old 
ratio oi 15 to the sovereign. The fundamental recommen
dation of the Currency Committee is therefore not justified 
even on the score of high prices of silver and is, as shown, 
tantamount to debasing, aud is a fraud on the debtor class 
for the benefit of the wealthier creditor classes. 

70 
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ON 
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MR. C. S. DEOLE, referring to the opening address of 
Dr. Slater in which he had said that high exchange was as 
good as low exchange, observed that he did not subscribe 
to that view. High exchange, he said, was not as good as 
a low rate of exchange. It would be good only in the case 
of monopolistic trade sueh as jute. In the case of competi
tive trade high exchange would be certainly as injurious 
as low exchange. He referred to the evidence given before 
the recenb Currency Committee by Mr. Preston, the represen
tative of the Indian Exchange Banks, where he said that a 

- high rate of exchange was disadvantageous to competitive trades. 
THE CHAIRMAN remarked that it was quite obvious that 

Mr. Preston was entirely in the wrong. 
Prof. JosHI said that with regard .to the controversy 

about the currency and exchange policy, the first thing they 
had to bear in mind was that the function of the State 
was simply to supply the country with a scientific, i.e., an 
automatic system, and leave the exchange to take care of 
itself. Secondly, it should be noted that it was absolutely 
unnecessary to mll.intain the 11/12ths fineness of the token 
rupee in order to keep up the value of the rupee whether 
at ls. 4d. or at 2s., that being done merely by regulating 
the number of rupees is circulatio n. The only ~xcuse for 
keeping the rupee 11/12ths fine was t!lat the people of India 
had been accustomed for centuries to a full weight silver 
rupee. So if they were given a full-weight gold coin, the 
rupee need no longer be 11/12ths fine. This problem was 
not peculiar to India, but had to be faced by all countries 
when they determined to demonetise silver, e.g., England in 
1816 and Germany in 1873. The rupee as a unit for 
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transaction of business s~ood in g, similar posi~ion to the 
mark in Germany, the franc in France and the dollar in 
America. There could be a ten-rupee or fifteen-rupee gold 
coin here as there was the 20-m:uk piece in Germany or 
the 25-franc coin in France. The gold exchange standard 
introduced in this country in 1899 was avowedly meant only 
to be a transitional measure for attaining to the gold stan
dard in tha near future, when the profits from the rupee 
coinage wouM lead to the accumulation of a fund sufficient 
for the latter purpose. This policy was eventually renounced 
by the Chamberlain Commission in 1913 when they main
tained that the gold exchange standard was good enough 
for India and that the currency system though avowedly a 
managed one was not therefore a bad one. The Currency 
Committee of last year had no power to consider the ques
t-ion of the merits of the gold exchange standard itself. 

The first thing they had to do was to attain an effective 
gold standard in spite of the Chamberlain report ; and the 
fact that the people at large had no use for a gold coin 
was no argument. ·That only meant they could have most 
of their gold in. reserve against the token rupees or notes 
in circulation. When the gold standard was actually established, 
their reserves in London would be in the same n:odest pro
portion as those kept by Japan, for instance, and there 
could be no inflation of rupees in India brought about by 
increasing the reserves in London. They would have secured 
an automatic currency system and would leave exchange to 
talce care of itself, like England, Canada or AustrR.lia. 

Pro_f. BRIJ GOPAL BHA'l'NAGAR of the Kayastha Pathshala 
College, Allahabad, was in perfect agreement with the remarks 
made by Mr. Deole and Mr. Joshi, about the disadvantages 
of an unstable exchange. He wished to point out certain 
fa.llacies in Mr. Madan's paper. He did not agree with Mr. 
~adon as to his debasement theory of currency. He would 
have been justified in making that statement if gold were 
standard money in India· in the sense in which it was 
understood by economists. Gold was not the standard coin 
and the rupee was the principal money for transacting busi
ness in the country. Any reduction in the number of rupees 
to be given in exchange for gold did noli mean any debasement 
of internal currency, although it meant debasement of inter
national currency. He also differed from Mr. Madon when 
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he stated this would cause loss to the producing classes of 
India. Here they had to remember that prices of commo
dities that India exported was expressed in terms of rupees 
and the prices of things imported from foreign countries in 
terms of currencies of those countries. If at any time the 
rate of internal to foreign currency was raised and if the 
price level in both the countries were to remain the same, 
the result would be that for every commodity imported they 
would have to pay less in their own currency and they 
would get more of the foreign currency in exchange of goods 
sent from India. If the rupee prices of exportable commo
dities in India would have fallen thfn there was reason to 
believe that the foreign importer wanted to pass off the 
rise onto the produce in India; but since prices had remained 
more or less at a higher level than before the foreign ex
change rate was established, it showed the intensity of demand 
and that the Indian producer had not suffered. The real 
reason of the hue and cry from Bombay was that the ex
porter there had purchased commqdities at certain rupee 
prices inside the country and had sold them in certain foreign 
gold values to certain foreign countries. Now when the value 
of that gold in terms of rupees fell, they suffered a loss. 
But that was merely a temporary loss and in_ future they 
could raise the gold rates. 

Prof. GURMUKH N. SINGH said it was true that the 
ideal currency might not be the gold currency or the actual 
circulation of gold with the , people; but the way to get thfl 
ideal currency was to make · gold always available whenever 
people wanted to get it. In his opinion gold standard and 
gold currency were necessary as a step towards reaching 
the ideal-some sort of paper currency. 

Prof. C. D. THOMPSO:S said that what the Currency Com
rJ.ittee had advocated was not·· the debasing of the coinage 
as stated by Mr. Madon but the ·'-'exaltation " of the coinage. 
l'erhaps "exaltation" was not the word, but it was the 
opposite of debasement. Debasement · meant the issue of 
more money, but really less taxation, if the amount paid in 
taxes remained the same in rupees. The policy of raising 
the- rupee to 2s. meant less rupees, but higher taxation, if 
the tax remained the same in rupees. 

His own idea was that if the Government of Irdia had 
allowed silver to flow out and gold to flow in when the price 
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of silver was relatively lower and that of gold relatively 
higher in India, they could have raised the rupee to a 
point where gold could have come into circulation. 

He was in favor of what might be called an "alternate 
exchange standard", i.e., if the price of gold was higher 
(one sovereign worth more than the silver content of Rs. 15), 
there should be free coinage of gold, limited coinage of silver, 
and Reverse Councils paid abroad in gold. If the price of 
silver were higher, there should be free coinage of silver, 
limited coinage of gold, and payments abroad in silver. The 
ultimate result of the above policy would be that we would 
have automatically a gold or silver standard, coining which
ever metal were the cheaper at a profit, and paying abroad 
in tlte better metal, and thus there would be great6r stability 
in our foreign exchanges. 

Prof. STANLEY JEVONS 1 referring to Mr. Kibe's paper 
said that there was a real case for consideration ~f the 
grievances of native states in regard to currency matters, 
particularly in regard to subsidiary coinage. He thought 
it was a matter which had not been gone into thoroughly. 
Limited right of coinage of · nickel and copper should cer
tA.inly be maintained by those states who had already got 
that right. As regards the coinage of rupees by native 
states, under the present circumstances he thought it would 
be subject to a good-- deal of risk. The whole .currency 
question was in such a state of flux, that it was difficult 
to state how the present changes would affect native states. 

Coming to MR. Madon's paper be entirely disagreed with 
his u~e of the term " debasing ". That term was used by 
6con6mists to mean the actual change of the metallic qua
lity of the coin. If they were debasing a standard coin it 
would amount to defrauding the people. He thought that 
the nearest term to express what Mr. Madon wanted to con
vey would be "depreciation". As a matter of fact he 
thought that exactly the opposite, i.e., appreciation of the 
rupee would be brought about by the change proposed by 
the Currency Committee. The general price level in India 
was connected with the price le\·el of the rest of the world. 

1 Before this discussion a paper was read by Professor Jevons entitled 
"Exchang11 in 19!0" in which he sought to explain the Yarious economic 
factors which had influenced the Indian Exchaoge during that year. For 
reasons of spc ce the paper cannot be printed in this volume. Substantially 
the ~me matter is included ~n ':hapter XV of a book entitled Jion.ey. 
Banlmw and Exchange m Ind1<1 by Professor Jeyons now in the press. 
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By putting up their rate of exchange they automatically 
brought down their price level in India, and although it 
took some time for the adjustment to come about, a lower 
price level would certainly come with the permanently 
higher level of exchange ; and the creating of a lower price 
level meant the apprecia.ti on of the value of the rupee, not 
depreciation or debasement. As regards the question of the 
present high prices of foodstuffs, no doubt they were due 

· partly to short harvests. But the high prices of foodstuffs 
were also due to the general depreciation of the value 
of money, which had been going on, mainly through the 
low exchange existing during the war time. Mr. Madon 
seemed to think that only those commoditie'3 which were 
imported or exported would be lowered in price by rais
ing exchange; but that was not the case. The general 
level of all prices would be lowered in the same ratio, be
cause the higher exchange could only be maintained by con
tracting the· volume -of the circulating medium. 

The speaker disagreed with Professor Thompson with 
regard to alternative system of exchange. He was not (1uite 
c:mvinced that it was even theoretically sound. The difficul
ties of management would be not twice, but five times 
as great as at present. He thought they should aim at· the 
ordinary gold standard which was adopted in Europe, America 
and other countries of the world. 

Prof. J. C. CoYAJEE of Presidency College, Calcutta, said 
that the gold exchange standard was an intermediate condition 
between the gold standard and bi-metallism and hence the 
technical terms of the non:metallic currency-" standard" and 
'"token "-could be used as regards their syHtem only by 
analogy, and ·they should not press their application too far; 
otherwise they would be landed · in fallacies. In India 
neither the creditor nor the debto~·- thought in terms of 
grains of gold. In answ~r to the- contention that the debtor 
class had been hit by the rise of the exchange value of the rupee 
he said that the prices of products of the agricultural classes 
had been rising throughout, the tendency of a high exchange 
to reduce prices having bean nullified by other factors. It 
had been said that high exchange could have no effect in 
lowering prices of food-grains, and that could only be 
effected by restrictions on exports of food-grains. In the 
first place restriction of export of food-grains would only 
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have a temporary effect in lowering prices as during ·the 
next year the agriculturist would sow only a smaller area 
of food-grains and a larger area of other commercial crops.· 
In the socond place if exports were allowed and exchange 
was raised, the exporter would obtain fewer rupees and so 
the Indian prices of them would fall. Further, the response 
of prices to exchange was, of course, quicker in the case of 
articles of export and import, and slower in the case of other 
articles; but ultimately even the latter were affected. Mr. Madon, 
unlike the Industrial Commission, seemed to underrate the 
great importance of imports as re~ards rural economy. 
Mr. Dalal, the strongest critic of the new policy, was in 
favor of leaving imports as they were, but wanted to reduce 
the exports. Circumstances had shown that the policy that 
had been adopted was wise, and if they had had export duties 
at present that would have greatly aggravated the present 
decline of exports. The critics of the Currency Committee's 
Report were not agreed as to the importance of convertibility 
of the note issue, which Mr. Madon had rather unduly belittled. 

Prof. BURNETT-HURST said that they had to consiier 
tbe whole question from the stand-point of the different 
classes. He wished to raise the question of the possibilities 
Qf establishing an Imperial note issue system, which he 
thought would prob'tbly relieve the difficulties of the exchange 
position. Coupled with that ~hey might eventuallY. try to 
develop an imperial banking system so far as trade relations 
between India and Great Britain and the Colonies were 
concerned. In that case they might be able to avoid the 
present difficulties. He suggested that their Association should 
appoint. a committee to investigate the whole matter. 

DR. SLATER welcomed the suggestion of Prof. Burnett-Hurst 
that a sub-committee should be appointed to consider the 
question. He also expressed his hearty agreement with the 
position taken by Mr. Deole and Mr. Joshi that India should 
have a gold currency. In his opinion the one money for the 
Empire should be upon a definite gold basis until the time 
arrived when it would be possible for the countries to adopt 
a scientific currency. He felt inclined to sympathise with the 
criticisms made against the Chamberlain Commission, for in 
all such commissions the gt·eat mistake made was that the 
bankers predominated over the economists. In his conversations 
with many bankers he was impressed with the narrowness of their 
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outlook and the insufficiency of their knowledge of economic 
theories and t_heir uneconomic notions with regard to gold. 

MR. DEOLE expressed his thanks for the general agreement 
of the members with regard to his paper. 

MR. MADON replied briefly to the criticism made by 
members and said that his object in putting the paper before 
them was to stimulate thought. Prof. Jevons had been good 
enough to admit that debasing of the standard coin would 
be wrong, because it would be a fraud on one of the par
ties to a contract. However, Prof. Jevons seemed to think 
that in our case there was no debasing, hecause there 
was no depreciation of the rupee, but rather ari apprecia.
tion, so that there was no debasing. Mr. Madon pointed 
out that both a depreciation and an appeciation of the 
standard coin was debasing, because in either case one of 
the parties to"-a contract was affected and was defrauded 
of his dues. In reference to the remarks of Mr. Coyajee 
and other speakers that all contracts in this country were 
in rupees and so nobody was affected in the way 1\Ir. 
Madon feared, Mr. Madan's reply was that prices in India 
depended on what our foreign customers would pay us. 
These customers would pay us in so many grains of gold, 
and the conversion of same into· rupees would be our affair. 
They were not going to give us more gold, because we had 
changed our ratio. The gold price paid to India would be con
trolled by the price levels in world-markets and woulJ be the 
same whatever our ratio was. The consequence would be that 
such gold price would necessarily be exchanged for a fewer 
number of rupees under the new ratio than it would under 
the old. It was, therefore, a mistake to think our prices 
would remain unaffected. They were merely gold prices re
duced· to terms of rupees at such ratio as might have been 
fixed by Government. 
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