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PREFACE.

THE articles collected in this pamphlet are a
continuation of those published in February last year,
in the “ Servants of India Society Pamphlet” No. 8
with the title # RalILwAYS AND THE BupnGeT”. They
are written by the same author, * Economy,” and
were contributed to tho columns of the Servant of
India from time to time. The problems relating to the
management and finauce of Indian Railways are of
such vast importance to the public in India, that the
setvice which ¢ Economy * has rendered by discuss-
ing and elucidating them in the columns of the
Scrvant of India deserves to be gratefully acknow-
ledged. We are publishing the present Pamphlet for
the convenience of the general reader, who finds it
difficult to follow the discussion of complicated ques-
tions, carried on in a weekly paper, at intervals of
time and who is sure to walcome the articles brought
together, Railway management is a live issue in
India, and it is hoped that the facts and arguments
adduced by ¢ Economy” and the conclusions pre-
sented by him will prove instructive to the reading
public and will make an appeal to the mind of the
students of the subject. An Editorial article from tte
‘Servant of India’ is given as an Appendix, as it was
thought that it would be a good supplement to the
articles by ‘Economy’ published in this pamphlet.

1st Scplember 1924. PUBLISHER.
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STATE MANAGEMENT AND SEPARATE
RAILWAY FINANCE.

HOW THE WIND IS BLOWING.

IT is nearly fourteen months since the Report of the
Railway Committee of 1920-21 was -published in
India and the Government are still considering the
most important of the recommendations of that
Committee, viz. those in connection with the future
management of Indian railways. The delay that
has already taken place has caused considerable
apprehension and suggests the probability of the
QGovernment coming to a deoision, so far as they are
concerned, otherwise than in consonance with the
declared Indian opinion. There are at least four
other indications which tend to confirm the appre-
hension, The Committee at great expense of time,
labour and money ocollected a large volume of
evidence, both in England and in India, from no less
than 169 witnesses representing a variety of inter-
ests, and it was on the basis of the material containe

in this evidence that the Committee made their re-
ocommendations. One would have thought that the
material which sufficed the Committee would have
enabled the Government to come to a final decision
in the matter. But it appears from the letter of the
Bengal Chamber of Commerce, which was published
in the newspapers some months ago, that the Gov-
ernment have been calling for further views from-
apparently the very bodies who have already had an
opportunity of placing their full views before the
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Committes. The result oan only’be s repetition ina
varied form of what must already bave acoumulated
in the archives of the Government of India during the
lasi 10 years of discusslon. The pudblication of the
Government letter whioh called for & lengthy reply
from the Chamber would bave helped towards a
clearer underatanding of the ciroumstances which led
to the reference.

The second fndiocation which shows whioch way
the decision of Government will tend is the anzfety
of the Railway Board (a body oonvenient!y treated
as separate from the Qovernment of India in this
matter) to redress the balance of alleged one-sided
advocacy by newspapers of State mansgement by
the fssue via the Publicity Bureau of a leaflat setting
out the arguments in favour of company management
An enumeration side by side in the same leaflet of
the arguments fn favour of State management would
certainly not have detracted from the dignity which
ghould attach to doouments issuing under the aegis
of a Government. As {t Is, the leaflet is a collection
of untested and unsubstantiated assertlons and mere
propaganda.

The third indication 1is that the Government
did not go up to the Legislature with any proposals in
the matter during the last Simla session, although
there was plenty of time to do g0 after the views of
the Central Advisory Council had been ascertained.
It is hardly likely that Government would have re-
ferred the question to the Council without having
made up, even tentatively, their minds in one direo-
tion or the other, and the only inference that can be
drawn is that official opinion did not eoincide with
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that of the non-official majority, who were ia {avour
of State management.

The fourth indication i{s the secret and hasty
creation behind the back of the Legislative Assembly
of the appointment of a Chief Commissioner for In«
dian Railways in part fulfilment of the recommenda-
tion of the Aoworth Committee with regard to the
maohinery of Government control, as also the selec-
:tion made for that office and the decision to oconstitute
him as the sole adviser of Government in matters of
railway polioy. In reply to a question put by Mr.
Manmohaadas Ramji in the Legislative Assembly on
22nd September, 1921, in oconnection with the report
‘of the Aoworth Commlittee, Government repeated
their undertaking that, as far as practicable, steps
‘would be taken to ensure that no action, admini-
strative or leglslative, would be taken on reports
of Commissions or Committees appointed by the
Seoretary of State or the Goverament of India until
an opportunity had been given by the Government
‘to the Indian Legislature to express its opinion.
‘The oreation of the appointment most decidedly
oonstitutes administrative aotion on the Aoworth
Committee’s report and in so far as the appoint-
ment wag oreated without the Legislature being con-
sulted it constitutes a departura from the promise
‘made only two weseks earliar whea the Government
ware probably already in ocorrespondence with the
Baeoretary of State for India. Thera is already with
the Government of India a body of official advigers
who have expressed themselves as opposed to State
management. The appointment to the newly created
post of a man who has also expressed himself as be-
ing against State managemeat and who is now the
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final official adviser must necessarlly result im
strengthening the officlal view againet Stats manage~
ment. When the time comes the QGovernment of In-
dia will no doubt i{n their usual manner warn the-
Legislature agalnst setting aside s proposal made on
the advioe of an expert selected by them. Admlitting
that the incumbent of the office had no such pre-
possession, the appointment would have engendered
greater confidence in impartiality if Government
had made the selection after settling thelr policy fn
regard to the best form of management of Indian
Railways, and then entrusted to the holder of the-
appointment the sole funotion of advising them in
carrying out the final policy decided upon by Gov.
ernment and the Legislaturs.

There is enough in what has been said so far to
show the great danger of the possibility of the-
Goveinment placing before the Legislative Assembly
proposals otherwise than in accordance with the
declared wishes of the Indian public. It is, therefore,
necessary that our legistlators should forearm them-
selves against a contingency which after all may-
not be g0 remote either in time or in probability. An
official resolution has recently been tabled in the
name of the Honourable Mr. Innes who will move-
that the proposals of the Railway Finance Committee

-in regard to the separation of the railway from the:
general finance be accepted. It will bs remembered.
that the Railway Finance Committe came to the con-
clusion that separation of Railway Finance in the
sense understood by the Aoworth Committes was not,.
at present at any rate, a practical proposition and sug-
geosted that the consideration of the question should-.
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‘be postponed for threes years when conditions might
bescome more normal and finanoial equilibrium might
be re-established. The Legislative Assembly, before
whom the recommendation was placed for acoeptance
on the 27th Maroh 1922 in the form of an official
resolution, deoided to postpone its consideration till
the September session. Aococording to this decision
the matter should have been brought up for re-
oonsideration in September 1922 and it is not quite
understood why this wase not done. In any case there
are Indications in the report of the debates which
took place on the suhjeot in March last that a large
body of members are inolined to take an immediate
-deoision, one way or the other, once for all. The
question is too complicated to be adequately dis-
.cussed, muoch less properly salved, on the floor of the
House. Paragraph 7 of the Railway Finance Com~
mittee's Report shews a few of the many and varied
-oonsiderations whioch enter into a proper solution of
the question. [Murther, the Aoworth Committee in
paragraph 228 of their report state =—

“We think it is necessary here to draw special attention
to the caveat which we have to enter. Itis not State ma-
nagement as it has hitherto existed in India, whose funotions
‘we recomraend to be 8o greatly extended. In earlier chapters
of this Report the Committee have pointed out the failure and
drawbacks of the existing system of control of Indian railways
whether considered from the exeoutive and administrative or
from the fiuancial point of view. To the Government Depart-
ments ooncernsd, as at preseat constituted and administered,
we should hesitate to entrust new responsibilities, in respect
-either of State or company managed railways, Our recommend=
ation #s to State management muss therefore be read as coupl-
od with and ooaditioned on the adoption-at least substantially,
-and in main outline-of the resommendations which wa have
sade with respect to financial and admiistrative reforms.®



Some people hold that, according tothis paragraph,
a rejecticn of the proposal to separate the railway
from the general Snance involvesipso facto a rejection
of the recommendation regarding State management,
while others hold tuat such an fnterpretation s
untenable. This introduces another factor Into a
question already bristling with considerations of
great complexity, in so far as it will be necessary to
examnine the exact degree of Interdependence, i. ¢, Il
any such really does exist, between the three reforms.
In order that this may be done, all the three pro«
posed reforms must be considered together. In these
circumstances it would be a serious mistake to take
a permanent decision without fret asking a Com-
mittee with the necessary qualifications to consider
the matter fully with a view to making a delibe-
rate recommendation either to reject or to adopt the
proposal of the Acworth Committee in this behalf
If a hasty decision comes to be taken by the Legis-
lative Assembly without a previous reference to &
small compact body and if that decision turns out to-
be againet the proposal, it might greatly hamper the
settlement of the question of the future management
of railways in accordance with Indian opinion. It is
therefore necessary that members who are in favour
of State management should be on their guard agalnst
the introduction in the disoussion of the question of
the final rejection or adoption of the Aowourth Come
mittee’s proposal regarding the separation of rallway
from general finance. (January 11,1923.)



FISCAL AUTONOMY FOR RAILWAYS.
I

THE railways of India in whioch Government have
a finanoial Interest may be divided broadly into the
following classes t—

1. Railways owned and worked by the State.
2. Railways owned by the States, but worked by
Companies.

3. Railways owned by Indian States, District
Boards, private Companies, eto., but worked by
the State along with its own Railways, or, by
Companies along with State-owned railwaya.

4 Railways owned by Indian States, District
Boards, private Companies and worked by them-
selves or by their own independent agenocies.

Railways falling undor the first two classes are sup-
plied with funds from the State treasury whether
for oapital requirements or for working expenses;
those falling under the third class are also supplied
with funds from the State treasury, but only for work-
ing expenses; whila in the case of the last-named
olass although the owners supply all the funds for
both capital and revenue purposes, the State has a
oontingent liability for rebate or guaranteed interest.
Fundsrequired for workiog expenses and ia discharge
of the liability for rebate or guaranteed interest
are found out of the revenue receirts of the country
inoluding the revenue recaipts from the nilway,
Capital funds are provided either from surplus re.
venues of the State,or from loans forming part of
the public Debtof India oz from debentures or deben-
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ture stock ralsed by the working Companles baoked
by the guarantee of the Secretary of the State for
India. Borrrowing Is the prinocipal method employed
for raising capital for rallway expeunditure. The
sums which oan be borrowed in any givea year are
governed by the ohanging conditions of the invest-
ment market here and {a Loadon,by the neoessity of
avoidingany undue depreclation of the price of Gov-
ernment stock by excessive demands on the market
and {ts consequent Injurious effect on the credit of
the country and in the case of sterling borrowings by
the consideration that any rapid inorease in sterling
liabilitfes might, in certaln eventualities, prove a
danger in connection with the exchange quesilon.
The capital funds thus ralsed have no relation to the
actual requirements of the railways at the moment
and In consequence theso lattar have to be ocurtailed
or expanded to suit the amounts which can be made
available. The complaint has always been that the
{funds are inadequata,

Capital expenditurs on railways is frequently so
olosely connected with expenditure oa revenue ae-
ocount that curtailment or expansion of the provision
of capital funds directly affects the amount which can
be speat on revenue account. Renewals of items of
railway equipment with others of the same type fall
to be paid for entirely out of reveaue funds. When,
however, such items are renewed with others of fm-
proved or stronger type, the case is differeat. Revenue
funds are reasonable to the extent necesssry to replace
.orrenew an item with another of the same type,
~while capital funds are responsitls for the portion
reprosenting the improvement. It {s obvious that no
work of renewal involving a substantial elementof



improvement caa beundertaken withoutsimultaneous
provision cf o1pital as well as of revenue funds requir-
ed therefor and that curtailment or expansion of the
provision of oapital funds for renewals necessitates a
smaller or larger provision of ravenus funds. The
works of improvement whioch can be undertakenin a
gear are dependent on the size of the capital funds
whioch ia its turn is determined by and depenient on,
not the aotual requireaments of tha railways bui the
finanoial exigeaocies of the Government at the momeat.
It follows, therefore, that the influance of the evils at-
tributed or attributable to the system of providing
funds for capital works 0a railways extends also t>
revenue expenditure. The principal disadvauatages
attributed to the system of finanscing oapital works on
-railways are :—

(1) That the monies remaining unspent at the
ead of the year lapse to the Treasury and are
not osrtain of returniog to the railways dur-
ing the following year;

(2) that the supply of funis is inadequate ; and

(3) that the supply varies irregularly up and
down {rom year to year.

Wae are nd supporters of tha syatem of “lapse” in
regard to railway basiness, but it does strike us that
far more fuss is made absut the system than it can

‘bear. The evils asoribad to it are mora imagiaary
than real, more theoretical than practical., The
syastem merely “assumas the oonocera gces out of busi-
ness on each 31st March and recommences de novo
on the 1st April.™ There appears to be no reason why.

“this mere assumption should hamper railway business
any more than, say, an assumption tomorrow by a
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group of the most eminent scientists that the whole-
world goes into dissolution every night and comes.
into existence again in the same form the next morn-
ing, should exerolse any upaetting or hampering influ-
eno on men’s affairs. The real question fs whether
duripg thelong course of orthodox railway finance the
Railway Department bas, under normal conditions,
failed to get in any year an amount equal to or,
greater than the amount of the so-called lapse
during the preceding year. Let history give a reply.
It will be observed from the statement in paragraph
42 at page 256 of Volume IV of the report of the:
Indian Railway Committee of 1920-21 that exocept
during 1916-17 (a war year) the grauts bave always
been in excess of the lapses during the preceding year.
Normally speaking, therefore, in actual practioce the
amount which theorstically lapses as remaining un-
spent on 31st Maroch does come back to the railways
on the following morning. The question of ‘lapse’
was fully discussed by the Committes on Indian
Railway Finance and Adminietration of 1907-08
in paragraph 34 ef seq. of its report and the Com-
mittee rightly came to the conolusion that the objec-
tions taken to the system wers largely due to mis-
conception. Paragraph 55 of the report of the Indian
Railway Committee of 1920-21 contains an attempt
to demolish this conclusion on the basis of the argu-
ment that not only in theory but also in actual expe-
rience the amount of lapse may not be re-allotted to
railways at all and that even if and when it is 80 re-
allotted, particularrailways which bad contributed a
shara of the total lapse may not get its share back.
It has already been shewn that normally the amount
of lapse does come back to the railway. As regards.
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the contention that the share of the total lapse contri-
buted by a particular railway not going to that parti-
cular railway but to another railway, the fault, if’
any, is with those who distribute the funds, namely

the Rallway Board. If any particular railway does

not get its lapsed grant tack during tte following

yeoar, we must presume that the Railvay Board oon--
sider that relatively to the needs of the other railways,
those of this particular railway must give away, and
that had sufficient funds been forthcoming it would
have had its share back. This léads us on to the
ocomplaintof the inadequacy of funds for capital works
on railways on the whole. (February 28, 1924.)

IL

THE ocmplaint about inadequacy of funds has
reference to the amounts rcquired for carrying out
additional works and works involving betterment on
oxisting railways to deal satisfactorily with the
traffio offering and for the construction of new lines
or extensions of existing railways. The term “ine
adequacy” can only exist with reference to some de--
finite goal under each of the two abovementioned re-
quirements, But, so far as the publioc are aware, no
such goal exists. That the railways are insufficiently
esquipped with traffic facilities is an age-long coms--
plaint. This may be due to insufficiency of the funds
orinefficlency of ourrailway administrators. The dis-
olosure made by the Indian Retrenchment Committee
of 1922-23 gives room for suspicion that the latter:
element is not entirely inoperative. Similarly, in
para. 26 of its report, the Indian Railway Committee
of 1920-21 says that on the Great Indian Peninsula
Railway ‘Inwards traffio from the East India; Bengalk
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and Nagpur; Bombay, Barods and Central Indlag
Madras and Southern Mahratta; Nizam's Guaranteed
-Btate; and other railways is restricted at 15 junctions
to from 600 to 30 wagons daily.' This state of affairs
«could not have come about without materfal help
from inefficiency. Obviously there has been no goal
and if at all thers was any goal before the minds of
-our railway administrators at any time, thers has
been a serious lack of co-ordination in the develop-
ment, of the different parts of the State-owned railway
eystem and a lack of balance betweon the track
‘facillties provided and the rolling stock additfons on
the group in charge of each railway adminfatration,
-or between one class of rolling stock and another.
The excuse of inadequacy of funds is clearly being
overworked in so far as existing lines of raillway are
-concerned. As regards new railways, here also there
has been no goal, nor appsrently s there any now.
For a long time 20.000 miles was the height of ambi.
‘tion of the Government of India, This figure was
reached during the viceroyalty of Lord Elgin. During
the vigorous administration of Lord Cuarzon the new
lines constructed and opsned amounted to the uapre-
cedented figure of 6,235 miles while the total mileage
now open amounts to no less than 37,000 miles The
thirst of our rulers for new railroads is insatiable.
We do not know what mileage our administrators
have in view for construction and with this con-
~veniently indeterminate ultimate mileage thecom-
plaint of inadequate funds Is immortal.

As regards the complaint that the supply of funds
for railway works chargeable wholly or partly to
-oapital varizs from year to year, there can be no
denying the fact that the existing defeots in the
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equipment of railways are to a large extent, though

not wholly, the inevitableresultof asystem of railway
capital finance which forces a continuous, growing,

expanding concern like the railways to conform to a-
one-year basis; and a big step forward in the right
direction has been taken by the Legislative Assembly

In guaranteeirg & supply of Rs. 150 crores on the
basis of a quinquennium ending 1926-27, with its
oorollary of the abolition of the system of annual

lapses, and thus practically separating the railway
capital finance from the general finance of the Central
Government and thus placing the Railway Board for
the first time in a position to plan ahead and to carry
out their schemes of improvement.

The evils arising out of the dependence on rail-
way capiial grants on the fluctuating finanoes of the
Central Governmenthave been met by the system
now in force of quinquennial guarantee of funds.
for railway oapital works. The difficulty in respecs
of revenue grants, however, still remains to be
overcome. Railway revenue expenditure may for our
present purpoBes be divided into three main classes ==

1 Ordinary working expenses ;

2 Ezxpenditure on normal renewals or replace-
ments ; and

3 Ezxpenditure on special renewals or replace~
ments,

Ordinary working expenditure under class 1
above includes salaries, coal and other consumable
stores, day-to-day repairs and maintenance, necessary
to earn the revenue budgeted for. It will be seen from
paragraph 53 of the report of the Indian Railway
Committee of 1920-21 that it has no complaint to-
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make regarding the provision of funds for expenditure
-of this class, Expenditare under class 2 relates to
replacement of items of railway property not oapable
of further sorvice by those of equal or superior effi~
ciency and durability. The difficulty at present exist-
ing of finanocing this class of expsaditurs doesnot
directly arise out ofthe dependenoce of railway finanos
on the general finances of the Central Government.
It is due, as explained in paragraph 68 of the report
of the Indian Railway Committee of 1920-1921, to the
unwise methods of the past in the Govarnment having
formed no replacement fund. The real position is
-cleatly and agreeably described in paragraph 5 at
pages 4 and 5 of the Railway Admlinistration Report
for 1921-22 thus s

“As was explained in the last administration
report, an ordinary commerocial oconcern provides for
dapreciation of its property by setting aside an-
nually a certain portion of the profits for oraditto a
depreciation fund which is charged with renewals
as they aro made. It has been hitherto held to be

- inconsistent with the ordinary scheme of Government
finano) to set aside for the future money not actually
required for the current year's expenses. N provision
is, theroefore, made for depreciation and the expense
of renewals of worn-out plant is not a partof the
ordinary annual working expenses. The result Is
obviouly to make this vital matter of renewals depen.
dent, as used to b the case in respest to capital, on

-tho state of Government of India ordinary finance.”™

The Railway Finance Committes has recommen-
ded the formation of a depreciation fund in order

that funds for this class of expenditare may be pro-
~vided for automatioally., When this deprecistion
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fund is fully formed, the present difficulty will die-
appear frrespective of whether the railway finanoe
is or is not separated from the central finance of
the Central Government. Expenditure under class
‘(3) relats to premature remewal of itams (i. e., be-
fore they have given thelr full amount of services)
which bave to be undertaken, e. g-, on account of
inoreased efficiency and economy obtainable from
the reconstruction of the works to improved designs
-or from substitution of machinery, plant, rolling
stook, etc., of new or improved design. In the
absence of a proper depreciation fund, finacial pro-
vislon for this class of expenditure is dependent
entirely on the fluctuating ocondition of the general
finances of the Central Government from year to
vear, The formaticn of a depreciation fund will
-only lesson this dependence but not remove it. It
fs obvious that this distance between lessened
dependence and its complete removal mustbe covered
by a special fund. But the probable naturs of such
premature renewals, their probable extent, the proba-
ble time of their ocourrence, and the probable
total liability on railway revenue are all necessarily
80 Indeterminable, that it is impossible to oreate a
fund with a reasonable promise of being adequate
without being one of extravazant dimensions, The
choice there lies between havicg no fund at all or
having one without the certainty of its being rea-
sonably adequate. Common senss sugzests that if
you cannot go the furthest length do not stop where
you are but go as far as you can. Our railway
administrators have no less than 75 years’ ex-
perience behind them and we have no doubt that
with this .experience and past records they will be
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able to arrive at 8 fentative standard fora special
fund out of which to mecet the revenue liability cn
account of premature renewals.

The conclusions which emerge from the con-
sideration which we have so far given to the sub-
ject are

(i) that the cne-year basis for financing raflway
works Involving a charge to capital must be
given up permanently in favour of a basis
coverirg a series of years;

(ii) that the one-year basis for financing works
involving a charge to revenue mustalso be
abandoned In favour of the setting upof a
Depreciation Fund and a Speclal Renewal
Fund ; and

(iii) that there s no mecessity to disturb the
present one-year basis for financing Ordi-
nary Working Espenses.

The adoption of these measures shculd provide
a resonably substantial guarantee that under cormal
circumstances, funds for railway works would be
forthcoming as and wben required. The proposals
in paragraphs 74 and 75 of the report of the Indian
Railway Committee of 1920-21, however, go much fur-
ther than a guaranteed supply of funds, although all
the deficiencies In railway equipment are attributed
primarily to the absence of a guararteed supply of
funds. The central propoeal of .the Committee is
that the net profits earned by railwsys which at pre-
sent accrue to the general Exchequer should ass
normal procedure be surrendered to the Rallway
Department and that the latter should be free to de-
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vote them to new capital purposes or to reserves or to
dissipate them in the form either of reduction of
rates or improvement of services. The Committee
has advanced no reasons whatever in support of a
proposal so drastic both in its nature and in its ex-
tent. This proposal involves questions of great impor-
tanoce and far-reaching charaoter touching the prin-
oiples and polioy to be adopted in the future admini-
stration of the railways. We shall suggest only a
fow of the questions to whioh satisfactory answers
will have to be found, viz.—

Is it safe to place so much disoretionary power
into the hands of our unnational railway adminis-
trators ? The experience of the working of the old
machinery has been disappointing, while the new
maohinery bas yet to be fully installed and its
working tested!

Is it wise to abandon the present polioy of ad-
ministrating the railways so as to produce a profit
to the general tax payer who has borne heavy burdens
in the past and who, as the owner of the railways,
will have to bear ultimate liability for possible
economio failure of the railways ?

Is it in the interest of the nation that revenue
funds should be spent for capital purposes, irrespec-
tive of tho other needs of the country of equal or
even greater importance ?

Is it wise to give the Exeoutive unrestraineq
power to dissipate railway profits in the form either
of reduotion of rates or improvement of services?
It must be remembered that the Legislature itself
“has no statutory power of any kind in the matter of
rates and fares and that the manipulation of rates
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and fares by the Erxeoutive and the distribution of
improvement in service has in the past not been
above seriou suspicion either from the national or
even from the commaercial poizt of view.

Is it politio to grant all this measure of fiscal
autonomy to an Executive Which has yet to fall
in line with the desire of the country for universal
State management bf Indian railways? (6th March
1924.) '

SEPARATION OF RAILWAY FINANCE

-t
-y

‘WHEN wao wrote our article on “Flscal Autonomy
for Railways” which appeared in the fssues of the
SERVAKT OF INDIA of February 28 and March 6 1ast,
wo did not have before us the Government scheme
for the separation of the Railway from the general
finances of the country. This scheme is now before
us in the form of a resolution moved by the Hon.
Sir Charles Innes in the Legislative Assembly onm
March 3, 1924. The resolution runs as follows =—

“This Assembly recommends to the Governor Genersl in
Council that in order to relieve the gsneral budget from the
violent fluotuations caused by the insorporstion thersin of the
railway estimates and to gnable the railways to carry outs
continuous railway policy based on the necessity of makinga
definite return over a period of years to the State oa the capital
expended on railways:
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(1) The rsilway finaonces shall be separated from the

1¢))

general finaces of the sountry aad the general revenues
shall receive a dednlte annual contribuiion from
railways, which shall be the first charge on railway
earnings.

The ocontribution shall be a sum equal to five-sixths of
1 per oent. on :the oapital at charge of the railways
( excludiog oapital contributed by Crmpanies and
Indian States and oapital expeanditure on strategic
railways ) at the end of the penultimate financial year
plus one-fifth of any surplus prcfits remalaiog after
payments of this fixed return, subject to the condition
that if any year railway revenues are insufficient to
provide the perpentage of five-sixths of 1 per cent. on
the capital at oharge, surplus profits in the next or
subsequent years will not be deemed to have acorued
for purposes of division until such deficienoy has been
made good.

From the ocontribution so fixed will be deducted the loss

9

in working and the interest on oaptial expenditure on
strategio lines.

Any surplus profits that exist after paymont of these
oharges shall be available for the railway administra-
tion to be utilised in

(a) forming reserves for

(i) equalising dividends, that is to say, for
seouring the payment of the percentage
ocontribution to the general revenues in
lean years,

(ii) depreciation,
(ili) writiug down and writing off oapital,

(3) the improvement of services rendered to the
publio,

(¢) the reduntion of rates.

{4) The railway administration shall be entiiled, subjsot

to such oonditions as may be presoribed by the Govern-
ment of India, to borrow temporarily from oapital or
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frora the reserves for the purpose of meeting expenditure
for whioh there is no provision or insufficient provisior
in the revenue budges subject to the obligation to make
repsyment of such borrowings out of the revense bud:
gets of subsequent years.

(5) In sccordance with present practice the figures of
gross receipts and expenditure of railways will be in.
cluded {n the Budges Statemens. The proposed ex-
peoditure will, ag at present, be placed befcre th¢
Legislative Assembly in tbe form of & demand for
grants and ona separate day or days among tbe days
allotted for the discussion of the demands for grants
the Member in charge of Railways will make a general
statement on reilway scoounts asd working. Any
reductions in tbe demand for grants for raliways
resulting from the vote of Legislative Assembly will
not enure to genersl revenues, i. ¢., will not have the
effect of increasing the fixed contribution for the year.

(6) The Railway Department will place the estimates of
railway expenditure before the Central Advisory
Council on some date prior to the date for the discus-
sion of the demand for grants for railways.”

In this article we propose to consider the pro-
posals embodied In this resoution, as though the
necessities of the case could not be met by guarantee-
ing a continuous supply of funds, both capital and
revenues, and the objections indlcated in the previous
article did not exist. The scheme differs In the
following principal respects from that outlined In
paragraph 74 of the report of the Indian Rallway
Committee of 1920~-21. It is more detailed and pre-
cise; it does not contemplate the use of revenue
monies for capital purposes ; and finally it rejects the
claim of the railways to the entire net profits and
provides for a definite contribution to the general
revenues. The resolution Is supported by two very
olaborate notes of great plausibility by the Chief
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Commissioner and the Financial Commissioner for
Railways; the first explaining thejinecessity for
separation and the advantages of the particular
sohieme proposed, and the second shewing why the
partioular method of assessing the contribution to
be made by the Railways to the general revenues
has been adopted. Turning now to the details of
the Government scheme we find that it is proposed
that the general revenues shall receive out of the net
profits of the railways a percentage oontribution
based on the capital at charge of tho railways (ex-
oluding oapital contributed by Companies and Indian
States and capital expenditure on strategio railways).
We question the propriety of basing the percentage
firstly on the oapital at charge and seoondly on a re-
duced oapital at charge (1. e. excluding oapital contri-
buted by Companies). Dealing with the second point
first, the notes supporting the Government resolution
do not explain why, in arriving at the percentage
oontribution to the general revenues, it is neces-
sary to exolude oapital contributed by Companies.
As will be seen from paragraphs 193-201 of the
report of the Indian Railway Committee of 1920-1,
what is desoribed as “oapital contributed by Com=
panies” is merely State loans under different names.
The whole of the proceeds of these loans is invested
in the State railways and the Companies own no
property against this so-called capital. It is no real
investment by the Companies, who are paid interest
on the monies at guaranteed rates, who share no
losses and who share profits not as shareholders but
only as agents for working the State railways.
There is therefore no justification whatever for
singling out these partioular loans for exclusion
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from the amount on which the percentage contribu.
tion to the general revenues s to be made.

Our objection to the precentage contribution
being based on “capital at charge™ isthat “capital as:
charge” represents an amount less than the monfes
actually spent in oreating the railway property. I$
does not, for instance, include the cost, running into
several crores of rupees, of lands paid for out of
revenue and used for the following rallways prior to
the purchase of the railways by the State :—

(1) Bengal Central,
(2) Bombay Baroda and Central India,
(3) Brabhmaputra Sultanpur,
(4) Deoghur,
(5) Eastern Bengal,
(6) East Indian,
(7) Great Indian Peninsula,
(8) Kalka-Simla,
(9) Madras,
(10) Mymensingh-Jamalpur-Jagannathganj,
(11) Niigiri,
(12) Noakhali (Bengal),
(13) Oudh and Rohilkhkand,
(14) Ranghat Krishnagar,
(15) Scinde, Punjab and Delhi,
(16) Segowly Raxaul,
(179 South Indian,
(18) Tarkessur.

Land is an integral portion of railway property
and as such Its cost is a legitimate charge agalnst
capital. Similarly, the “capital at charge” does not
include psyments made annually out of revenue on
account of annunity ard sinking funds in extinetion -
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of a portion of the original cost of certain railways
purchased by the State from the old guaranteed
railway Companies. As will be seen from paragraph
31 of the Finance Member's Budget speech, of
February 29, 1924, Government have decided that
such charges should henceforth be excluded from
the Raillway Budget and would notgo to increase
the revonue expenditure of railways or to reduce the
capital at oharge; and if this decision is right in
principle as regzards future charges of this nature, it
would be equally right to take a similar decision as
regards past charges and correct the amount now
held to be capital at charge by increasing it. These
are only two of the several instances where capital
charges have been met out of revenue and an attempt
must be made to bring all such charges together,
caloulate interest thereon and start a regular capital
account. On principles of commercial accounting,
the true basia to adopt for the percentage contribu.
tion to the general revenues is, however, not the total
amount of monies expended by the State in creat-
ing the propery, but an amount which also includes
the real losses from the inception of the railway ser
vice borne by the general revenues calculated at 4
percent, compound interest less the sums surrendered
to the general revenues during the period as raile
way profits with compound interest. A ecalcula~
tion made on the lines indicated will show that
the total capital invested in the railways since the
inception of the railway service is nearer Rs. 1,000
crores than the “capital at charge” of Rs. 646
ororese (See seotions 5A, 6 and 7 of “Indian Rail«
ways” by Rai Saheb C. P, Tiwari) It will thus be
seen that the railways have never been in the past
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a commercial su€éess in the true sense of the term,
nor can they be described as such even now. On
this railway debt of Rs. 1,000 crores not only fs it
impossible to show a commercial profit for a long
time to come, but for a good many years it will be
impossible to show that the railways earn enough to
ocover even interest charges. To describe the raile
ways as making a contribution to the general re-
venues out of profits on an under-stated capital of
Res. 646 crores under the separation scheme Is
therefore, to persist in the course of self-deception
which we have followed for nearly a quarterof a
century. The so-called contribution by the railways
to the general revenues can with honesty be describ-
ed only as payment of a portion of the interest
justly due on the debt obtained from the taxpayer
under compulsion as distinguished from the debt
given by the public out of thefr own free will. With
this debt to the general revenues ascertained, the
railways should be required to pay fnterast at, say,
4 per cent., any short payment of this interest being
added on to the amount of the debt at the general
revenues.. The railways shoul be required to pay
every year, instead of a percentage on the capital
at charge, a minimum of Ra. 414 orores, this mint-
mum to be increased by Rs. 20 lakhs every year
till the entire interest charges on the debt taken
f:om the taxpayer can be met,

The proposal to deduct the loss in working and
the interest cn capital expenditure on strategic lines
from the sum of the contribution to the general
revenues of five-sixths of 1 per cent. on the eapital
at charge of commercial railways and one-fifth of
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-any surplus earnings, introduces an element of
.avoidable uncertainty in the “regular and increasing
-oontributions’® to the general reavenues. StatementII

attached tothe Finance Member's Budget speech
-of February 29, 1924, shews that the net contribution
ds arrived at as under :— '

(xvl) 5/6tbs of 1 per cent. on capital Rs.
at charge 4,53,67,000
(xviii) 1/5th of surplus profita 1,06,33,000
(xix) Total contributoin $,60,00,000

(xx) Deduct
(a) loss in working strategio
lines 30,94,000
(d) interest on ocapital at
charge, strategio lines 1,01 76,000~1,32;70,000
(xxi) Net contribution 4,27,30,000

It will be seen frora this extract that the net
-pontribution by the railways to the general revenues
will vary with the amount of this deduction on ac-
count of; strategio lines, and will not relieve the
-general budget from fluotuations on the wrong side,
which, according to our reading of the preamble of
-the resolution, Is the objeot of the separation scheme.
: Suoh fluctuations can be avoided by adopting alterna-
ive (iil) suggested at page 11 of the Servants of
India Society Pamphlet No. 8, “Railways and the
Budget”, viz, that the Army Budget should make up
to the Railway Budget any shortage in gross earn-
ings necessary to cover interest oharges and work-
-ing expenses. It is no doubt true that this freedom
“from fluotuations on the wrong side is secured by a
mere book entry. But such book entries in the case
-of a separate undertaking worked on commerocial
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lines has baen accepted as correct in principle by no
less an authority than Sir William Aoworth in his
report on the Reconstruction of the Austrian State
Railways and endorsed by Dr. Zimmerman in his
preface to the report. ( May 15, 1924).

IL

‘WE gather from clause 3 of the Government résolu-
tion that the proposal s to make the formation of
the depreciation reserve dependent on the surplus
profits being available. If so, it is entirely wrong
in principle and vicious in practice. That a con-
tribution to the depreciation fund should be taken
into account not after but before arriving at surplus
profits, and that the amount of this contribution
should be determined not by the existence or the size
of the surplus profits but by the life period of the -
railway property, do not require to be enunciated
as new principles, especially to a departmeat which
has never tired of professing to run the railways on
commercial principles. There are at least two
recent Indian Committees of Enquiry which have
endeavoured to impress on the Government of India .
the absolute necessity for a strict observanoce of the
prinoiples, We give below the relevant extracts:
(italios ours ):
“Now in every commercial concern Capital expenditure--
and Revenne expenditure are econstantly intermived. And
a prudent board of directors..takes very good care that
Revenue is debited with its full share. The principle is clear -
that by the time the uvseful life of an saset or a building bas

expired, its full original cost should have been written off out’
of Revenue,

This has not been the ease on the Indian Railways. There*-

are scores of bridges with girders unfit to carry train loads’
up to modern requirements; thers are many miles of railsy.-
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hundreds of engines, and thousands of wagons, wtose rightful
date for rerewal is leng overpast. Their cost has not been
written off. They stand in the bocks at the original figure.
The Government has formed no replacement reserve. It is
not now physically possible within a short period of one or two
years to replace all the plant of which the economic life is
exhausted...Tbhe position due to the unwise methods of the
past must be redressed gradually. It will never be redressed
under the present system...but only when commercial account-
ing methods are introduced sn the management of a commerci-
al undertaking.

In our judgment, a financial system which produces these -
results stands self-condemned .. .Railway management is
a bighly technical business. It should be placed in the bands
of those who understand it.” (Paras. 67-69 of the report of .
the Indian Railway Committee of 1920-21).

“We., .areof opinion that it should be laid down that each
railway should make adequate provision every year for the
maintenance and renewal of its permenent way and rolling
stock. The funds so earmarked . should be debited to working.
expenses and oarried to a suspense acoount which oould be
drawn on as necessary to meet current requirements, any
unspent balance being carried forward from year to year.
Unless some such arrangements are adopted ard strictly
adbered to, it will not, in our opinion, be possible to say
whether the railways are ¢arning an adequate return on the
oapital cutlay and there will be no effeotive check on
ordinary working expenditure.

“It is necessary, however, to make special provision to
overtake the present arrears, as ro funds aro available in
suspense acoounts .,. We consider that the Lest course
will be that each railway should credit a susjense account
with a portion;of any surplus funds available after payment
of interest and sinking fund cherges, for the specific purpose-
of overtaking arrears of rerewals. This provision should, we-
think, not exceed the average apnual amounts which would
be necessary to overtake the arrears in five years,”

“The underlying principle of a Renewal Fund is to ensure
that adequate fiancial provision is being made for deprecia~



28

tion and this is particularly necessary ia the case of raliways
which sre rapidly expanding. 1ln such ocases i is obrious
that there is a great difference between (a) the financial pro-
vision which would be made against depreciation and (b) the
amount which should be spent annually.™ (Pares. 7 and 24of
Part If of the Indian Retrenchment Committee of 1922-23.)

Again, in Section I of Chapter II of Sir Willlam
Acwmorth’s report dated 1923 on the Reoonstruction
-of the Austrian State Raflways ocours the follwing : =

“ On the other band, there are debits against the railways
which are not at present brought into account. Firstand
foremost they must form & renswal and depreciation reserve-
No business undertaking can strike s proper balance of profis
and loss till after adeguate provision Aas been made for the
wasting and depreciation of ifs capital assests”.

We can understand the expediensy, although
ot the Inevitability, of placing the obligation to
make good the heavy accumulations of arrears of
-depreciation oa surplus profits, but we cannot under.
stand why the curreat depreciation also should be
provided for as a normal procedure out of surplus
-profits, in spite of the fact that the whole -weight
-of the universal law of commercial accounting
-demands that the oredits to the fund should be
-obtained by oorresponding debits to working ex-
penses. The provisioun In the resolution to use
:surplus profits must, in these ciroumstancas, be
specifically limited to arrears of depreciation and
-cannot be given a permanent place amongst the
ruses to which surplus profits are to be put.

As regards the provision for building up a reserve
-out of profits for writing down and writing off
capital the necessity here also is only temrporary.
_As pointed out by 8ir Purshotamdas Thakurdas at
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page 1558 of the Legislative Assembly Debates,
Volume IV, losses on acoount of depreciation, eto.,
of stores in stock ehould be written off from year to
year and not allowed to acoumulate. Provision fora.
reserve for such losses as a permanent feature-
postulates that the losses on aocout of stores, which.
remained unnoticed over a series of years until
they have now accumulated to no less than the huge-
sum of Rs, 3 orores, will normally recur. This.
postulate cannot be accepted in a scheme which is-
professedly businesslike and the scope of this reserve
must be specifically limited to the contingenoy
which has arisen.

There are two other purposes on whioh surplus-
profits are under the scheme of separation proposed
to be utilized, and the existence of accumulated
surplus profits is made a condition precedent to the
fulfilment of those pupposes. These purposes are:—

(a) the improvement of services rendered to-
the publio, and

(b) the reduction of rates.

This is all right 80 far as it goes. But it must
be remembered that the measures of comfort and
convenience at present provided by the railways,
particularly for third class passengers, is below
the minimum standard and that the manipulation
of rates and fares by the Exeoutive has not, in the
past, been above grave suspicion. Under the scheme
of separation the railways are to be managed under
he forms of a Company, which, at p. 3756 of the
Legislative Assembly Debates, Volume II, Mr, Gin-
wala humorously described as Messrs. Innes anl
Company, and the resolution constitutes an informad
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ssontract between the Legislative Assembly and this
informal Company. The Assembly in this echeme
-ocoupies the position of a giver of monopoly and, as
-guch, it must first obtain recognition, statutory or
otherwise, of its right of regulating the services given
by the railways and the payments demanded by them,
80 as to protect the travelling and the tradlog publie
using the railways from exploftation by extortion-
ate charges, unjust discriminations in rates and
-fares and fallures or delay to provide reasonable
facilities.

Clause 4 of the resolution, in virtue of its own
“wording and In the light also of the remarks in
paragraph 15 of the Memorandum by the Chlef
- Commissioner and the Finanocial Commissioner for
Railways on the Separation of the Rallway from
-the QGeneral Finance, constitutes what Is toall ap.
_pearances a curtailment’of the right of the Assembly
to require its previous sanction to expenditure in
- excess of the accepted provision in the Budget, on
- the mere ground that such expenditure will not
necessitate “a demand on the Assembly for addition~
al funds as in the case of othar departments, since
the railway administration will be responsible for
finding its own revenues.” The wvoting of a grant
by the Assembly implies three things, acceptance
of the necessity for the work, approval of the cost
: of the work and sanction to the appropriation bf
funds, The mere existence of fands as earmarked
for railway purposes cannot be regarded as a suffici-
-ent jaslification either for anticipating or treating
as formal this three-fold sanotion of the Assembly,
which must preserva its right to consider the de-
~.inand and vote it on its own merits a3 ia the case of
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the other departments. We quite agraee that, for the
roasons given in paragraphs 7 and 15 of the Memo-
randum, a commercial ooncern cannot be run on
the basis that the ordinary re-revenue expenditure,
1, o. operating expenses, in a particular period of 12
months is not to exceed a fixed figure, since such
expenditure is largely affected by conditions of traffio
which ocannot be foreseen and that if a larger outlay
promises inoreased returns, the rigid limitation of
expenditure may result in nothing but loss. But the
demand mede for freedom to exceed the budgeted
provision covers the whole field of railway expen-
ditures instead of being limited to operating ex-
penses only. The real difficulty oould quite easily
be got over by the Assembly oconceding to the rail-
way administration the power to exceed the budget
provision for operating expenses within a fixed
percentage of the traffio recejpts.

As regards clause 5 of the resolution, the only
‘suggestions we have to make are that the railway
demands should be split up into a larger number and
that the number of days now available for their dis-
oussion should be inoreased. In this conneotion we
would invite a parusal of the first 4 pages of the Sar-
-vants of India Sooisty Pamphlet No. 8, “Railways
and the Budget™ and paragraph 22 of the report of
-the Publio Acoounts Committee on the accounts
of 1921-22,

Coming to the last clause of the resolution, viz,
No. 6, we do not see what advantage will be secured,
from the point of view of the non-official members in
‘the Assembly, by placing the estimates of railway
-expenditure in advance before the General Advisory
Qounoil, which 1 after all composed of members
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selected by the Exeoutive from the two Houses and:
whose proceedings are not published. We would

suggest that tbe rallway estimates be placed before
@ special Railway Flnanoce Committee formed on the
lines of the Standing Flnance Committee, and that:
the proceedings of that body be made avallable to

members of the Assembly.

The result of the consideration whioch we have
given to the Government resolution may be summed:

1:ip in the form of the followlog amended resola-
on =

-« “This Assombly recommends to the Governor-
General In Council that in order to relieve the
general budget from the violent fluctuations caused
by the incorporation therin of the railway estimates
and to enable to oarry out a ocontinuous raflway
policy, the railway finances shall be separated from
the general finances of the country ia the following
manner :—

(I) Anaccount shall be made up showing, as far
as possible, the amounts spent from the Inception of
railway service to March 31st, 1924, out of revenue
for capital purposes and on aocount of losses, with
compound interest thereon at 4 per cent. per annum
minus the amounts appropriated by the general re.
wvenues as railway profits during that period with
compound interest thereon at the same rate. This
.aoccount shall be added to from time to time as may
be necessary in terms of (VI) below.

{ITI) The railway debt shall consist of two parts
viz. (a) debt taken from the public and allocated to
the railways, and (b) debt taken from the taxpayer
as in (I) above,
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(III) On the debt as in (II) (a) the railways
shall pay to the general revenues in full the interest
charges whioch shall be the first charge on railway
earnings.

(IV) Onthe debt as in (II) (b) the railways shall
pay to the general revenues as the seocond charge on
railway earnings a minimum of Rs. 4} croresin-
oreasing by Rs. 20 lakhs a year by way of interest.

(V) The general revenues shall further receive
from the railways one-fifth of any earnings remain-
ing after the payments in (III) and (IV) above,
subjects to the oondition that, if in any year railwag
revenues are insufficlent to provide the amounts in
(IT1) and (IV) above, the one-fifth there will not be
psyable by the rallways until such deficiency has
been made good.

(VI) Any difference between the amount due
as interest calculated at 4 per oent. per annum on
the debt in (I1) (b) above and the amount paid to the
general revenues as per (IV) and (V) above, will be
added to the amount of that debt.

(VII) In no case shall the railways be required

in any year to make a payment as per (IV)and (V)

sbove in excess of the interest due on the debt for
" the time being as per (II) (b) above.

(VIII) Any earnings that exist after payment of
these charges shall be available for the railway ad-
ministration to be utilised in—

(a) forming reserve for—

(i) securing the payments in lean years as per
(111) and (IV) above,
3
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(ii) arrears of depreciation as existing at pre-
sent,

(iii) writing off losses incurred up to date on
account of depreciation, eto., of stores in stook,

(b) the fmprovement of services rendered to the
public,

(o) the reduction of fares and rates.

(IX) The railway administration shall be en-

- titled, subjeot to such conditions as may be preserid-
ed by the Government of India, to borrow tempors-

rily from capital or from the reserve for the purposs

of meeting operating expenses for whioch there is mo
provision or Insufficient provision ia the revenue
budget, subject to the obligation to make repayment

of such borrowings out of the revenue budgetsof

subsequent years, and subject also to the oondition

that the ratio of the additional operating expenses

to the estimated additional gross earnings does not

exceed the ratio adopted in the budget.

(X) In smccordance with recent practice the
figures of groas receipts and expenditure of railways
will be included in the Budget Statement. The pro-
posed expenditure will be placed before the Legis~
lative Assembly in the form of demands for grants,
the number and description of the demands being
determined by » small commiites of the Assembly.
The number of days allotted for the discussion of
these damands shall be not less than seven, and on s
separate day or days among the days so allotted the
Member in charge of Railways will make a general
statement on railway aceounts and working. Any
reductions in the demands for railways resalting
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from the vote of the Legislative Assembly will not
enure to general revenues, i. e., will not have the
effect of inoreasing the payments as per (III), {IV)
and (V) above for the year.

(XI) The Rallway Department will place the
estimates of railway expenditure before a Speocial
Railway Finance Committes to be constituted on the
lines of the Standing Finance Committee on some
date prior to the date fixed for the commencement of
the disoussion of the demands for grants for railways.
(May 22, 1924.)

SEPARATE RAILWAY FINANCE IN PRACTICE—I.

v -

WHEN the Budget for 1924-25 was presented to the
Legislature on February 29, 1924, it was made olear
by the Finance Member in his speech that the
Raflway portion of the Budget was framed on the
‘assumption that the resolution which had been tabled
afow days earlier on the subject of the scparation of
the Rallway from the General Finances of the
country would have been aocepted by the Legislative
Assembly. It 1s not proposed in this article to raise
the question whether this anticipation of the
resolution (by the ;Legislative Assembly was right,
any more than whether a similar anticipation was
right, to whioh pointed attention was drawn by Sir
Purshotamdas Thakurdas, of the 'passing of the
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Finance BIill enabling Government to credit the
interest on the Paper Currency Reserve to revenue.
What we desfre in this article to do Is to turn our
attention to the speech comparing the contribution
from Railways to QGeneral Rovenues in the yezr
1924-25 under the present and proposed (separation)
systems.

A sorutiny of this statement shows that the
large contribution of over Rs. 4 orores under either
system has been arrived at by what we consider to
be abnormal processes of calculation, while 1f normal
processes had been followed the contribution under
either system would not bave come up to even Re. 3
crores—a result which would have deprived Qovern-
ment of the chanoe of raising the question of a reduc-
tion in the Provincial contributions. We give below
two statements comparing the result arrived at under
both processes of calculation.

APPENDIX A.
Present System.
(Pigures of thousands of rupees.)

Our oaloulation. Qovernment’s oaloulation.
97,0692 e (i) Gross trafiio recepits 97,06,93
Deduct=e
68,23,04 (@) Working Expenses

66,68,04

(b) Share of SBurplus Pro-
fits paid to Indian
States and Railway

69,37,91 1,14,87 Companies 11487 67,8291
27,69,01 (ii) Net receipts - 29,24,01
(iii) Subsidized Compsaaies,
25,92 ... o Government share of
surplus profits - 25,93

27,94,93 (@iv) Total nei receip's .. 29,49,93
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(v) (o) Interest on capital

19,18,03 at charge .. 19,18,05
(d) Interest portion of

annuities in pur-

chase of railways

2, 97,56 2, 97,56
(c) Interest on capital

contributed by In-

dian States and
Railway Companies

2, 80,09 ' 2,80,09
249570 e 94,9 5,70
16,000 ... (vi) Land and subsidy... 16,00
(vli) Miscellaneous Railway
Expenditure .. 22,45
23,34,15... - (viii) Total (v), (vi), and (vii) 25,3415

(1z) Net contribution from
Railways to General re-
2,60,784 venues [(iv) minus (viii)] 4,15,78

It wxll be observed that the figure for Working
.Expenses in Statement A is 1,55,00 less under the
Government's oaloulation than under ours. This
is due to two causes —

(i) The Government’s figure does not include
the oredit of Rs. 115 lakhs due to Working Expenses
In strict acocordance with the prinociples of com-
meroial accounting.

(if) The Government's figure inocludes a debit of
only Rs. 30 lakhs out of the total loss of Rs. 300
lakhs on acocount of stores in stook.

As regards the cradit of Rs. 115 lakhs, the
Government’s contention is that they would not be
justified in following the commeroial principles of
allooation of expenditure on renewals unless they
also followed ocommercial practice and started a
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depreciation fund, which fund in {ts turn goes to=
gether with the question of keeping railway acoounts
in a commercial form, involving among other things
the whole proposals which are connected with the
separation of the rallway from the general inances
of the country. (Pages 1555 and 1561 of the Legls=
lative Assembly Debates. Volume V).

STATEMENT B.

Proposed System.
( Figures in thousands of rupees.)
Our calculation. Government’s calculation,
97,06,92 e .. (i) Gross traffic receipts ... 97,0693
Deduct—
68.,23,04 {a) Working Expenses

65,23,04

(b; Share of Burplus Profit

paid:to Indian States

& Rallway Companies
66,37,91 1,1487 L14,87 64,37,91

30,69,01 (ii) Net receipts 30,69.01
(iif) Bubeidized Complnicﬂ
25,92 . o Government share of
surplus profits .. 25,98

30,9493 (iv) Total net receipts ... 30,94,93

{(v) (a) Interest on capital

19.18,03 ab charge ...19,18,05
(b) Interest portion of

annuities in pur-

chase of railways

2,97,56 2,97.56
(c) Interest on capital

eontributed by In-

dian Btates and

Railway Companies

2,80,09 2,80,09

2495710 ———e 24,9370
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16,00 ... . (vi) Land subsidy " 16,00
(vii) Miscellaneous Railway
22.45 e e Emndizﬂro e 22,‘5
272,90 ... (viil) Railway reserves ... 1,3343
(ix) Total (v), (vi), (vii) and
28,07,05 .. ™ (wiil) 26,67,63

(x) Net contribution from
Rallways to General re-
2,87.88 .. . venues [ (iv) minus (ix) Jee 421,%

The present method of allocation of expenditure
on renewals is that renewals of items of railway
equipment with others of the same type are paid for
entirely out of revenue funds, irrespective of whether
the original cost was in defeot or in exocess of the
present cost. The consequence ias that the particunlar
asset, after renewal, is always represented in the
oapital acoount by its original cost ; whereas, striotly
speaking, the capital acocount should represent the
amount actually spent on the assets. It hasbeen
admitted by Government that the present method of
allocation is vicious In so far as it is in complete
violation of all principles of commercial book-keep-
ing. What necessary or inevitable comnection,
however, there is between the adoption of a correct
method of allocation of actual expenditure to final
- heads of acoount and the establishment of a deprecia-
tion fund, we simply ocannot understand. Each
stands on its own merits and if the adoptionofa
correct method of allocation i3 impossible, it would
be highly desirable to examine, before the separation
of the railway from the general finances is agreed
to, the exact ingredients of the contemplated depre-
oistion fund which makes correct allocation lie
helpless at the feet of this fund. The establishment



40

of a depreciation fund {s a convenlient device for the
acoumulation of monies for a specific purpose. Itis
primarily a mode of finding finance for renewals and
automatically provides a measure of the service
given by the assets, an effective check on ordinary
working expenditare and a means of ascertalning
whether an adequate return is belng obtained on the
capital outlay. °‘Depreciation Fund’ is not afinal
head of account, but only a suspense head; and
there appears no valid reason why even in the
absence of a depreciation fund adjustment between
‘Revenue’ and ‘Capital’ cannot be made on the new
method just as easily as they are and oan be made
on the old. During the course of the debate which
took place on this subject in the Legislative Assemb~
ly on March 12, 1924, the Financial Commissioner
for Rallways said :

“We should not be justified in relisving revenuve as the
expense of capital—ws should not be justified in following
‘commercial practice and charging to revenue merely the
original cost of theartiole replaced—unless we alse followed
commercial practice and started a depreciation fund. That
is really the sole explanation of this Ra, 115 lakhs.”

If this . means that the commercial acoounting of
this partionlar clsss of expenditare fs not justifable
becanse, under the present system of Rallway
finance, railway aocouats are at present all made
out on uncommercial principles, the argument has
no force at all since it is not a faot that railway
acocounts are kept on a wholly uncommaerocial basis.
In the debate referred to above, Mr. K. Rams
- Alyangar olinched the point and asked what would
- be the effect of adopting the new method of allooation
even If the rallway finances remained anseparated
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as at present. But of course no direct reply was
forthooming !

The only plausible argument we can think of is
that in the opinion of Government the present
uncommercial method of allooation of expenditure
on renewals gives a debit to Revenue which makes
up for at least a part of the contributions which it
would have had to make to the depreciation fund if
one were in existence, and consequently the adoption
of the commercial method:of allocation of such ex~
penditure would give an unjust relief to Revenue.
Aoocording to paragraph 29 at page 76 of the raport
of the Indian Retrenchment Committee of 1922-23
the Committee on Depreciation estimated the normal
annual depreciation at Rs, 9,19,18,000, while the
amount ianvolved In the present transaotion is only
Rs. 1'1§ crores, and if the argument referred to
sbove were of any validity, it should also have
precluded the exoclusion (to which we refer later) from.
the revenue acoount of the amount of Rs, 2'31 crores
on account of sinking funds and that .portion of
railway annuities which represents repayment of
oapital.

As regards the debit to Working Expenses ofonly
Rs. 30 lakhs instead of Rs. 300 lakhs representing
losses on stores in stock, there is no question but that
the whole amount of Rs. 300 lakhs must be debited to
Working Expenses. That the full debit has not been
made is not on groundsof prinociple but on grounds of
expediency, the reason advanced by the Finance
Member in paragraph 41 of his Budgat spesch being
that “ the contribution of the railways.togeneral
revenues during the year would be reduced almost to
vanishing point.” Bat since it is impossible to
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allow factors of expediency to influence a “eom-
parieon of the contribution from Rallways to General
Revenues in the year 192423 under the pressnt and
proposed (separation) systems,”.we have In our
caloulation in statement A, ante, included the whole
dobit of R 300 lakhs under Working Expenses
instead of only Rs. 30 lakhs as in Government's
figure. It will thus be seen that the correct figure
of mnet contribution from Railways to General
Revenues is only Rs. 260,78 lakhs and not Rs. 415°78
as arrived at by Government. (June 5, 1924).

1I

Dealing now with Statement B, ante, the differ-
ences appearing therein are due to the Government
figure of net contribution having been oaloulated
otherwise than {a striot accordance with the terms of
the resolution on the subject of the separation of the
railway from the general finances. This resolution
lays down that the net contribution to the general
revenues is to be ocalonlated on the actual results of the
penultimate year’s working ; but the Government’s
calculation of this net contribution has been based
on the estimated results of the last year's working, as
stated in the foot-note to Statement II acoompenying
the Budget speech referred to above, the only resson
assigned being that the year 1924-25, for the benefis
of which the results are worked out, marks the incep-
tion of the new system, as though there is some
‘peculiar propriety or auspiolousness in eelebrating
the inception of the new system by immediately vio-
lating the basis of that system. If the net contribu-
tion had been caloulated on the penultimate, instead
of on the last, year’s working, the result woanld have
been as follows >~
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( Figures in thousands of rupees. )
Aoctuals

for 1922-23.

(1) Capital at charge ; all lines e - 6,22,20,27
Deducte=
(a) for strategis lines e 25,32,51
{b) for oapital oontributed by
Indian States and Railway Companies 74,94,47 1,00,26,98

(ii) Capital at charge, commercial lines s 35,21,93,29
(ilt) Contribution at 5/6ths of 1 per cent, - 4,34,94

(i) Gross traffio receipts, all lines ... o 93,22,14
Deduct—-Receipts, strategio lines s 1,55,26
(ii) Gross traflic receipts, commercial lines ... 91,66,88
(iil) Working expenses, all lines one, e 65,96,16
Deduct—Expenses, strategio lines - 2,22,34
(iv) Working expenses, commeroial lines ... 63,73,82
(v) Share of surplus profits paid to Indian
States and Railway Companies . 69,40
64.43,23
(vi) Net receipts, commerocial lines [ (ii) minus
(iv) and (v) } e . e 27,23,66
Add—Subsidized Companies, Government
share of surplus profits e - 26,41
(vii) Total net receipts .. o - 27,50,07
(viii) Interest on capital at charge, all lines .. 16,3447
Deduct—Interest, strategio lines e e 95,29
(ix) Interest on capital at charge, commercial
lines e - o . - 15,39,18
(x) (a) Interest portion of annuities in pur-
chase of Railways - e 3,33,50

(b) Interest on capital contributed by Indian
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( Figures in thoasands of rupees

Aotuals

for 1923-23

Btates and Railway Companies o 3,35,58

(xi) Total interest charges, commercial lines. 23,08,24
(zii) Land and subsidy o - 943
(ziii) Miscellanecus Railway expondltnn - 2100

(xiv) Total (xi), (xii) and (xiii) - - 23,38,67
(xv) Net gain from commercial lines (vif)
minus (xiv) - 85,1140
{xvi) Contribution at 5[6:!:- of 1 per oont, on
ospital at charge (A {iii) e " 43494

(xvii) Burplus profits .. o - 76,54
(zviil) 1/5th of surplus proﬂu o 15,31
(xix) Total contribution [ (xvi) plus (xvhl)] - 45023
(xx) Deduct ~

{a) loss in working strategic lines 67,08 .. ..

(b) interest on capital at charge, -
strategic lines s e 95,29
—— 1,62.37
(xxi) Net contribution ... o 28788

(This figurs has been worked onut on the figures
in Statement No.25 A of the Finance and Revenue
Accounts of the Government of India for the year
1922-23 and on page 9 of the Esplanatory Memo-
randam of the Railway Budget for 1924-25.)

It will be seen that, had the contribution to the
Genoral Revenues been arrived at on the basis of the
actual results of the penultimate year's workiog as
oontemplated fn the resolution, fnstead of on the
basis of the estimated results of the last year's
working, the General Rovenues would have recefved
only Rs. 2,87,88,000 instead of Re. 4,27,30,000 and the
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Railway Reserves Re. 2,72,90,000 instead of only
Rs. 1,33,48,000.

From the analysis made by us the conclusion is
Irresistible that aoccording to the figures in the
oomparative statement appended to the Finanoe
Member's Budget speech the General Revenues
recelve more from the Railways than they are legiti-
mately entitled to, viz, Rs. 1,55,00,000 more under
the non-separation system and Rs. 1,39,42,000 under
the separation system. This meansa corresponding
surrender by the Railway Administration,

It must be remembered that railway revenues
in the future will have to provide a reserve not only
for future depreciation of the existing stook, but to
make good the depreciation reserve thatshould have
been built up from their revenues of past years.
Further, the raillways, for some years to ocome,
will have to be meeting from currentrevenues the
Heavy arrears of maintenance and repairs which
could not be carried out during the war. The
defiofent expenditure on maintenance and repairs
during the war not only led to a large increase in
the amounts required for these purposes in sub-
sequent years but also accelerated deterioration of
the wasting assets of the railways, with the result
that much of the rolling stook, machinery and plant
will now have to be replaced long before the end of
their normal life. The railways will not only
require to spend the whole of any reserves but many
even have to borrow money temporarily to meet
expenditure for whioh such reserves should have
been in existence. [Paragraph 13 of AppendixI to
the Memorandym dated February 21, by 1924, by the



46

Chief Commissioner and the Financial Commissiner
for Railways on the Separation of the Rallway from
the General Finances.] In the face of these out-stande«
ing heavy liabilities, the surrender referred to above
iscaloulated to encourage confidence in the eapacity
of the present Raflway Administration to rum the
rallways on truly business lines. In fact, we begin
seriously to doubt whether, after all, we bave
succeeded in securing a Railway Administration
possessing & mew and jndependent soul and in
putting a definite end to the old era of “One soul
doth in two bodies dwellL™ If the separation of
railway finance is fo have any real substance and
is not to be & mere show, the separation must be not
visg vis the Legislative Assembly but visa vis the
Finance Depariment, and a clear line of demarcation
must be drawn between the Railway Administrae
tion and the Government of India as two separate
entitios, so that the achievements of the former may
be clearly seen. The absence of such a clear line
has to a very material extent been responsible {n the
-past for the growth, development and non-detection
of the ovils brought to light by the Indian Railway
Committee of 1920-21 and the Indian Retrenchment
Committee of 1922-23 and the removal of this defect
must precede the separation of the budgets.

While we have felt constrained thus adversely
to critioize certain features of the comparative
statement presented by Government, we note with
satisfaction that under either scheme the railway
revenue account is to be relieved of the illegitimate
charze, hitherto made, on account of sinking funds
‘and that portion of the railway snnuiiies which
.represents repayment of oapital. We eongutulah
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Government on this recognition of the impropriety
of charging such payments to the railway revenue
acoount and trust that it marks a definite beginning
in the direotion of purity of railway acocounts. In
view, however, of this material alteration in railway
acoounts, it is desirable to invite a.tention to the
fact that in deciding upon the amount of the Central
Government's defloit which would have to be made
good initially by contributions from the provinces,
Lord Meston’s Committee assumed that the Ceatral
Government would derive a net revenue of no less
than 1034 orores from the railways, presumably
after payment of the charges on acoount of sinking
funds and railwsy annuities. In judging, therefore
of the approach of the net ravenue of the railways to
the 8gure of Ra. 1034 orores, it will be necessary in
fature to allow for thia alteration in railway
accounts, that {s, the figure of Rs. 1034 orores will
have to be inoreased by the amount of the payments
made on account of sinking fuads and that portion
of the railway annuities which represents repayment
of oapital. For 1924-25 this amount is Rs. 331°64
lakhs, so that the figure of Rs. 103£ orores will have
tobe incressed to Rs. 13,06,64,)00 in ascertaining
the defiot remaining to be made up by the railway
duriog 1924-25. (June 19, 1924.)°



RAILWAY EXPENDITURE AND THE INCHCAPE
COMMITTEE

OUR railways, after causing a net loss to the country
year after year for nearly half a century, began to
shew profits from the year 1899-1900. From that
time raflway earnings have come to be looked upon
as one of the main sources of revenue to the
State. Ever since, however, the Raflway Board
came into the control of the railways and that oon-
trol began to be operative, the ratios of working ex-
penses to gross earnings has been steadily rising and
has in consequence been a disquieting feature of our
railway finance. In 1909, when the resultsof rall-
way working shewed that the ratio had risen to as
much as 62 per cent and had brought in a loss, the
Finance Member of the time, 8ir Guy Fleetwood
‘Wilson, said:

“Jt would be futile to conceal how serious sn anxlety the
recent activity in repairs end renewals bas caused us in the
face of o heavy decline {n our revenus. It wlll clearly be
necessary to relax the pace st which these improvements are
being carried out. We cannot allow cur railways to become
again, even temporarily, a net burden on the general tax-~
payer.” (Page 15 of the Gazette of India Extraordinary, date
the 22nd March 1909.)

Heo repeated this warning in his last Finanocial

Statement in tLe following emphatic terms :

“This proves, I think, that I am not unsympathetic o n the
question of railways, I recognise fully their im mense
significance as an instrument of general progrees, their
necessity for the development of trade, their growing sad
indeed momentous importsnce to the finances of Indis ; bus
in this, my last Financial Statement, I cannot refrain from
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o word of warping. In spite of thereckless utterances of
obviously interested oritics, I continue to deprecate any depare
ture from a policy of the utmost caution in the matter of Rail-
way Finance, It may be that In the future it will be possible
to give more soope to private enterprise and inorease through
its agency the funds available for railway oonstruction, but
for the present I bave to regard railways as a strictly
business proposition. Our responsibility is all the greater
now that they have attained a position of supreme
importance in our financial system. It is said that the
remuberative character of our railways is beyond question,
that our railways are the milch~cow of the Government
of India, and that I am ungrateful. But what is the
position ? We are paying in the London market very
nearly € per cent. for what we borrow. I bear in mind
that in the current year the railways have paid us 5°¢€9 per
cent, But last year the return was 4'99 per cent., {n 1910-11
it was 4:66 per oent., in 1909-10 it was 4'48 per oent.: even in
good years In the present state of the money market the
margin is a narrow one. Let me remind you that so recently
a8 in 1908-09 our railway system was worked at a nut loss to
the State. I said at the time that we must never allow our
railways to become again, even temporarily, a net burden on
the general taxpayer. I repeatthat assertion. Asmatters
stand we bave in our railways a splendid asset. Letus
safoguard that asset. Apy admission of doubtful schemes,
or failure to count in each ocase the full cost, any disregard
of financial considerations will surely lead to deterioration
of a most serious charaoter.” (Page 11 of the Gazette of
India Extraordinary, dated the 1st March 1913.)

The warning remained unheeded. From 1914 to
1918 the Railway Board was adorned by a member of
“fnanocial and administrative” experience. This
sappointment, however, failed to make any impres-
sion on the extravagant administration of the
raillway. As will be seen from pages 21 and 22 of
the Railways Administration Report for 1920-21, the
working expenses continued their upward march
nnoontrzlled. Prior to the war the ratio of working
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expenses to earnings was alrea dy in the neighbour
hood of as high a figure as 50, “In the later war
years the proportion fell, owin g to the fact that both
repairs and renewals were suspended, because
materials could not be obtained and this special
oause served to mask ( presumably also from the eyes
of our financlal and technloal experts on the Ralil-
way Board) the fact that the cost of working was
already on the Increase. With the cessation of
hostilities, the full effect of this was qulokly appar.

ent in & rise to nearly 57 in 1919-20, which was

followed by 6514 in 1920-21 and the unpreocedented
figure of 7622 1n 1921-22, resulting fa a deficit of no
less than Rs. 9 crores. The working of 1922-23 also

shews a deficit, in spite of the substantial enhance-

ment in rates and fares made ian that year. The

railways in which the State {s finanoially Interested

have thus oollectively come to a staze of unramun-

erativeness involving the State in serious financial

difficulties. It is obvious that for the economlie

rehabilitation of our railways we must rely on the

oombined process of reduction in working expenses

and inorease in traffio receipts.

In paragraph 7 of Part II of its report the Indian
Retrenchment Committee says —

“It is, in our oplninon, not prasticable to make any general
increase in rates and fares withous adversely affecting the
trade of the oountry. It §s, therefors, clear that
we cannot look to a general increase in rates and fares for
any very substantial belp in this eoonomio rehabilitation and
that the neceszary increass in trafflo rejeipts must come
through the normal expansion of traffic and not through any
special offorts thas Government or Railway Administratioa
can make. We are thus thrown back in the maia on the single
resource of so reducing the working expenses gradually ss



31

1o ensure thas not only will the railway asa wholebeson a
self-supporting basis, but that an adequate return should be
obtained for the large oapital expenditure which has been
‘inourred by the State.”
The Committee has examined this egpenditare
and get out its recommendations in paragraphs 10

to 30.

The Committee has devoted a large portion of its
attention to revenue expenditure. A comparison of
‘Chapter II[—"working expenses”—of the Railway
Administration Report for 1921-22 with that portion
of Part II of the Commaittee’s report whioh deals with
the identical subjeot shows that the Committee had,
‘In the main, followed the official method in analysing
the expenses. The two reports belong to different,
oategories and serve entirely different purposes, A
Railway Administration Reportis at onoe an official
wversion and justification of the existing state of affaira,
It makes out that certain of the shortcomings are
due to oauses beyond human control and only God
caa help; certain others depsad for their successful
elimination on the people’s co-operation, and as re-
gards the foew that still romain every thing possible
is being done and for their complete disappearance
time must help. The report of a Rstranochment
‘Committee—particularly of a Committse composad
-of non-officiala—reviews the expenditure with detach-
ment and independence, probes matters to the bottom
.and locates the spots where the disease of waste and
extravaganoe exists. The one defends, the other certi-
fies or exposes. The ona believes that everything is
-satisfactory or justified, the other isnot so oredulous:
it is sceptio, it tests for itself and then ascepts or
“zejacta. A method admirably suited to and adequate
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for one purpose can hardly be considered as suitable-
or adequate for anothsr purposs so diametrioally

opposed to the first. In view of this fundamental

difference, one would have expected the Committes

especially with the help, ready to thelr hands, of the

railway aoccounts expert, Mr. Milne, who was brought

out all the way from England, to adopt an indepen.

dent method and to push’the probe deeper than it has

done. Even an analysis of the expenditure by wages

and stores ( wherever possible ) under’differsnt divi..
sions and subdivisions given in the Raflway Revenue

Budget for 1921-22 would have ylelded results richer

in quality as well as in quantity. These details have

been excluded from the later Railway Revenue.
Budgets and this circumstanoce ftself Is some Indica-

tion of the value of the details from the publie poiat

of view.

Further, according to the Budget estimate for-
1922.23, the gross revenue receipts of the Ceatral
Government amounted to Ra. 212 crores of which the
railways provided no less than Rs, 9934 crores, squal
to over two~fifths of the total revenue receipts; the-
groes revenue expenditure of the Government was
Rs. 22114 crores and of this the raliway revennoe exg-
penditure was rosponsible for as much as Rs. 9434
orores, also equal to over two-fifths of the entire
revenue expenditure of the Central Government.
Yet of the total railway revenue expenditure of Ra.
9434 orores { Ra. 94, 72,09,000) the Committee’s report
covers only Rs. 68 crores ( Rs. 67,99,00,000), the whole
of this expenditure being reviewed and disposed of in
loes than 13 pages in a report of 293 pages! Not's.
‘word is said about the balance of Rs. 26} orores-
{ Ra. 26,73,09,000). Consldering the relative import-
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ance of the railways as a source of revenue, the
magnitude of the expenditure available forreview and
the comparatively wider possibilities of retrenchment
we cannot help observing that the subject of railway
-expenditure was entitled to a ocounsiderably fuller,
.more serious and closer attention than it has actual-
ly received at the hands of the Committee, We are
aware that the Committee had to work against time
but even 8o, more time, should, and in our opinion
-oould, have been made available for a fuller review of
the rallway expenditure without any violence to the
-requirements of proportion in the distribution of the
‘time at the disposal of the Committee.

It is, however, satisfactory to note that, In spite
of the defeots pointed out above, the Committee has
-been able to make some very valuble suggestions as
to the directions in which retrenchment might be
made ; but more valuable still are the sound general
principles which it has, during the course of its
examination of the revenue expenditure, enunociated
-and found necessary to emphasize for the incurrence
-of future expenditure. (September 20, 1923.)



RAILWAYS AND THE RETRENCHMENT
COMMITTEE.—L

e e ]

The necessity for placing a limit on the extravag-
gant tendencies of our railway administrators was
foreseen by the late Mr. Gokhale no less than 13
years ago, In 1910, speaking on his motion for a
reduction of one crore of rupees in working expenses,.
he drew the attention of the Imperlal Legislative
Council to the extraordinary growth of working ex-
penses ,thioh had taken place since the Railway
Board {came into existence and the deterioration
it had caused in the country’s finanocial position and:
he emphasized the necessity for fixing a proportion
beyond which the Railway Board should not go inthe
matter of working expenses. The motion was, of
oourse,lost 28 it was bound to be in the House as then
constituted with a 1arge officfal majority. But lapse:
of time has proved the wisdom of his advice. The
Inchcape Committee have definitely adopted it and
have laid down a definite minimum return on capital
from the working of the railway property. Thisis
a distinct step forward and therefore highly welcome.

If, however, the idea is to be properly worked
out and adopted—as most certainly it should be
—it is of the highest importance to ensure not only
that the minimum return to be aimed at will be
adequate and reasonable, but that the basis and the
manner of calculating it are such as will make
the return a reliable guags of the results of the work-
ing of our railways as a commercial or business:
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undertaking. We, therefore, propose in the firet in

stance to subject the Committee’s recommendation
fr this behalf to a olose sorutiny, in so far as the
basls of the proposed return and the manner of cal-
oulating it are conoerned.

In paragraph 5 of Part II of the report the Com"
mittee says :

“We consider that, with economic working, it should be
possible for the railways in India to earn sufficient net receipts
to yield an average return of at least 514 per cent. on the total
oapital at charge. The average return to the State daring
the three years prior to the war was 5 per cent. and, In view
of the faot that large amounts of additional capital are being
ralsed at 6§ per oent, or over, we think a return of 514 per cent.
oannot be regarded as excessive. A return of 51§ per cent. on
the total capital at charge in 1923-23, after allowing for all
interest, annuity and sinking fund payments, would yield
roughly Rs. 85 crores to the Central revenues.”

It muat be explained at the outset that the
expression “net receipta” used by the Committee
in the first sentence of the above quotation does
not correspond to the same expression occurring
in the table given in the paragraph immediately
preceding (1. e., paragraph 4 of Part II of the re=
port). The net receipts as given in paragraph 3
represent the excess of total receipts over total ex-
penditure excluding all interest, annuity and sink.
ing fund oharges; while the same expression as used
in the table in paragraph 4 represents the excess of
total receipts over total expenditure sncluding all
interest, annuity and sinking fund charges. This is
made clear by the Committea’s statement that “The
average return to the State during the three years
prior to the war was § per cent. and ia view of the fact
that large amounts of additional capital are being
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raised at 6 per cent, or over, we think & return
of 514 per cont cannot be regarded as excessive.” The
peroentage of 514 {s, therefore, to be arrived at in the
same manner as the average perocentage of 5 obtaln-
ing during the three years prior to the war was arrived
at, that Is, by ezcluding all interest, annuity and
sinking fund charges. We reproduce below, from
page 22 of the Gazette of India Extraordinary, dated
‘the 2nd March 1915, a tabular statement showing the
results of the working of railways during the three
years prior to the war.

( In thousands of £)

1911-13  1912-13  1913-14
Capital at charge at end of
each year v e 3L2U47 340,108 35,303
Net working profis from raile
ways excluding interest®
o - 15,813 17,273 17,618

Peroentage of net working
profit to capital outlay e &7 508 501%)

Net working profit from rail-
ways after meeting interest®
charges 5 .

Percentage to capital outlay of
net profits after meeting
interest® charges 114 141 136

A SERIOUS MISCALCOULATION,

As regards the specific Bgure of the netgain to
the Central revenues of Ra. 85 crores as worked out
by the Committee, there appears to be serious miseal-
culation requiring correction. According to paragrah
13 of the Explanatory Memorandum vn the Railway

* This really means all Interest, snnuity, and sinking fund
charges and not interest charges only.

3,788 4,803 4,790
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Budget for 1923-24, the total capital at oharge in
1922.23 was approximately Rs. 5,64,12,73,000. A
return of 5 14 per cent. on this amount would require
that the railways should produce net receipts
amounting to Rs. 31,02,70,015. The standing charges,
which the Committee suggests allowing for in arrive
ing at the net gain to the Central revenues, are,
acoording to paragraph 4 of part II of its report :

Rs.
Interest on debt e 17,03,62,000
Annuities in purchase of
Railways 5,03,63,000
Sinking Fund 46,11,000
Interest on Capital contribu-
ted by Companies 3,32,04,000

Total standing oharges 25,85,40,000
Allowing then for this amount, the balanoe left
to the Central revenues out of the net receipts of
Ra, 31,02,70,015, would only be Rs. 5,17,30,015 and not
Ras, 8,50,00,000 as caloulated by the Committee—a dif-
ference of Rs. 3,32,69,985. It appears that the Com-
‘mittes has omitted the charge on account of “Interest
on Capital contributed by the Companies” amounting
to Ra. 3,32,04,000, but has given no reason for omitting
ite In any oase it is certain that with a return of
514 per cent. the gain to the Central revenues would
be not Rs. 8:50 orores but qnly Rs. 517 orores.

Taking, then, that a net gain of Rs. 8°5 crores is
the minimum desideratum, the railways must yield
net receipts excluding all interest, annuity and sink-
dng fund charges amounting to Rs, 34,35,40,000. This
would represent a return on the capital ;at charge in
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1922-23 of 6°09 per cent., instead of 51§ per cent., assume
ing for the time being that the basis of capital at
charge for caloulating the return and the manner of”
oaloulating that return are both sound. Havlng ocor-
reoted this arithmetloal error, we shall, fn our next
article, examine the soundness of the basis of capital
at charge proposed by the Committee for caloulating
the return. (May 31, 1923.)

II—RETURN ON CAPITAL.

In artiole I of this series we showed, assuming
that capital af charge was the correct basis,

(i) that with the proposed min{mum of 51§ per
cent. the gain to the Central revenues would be only
Ra, 5°17 orores and not Rs. 8'50 crores, as arrived at
by the Committee; and

(ii) that in order that a net gain of Rs. 85
orores may be secured, the minimum return is requir-
ed to be fixed at 6°09 per cent.

‘There are also “terminologiocal inexactitudes” in
the Committee’s report which are likely to create a
certain amount of misapprehension, if not confusion,
as to the spirit of its recommendation. It will be
noticed that the heading under which the recom-
mendation is made refers to capital outlay; the para-
graph in which the advisability of adopting the re-
commendation is explained refers to capital af charge;
while the conclusions in which the recommendation
is definitely set out refer to capital snvested by the State
#n railways, The three terms employed in three differ-
ent places with reference to the same recommenda~-
tion are notsynonymous and do not, therefore, mean
one and the same thing. (upital outlay means such
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expenditure on rallways as it has pleased Govern-
ment, under the queer system adopted by them, to-
debit to capital account; for instance, it does not, al-
though 1t ought to, include either the ocost, running
into orores of rupees, of lands given free- to the rail~
ways by the State, (paragraph 2 of Part II of the
report), or the losses inourred in raising oapital for
railways from time to time (foot-note at pages 276~77
of the Finance and Revenue Accounts of the Govern-
ment of India, for the year 1920-21). Capital at charge-
1s even less than this so-called capital outlay, since
it is arrived at by deducting from the ocapital outlay
the amounts paid every year on account of annuity
and sinking funds which go to wipe out a portion of
the original cost of certain railways purchased by
the State from the old guaranteed rsilway com-
panies (paragraph 7 at pages 278-79 of the Finanoe
and Revenue Aeoounts of the Government of India
for the year 1920-21). Capital at charge is, therefore,
an annually diminishing figure, except for any addi-
tional expenditure. It will be noticed from para-
graph 2 of Part II of the report that while the total
capital expended on State-owned railways upto the
31st March 1922 shews an inorease of Rs. 9884 crores,
the inorease in the capital at obarge is only Rs. 82
crores. The difference of Rs. 16'84 crores represents.
oapital redeemed or wiped out by payments from ree
venue by the operation of annuity and sinking funds,
Whoen the specifio liabilities on account of purchased
railways for whioh these funds were started are fully
discharged, the total reductionin the capital at charge
will be no less than £95,022,344 or Rs. 142,53 crores
at Rs. 15 to the pound (pages 284-85 of the Finance
and Revenue Accounts of the Government of India for-
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the year 1920-21.) As regards capital invested by the
State in railways, it means all monies expended by the
State in oreating the property and ohargeableons
commercial basia to capital irrespective of the source
‘from which the expenditure was sctually incurred.

RECOMMENDED BaSIS UNSOUKD.

In considering the question of the proper basis
4o adopt for the purposs of fixing a standard for mea-
-suring the remunerativeness of the rallway property,
that is, whether the monies invested from the revenue
;resources of the country should be taken into ascount
-or not, it i{s necessary to go into the merits or de-
merits of the policy, hitherto followed by Govern-
-ment, of taxing the people for capital expenditure
-instead of allowing the money to fruotify in thelr
.pockets. We have to face the facts as they stand
Rightly or wrongly large sums of moaey have in the
past been spont from the proceeds of taxation (suphe-
mistically called surplus revenue) in liquidation or
-avoidance of productive public debt connected with
the construction and equipment of railways on their
purchase. Part of the railway property of the State
has thus been acquired by the State not for nothing
.but in retarn for very substantial sums of money, and
yeot when judging of the paying extent of this com-
-mercial undertaking, Government have always ex-
cluded these sums fn working out the return yielded
by the property as though part of it waa acqaired
free of cost. The Committee also has, through in-
advertence or otherwise, suggested the same method
being followed in fixing the minimum return for
-xailways.

It proposes that the return should be fixed with
zeference to the capital at charge, that 13, with re-
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ferenoce to a figure which is less than the total of the-
monlies spent in creating the railway property. This:
figure, as shewn above, has a oonstant element of”
annual reduction which, as yeara roll on, serves to
inorease the hiatus between the assumed and the
actual values of that property. Railways are pro-
fessedly a commercial undertaking while the pro-
cedure suggested is a breach of all commercial princi-
ples. The procedure is, moreover, unjust to the tax-
payers, who, as pointed ous by Sir Basil Blackett
in paragraph 16 of his budget speech of March 1, 1923,
constitute a olass by itself of the State’s creditors.
The difference between them and its other creditors
is that the latter loend their money to the State out
of their own free will, ocan demand interest thereon
and are entitled to direct repayment at the end of a
fixed period or at the convenience of the State; while
the former have to lend their money compulsorily
and can demand neither interest nor repayment.
There s, however, nothing in this difference to justify
the two classes of loans being treated differently, in
so far as the point under disoussion is concerned,
when such loans are used for commercial undertakings
like thoe railways. Sir Basil Blaokett, in the speech
refoerred to, brought out very oclearly the dangers
whioch continued deficits bring in theis train. Equally
there are dangers in continued fat surpluses, although
they do not perhaps come so quiokly or become so
immediately embarrassing to the State. The late
Mr, Gokhale on every suitable occasion continued
to press these potential dangers on the attention of
the Government. One such ocoasion was in 1506,
when, speaking on the Finanocial Statement for
1906-07, he said ==
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“My Lord, the sorpluses of the last fow years-rendered pot-
-aible by the artificial enhancement of the value of the rupee
-and realised, firss by malatainlog saxation ata higher level

than was necessary fo view of the sppreciated rupes, and
‘seocondly, by & systematio vunder-estimating of revenne and
over-estimating of exp snditure—~have produced thelr Inevit «
able effeot on the expeaditure of the oonntry, With sach s
plethora of money in the Exchequer of the State, the level of
expenditure was bound to be pushed up ia all directiona.
Economy came to bs a despised word and increased establish-
ments and revised scales of pay and pensions for the Earo-
pean officials besame the order of the day...The evil of an
unoontrolied growth of expenditure In all direotions i the
name of inoreased eficiency was not cheoked and the legsoy
must now remain with us.

“Government did not learn the lesson and the ocone
sequences are before us to-day.

These continued defioits are themsalves a daagar
‘proceeding from continuned fat surpluses, The war
-and its after-effocts have only accelerated the advent
of a danger which we were Inviting by our unsound
methods. What is trune of the general financfal con-
-dition of the country is also true of the financial con,
dition in which the railways now find themselves.
“The surpluses in the general revenues were not true
surpluses or windfalls, but forced surpluses. Simf-
larly railway profits were not true commercial profits
“but ‘faked’ profits, in so faras they were arrived at
by a progressive under-stating of the real capital
value of the railways. These so-called profits have
-enoouraged increased expenditure until the progres-
sively increasing expenditure, accentuated by other
forces, has outstripped the apparently Increased pro-
fits and we now find our railways an unremunerative

:bnsiness.
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THE TRUE BASIs.

The time has, therefore, now come to correct the
:self-deception by which we arrived at the present
tmpasse. One of the necessary correctives is to adopt
a truly commercial basis for the purpose of laying
down the minimum return ;to which we are to work
up, and this oan be done, not by adopting the basis of
capital outlay, or of capital at charge, but of capital
invested by the State in railways as defined by us.
It is true that Government have kept no acoount of
some of the Important items of expendlture such as
that inourred on lands given free to railway com-
panies. The Committee in paragraph 2 of Part IT of
{ts report says that partioulars of this expenditure
are not availablee. We do not really see why this
information, or at léast a substantial part of it, should
not be reclaimable from the old accounts, But even if
this cannot be reclaimed, there is no reason why
a close approximate estimate should not be made of
all such expenditure for the purpose of starting a real
genuine commercial account. It would, in our opi=
nion be quite safe to assume for rough calcuation that
the actual monies invested by the State in railways
amount to no less than, say Rs. 700 crores up to the
-ond of 1922-23. In order that a net gain of Ra. 85 ocrores
may acorue to the Central revenues, the railways
‘mus?, as shown in our last artiole, yield net receipts
ezcluding all interest annuity and sinking fund
coharges, amounting to Rs. 34,35,40,000. This would
give a return of 491 per ceat. on the basis of capital
invested by the State in railways, thatis, Rs,700 crores
a3 estimated by us. Having corrected the error in the
basis on which the standard minimum return should
be caloulated from oapital at charge to capital in-
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vested by the State In raflways, we shall, In our next
article, examine the manner fn which that return {s
proposed to ba calculated by the Committee. (June 7,
1923)

III—A CURIOUS OMISSION.

IxN the previous article we showed :—

(i) that the correct basis for fixing the standard
minimum return was the amount of capital Invested
by the State in railways and not the amount of capi-
tal at charge as suggested by the Committes; and

(ii) that on this basis the standard minimum per-
centage required to produce, afler allowing for all in-
terest, annuily and sinking fund payments, a net gain
of Rs. 8'5 crores to the Central revenues was equal to
4-91°/.

The words italicised by us are borrowed from
the opening sentence of a sub-paragraph of para-
graph 5 of Part II of the Committee’s report. They
mean that the percentage {s caloculated on net
reoceipts ercluding all interest, annuity and sinking
und charges, All these charges are at present held
to be part of the total revenue expenditure of raile
ways and subject to the proviso that they are all
legitimately debitable torevenus, wesee no reason for
such exclusion. In a commercial concarn the right
course is to calculate the return affer meeting all char-
ges on revenue account and as such the return should
bo fixed so as to yield a clear profit of Rs. 8'5 crores
on Rs, 700 crores, the capital which according to our
estimate has been invested by the State in raflways.
Aoccording to this the standard minimum!return should

bo fixed at 8'57 ;o'°°=rzz per cent.
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We shall now take up the examination of the
legitimaoy of items which together are at present held
to constitute such expenditure. It will be seen from
paragraph 5 of Part II of the report that in arriving at
the net gain to the Central revenues of Rs, 8'5 crores,
the Committee has taken all annuity and sinking
fund charges as items of railway expenditure on reve-
nue account without question. We are surprised that
a Committee composed of able business men did not
challenge the legitimaoy of these charges. The Com-
mittee appears, from its remarks in paragraph 6 of
Part I1 of the report, to have laid under contribution
the Administration Report on Indian Railways in
1921-22. The very first chapter of this report contains
an integral paragraph which gives a history of the
annuity and sinking fund payments and concludes by
stating that the existing method of charging these
payments to railway revenue is correct, the ome
authority or argument advanced in support being
the ipes dizit of the Seoretary of State. In a teche
nical matter of allocation of this kind, an expression
of the Committee’s opinion from the point of view
of commeroial accounting would certainly have been
very valuable. But the Committee is silent on the
question and one wonders whether this is due to any
direction or advice whioch the Committee may have
received from Whitehall or Delhi, or to mere inad-
vertence.

TRUE WORKING COST OBSCURED.

The impropriety of charging the railway revenue
account with the annuity and sinking fund payments
has been fully disoussed and established at pages
17.25 5of The Servants of India Society Pamphlet No. 8,
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‘Raliways and the Budget' Briefly, thess annuitios
are in repayment of a portion of the purchase price
of the rallwaye taken over by Government from the
old guaranteed railway companies and as such have
been used by Government as a mode of ralslng loans
for the purpose in accordance with the recogmiszed
practioce of Governments, They are periodical paye
ments amounting to a certain annual sum and continu-
ing for a definite period,so thatatthe end of the speci-
fied period the annuitants may get back their princi-
pal, with compound interest for periods during which
repayment of portions of the principal was deferred.
Each year's payment on account of annulities thus
consists partly of interest on the outstanding balance
of the prinoipal and partly as an instalment of the
principal. This yearly instalment is therefore a clear
charge againat the capital and not againstthe rerenue
account of railways. As regards the sinking fund
payments, the matter is very simple. The whole of
the amount paid annually into the Sinking Fund is
in redemption of dabt incurred in connection with
the purchase of railways and 1a also therefore a clear
charge against the capital and not against the revenue
account of railways. Apart from this, it {s doubtful
whether it is wise to utilise a sinking fund for the
purpose of liquidating non-terminable loans bearing
low rates of interest at a time when large terminable
loans are being raised at considerably higher rates
of interest. In this connectlon it is worth noting
that the Government of India have already admitted
that “It is economically unsound to pay off old
unproductiva loans with one hand while contracting
new productive loans with the other.” (Paragraph 4

at page 278 of the Finance and Revenue Accounts of
the Government of India, for the year 1920-21.)
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Reverting to the impropriety of charging the annuity
and sinkiong fund payments to the railway revenue
acoount, it is pertinent to mention herethatthe Com-
mittes on Indian Railway Finance and Administra~
tion of 1907-08 presided over by Lord Inochcape (then
Sir J.L. Mackay) himself supports us on our conclu-
sion that the practice adopted by Government of
charging them to the railway revenue acoount under-
states the true revenue derived by the State from the
railways. Woe give below an extract {from paragraph
4 of the report of that Committee:—*"The net profit to
the State, after meeting all charges for interest on
oapital, annuities for the purchase of lines from
Companies, shares of surplus profits payable to Com-~
panies, &o. was in each year as follows:—

£,
1902-03 . 228,949
1903-04 ... 860,669
1904-05 s 2,105,438
1905-06 ... 2,001,966
1906-07 - 2,313,541

These figures understate the true net revenue
derived by the State from the railways, in as much as
a portion of the charge under the head of “annuities
for the purchase of railways’ represents repayment
‘of capital.” The amount of capital redeemed in this
way by a charge against the earnings of the railway
is shown in the acoounts of the Government of India
to have been as follows during the Jast five years :—

£
1902-03 . 610,181
1903-04 - w 630997
1904-05 .. 633,452
1805-C6 . 727.695

1906-07 e 732,135
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The real net profit to the State, after meeting al}
charges properly attributable to’revenue, was, there-
fore, in 1906-07 upwards of 3 millions sterling'’ (The
latter set of figures represents not only the capftal pore
tion of the annuity payments but also the alnk(ng
fund payments),

In addition to these, there are two other items of
expendifure which also constitute an fllegitimate
charge against working expenses and therefore against
revenue, {viz. contributions to the Discount Sinking
Fund (about which, by the way, the Government of
India do not seem to keep adequate Information—vide
reply to unstarred question No. 109 at page 1367 of
the Legislative Assembly Debates, Volume III) and
charges on account of )ands supplied free of cost to
Branch Railway Companies and Distriot Boards.
The Disccunt Sinking Fund has been created for re-
demption of the debt incurred in excees of the money
raised in respect of the India 3 per cent. Stock fssued
in oonnection with the purchase of the Oudh and
Rohilkhand Raflway. (Note (d) at foot of page 143 of '
the Finance and Revenue Accounts of the Govern-
ment of India, for the year 1913-14) The expendi-
ture is in connection with the purchase of the rail.
way and oot in connection with its working and cane
not go against working expenses. As regards the
expenditure on account of the purchase of lands
made over free of cost to Branch Railway Companies
and Distriot Boards, we have already shewn at page
16 of tke Pamphlet referred to, supra, that it is unfair
to charge this expenditure against revenue working
expenses of railways. The expenditure is covered
by a valuable ascet and every aseet must be fully
reflected in the capital account of a commercial
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voncern like the railways. We are not at all im-
preesed by the argument advanced in paragraph IL
of Chapter I of the Railway Administration Report
for 1921-22 that the lands being a free gift their cost
must be met out of the railway revenues. They
are not a religious gift, but a so-called gift made
deliberately in connection with a commerial concern
by a commerial department. It is an inducement
to people to take up railway enterprises which are
likely to be beneficial to the State. The State gives
the lands free as a consideration for some material
gain which it expects thereby to secure to itself.
In short, it is only ancther form of investment and
as such must be a debit to the oapital and not to the
revenue account of Government.

The inclusion in the railway revenue ascount of
every one of these four items, namely,

Contribution to the Sinking Fund

" Disoount Fund
Portion of annuities representing payment of
capltal,

Cost of lands given froee for railway purposes
has the effect of understating the profits (or over-
stating the losses when there ara losses). There
is another item which by reason of itsexsclusion
from the railway revenue account is caloculated to
give the reverse result of overstating the profits
{or understating the losses when there ares losses).
It will ba remembered that in our last ariizla wa
pointed out that large sums of money which we hava
assumed to bs in the neighbourhood of Rs. 136 orores
have been spent out of current revenues on oapital
works, Striotly speaking, therefore, the railway
revenue account should include a debit on account of
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interest on this amount fn erder to bring out correct-
ly whether our railway business is (mprovlng or
deteriorating from year to year.

It is clear from what we have said so far that
the fixed minimum return should, so far as working
expensos of railways are concerned, take no account
of the payments made on account of sinking funds,
the portion of annuities representing repayment of
capital and the cost of lands given free for railway
purposes ; it must, however, take into account the
interest charges which would have been due if the
monjfes which were used for capitsl railway works
out of current revenues bad to be borrowed.

REAL COMMERCIAL DEFICIT

Adopting this method, that {s, treating the raflways
as a stictly business concern, the real railway revenuae
expenditure for 1922.23 comes to Ra 97,51,70,000
as shown below and not Re, 93,82,62,000 as shown in
the last column of the tabular statement {n para-
graph 4 of Part II of the Committee’s report.

Rs.
‘Workidg expenses ... e .. 66,8385.000
Burplus profits oo o 68,07,000

Resl interest on debt, i. o., axcludlng Re.

93,000 on account of contnb\mon to the

Discount Sinking Fund - e 17,02,69,000
Interest portion of annuities in purchare

of Railways, i. e., excluding Rs.1,21,70,000

representing repayment of capital es 381.93,C00
Interest on capital contributed by Companies  3,32,04,000
Subsidised Compuniel minus Ra, 6,18,000

spent in aequiring lands to be given free

for railway purposes ees 4 62.000
Miscellaneous Railway expendlturo s 34,5¢,000
Interest at 4 per cent. on Ra, 136 crores

spent out of current revenues on capital

work s - e 5.44.00,000

Total Expenditure e . 97,51,70,000
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Deducting the total receipts of Rs. 92,33,23,000
from the total expenditure of Rs. 97,51,70,000 we get
a defioit of no less than Rs. 5,18,47,000 and not Rs.
1,49.39,000 ouly. This is the result of ofir much
boasted commeroial working of the Indian Railways !
Apy way, it is clear that in order to make our rail-
ways a source of gain to the Central revennes we
must rely on the combined process of reduction in
working expenses and Increase in traffio receipts.

In the light of our examination of the manner
in which the standard minimum return should be
fixed in order that it may represent a truly com-
mercial return, it is necessary to make a further ale
teration in the percentage of .'42 worked out at the
beginning of this article. The amou nt which w
jhave debited to working expenses on acoount of
®nterest charges on the sums spent out of current
Tevenues on oapital works, so as to place our railway
acoounts on a commercial footing, gives a credit to
the Central revenues of Rs. 5°'44 orores. The balance
required to make up the desired net gaia to the Cen-
tral revenues of Rs. 8.5 orores is, therefore, Rs. 206
~orores ; and In order to obtain this amount we must

2.06 x 100
fix the return at 700

A 1923.)

= 029 per cent. (June 14,



IS IT A PROPER FUNCTION OF THE RAILWAY
BOARD ?

IN paragraph 12 at page 65 of its report,} the Indian
Retrenchment Committee says :—

It was represented to us by one of the Agents that a ocone
siderable portion of the expenditure on bis Railway was for
renewals which were in his opinion absolutely unnecessary
and that 60 miles of line to be renewed in 1923-24 and & simt*
lar milage fn 1924-25 cocld easily be strengthened at about
one-third of the cost $0 Jast & further 153 or 20 years... We
consider that the control exercised by the Railway Board
should ensure that adequate financial provision is made for
renewals, and that it is not a proper function of the Board to
Insist on expenditure against the advice of the Manager and
Eogineer.

No business man would quarrel with this propo-
sition. If, as in the particular case cited by the Com-
mittee, the diverzence of opinion as to the proper
time for ranewal is 80 wide as between the immediate
present and 15 or 20 yoars hence, the prima facie con-
clusion would be that the difference represented the
difference between professional capacity and profes-
sional incapacity to judge correctly, and that the
possessor of this incapacity must go. But as a matter
of fact owing to the abnormal relations set up by the
peouliar terms of the contracts subsisting between
Government and the companies which are employed
to manage our property, the difference is due to »
conflict of interests. The G. L. P. Railway Company
did not get a pie beyond its gunaranteed Interest from
the working of the railway during 1920-21, 1921-22,
and 1922-23, owing apparently to the heavy expendi-
ture on renewals, leaving no profits in which it could
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share according to the terms of its oontract: nor is
the Company going to get any profits from the work-
ing of the railway duriog 1923-24, 1924-25, and 1st
April to 30th June 1925, when its contract expires, if
the contemplated scale of expenditure on renewals is
mafintained. (* History of Indian Railways,* and
page 65 of the Railway Revenue Budget for 1923-24.)
In order best to illustrate how the conflict of interests
arises, we shall take the conorete figures of the -work-
Ing of the railway during the years 1919-20 and
1920-21, one of gain and the other of loss to the State.
The net earnings during the two years were res-
peotively Rs. 4,70,91,731 and Rs. 2,91,33,269, as shown
below :

1919-20. 1920-21
Res. Rs.
(1) Gross Earniogs
(“History of Indian
Railways™) 12,63,46,982  12,81,81,819
Ordinary Expenses Not known 9,23,58,613
(3) Programme (renewal)
Charges Not known 66,89,937
{4) Working Expenses (Aocount
No. 53, Finance & Revenue
Aocoounts,) -=7,92,55,251 —9,90,48,550
(5) Net earnings. Item 1
minus item 4 4,70,9,731 2.91,33,269

According to the contractual terms relating to
the distribution of profits, as given in the * History
of Railways, ” the net earnings ( item 5 above ) are
applied:

(a) in payment to the Sacretary of State of the
sum of Ra.  orores;

(b) in repayment to the Secratary of State of all
interest on money raised after 30th June 1900 by the
*Company or provided by the Sacretary of State.
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Any surplas to be divided between the Govern-
ment and the Company in the proportion of 19/20ths
to the former and 1/20th to the latter so long as the
Company's capital remains at £2,575,00. If the
Company’s capital s increased, the Company’s share
of the surplus is to be proporticnately increased,
subject to a maximum of 1\10th. Out of the amount
thus received, QGovernment have to pay the
guaranteed interest at 3 per cent per annum
on the Company’s capital of £2,575,000, annuity
charges amounting to £1,268,511 and interest on
monies borrowed foe the railway. When, as121920-21,
the net earnings fall short of the total of jthe items
(a) & (b) above, Government have to bear the loss and
pay from their own pocket the interest guaranteed
to the Company, their dues to the annuitants and
interest to their creditors.

Thus, out of the net earnings of 1919-20 and
1920-91, Government received Rs. 4,62,26,183 and Ra.
2,91,33,269 respectively, as shown below.

1919-20 1920-21
Rs. Rs.
© nlig'::pi?::ﬂ?; to Govern 3 2,00,00,000  2,00,00,000 i

(7) Interest due so Goverument
on monies advanced to the Co, 978,771 1,05,32,324

(8) Total due to Goverpment 297,80,771  3,05,32324
(9) 19/20shs of balanoe of

Re. 1,73.10,960

{Rs. 4,70,91,731—2,97,80,771)

Item (5) minus item (8) + 1,64,45,412

(10) Excess over net earnings not
recoverable from the Co.
Item (8) minus item (5) —13.99,(55

(11) Total amount received by
Government 46226183  2,91,33.269
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Against these amounts Government have to meet
liabilities to their creditors for interest on monies
borrowed for the railway. These have, during 1919-20,
reduced the earnings of the Government from
Rs. 4,62,26,183 to Rs. 82,18,823 “and during 1920-21
oonverted the earnings of Rs. 2,91,33,269 into a loss
of Rs. 34,80,272, as shown below ¢

1919-20, 1920-21.
Rs. Rs.
(12) Total amount received
by Government, Item (11) 4,62,26,183 2,91,33,269
(13) Guaraoteed interost at 3
per oent. on the Co.'s

shave capital of £2,575,000 :11,58,750 897515
(14) Interest on debt 1,78,20,960 1,69,78,057
(15) Annuity payment 1,90,27,650 1,47,37,969
3,80,07,360 3,26,13,541
(16) Net gain to Government 83,18,823
{17) Net loss to Government 34,80,272

It will be clear from the transactions explained
above that the Company shares profits, if and when
any, with Government, but not losses. These latter
have all ¢o ba shouldered by Government alone, pre-
sumably beoause at the time the contract was made
( as recently as 1900) due consideration ** to the
market value of the money and to the value of the
property which the Company was taking over and
the value of services which Government was receiv.
ing " of which the Chief Commissioner for Railways
spoke at page 3334 of the Legislative Assembly Da-
bates, Vol. III. required that the losses, if and when.
any, should not be shared by the Company, but only
the profits.

Secure in its guarnteed interest, secure further
in not being called upon t> meet its liability for
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interest on Government advances to the extent the
{iability exceeds the net earnings, the Companyis not
interested in reducing losses when profits are impos-
sible ; but it is deeply interested when it can earn
profits for itself—a result not inconsistent with a
simultaneous net loss to Government-in any year by
postponing renewals. None of the other ftems of
expenditure lends itself to so easy a manipulation.
The recent enhancements in rates and fares have
rendered it easier for the companies to earn profits
by postponing renewals when such renewals can be
deferred without detriment to safe and reasonably
efficient sorvice. The interests of Government, on
the other hand, require that when a net gain to the
‘State from the working of a partioular rallway is im-
possible, the pace at which renewals are carried out
should be slowed down so as to avoidany unshareable
loss, whenever and wherever it is possible so to do. This
is how the conflict of interest arises, For instance,
during 1920-21 it would have been to the Interest of
the G. L. P. Railway Company to postpone the whola
-of the expenditure of Rs. 66, 89, 937 on renewals
so as to produce profits in which f$could sharas
while the Government’s interests would have been
sorved by limiting the expenditure to Rs. 44,99,183 in
place of the actual expenditure of Re. 66,89,937. Chis
would have entirely avoidad the loss of Rs. 34,60272
to the State., There would have been neither gain
nor loss to the State, although, paradoxical as it may
appear, the Company would have made a clear profit
of Rs. 1,09,537 over and above its guaranteed interest.
The phenomenon of the Company making a profit

when the State does not maka a pie’s gain is an inci-
dent of our contract making and we have the assur-
ance of the Chief Commissioner for Railways at page
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3334 of the Legislative Assembly Debates, Vol. IIL
that —

* After the most oareful consideration every one of these
oontracts has been prepared and in no case is the Company
obtaining a larger share of the profits than is its due...... We
are told that we must run our railways on a commerocial basis.
One of the first principles of sound commerce is to honour our
contracts, and we oannot avoid these demanis which have
been caloulated, or will ba caloulated, on the actual net earn-:
ings received by the Companies. *

In this connection it is relevant to quote a portion of
paragraph 6262 at page 296 of Vol. III of the Indian
Railway Committee of 1920-21,

# The Chalrman pointed out that the financial interests of
both the Btate and the companies oould not really be altoge-~
ther ideatical. He instanced the case of the G. I. P, Railway
Company, whose contract will expire in a few years, remark-
iog that it is surely to the interest of the G.I.P. Railway to
spend as little as possible on maintenance, and to inflate the
net earnings of which they get a percentage during the short
residue of their term, whereas the interest of the Governmet
is that the line should be adequately maintained....c....Mr, Bell
admitted that, where there is a third party there is sure to be-
a divergence of interests. He explained that the Board's
statement that the finanocial interests of both companies and
State are identioal was a general one, but that there are
special cases in whioh they do differ to some extent, *

What is said here applies with equal force with regard
to renewals being avoided when such renewals are
not an absolute necessity from the point of view of
safe and reasonably efficient service. We cannot,
therefore, blame the Company for the attitude it took.
What, however, we cannot understand is that our
commerocial experts of the Railway Board and Chief
Commissioner for Railways, knowing that the G.I. P.
Railway has brought in losses aggregating to Rs. 4}
orores during the three years ending 31st March 1923
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should have Insisted on expenditure on this scale
with the actual prospect of a net loss to the State of.
‘no less than Rs, 62,28,000 from the workfiog of thils
‘railway=—vida table at page 63 of the Retrenchment
~Committee’s report. The agent says that in bis opi.
:nion the renewals proposed by QGovernment are
-absolutely unnecessary for a period of 15 to 20 years.
“The defence made by the Hon. Mr. Innes at page 3318
of the Legislative Assembly Debates, Vol. I{I, does
not categorically deny the accuracy of this opinion.
"The only argument that has any air of plausibility is
-that, as contended by the Chief Commissioner for Rall«
‘ways, the renewals are part of a programme framsd
with & view to avoiding the necessity of having to
‘renew an uunduly large portion of the line in any one
year, which would mean a larga financial outlay
-and considerable interference with trafic working.
But, a programme which, as pointed out by the Come
mittee in paragraph 12 at pages 65 and 66 of fts re-
port, throws on the State additional expenditure out
-of money raised at over 6 per cent. in order to avoid,
13 or 20 years hence, a poseible delay to traffo—
which in the opinion of those responsible would never
arise, and which moreover threatens to continus the
losses which the working of the particular railway
has been entailing on the State when it can least
afford to bear them=-carries with it its own condemnpa~
tion. The financial condition of the State demands
that, as far as possible, expenditure on this and other
railways similarly circumstanced should be so regu-
lated as to bring in no losses to the State. In para-
graph 6 at page 62 of ita report the Indian Retrench-
ment Committee says, *“In view of the presant
financial circumstances and the large capital
expenditure whioh is now being Incurred oa improv-
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iog the railways, we consider that the overtaking of
these arrears ( of maintenance and renewal ) might
well be postponed on railways not able to earn
sufficient receipts to pay interest and sinking fund
oharges”. In the next paragrash it says, “The over-
taking of arrears must necessarily wait until the
finanoial position improves,” the underlying principle
as doolared in paragraph 10 being “that the relation
of working expenses to revenue should be so0 adjusted
as to provide an adequate return on the capital
‘invested.” The interests of Government, in contra-
distinotion to those of the companies, require that
the expenditure should be so regulated as to bring in
no losses to the State, unless of course full provision
is consistent with an adequate return on the oapital
favested. And then in paragraph 12 the Committee
says, " We oonsider that the control exercised by the
Railway Board should ensure that adequatefinancial
provision is ma de for renewals, (that is, the money
g0 earmarked should be debited to working expenses
even if it is not used in whole or in part ) and that
(subject of course to this condition of adequate fina-
noial provision) it is not a proper function of the
Board to insist on expanditure against the advice of
the Manager and Engineer. " It is impossible to
soe how this position can really be assailed. The
Hon. Mr. Innes at page 3318 of the Legislative
Assembly Dabates, Vol. III said, “I should like to
challenge the statement that it is not the proper
function of the Railway Board to insist on expendi-
ture against the advice of the Manager and Engineer
of a railway.” It is olear that whan he challenged
this particular statement be overlooked the preceding
statements of the Committee in their bearing on the
statement challenged (August 9, 1923).



IS THIS THE TIME TO BUILD MORE RAILWAYS ?
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REFERRING to the capital programme of Rs. 150
crores for the rehabilitation of the railways during
the five years ending with 1926-27, the Indian Re-
trenchment Committee, in paragraph 31 at pages
77 and 78 of its report, says :

* A very substantial portion ( amounting to Rs, 66.92
orores, of this capital has been allocated to unremunerative
lines. We are informed thas there sre many remunerative
schemes such as the opening up of lines for the development
of mineral resources, the electrification of suburban lines,
etc., which at present cannot be taken up owing to the diff-
culty of obtaining capital. This being s0, we cannot believe
that ft is legitimate under any cirsumstances to put Re. 67
crores of capital, borrowed at ahighrate of interest, into lines
which are already a heavy drain on the rescurces of the
State. If the full amcunt of the eapital cannot immediately
be employed on remuverative works on open lines, it would,
in our opinion, be a matter for consideration whetber some
portion of it could not with advantage be devoted to the con~
struction of new lines promising an sdequate return.”

Any idea of constructing, in the present circum-
stances, new lines of railway not designed to improve
the position on existirg railways is to be strongly
deprecated and in view of the space at our disposal
we shall'set out only a few of $he principal grounds
on which the objection rests.

The first ground is that expenditure on new
railway development would be in direct violation of
the recommendation made by the Indian Raflway
Committee of 1920-21, to the effect that raflway
extension should be postponed until the existing rails
ways are fully rehabilitated and improved. The
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recommendation of the Committee is s0 unequivosal
and emphatio, and the reasons on which it is based
are 80 convinocingly desoribed that we need make no
apology for reproducing below the relevant portions
from the report of that Committee.

* 244. The need for large capital expenditure for fresh rail-
way development is great, and will continue as far as we can
see for an indefinite number of years to come. But the ques-
tion to-day is not of development, but of putting the existing
railway system into such a oondition as to be able to handle
with reasonable efficienoy and despatoh, not the traffie of the
future, bus the traffic which at present is clamouring for ace
commodation that the railways oannot give. In the present
ciroumstances we feel that, broadly speaking, future develop-
mens must wait. Bu# the rebabilitation and bringiog up to
date of the existing system in the shortest possible time can-
not in our judgment be postponed. We be.ieve that baving
regard to the economy of operation which may be expected
onoe the railway machine is relieved of its present intolerable
overloading and is able to receive and handle economically the
trafic actually in sight, new money spent for this purpose wil}
pay for itself direotly. It is impossible to put into figures the
loss which Indian trade and industry are suffering from the
orippled condition of the railways ; nor can the Government
afford to ignore the disoredit which is being brought upon the
rallway administration by the present conditions, and the
bitter feelings aroused in millions of passengers by the over-
orowding to which they are now subjected. ™

« 245, We therefore consider that while new developmens
should, as far as possible, be postponed to a more convenient
season, the money required to put the existing linea into a
position where shey are capable of dealing adequately with
existing traffic should be raised, even st to-day's price,as soon
and spent as fast as the railways oan put themsevles into a
position...s0 use it advantageously. ® -

The second ground is that the appropriation to
new development of the balance of monies remaining

unspent out of the annual grant of Rs. 30 crores meant
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primarily for existing lines, wounld oconstitute, in
rubstance If not fn form, a breach of one of the funda-
mental conditions connected with the guaranteed
grants of Ra. 30 crores a year for five years, This
condition, in the words of the Railway Finanoe Com-
mittee of 1921, is that * there should be no lapse of
money voted for any one year but not spent within
that year : such sums should be carried on to the
oredit of the railway adminietration up to the limit
of the total amount fixed for the quinquennfum. "
The * lapse * here referred to means surrender of the
unspent monies and, in so far as the rehabilitation
and improvement are concerned, 1t makes little dif-
ference whether such surrender fs to the Treasury or
to New Development. 'The fact remains that the
money borrowed by pledging our present oredit will
all be spent and that for the completion of the neces-
sary rehabilitation and improvement of the existing
railways we shall have to depend on our futare oredit
to a larger extent than would otherwice be necessary.
It is true that the Railway Finance Committee, in
view of the urgent necessity for improving the present
coal position, has itself recommended the construo-
tion, out of the annual grant of Ra 30 crores, . of
feeder lines which would have the resnlt of opening
up new coalfields, but this is by way of an exception
to the general rule. This recommendation has been
accepted by the Legislative Assembly. According to
the statement reforred to at page 1021 of the Assembly
Debates, Vol. III, the total coss of the eonstruction
of the five coal lines mentioned in paragraph 9 of the
Explanatory Memorandum on the Railway Buadget
for 1923-24 amounts to Ra. 3. 22 crores and the aver-
age return to 539 per cent. with prospects of a larger
dividend with the development of the coalfielda It
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is to be hoped that this return will not be falsified
and that the construction will not constitute a form
of subsidy to the ocoal trade at the expense of railway
funds, in the attempt to inorease the sources of
indigenous coal supply and thereby minimize the
dependence of Indian railways on the more expensive
foreign coal. Railway estimates appear to have a
habit of falsifylng themselves to an inconvenient
extent. For Instance, according to the * History of
Indian Railways, " and the statements referred to in
the replies given in the Assombly to unstarred ques-
tions No. 231 of January 31, 1922, No. 247 of February
6, 1922 and No. 4 of September 6, 1922, the Katwa
Barharwa Railway was expeoted to earn nearly 6 per
cent but never earned more than 334 per ocent.; the
Dasghara Jamalpurganj promised a return of 5.33 but
never gave more than 2'01 per cent. ; the Ahmadpur
Katwa was estimated to yield 4'60 pee cent, but the
aotual yield never rose above 2°36 per cent ; the
Bankura Damodar River was expected to give 5 per
oent, but never gave more than 2'33 per cent.; the
Burdwan Katwa was calculated to produce 4'84 per
oent. but the actuals show an average return ofonly
1'84 per oent. ; the Trans-Indus promised the bounte-
ous returan of 7 14 per cent. but in actual performance
yielded 068 per cent. in 1913-14, 020 per cent. in
1916-17 and regular deficits in other years, until in
1920~21 the deficit amounted to over Rs. 1834 lakha ;
the Arakan with nq traceable promise of a retura is
loaded with guarantees aggregating to 314 per cent.,
but in aotual working it has always shown deficits
which now amount to over Rs. 50,000 a year; while
in respeot of many other new railways no record at
all iskept of the actual returns obtained and this
makes it impossible to ascartain how the actuals
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comparo with the estimates. I {s very necassary that
such records should be maintained at least for the
first five yoars after the lines have started workiog
and we hope Goverament will do this in regsrd to
the linea which may be opened hereafter.

The third ground is that the acceptance of the
recommendation made by the Indian Retrenchment
Committee would mean a deliberate retura to the
oft-condemned method of hand-to-mouth rallway
finance. The late Sir Thomas Robertson In paragraphs
154 to 160 of his * Report on the Administration and
‘Working of Indian Rallway, " advocated the creation
of a Railway Furd in which monles not required for:
immediate use would accumulate and be avallable
for use as required. In paragraphs 1143-1144 of the
minutes of evidence given before the Mackay Com-
mittee of 1907-08, Lord Rothschild recommended
raising money when times were favourable, even
though the programme of works might not be such
as to require the whole to be spent in any one year,
and said that he would not hesitate, if the moment
were favourable, to bring out a larger loaa than
might be necessary for that particular year. This
recommendation was endorsed by the Macka7 Com-
mittee, who in paragraph 19 of their report sald:

= It may be possible in some years to obtaln larger sums.
than are required to provide for expenditure at the annual rate
which we contemplate, while in other years thers may be
strong reasons for reducing the loans, We assume thas the
Secretary of State will, as far as possible, take advantage of
periods of easy money to raise funds in excess of his immediate
requirements, thus minimising the risk of having to rednes
the expenditure at a time of stringency. *

The Indian Railway Committee of 1920-21, in
paragraph 243 of its report invited attention to this
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recommendation and observed: * This advice was
not followed during the period of cheap money before
the war, We think the Goverament will do well not
to forget it when market conditions are again favour-
able, " It istrue that the surplus money which the
Government will have on their hands after meeting
-open line capital expenditure is not due to larger
amounts having been borrowed by deliberate design,
but is due to heavy retrenchments found necessary
in the interest of the economic rehabilitation of our
railway business. The faot, however, remains that
Government now have a chance of building up
& teserve of capital funds and it would be
sheer folly to throw this advantage away by
undertaking schemes of new development not
caloulated to ease the situation on the existing
railways. Further it must bo remembered that the
-expenditure on unremunerative railways which is
being curtailed is being merely postponed and will
have to be inourrad later on ; meanwhile there is no
guarantee that it will be possible to maintain the
present rate of borrowing. In fact, the large amount
‘which 1t has been found possible to borrow this year

would not have been available according to the
Government version, if special steps had not been
taken to support credit by the unpopular doubling of
the salt tax and the equally unpopular guarantee
giveun tothe Imperial Bank of India againss any losses
‘arising from the Bank undertaking to pay 50 per
cent. of the amounts due to depositors in the Al-
liance Bank of Simla. But it may not always be
possible or politio for Government to have recourse
to similar expedients in tha future. (August 23, 1923).

II,

THE fourth ground of objection to spend State
-monies on building new lines of railway in prasent
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circumsetances is that it is unwise to build new lines,
however remunerative, when the price of money, the
price of labour and the price of stores are all yet so
high and thereby to saddle the lines permanently

with heavy capital cost and heavy recurring charges
on aocount of interest. The same objection prima
Jacie should apply also to capital expenditure on
existing lines; but in the matter of rehabilltatiog

these lines there is no choice and the objection has

therefore to give way to publio convenience. Evenin

regard to such of the existing lines as are at present

unremunerative, further capital expenditure has been
recommended by the committee to be postponed untit

they begin to yield an adaquate return on the capitsal

already invested. Similarly all the State rallways

taken together being on the whole unremunerative at

present, any further capital expenditure which it
would be necessary to inour in building new lines

must also be postponed at least until the railwsays as.
a whole have been restored to due solvency. The

only merit of borrowing large sums of money in

excess of what Is actually required for open lines by
pledging our full credit and then spending the excess
on ccnstructing new lines is that it will give addi-
tional relief to the unemployed in the countries from

whom we will have' to buy our materials and will

secure a proportionately enlarged market to the

countries on whom we are dependent for our supplies
of materials which we shall constantly require forthe

working of those railways and for their maintenanecs,
repairs and zenewals ; but railways are ex hypothesi a

commercial and not a philanthropic undertaking

and it is therefore fmpossible to take that factor into
consideration. It is no doubt possible to justify the-
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proposal to spend on new lines on thespecious theory
of ‘the long view', but there are times waen the long-
est view 1s the shortest view and the presens is
obviously such a time.

The fifth ground is that it is unbusinesslike to
bring new lines into existence since, as pointed out
by Mr. Hindley, now Chief Commissioner for Indian
Railways, “there is n> object in oonstructing further
extensions when the main lines are incapsble of
oarrying the existing traffic offering, and, until the
capaoity of the prasent linea have bean brought up to
requirements”, as such extensions would only bring
-in additional trafio and hamper the aiready over:
loaded maln line routes. ( Reply to question No. 18
at page 70 of Vol. IV of the report of the Iadian
Railway Committes of 1920-21.) In defianza of
this obvious consideration Governmeat havas, during
a long term of years, been following the practices of
spendiag money on new lines of railway to the
comparative neglect of tha needs, or gradual siarva-
tion of lines already opened. The process was boaund
soonet or later to result in a state of afairs where
the acoumulatiou of arrears on opsn linas would
make it impossible to overtake them within a

reasonable period of time. Tha war has only accen-
tuated the acoumulation of arrears and not creatad
it. The oreative cause had bean there long before
the war. As a result of the inquiries made daring
the olosing year of the last nineties it was fouand that
for many voars expenditursonopen lin2s wasrestriot-
ed tu permit of the construction of new lines ; mean-
whila the old lines had outgrown the facilities with
which they were provided. It wes, therafore, dacided
in 1900 that open lines should have the first claim
on the amount of money available for railway capital
expenditure, railways already under coastruction
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ocoming next and lastly entirely new projects.
{ Paragrarh 92 of the **Report on the Administra.
tion and Working of Indian Rallways™ by the late
Sir Tbomas Robertson, ) The one complaint durlng
the 21 years succeeding the date of this decision has
be'n that the funda that could be made available for
railway capital expenditure were wholly fnsufficient
whether for open lines or new lines, and yet as will
be saen from the distribution given below, out of the
tots] expenditure during that period of about Rs. 263
orores, the expenditure buoked as against new lines
amounts to no lees than Rs. 65 crores, the balance of
Rsa, 200 representing what is supposed to bespent on
open line improvement.
{ In Crores of Rupees ].

Open Linea.

Year end- P Now Grand
ing 31st Lines Total.
March. | Rolliog | Otber | 40, nes.

stock. | heads. o

1¢02 Information 352 535 887
1903 not 482 §24 10-08
1904 available. 559 308 9 57
1905 503 578 10-78
19¢6 768 582 13-50
1907 383 509 892 §-56 1448
1908 603 496 1099 451 15:50
1909 6°66 625 31291 219 1510
1910 625 2:60 885 375 1260
1911 300 450 75) 367 1117

1912 321 438 759 428 1187

1913 371 699 1070 414 1484
1914 731 9-29 1660 1-86 18-46
1915 .8 672 1589 135 1715
1916 4:C6 174 580 094 &4
1517 072 214 186 111 297
19.8 090 149 239 1440 379
2919 071 502 573 051 624
1920 456 8-72 1¥28 021 1349
1921 1915 1291 2306 103 408
1922 1004 11-28 2132 211 2743
Total ... e oo 89-94 6475 26469
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The figure of Rs. 200 crores, however, exaggerates
the real extent of the actual additions or improve-
ments made to open line facilities, since it incluies
extraneous items such as the cost amounting to
Res. 2314 orores of stores purchased and held in stock,
the oost of rolling stock provided by Government for
non-State lines and new State lines ( column 10 of
appendix 4 to the Railway Administration Report
for 1921-22 ), eto. It is safe to estimate the total
amount of these extraneous items at Rs. 50 orores.
It amounts to this, therefors, that although Rs. 2635
orores were available, all that was spent on openline
Improvement was only Rs. 150 orores, while no less
than Ras. 115 orores were spent for purposes not only
unconnected with but detrimental to opea lines
¥opresenting the measure of the infraction by Govern-
ment of the policy onoe deoided upon by themselves.
Railroad extension has always exercised an almost
irresistible fascination on our rulers. It is only
natural that they should have had the support of the
European commeroial and monied olasses in the
polioy of building more railways and yet more raile
ways. But recently they have discovered another
supporter in that “patriotio Indian who is anxious to
gsee the advantages of railway communication
extended to all parts of the country.” (Paragraph
84 of the Railway Administration Report for1921-22.)
We cannot conceive of any patriotic Indian, how-
ever, who will advooate persistence ian adding
new lines of railway and multiplyiog and further
acoentuating the inconveniences and discomforts his
countrymen suffer pending the arrival of that happy

but indefinite moment when our eristing railways
will have come up to a reasonable standard of
convenience and comfort.
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The sixth ground is that it is fpadvisible from
the public point of view for the Qoverament to
commit themselves to a policy of further railroad
extonsions in present oircumstances and impose it
on the new machinery, viz, Railway Commission. ta
be created. The old machinery, viz, Railway Board,
has after a period of 18 years, been found to be
inefficient. The result of the enquiry made by tae
Indian Retrenchment Committee has shown that
under {he traditions set up by the machinery now to
be overhauled the existing scale of working: expenses
is considerably in excess of what is essential for the
eafe and efficient working of the lines; permsnent
way is being renewed 15 to2 © years before its time
more expensive engines are being ordered ount in
increasing numbers, in the face of a large surplusage
already on the lines, to replace existing ones quite
capable of giving further service; unnecessary and
ever increasing additions sre being made to the
stock of wagons, while the provision of sufficient.
coaching stock'is being negleoted ; losses by way of

“compensation for goods lost or damaged are inoreas-
ing unchecked ; huge stocks of stores are acoumulat.
ing in the warehouses, involving expeaditure oa the
establishments engaged in maintaining them, the
buildings for their accommodation and the inevitable
loss from depreciation. We shall not add to the list
by reference to the report of the Acworth Committae,
The legacy which the new machinary will be called
upon to take over is heavy enough in all conscience
to tax and absorb for a lonz time to come all the
energies of the most efficiant machinery that can be
devised. The new machinery is still to come into
existence. No one can say how it is going to work.
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It may prove a sucoess or it may not. Meanwhile
public confidence has been rudely shaken and will
have to be restored ; and this will depend ¢n how far
the new organisation will suocceed in solving the
immediately pressing and difficult problem of recon-
oiling the needs of the mechanical rehabilitation and
improvement of the open railways with the needs of
their economioc rehabilitation. The time for embark-
ing on a policy of new lines, however promising on
paper or otherwise, and deliberately adding to the
.existing property and business which the State
already finds it difficult to manage efficiently and
economiocally, is clearly not yet. ( Auvgust 30-1923 ).

STOCKS OF RAILWAYS STORE.

o iy g a——

IN para. 21 of its report, dated the 19th July
1920, the Stores Purchase Committee said :

“1In view..of the very large sums as present laying idle-
in stook depots, especially in those of railways, we consider
it well to draw attention to the desirability cf instituting
searching periodioal inspections of all such depots, to ensure
a full enquiry into the details of the stocks held, how they
compare with issues, and the periods for which the different
olasses of articles are held in stook before issue, with the
view of ascertaining whetber, and if so in what directions
stock balances can be reduced and really surplus stook got

rid of."



92

Atthe end of the: year 1917-182 the value of
‘stores, eto., not finally charged off in the acoounts,
-stood at the high figure of Rs. 11,70,46,000; by the
end of 1918-19, it rose to Rs. 13,89,68,000 ; an increase
of Rs. 2,19,22,000 ; by the end of 1919-20 it mounted
up to Ra. 21,69,02,000; an Increase over 1917-18 of
‘Rs. 9,98,56,000; the end of 1920-21 found the balance
at the still higher figure of Rs. 26,17,72,000 ; an in-
crease over 1917-13 of Rs. 14,47,26,00) ; while on the
“31st March 1922 it rose up to the unprecedentedly
large figure of Rs, 30,41,90,000 against Rs.11,70,48,000
on tze 31st March 1918. ( Col. 13 of Appendix 4 tothe
Railway Administration Report for 1921-22.) In four
years the stocks of railway stores have been more
than doubled in spite of the fact that the Rs. 13
crores of stores in 1917-18 was {iself an undesirably
1arge balance to hold. No notice was apparently

-taken of the recommendation of the Storas Parchase
Committee, or some meation of it would have been
made in the Railway Adminfistratioa Reports for
1920-21 and 1921-22. But instead the public is in-
formed of the grand foats parformed by the Indian
Railways in having purchasad materials totalliog
dn valne the “enormous” figure of Re. 30 1 crores in
1920-21 and the “record” figure of Rs. 38-61 orores
in 1921-22.

The Indian Retrenchment Committee of 1922-23
“has, therefore, done a distinct public service in invit-
ing pointed attention to the huge stocks of stores
maintained by railways, since none of the accounts
-and statistica published by Government give sny

- information on this point to the public, although it
*is the public who, in the lorg run, have to pay the
piper for extravagance in this directicn. Thers was
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a time when Government did publish a great deal of.
information on this point through their Railway
Administration Reports; but latterly the informa-
tion han ceased to figure In these publications,
presumably because it was held that it was not of
much public interest. In view, however, of the
greater interest taken by the public in railway
matters it is highly desirable that the information:
should be re-introduced in these reports. In para-
graph 32 at page 78 of its report, the Committee
says:

% We are informed thas the total: amount of :eapital locked
up in suspense acoount at the end of 1921-23 amounted to
over Rs. 34 crores, and thas, for some railways, the figures
shown in the foregoing table represent the total value of
oertain specified stores and not the total value of all stores.
held. It is stated thas the book value of many items is con-
siderably above their present market price, in some cases by
as much as 50 per cent.

We understand thas the stocks of stores beld on March
S1st, 1922 were swollen by large arrivals of indents in the:
closing months cf 1921-23, too late for issue before the end:
of the financial year and also by the strike on the Easp
Indian Railway, wich resulted in delay in the carrying ous of
the works, We consider, however, that allowing for this,
the stocke of stores held are on an extravagant scale and
we recommend that steps be taken by a careful sorutiny ot
indonts to effect an early and very substantial reduction. *

Ttem 23 at page 4087 of the Legislative Assemb-
1y Debates, Vol. III, states that ““The figure of Rs, 34
orores is not correct. It should be Rs. 23} orores.”
‘We shall not attempt a reconoiliation between the
figures of Rs. 30 orores, Rs.; 34 orores and Ra 2314
corores, because in railway accounts as they stand at
present reconciliation would bte a hopeless task.
The broad fact which stands out and has to be
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vemembered is that the stosks of stores at prosent:
maintained are on an vxtravagant scale. It is not
-contended by Government that evea the lowest
figure of Ra. 23} orores is not extravagant or that it

does not contain the element of understatoment
pointed out by the Committes. Thers {3 also another
element of understatement besides that referred to
by the Committes. It wlll be noticed from paragraph
6516 of Vol. III of the report of tha Indian Railway
Committee of 1920.21 that Interest charzas on the.
amount at the debit of the Stores Suspsnse acsouat
are all borne by revenue. It {s clear that the balance
of Rs. 2314 orores referred to above does not inolude
interest charges, which may amount to anything
-above Rs, 1 crore per annum. There are several
-other directions in which the Stores Account, like
other railways accounts, fall shert of a real com-
‘mercisl account, and we have no doubt that when
-the Financial Commissioner now attached to the
Railway Board comes to examine the position, the
-acoount will be put on a proper footing, But mno
amount of perfection ia book-keeping will do away
with the large ascumulations of stores. Item 23 at.
page 4087 of the Legislative Assembly Debates, Vol.
"1IL, gives an indication of the steps which are being
taken with a view to reducing the enormous stores
balances. This reduction must be a slow process and
must take a few years to materialize ; and now that
‘pointed attention has been attracted to it, we have
no doubt that the reduction will take place. But
what must afterwards be guarded agafnst {s an in-
gidious recrudescenees of these balances, once they
“have been brought down to the normal. There are
obviously severe limitations on-the-esapasity of a
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distant central body like the Railway Board or the
Railway Oommission to keep an effective ocheck
from day to day on any tendenoy towards a relapse.

Amongst the conditions favourable to the growth

and oontinued existence of bloated stores balanoe few
.are 8o potent for mischief and likely to elude notics
as the machinery for Stores coatrol as it exists on
railways, the procedure it has to adopt and the
-divided responsibility iaseparable therafrom. All
work oconneoted with the purohase, custody and
issue of stores and the maintenance of stores
ledgers for all the various departments of a rail-
way is oonocentrated in a separate department.
oalled the Stores department. This deparimeat
s only one of the several which together oonstitute.
the organization termed ‘ railway management® and
no department is more intimately connected with
every one of its sister departments than the Stores
department. The organization of the East Indian
railway, for instanoce, is divided into no less than 11
departments, viz, (1) the Agenoy, (2) the Engineering .
{3) the Locomotive, (4) the Electrioal, (3) the Carriage
and Wagon, (6) the Colliery, (7) the Traffio, (8) the.
Audit and Accouats, (9) the Stores, (10) the Mediocal,
and (11) the Printing. The Stores department is the
agent for the purchase of stores for all these depart-
ments. Purchases ave of two kinds, viz,

1. Special purchasss relating to stores required
against definite works in progress or proposed
to be undertaken in the immediate futare.
These stores remain in the oustody of the Stores
department for only a limited period.

II.. Stock purchases relating to oonsumabla
stores and stores for repairs and petly renewals .
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usually required in the course of the working
of a railway. It s these stores which have to
remain {n the custody of the Stores department
for an Indefinite period and form almost ex-
clusively the stock in the hands of thas depart-
ment,

‘We are at present conoerned with class II only.
This class may be divided fato two sub-olasses, vis.,

(a) Stores obtalned from England,
(b) Stores purchased in the country.

For stores under sub-class (a) heads of depari-
ments prepare annual forecasts of the requirements
which specially concern their departments, allowing
some margin as a factor of safety, to avold running
short before the next supply arrives, These are then
sent on to the Stores deoartment where a similar al.
lowance {s agaio made as a margin of safety. This
procedure, assisted further by a change in plans or
design or policy, natarally leads to storss becoming
surplus. This process goes on from year to year and
the lists of surplus stores become louger and longer
writh each succeeding year: (Cf. paras 6 and 7 at
page 202 of Vol IT of the report of the Stores Par-
chase Committee of 1920.) Further, many consumers,
particularly in the technical departments like the
locomotive, have their own pet fancles as to what
suits their work best and changes fn the personnel
of the consuming departments also act ss s ocontrl-
batory cause in creating surplus or obsolete stores.
‘What has been desoribed here as happening with
regard to imported stores alsc applies to stores fall-
ing under sub-class (b), 1. e. stores avallable in the
country, although only to a very limited extent
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“The net result is that, as pointed out by Mr. !D. L.
McPherson in his evidence before the Stores Purchase
Commlittee, * majority of the items in the surplus
lists are of imported stores. ” Articles purchased in
-the country also become surplus, but slnce they :are
available without the long mnotice required in ‘the
oase of English stores, the items which go into the
surplus lists are fow in number and small in quantity
and In aggregate money value. The largest portion
of the amount of oapital locked up in Stores Sus-
:pense Aoocount is on account of stores obtained from
England. It would be impossible to asocertain whe-
‘ther, and if so how far, the present dropsioal stores
‘balances have been assisted by the Inoreasingly
generous grants of recent years for railway  oapital
-expenditure, or by gratitude for the immense saori-
fioes made by British investors in subseribing to “the
East India Loans™, or by sympathy with the
unemployed in England. Lists of surplus stores are
.exchanged betwaen different railway administrations
.but have never fulfilled the purpose for which they
.are issued, although the oceremony of exchange is
-still performed with religious solemnity. In the end
the stores have to be disposed for small or scrap
-value, Involving large losses. With the present
.system in foroe it is impoassible to create and main-
tain in the different consuming departments a .real
.genuine interest in keeping stores balances dowa 'to
the lowest possible limit or make them effactively
.responsible for inflated balance.

The Stores department is in charge of an offiger-
-whoisgiven the liigh-sounding but hardly appropriate
designation of Controller of Storea. A Coatroller
©0annot -control unless his status, experience and
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knowledge of the uses and suitability of the atores
required by the various departments of a railway—
particularly the technical departments—are suoh as-
will invest his judgment of the reasonableness or
unreasonableness of the departmental demands or
opinions with a weight and an authority which oan-
not be challenged. All these essentials are absent in
the present organization. The status of the Con-
troller of Stores is at best equal, if not inferior, to
that of the heads of the other departmentse HIis ex-
perience of the techuical departments—for it is
from these that the most expensiveand heavy demands
arise—is always inferior to that of the heads of the:
consuming technical departments, while his know-
ledge of the work of these departments is still more
inferior. Nor can it be otherwise. It is a physical
impossibility for one man to sombine in himself the
maximum qualifications of the heads of all the depart-
ments. Until more recent times a Controller with
experience of even one Jof the several branches of °
engineering was a rara’avis. Even now itis not al-
ways the case that the. Controller has technical ex--
perience. There are no doubt some railway admini-
strations where the Controller has graduated in cne
or other of the diferent branches of Engineering. But
this is obviously not enongh.! The oonsequence {s that
the so-called Controller;is for all practical purposes
a mere shop-keeper. He can of course enforce his
deoisions with the borrowed authority of the Agentof
the railway, but in none of the essentials except that
of status, is this latter officer [either ‘any better oir-
cumstanced than the Controller himself. The only
solution of tha problem lies in decentralizing the work.
of this department and transferring the different por-
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tions thereof to the consuming departments and mak-
ing those departments responsible in all matters in
which the Stores department is now held to be ves-
ponsible, although it does not, because it cannot, pos-
sess the means of carrying out those responsibilities
efficiently. Such a decentralization would pay for
itself in the way of economy and inoreased effi
olency, and more than pay for itself when the group-
ing of rallways recommended by the Indian Re-
trenchment Committee takes places. (Oct. 25, 1923,)

-IMPROVEMENT vs, REHABILITATION OF
RAILWAYS.

—r——

WHEN the Indian Railway Committee of 1920-21
wrote its report, the position as it appeared to the
Committee was that the railways were still directly
remunerative. Not a doubt seems to have orossed
its mind that the era of railway deficits was so near
at hand, for in paragraphs 50 and 63 the report
BayS i—

A Government as a Government always has before it many"
objeots for whioh 1t would gladly spend money were the
money avallable. No one will question that the expenditure
of large sums on, for ianstance, sanitation and eduocation
would be greatly to the benefit of the people of India. Neither
of these services are, however, direotly remunerative. Their
cost can only be met by taxation. The quetion for the
Government Is whether, especially baving .regard to the
attitude of the taxpayer, the objeot is so essential and so
vrgent as to justify the imposition of new taxation.  The rail-
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ways are in an entirely different position. It is no question
of new tazation. It.is merely a guestion %of allowing the
railway undertaking to fiaance its own requirements eut
of its own resources and st its own time. There has bees no
need for many years past to eall upon the taxpayer to come
to its assistance. On the sontrary, year after year the rallway
revenues have been applied for his relief.- Sinoe the beginning
of the present sentury the Finanre Membdsr has slways
badgeted for & considerable contribution from the railway
net revenues towards the -general expsnses of goverament,
Of recent years that contribution has besn quite large. Ia bis
budget speech of March last the Finsnce Member complained
that for the ourrent year (1920-31) the oontribution would be
oaly Ra. 4 crores, which he said would nat be sufficient.

A reference to the ourve of net revenue given in the Admini-
stration Report on Railways in Indis for (1917-20) will show
that,though in the sarlieryears the intecest on railway capital
had to be met partly out of tazation, for the last 43 years the
net earnings of the capital iavested In Indiaa Railways bad
never sunk below 4 per ceat. For the last 20 :years s bas
only three times sunk below S per cent, and this result was
attained though a substantial sum had been charged against
revenue for repayment of eapital and in epite of the fact thas
& not inoonsiderable part of the total mileage had been buils
not on eommercial grounds bat for sirategio purposes.

That the railways were baing mansged oa truly
commercial or economic principles was tacitly as-
sumed and taken as proven without enquiry or proof
other than that they had been directly remunarative
for some decales past; in fact the Comumlittes’s
recommendation regarding complete fissal antonomy
for railways would have ‘been Impossible without
this tacit assumption. Onoa this undaly optimlstis
assumption is made, it'Is perfostly Intelligible that
in so far as the working of the railways was concern-
ed :the Committes should have lald the .greatest
emphasison the mechaniodl deficlencies in equipment
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of the railways and the necessity for * putting the
existing rallway system into such a condition as to
be able to bandle with reasonable efficiency and des-
patch notjthe traffic of the future, but the traffic which
at present is clamouring for accommodation that the
railways cannot give. " It is true that in paragraph
244 of its report the Committee says that “even if the
new money spent In equipping the railways with
faoilities for dealing with the traffic aoctually in
sight did not pay for itself direotly, we should think
is incumbent upon the Government to spend it, and
spend it forthwith. ** But it i1s olear that, in the
opinion of the Committee, the contingency referred
to was not a probability but a mere possibility. In
any oase it is impossible to suppose, wihout doing
injustice to the Committee, that it advocated the me-
ohanical rehabilitation and improvement proceeding
at full speed in all directions even at the risk of the
oonsequent heavy expenditure Involving the Govern-
ment In finanocial embarrassment for leading to in-
oreasad taxation,

In the earlier portion of the‘ article which
appeared in the issue of September 20 it was shewn
how the uncontrolled rise in working expenses had
been actually eating into the real profits of railways,
until the years 1921.22 and 1922-23 in succession
brought in actual heavy deficits in spite of the subse
tantial’enhancement in rates and fares made in the
latter year. The position then as it faced the Inchoape
Committee was that the railways in which the State
is finanocially interested had thus collectively come
to-a stage of unremunerativeness involving the State
in eerious financisl diffioulties. The programme of
an all-round mechanioal rehabilitation and improve-
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ment of the existing rallways so as to make
them fit not only to carry the traffic aotually fasight
as recommended by the Aoworth Committee, but
aleo to make them fit to oarry the traffic of an
undisclosed or unknown future- already under exe-
oution spelt heavy demands on revenue funds for a
number of years to come. Any further general in-
crease in rates and fares was caloulated to produce
an effect detrimental to the trade of the country and
was therefore not practicable. Nor was the country
in a position to subsidise the railways.

Mechanical rehabilitation and improvement of
the existing railways involved heavy expenditure
én tha present for the sake of some unknown or
undefined ultimate economy, while immediate eco.
nomio rehabilitation could only be brought about by
ourtailing’ present expenditure, although with the
sure- prospect of an even greater outlay later on.
There is evidenos In the report that the Committee
knew of the existence of the report of the Indian Rail-
way Committee of 1920-21 and also of its contents ;
in fact, Sir R. N. Mookerjee and the Hon. Sir Parsho-
tamdas Thakurdas were- members common to both
the Committees. Itis therefors fnconceivable that
the Indian Retrenchment Committes could not have
appreoiated the value and the force of the Acworth
Committee’s recommendation in rsgard to the
importance of. the mechaniocal rehabilitation and
improvement of the railways being carried out as
early as possible.) As already stated, whon the
Acworth Committee made: {ts report the railways
were still prosparous and the need for their economie
rehabilitation had not arisen. The position bhad
completely changed by the time the Inchcape Come
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‘mittee met and the economic rehabilitation of the
zailways had established itself as the greatest need
of the present. This being so, the question before the
‘Commfittee was whether the ‘axe’ should descend
with equal force on all the railways without disorimi-
nation, or whether lightly on those that were remu-
qerative and comparatively heavily on those that
were bringing in loases to the State ; in other words,
the question was whether ultimate economy should,
in view of the straltened finanocial position of the
State, be saorificed to immediate economy in the case
of all railways or only in the oase of the losing ones.
The Committee had no difficulty in deciding that the
latter course was the wisest. The analysis made by
the Committee in paragraph 8 of the financial results
of the working of the ten seleoted railway systems
shews that at least half of them are still remunerative
and half have become losing concerns. The separa-
tion made out by the Committee in this paragraph
oannot be regarded as otherwise than very rough and
‘tentative. Obvlously it oan be meant to be only
sug:estive or indicative of the lines along which
retrenchment must be made. It is up to the railway
-administrators in charge of the different systemss
who are there for the purpose, to follow up the linese
oarry the prooess as far down as possible, separate
further the losing from the remunerative branches or
-gsections and see what can be done to curtail expendi-
ture so as to makae the systom remunerative with due

regard to the co-ordination of the requirements of the

different parts of that system. Itis up to the Rail-
way Board which is the central administrative body

in oharge of all the systems to follow the same lines
with regard to the different systems as the loocal ad-
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ministrators are expected to do with regard to the
different parts of their own respective systems. The-
first step towards economlio rehabilitation Is to see-
that the ratio of gross revenue expenditure to gross.
earnings does not Increase further, [that is, that no-
further expenditure should be Incurred which is not.
caloulated to increase the net earnings sufficiently
to cover the additional interest involved or necessary
to malntain existing traffio ; the second step is to ses
that the existing ratio is gradnally lowered until it
ocomes down to the point of yielding s presoribed
minimum return on the capital invested, that is, that
the scale of expenditure should, consistently of course:
with safe and reasonably efficient working, be redue-
ed 50 as to make the remunerative lines more and
more remunerative and the losing ones less and less
unremunerative until they are converted into remu~
nerative lines.

Working expenses consist of two main items:
(1) ordinary expenditure and (2) “ programme ™ ex.
penditare. Ordinary expenditure inocludes salariest
coal and other consuma ble stores, day-to-day repais
and maintenance and is to a large extent subject to
fluctuation from year to year in sympathy with the-
volume of traffic moved. A railway being designed
and built to meet a certain specified volume of traffic-
there must be a ’certain minimum of ordinary ex-
penditure below which it cannot be curtailed since,.
whatever the amount of traffic, rallways have to be
maintained as going concerns, in view of the immo-
bilization of a large portion of the oapital sunk in
them ; they have to be kept in a state of repair; a
tolerably efficient and regular train service and stafl
must be maintafned. The process of retrenchment
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oan, therefore, be applied ounly to the difference, if’
any, between this minimum and the existing ordinary
expenditure. It is on the basis of this difference that-
the attempt at economio rehabilitation must proceed
in s0 far as ordinary :expenditure is concerned and
without reference to the remunerative or unremue
nerative charaoter of any particular railway.

“ Programme " expenditure represents special
expenditure -on renewals of bridges, ballast, rails,
sleepers, buildings, stationsry engines and machi--
nery, locomotive engines, coaching goods and other
vehicles, eto., eto., with those of the same or an im-
proved or ‘strovger type. This expenditure is not
rubject to or dependent on the variation from year to
year in propcrtion to the traffic carried. Portions of
railway property which have become incapable of
rendering further servioe must be renewed in spite
of the smallness of traffic; oocasionally items of
railway property are renewed with others of improv-
ed design although the former are still physically
capable of further service, but this is done in the
interest of economio working or improved service and
has no relation to the volume of traffic. It is, how-
ever, neither unusual nor infrequent for items to be
renewed before they are due to be so renewed in the
two contingencies mentioned by us, so as to fit the
railways to oarry the traffic whioh may offer in 15,
20 or even 30 years; this is probably being done in
India under the quinquennial programme of Rs, 150
orores sanctioned by the Legislative Assembly, “in a
fit of generosity,” to quote the words of the Hon'ble
Mr. V. G. Kale in his budget speech of March 7. In
times of finanoial difficulty such as the present, the
renewal of worn out items can be postponed where it.
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4a possible to render them useful for a substantially
longer period by repairs or strengthening ; renewal of
‘items of out-of-date types can be postponed uncondi-
‘tionally ; while renewal of ftems preparatory to fit
the railways for improved and possibly economiocal
-movement of the traffic offering in 15, 20 or 30 years’
‘time oan also be postponed to a more favourable
-date, It isin respect of these renewals that it is
possible and even necessary to discriminate between
remunerative and unremunerative rallways. The
Inchoape Committee has recommended that such a
-discrimination should be made. What {t has urged
-is that expenditure on railways which may be found
to be unremunerative should be restricted to the re-
-quirements of the immediate future. It is of course
-not obligatory to spend to the maximum on remu-
nerative railways as oconveniently assumed by the
Hon, Mr. Innes in his speech on March 13 when he
-attempted to belittle the recommendation of the
Inchcape Committee regarding the necessity for dise
-criminating batween remunerative and unremunera-
stive railways. ( November 15, 1923.)



ADMINISTRATION REPORT ON INDIAN RAILWAYS
IN 1921-22,

1.—~THE IMPROVED FORM.

The publication of the report of the Indian Rail-
way Committee of 1920~21, the division in that Com-
mlttee on the most Important question of the fututre
management of Indian railways with the Knights
-of the Indian Empire opposing State managemenet,
the prospeot of recurring deficits In railway working,
the unbusinesslike methods of the present railway
‘management—these are some of the faotors that have
served to stimulate publie Interest in railway affairs
to an extent not previously equalled. This interest
is reflected in the fuller—and, on the whole wise and
useful—exercise by the legislators of the right of
interpellation and of moving resolutions;inthe active
propaganda in the press and on the platform in favour
-of or against company management; in the nervous
anxiety displayed by railway administrations to ad-
vertise their efforts in bringing their railways up to a
proper standard of public usefulness and comfort.
It was, therefore, impossible that the Government
alone should be left unaffected by the contagion of
publicity whioh they found all around them in this
matter. The improved form in which the annual re-
port on the administration of Indian railways has
'been appearing for the past two years is directly
traceable to these forces. The report for 1920-21 was
itself a marked improvement on many of its pradeces-
-gors which were all cast to suit some skeleton form
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with only the names, events and figures altered
where necessary. The report for 1921-22, now before-
us; not only sustains this fmprovement, but goes
further. For Instance, the Government of India have
now aocorded, in due recognition of the fact that pro-
per finance {s the foundation of & commeroial under-
taking, the chapter on Railway Finanoce the premier
place instead of the seventh place it ooocupied last
yoar; the chapter on Raflway Earnlngs rightly comes
second Instead of sixth : the chapter on Working Ex«
penses and that on Railway Staff have each advanced
a step higher; the chapter on Railway Materials
which last year was given all but the last place oc-
ocupies a much mors important position, coming fifth
in view of the legitimate demand of Indis to be freed-
from dependence on foreign ocountries for railway
supplies; while the matters In which the customers
of the railways, asapart from the country as a whole,.
are directly interested are grouped fa three consecu-
tive chapters under the headings “Rolling Stook™,
*“Rehabilitation and Development”™ and “Trafio Pro~
blems and Remedica”. The only comment we have
for the present to make {s that at lesst a amall chap--
ter might be assigned to the item *coal,” which in.
point of cost exceeds any other single item of consum-
able stores used in railway working, and to the tran-
sactions of State collierles which are difficult to
understand from the bald figures given In appendix
15. Itis also very desirable that the publioc should
be furnished with faller information in connection
with the transactions of the Fine Funds than can be

gleaned from appendix 25 to the report, if only that
the public may be assured that the bulk of the fines.
and forfeitures of bonuses is not levied from Indians
and epent on non-Indian iostitutions.
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IMPORTANOCE OF STATISTICS,

The Improvement noticed .above is, however, con-
“fined to part I of the report and ean‘hardly be said
‘to touch 'part II whioh forms a ocompilation of
the statistical results of the ‘individual railways
or railway systems., Statistica have never been a
-strong point with the prinoipals of our railway admi.
nistration. It has been a plaything in their
hands for the last fifteen years or so, the pastime
-engaged in being for the most part confined to the
deletion of useful but inconvenient statistios and
that too without a word of explanation. At the
moment of writing we ‘have partioularly in mind
the statistios which used to be published right up
to the end of the ‘year 1919-20 regarding the rate of
profit earned or loss sustained on the different classes
of passengers and the ratio of accommodation provid-
ed for the different classes of passengers to the num-
Jber aotually carrled. The Railway Board, waioh it is
possible may now emerge as the Railway Comumis-
.slon, wasoalled into existenoe to manage our railways
‘on commeroial lines. The fact that this body, hither-
to0 the svle expert adviser to the Government of
India, has failed to appreciate ‘the proper value of
statistics as a necessary aid to efficient management
is olearly brought out in paragraphs 129-134 of the
.teport of the Indian Railway Committee. The
report (dated 30th December 1903 ) on the Organisa-
tion and Working of Railways in Amerioa by the
late Mr. Neville Priestley :devotes.a whole chapter
to “ Statistios " which is at once both interesting aad
iostruotive, The present form of statistios wasin-
troduced as long ago as 1880,:a period in railway hie-
¢ory which, as the Indian Railway Committee:said,
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may be described as medimval, That this medimval
form should have bean allowed to continue throughout
the {past eighteen years shows that the Rallway
Board could not have paid much attention to the
ohapter on “Statistios” in Mer. Priestley’s report ;
otherwise the question of the general overhaul of
statistics would ocertainly have been taken up by
them within a year or two of their assumption of
office instead of eight years later. Likewise there
would have been no necessity to defer its further
consideration owing to the outbreak of the war until
no less than four years after the cessation of hostili-
ties. Inany case it is satisfactory to learn that* an
experienced officer has now been placed on special
duty and has collected information fn regard to up-
to-date prooedure in-England and America™, and
that “ it is now proposed to employ him in associa-
tion with an officer of the Audit Department to make
a ocomplete overhaul of the existing methods and
policy in this matter.” It fs fmpossible that the
present system—sgo called by courtesy—of maintain-
ing the railway statistics should not vitiate many
of the oconclusions based thereon. Thus, to give
only one example from each of the several chapters
of the report now under reviaw, the deficitof Rs.
9,27,30,501 made out in chapter I, has been forced
tofexaggorated dimensions in 8o far as the payments
made on account of annuities and sinking funds fa
connection with the purchase of the old guaranteed
railways are taken as revenue expenditure, although
these are all contributions towards the extinction of
capilal liabilities; the comparison in chapter II of the
total earnings of railways is vitiated by the inclusion
of what, from the public point of view, may for the
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most part be oalled paper earnings, such as thoee on:
aocount of the oarriage of military troops and stores
of railway coal and revenue stores, etc. eto.; the

omission to add to working expenses a well-ascertain-
ed and uniform allowance from year to year for de-
preociation gives an erroneous idea of the ratios of

expenses to earnings as exhibited in chapter III

whether relatively or absolutely; the comparison in

chapter V of the expenditure on fuel is vitiated owing

to the faot that since April 1920 railways are charged

lower rates for the ocarriage of -0oal than in the ear-
lier periods and that in some years the freight is add~
ed on to the cost of coal and in other years not so
added; the figures in ohapter VI of the additions to

the rolling stock of open lines are likely to be over*
stated if only for the reason that they include the pro-
vision for this kind of equipment on account of new

budget-lines, that Is, those under construotion.

We have dilated in our observations on part II
of the Rallway Administration Report, not only be.
osuse of the intrinsic importance of the subject but
also because a right appreciation of the potentialities
of reliable statistics for economy and efficient manage-
ment of large railway undertakings, is ealoulated to
rob the problem of the regrouping of railwaysin
India of some of its terrors and give courage and
oonfidence to the authorities who are now inclined
to approach it with a cautiousness bordering on
timidity. In this connection we oannot resist the
temptation to givea few exoerpts from Mr. Priestley’s
roport 3

“One of the subjects which had exercised my mind a good
deal before I went to America was how the large undertak-
ings now operated under one organisation were managed and
oontrolled, since personal supervision by the higher officers.
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“was no longer practioable. I asked the question of ssveral
Presidents, Vice-Presidents, Heads of Departmenis aad
Distriot Officers whom I met. Without exoeption they gave
-me the snswer that the control was exercised through statis-
tics. Equally without exception, they said they eould not
possibly conduot their business eMoiently without statistios ;
that without them they were working in the dark; and that
-they oould not understani how any railroad oould be efficle
_ently and economically operated without statistios”.

“The President of the railway which bss made the most
‘scientifie study of the subjeot, told me that at one timehis
railway kept only the most:meagre’ statistios. . . . Hoe felt
-this was not right, and that if he was to operate his railway
~economically and with profit, he must know exactly where the

money went, and what income was being reoeived in return
for a particular expenditure. He accordingly proceeded to
-devise some form of statistics, which would give him the
necessary information, and after many trials and errors, he
arrived at his present system. It is elaborate,...and invoives
a good deal of expenditure when the smount is gauged merely
“by the sum spent; but I was assured that both he and his
-officers were quite satisied thas the money was more thaa
woell spent, and that by means of these statistios they bad been
-enabled to introduce reforms and economies, the necessity
-for which would otherwise never have been known, and that
_generally the outlay which they inourred fa the compilation
of the statistics represented only a very small percentage of
“the saving effected by their aid™.

“It is by means of these statisties that the American Rall-
‘ways have been sble to reduce expenses generally and to in-
~crease the load In their vehicles and in their trains sad eon-
sequently to reduesthe sost pee ten miles, and it is to no amall
-extent becanse of these statistios, thas shose railways which
-have adopted the most elaborate statistics, sod learns the
< Tessons-which sthey teach, are in a3 good s floancial positicn
ist they ereto-dsy.” (February 8, 1923)
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THE IMPROVED SUBSTANCE..

Dealing with ths substanoce, as distingulshed from,
~the form of the report, the, moat naticeable featyre of
-this year’s issue is_Its informative character, It is;
respopsive to public. oriticiam conoerning. rallway.:
-eponomics and management offered in the Central:

Legislature, In the.presa -or on. tha. platform. This.
policy .of fnforming pyblis.oplnion and being ia turn:
informed; by that opinion cannot but result in ever-
more informed and reasoned oritisism and growing

appreociation . of the viewpoint of each other and in

lessening rellance on the. credulity’of the publio in.
the explanations offered of the resulis of a year's:
working. Although the report: undes review. is,

generally speaking, a deoided improvement on its
predecassors in point both of quality and quantity of
information, does not give adequate informationon
-dertain matters, while on certain others it is wholly,
ailent. The Government of every country stand to the,
publio in the relation of trustees :

(a) ‘of the 1ife, limb and:property. of railway
-oustomers, railway employees and the general publie:
and:

(b) of the rights of the travelling.and the {rading
publio using the railways against expjoitation..

As regards. (a), the protestion- affordad from
injury to life. and limb is measured by the number
ondiglrounatanoeu of i railway accidents. There is
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one whole chapter devoted to this subject, but the-
information given Injit {s both meagre and confusing.
The total number of accidents was 6190 during-
192122, 6055 during 1920~21 and 6279 during 1919-20.
Aftor referring to the “very slight' fncrease during-
1921-22 over the figure of 1920-21, the report says:
“These fatalities may seem large, but it must be borne-
in mind that the number of passengers carried was-
561,329,000." This explanation would bave had some-
chance with the credulous if they were at the same-
time told to forget that the total fatalities decreased
from 6279 in 1919-20-to 6055 in 1920-21 in spite of the

inorease in the number of passengers carried from-
520,027,400 to 559,246,100.

.. The standard of proteotion afforded. in respect:
of property has never been high or even reasonable
In achievement. The amount paid as compensation
‘for goods lost or damaged during the long term of
18 years of so-called business management of State-
-zailways has risen from a few lakhs to over a orors.
During one quinguenniumlalone, viz. that ending-
3lst March 1921, it rose from Rs. 18 lakhs to Rs. 112,
lakhs, equal to a rise of no less than 5227, although.
the inorease in goods earnings was only 16/, The
whole subject, however, is dismfssed in a paragraph
of 15 lines at the end of ohapter VIII and the bops
'is expressed that “the short explanation now afforded
may serve in some measure to assure the publie that
.avery effort is being made so far as means to doso.
.admit, to get rid of legihmato cause for complaint:
In respect of transport arrangements.” With the:
spirit of the reform which this department of the
:Btlh has caught, it is not nnrouonnblo to expect:
tbat the next report will give us scme statistics.
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about this form of waste. and extravagance and will
alao be able to shew some substantial improvement,
In this connection we are tempted to make one obser.
vation and that is that the problem will never be
solved by mere pious Instructions for greater co-opera -
tion between the traffio officers and the watoh and
ward offioers, The root of the mischief lies in divided
responsibility and it is this that must be removed.

As regards (b) the vices to which a railway
monopoly, like any other monopoly, is liable are
extortionate charges, unjust disoriminations in rates
and fares and failure or delay to provide reasonable
facilities. Taking the case of third class passengerss
for instanoe, the fares charged for this class in India
have always been regarded as extortionate in so far
a8 they are in exoess of the ocapaoity of the customers
conoerned. This was olearly brought out by the late
Mer, Neville Priestley in his report of 1903 on the
Organisation and Working of Railways in America
and by the late Sir Thomas Robertson in his report
of the same year on the Administration and Working
.of Indilan Railways. These fares have sinoa been
inoreased at least twice with the Inevitable result
:that they have restrained the normal development of
rallway oustom. This iIs fully borne out by the fall
both in the number of passengers carried and in the
esarnings derived from passenger traffic as compared

.with the budget anticipations for the ourrent year. .

~ As regads unjust disoriminatione, Government’s

ewn statistics prove that the rates charged to firsg

olass passengers not only do not cover the working
oost .but fall considerably short of it; while those

charged to third class passengers are pitched high
. - . - R LI
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snough to wipe out the ‘loss ‘on the: firsh class trafiie
and ye$ leave a-1arge balance as profis,

As regards failure or deldy to provide resasonabdle
facilities, we cannot do better than glve balow s féw
extraots from the report of “the Indfan Ralfway Coms
wittes of 1920-21 =

“We have ressived manysemplaints regarding the treat-
ment of third olass passengers. Their grievances are of long
statiding . . . Btrews wus 1a1d upon them by Bip Thomas Robers-
aon {d his téport of 1903",

“In India, with its vast population, .. flosking In enormouns
nambers to- melas (falrs” or fotde) or ‘03 pilgrimages to holy
places, ocoasional overcrowding. is ‘inevitable, To construot
and equip the railwayes se that on rare ocossions they should
be able to accommodate without fnconvenience trafio out of

. all proportion to the normal is evidently {mpossibls...But whea

it comes to overcrowding us h constant sveryday affalre, cared-

" ed ‘to the léngth that Menbirs of the Committes have seen

withh their owst "eyespussengers by vegular trains perched in

the luggage Tacks and Ia suburban services hanging on ontside

oF squattivgion the' steps of the- eoaches, . it is another
matter.”

It will be seen” from what-we -have said above
that there is strong prima facis ‘evidénos to show that
the paymentd démanded from a sestiéxy of the pubdlis
in retura for the sorvidesgiver by railways are both
extortionate and unfaié in thelr ineidense: and yet
not 'a word fd sald ‘abont these  mattéra-ia the report.
This is a deficiéncy which; we' hope, will be-madé up
in the nextyeports.

" A oconsiderable’ wealfh- of 16férmation 15+ given
in ohapters VI, VII' and’ VIII) déseriblog- whathas
_ been done, what fi-being-ddne, whit 1f'is proposed
“$o lcoomplnh‘by tho end’ of ‘192627 and what’sre
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the 'difficultiesa: In the-way. of: provision of resson.
able traffic facilities. It ds impossible in a review-of
the report to -notice' the. several : points .ariaing.out
of the-arguments. advaneed. : We .shall,: therefors,
oonfine- our- attention : to:. one point only, viz.. the
provision: of-rolling stook. The . report makes a
great point of the: fact that dt is. useless to equip
rallways with a 'liberal :supply - of : stook uunless
improvements of existing lines-are simultaneously
earrfed out, providing .adequate 1 faoilities - for- the
movement -of - additional atock. ''We.hava been hear-
ing this argument for a number .of years past with-
out being given the faintest idea as to the point in the
unendiog . futurity wheare this.argument.will cease
to .be operative and where railways will begin to
provide,as advised by Sir Thomas. Roberison, faci-
litles slightly . in. excess of the.requirements of the
day, so.that. when the traffic. comes the railways.
may be ready to oarry. it and help on its development.
Government have never yot, placed befora the publio
any programme by .pursuing which they hopa to be
able to complete, within some ressonable amount of
time and money, the provision of adequate facilities
for the movement of the necessary rolling stock, The
enormous leeway to be made up may render it
impossible to make such a forecast, but in that oase
the least that the public is entitled to know from
year tqa year is.what., was, the..capaocity.at the begin-
ning of the year, what has been added, what is pro.
posed to be added during the.ensuing year and what
will remain to be: added .at the end.of the ensuing
year. ‘Nothing short of this,.or. some such infarma-
tion will inspire eonfidence inthe Government moving
in the xight direction. Aecording to.paragraph 92
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of Sir Thomas Robertson’s report-of 1903, the necessity’
for concentrating all efforts and money on the provi-
sion of adequate facilities on open lines was acoepted’
as long ago as 1900; and yet we find that during the
65 yoars ended the Slst March 1922, no less than 31
orores out of the total capital expenditure of Rs 2635
crores was spent on new lines which only served to
bring in ‘additional traffic and hamper the already
overloaded old lines. If improvements ia exlisting
lines are to be completed as rapidly as possible, there
must be no such diversion of the avallable funds
for works which do not add to the oapacity of the
oxisting lines.

Considerations of space preclude us from notie,
ing other phases of the working of this big commer-
cial department of the State as disclosed by the report;
we cannot, however, conolude this ‘review without
observing that the report, consldered from the point of
view of its literary merit, does not come up to the
standard which we are acoustomed to expect from
the other publicatfons of the Gorernment of India.
{February 22, 1923.)

MANAGEMENT OF INDAIN RAILWAYS.

No railway question has been so exhaustively
discussed both on the platform and in the Press
during the last ten years or so—and never more than
during the last 16 months—as the question of State
' versus company managment of Indian rafllways. The
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‘¥aot which emerged most prominently as a result
-of this dlscussjon was that the material available
“was wholly insuficient on whioch to base any definite
+oonolusion as to the best form of management for
Indian railways. The experionce of other countries
‘with regard to either form of manage ment was itself
oonflioting. But even If it were not so conflioting,
:the form and composition of the Government in India
-and the general conditions which aotually obtain
-in India or are likely to obtaln for a long time, are
-s0 radioally different that the experience of other
-oountries was no sure guide to a definite conolusion
-on the general question. All that this experience
would warrant us in concluding is that a reasonable
-perlod of eautious experiment must precede a final de-
-oislon on the general question. The fact of the whole
‘matter is that in the special ciroumstancea of India
-there is no common ground for real comparisons, and
-from this point of view the only question to be deocid”
-ed was which form of management should be given
.a trial in India. It was, therefore, In the fitness of

things that during the debate that took place in the
Legislative Assembly on February 27 on the general
squestion, immediately after Mr. Neogy had moved

bis amendment recommending direot State manage-
:ment for all railways in India, Dr. Gour asked the

House to confine itself to the immediate question of
-what should he done in the case of the East Indian
and the Great Indian Peninsula guaranteed railway
-oompanies, whose oontraots are terminable in 1924
and 1925 respectively, and urged that the two railways
-ghould, on expiry of the contracts, be taken over
-for management by the State. The Hon'ble Mr.
JInnes expressed his willingness to amocept the



120

recommendation with a “qualification suthorising-
Government “(0 conocert measures -with the object
of handing over one or the other of the two railways,.
after such..grouping as. may be . necessary, to an
indigenous company oaloulated to give Indiathe:
‘benefit of real company management” Dr. Gourhad.
nodifficulty in: showing . that this ,qualified accep.:
tance amounted almost to entire negation of his proe-
posals and  in Inducing the House to reject the rider
by 56 to 42 votes. An :analysis of -tbe voting shows.
that excluding the Governmens bloc, the supporters
of the rider were only 12. out of a total of 638 Indians.
while of course all the Europeans and Anglo-Indians-
voted.solid in favour of Mr. Innes's rider.

'Mr, Innes’s rider having 'been lost, Dr. Gour's:
amendment was pat and earried without being pressed
$0 & division. 'Indians are: weary of company man~
agement Arid ‘the 'moment ‘& renewal of this form of
management fs suggested,' they naturally "assooiate-
with it a renswal of the bitter experiences they have-
had. Company management in sny shape or form Is, .
and must for a long time to come be, unscoceptable
to- them, bven' if as''much -as 007 of the: directo.
rate were to be Indians of real independent charaoter,
The Indian 'publieis noti lkely to be placated by the-
mere “top-2ilding of an Indian ‘direetorate withont:
the prospact of a sufficiensy- of the supp!y of Indian
exeoutive and adminfstrative officers through whom
to oarry otit its will. ''We' congratulate the Assembly "
on ity wise and fair deofsion to try State management..
We havo no doubt in our‘'mind - that State manage-
ment ‘will sudceed 1 India it least as well as, If not-
actually better than, any company managemens thas
dan be devised. If, however; the experiment does fail



121

even after a falr chanoe Is given toit, the alternative
experiment oan begin at onoe, whereas if the experi-
ment of company managoment is taken up first and

found to bes unsuccessful or undesirable, the alterna~
tive experiment will have to awalt the expiry of the

ocompany’s lease ocovering a long term of years,
Simultaneous experiments on two different lines
with either system of management ocan have no value

for purposes of comparison. For a proper compari=
son both the forms must be tried on the same railway

one after another. Wa hope, although In view of the-
ohange which has ecome over the India Office it would.
be risky to do so, that Government will ‘be equally

wise and fair in their ohoice out of the two ocourses

now left open to them, by aoting up to the recommen~-
dation of the Assembly and refraining from overe
riding it partially or wholly.

The decision taken by the Assembly, if and when
accepted by Government, will throw special respon-
sibilities on that body. The company management:
such as we now have is practically State manage-
ment in all but :name. The disadvantages of both.
have had their full play in this hybrid system, and.
yot even under these uncongenial conditions the rail~
ways {n India have, on the whole, proved a solvent.
oonoern. ' With the East Indian and the Great Indian
Peninsula rallways under direot State mansgement.
the disadvantages of the existing pseudo-company
management should automatioally disappear and to.
that extent their solvency  and remunerativeness
should, so far from diminishing, actually improve. If_
however, these two properties lapse under State mana~
goment into administrative and economio inefficiency
it will be due entirely to slackness, firat on the part.
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~of the exeoutive, and secondly on the part of the Gove
ernment and the Assembly. The machinery of con-
*trol which was oreated by Government for running
:their rallways on commercial lines beoame In course
-of time absorbed fnto that bureauecratis stronghold,
~viz., the Government of India. The.Rallway Board
has become such an fntegral part of that elevated
-fraternity that when it is pralsed the Government of
+India take the praise to themselves and when itis
attacked the Government of India feel that they are
on their defence. There is not that detachment or
.independence of judgment which is necessary for
efficient supervision, The Government of India will,
therefore, have to cultivate the habit of this detache
ment and independence and any organisation that
may be set up must take aoccouns of this vital neces-
: gity. We have already drawn attention to this defect
.ones before, viz., in our article on “The Indian Rall-
‘way Committee” reprinted at pages 37-45 of The
.Bervants of India Society Pamphlet No. 8. The strong
striotures passed by the Inchcape Commlittes on the
nnbusinesslike management of Indian railways are
-also traceable to this defect and we once again invite
attention to it fn view of the importance and neces
«8ity for giving State management a fair trial. The
.Assembly on its part must take greater interest in
ailway affairs, make a clogser and deeper study of
-zailway problems and apply a discriminating bat
-sustained scrutiny and eriticism to questions of rail-
‘way administration and economics by a judicious
-exercise of the valuable rights, which the Reforms
have conforred on them, of Interpellation, of moving
wresolutions and of voting supplies. (March 15,1923)



Appendix,
STATE MANAGEMENT OF RAILWAYS.

-
-

We hear that a private meeting of members of
*both houses at Delhi was addressed on January 20th’
‘by Mr. Purshotamdas Thakurdas on the question of
.8State Railways vs. Private Railways. This matter

18 of oourse looming very large indeed now with the
imminent expiry of the E. I. R. and G. I. P. conces~
:slons, and one day this week has been set aside fora
-debate on the subject in the Legislative Assembly-
Mr. Purshotamdas, who was a member of the famous
Aoworth Commisaion of 1920-21, whioh, 1f it came to
-ourse State management of railways, left blessing it
Mr. Purshotamdas, we say, who has got all the facts
of the case at his fingers’ tips, would have had no
difficulty in putting it to his friends conclusively and
-oonvinoingly. In fact the present “system™ prevalil-
ing in India is a real monstrosity : for it consists of
+Company management without Company ownership,
-and one really does not know what oan be said for
the continuation of a method, which puts a premium
-on inefficiency, chaos and favouritism and sucoceeds
in nothing so much as In the safeguarding of this
.greatest of publio utilitieas against all publio criticism
and demands.

In faot the defenders of the principle of private
-enterprise in Railways have no case whatsoever—the
-strength of their position consisting merely in a root-
-ed prejudice, assiduously fostered by capitalist pro-

paganda, that somehow or other it is to be taken as
-axiomatio that a private enterprlse must be more
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efficient and economic than one undertaken by the-
Btate, We truly believe that there is no more glaring
example of the power of suggestion, than this a prioré-
assumption;whiok runs- contrary- to all known faots,
This paper has again and again drawn attentlon to the
perfectly.appalling inefficiengy of private snterprise ;.
e .9, in. the : American: petroleum . ndustry  whioh
wastes 90,/ of the deposits. and markets only 10%; or-
in.the British coal industry, whioh the Sankey Re-
port proved to ba 407, fnefficient. We havae before.us
just .now another example-~viz, the bankruptey
statistica of. the. United Kindom. for 1922, acoording.
to whioh 6,814 people were deolared bankrupt thera in
that ong year, with liabilities amounting to £9,795,811
and assets amounting to £3,643,458. Hoere 1s private
enterprise, making an annual loss of six million ster-
ling, ranning its business so. inefficiently that 6,814
of its votaries hava to shut up shop completely. Who
hears of this economioc wasta .which goes on year in,
year out? And note that this wasta does not include-
the waste .and losses incurred in those businesses
which can-still meet their llabilities, whioh latter
waste in.the. aggragate must come fo something-
altogether fantastic. Yet, in the face of these eloment-
tary .facts,, people: still,'go -on falking as: if there .
was s magie abaas private concerns which fnevitably
spelt efficlency and economy.

The truth Is, that it is not watefulness which s
greater.in publio eoneerns’than in private, but publi-
city. - A publio eoncerri 18- open to* the - eritiolsm of -
the Argus-eyed pnbhos its failures are blazoned forth
in the world’s press ; and they aré held up to oppro-
brium by the very people-who 'in‘ their private eon-
oerns bury :their mistakes in '‘the secrecy .of thelr
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‘board meetings and gloze over .them by, another dip
into their shareholders’ pockets.. It is.obvious thas
-a publio concern is not proof.against mistakes nor
fnefficiency ; but the very fact that all its mistakes
.are liable to very olose:and pnblis scrutiny.can but
make for ever-increasing efficiency. The gathering-in
-of taxes was until modern times left to."private enten
prise”; it was farmed out te private individaals. who
- gountracted to pay the State a fixed sum and in return
-had the right to squeeze the publie to their heart's
.oontent. When the State took over this business ous
-of the hands of “private enterprise,” its machinery
may have cost more than.the old-time tax-farmer's;
yet every year the methods of the .Inland Revenue
officials grow more effloient, until at the present time
- ‘the gatherlng=in of, . g.; the Income-tax in ths United
Kingdom has been brought to such a pitch (under
.State: management!) that not a.gnat oan esocape
through the miorossopio meshes of . that. department.
And the proof. of the potentially. greater efficieney
.of Siate management ia not merely. theoretical. The
-history of the German Railways ia-a praotical: proof
and is so in the very branoh of publie ulilities now
disoussed. Before the war, the. Prussian States Rail-
‘wayas were, without a shadow of doubt, the bast manae=
:ged and the most efficient; nowhere was travel’ more
.comfortable ; nowhere was publié convenienoce, from
the first olass to. the. fourth oclass passenger; better
.studied, nowbere did the public exchequer benefit more
Jargely than from this great' State-managed and
"State-owned railway business ia pre-war Gérmany:
To-day.the-experience of State Railways in every
«country is being.adduced,.except.in that . of pre-war
Pruesiaj and inaddueing any suoh experisnce, it is
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Invariably and convenfently belng forgotten that
such experience 13 the experlence of -the war years

or after the war years; and no aittempt fs made to-
guage what the losses fncurred would have been
under private ocontrol. In fact, it is just because
private enterprise would not face the fnevitable loss:
during those years that the State—very relunotantly
at first—was being forded {nto taking over one pri=
vate concern after another. The showing made dure
ing the war ‘for State management of {nnumerable
branches of commerce and fndustry {n faot was so-
good, that as soon as the military danger was over,.
capitalism concentrated all its powers on smash.
fing the organizations that had grown up. The Bri-
tish Auditor General’s recent report on the result
of these public enterprises s full proof that State
management not only can be, but has been, far more
efficient than private management. But who would
read the day figures of an Auditor General’s report?-
It is easier to read amusing little atories fn the half~-
penny press about flappers in Whitehall and about
Mr. Churchill’'s fleet of motor cars; about the crass
stupidity of the War Office  and’ the payment o

‘oheques with a fow noughts added by mistake.

~ Yet the very basis of private enterprise has gone
now-a-days. For in its heyday it was supposed to be
80 magieally efficient, because there was competition~
Bat to-day competition is dead! For to-day is the
day of gigantio trusts and co mbines, which have seen
the advantage of together fleecing the consumer,
rather than ocutting each other’s throat. Oaly the
other day.Lord Furness at a meeting of the S8outh
"Durham Steel and Iron Company sald that the fron
‘and steel trade in Great Britain was In somewhat
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similar position to that of the U. 8. shortly before the-
formatlon (in 1900) of the United States Steel Corpo-
ration and advooated in his own country the forma.-
tion of an analogous trust. Again, since the lst of
January of this year all British railways have been
trustified ; four (non-competing!) groups taking the
place of the former 120 unrelated companies, and
100 directors that of the former directorate of 1,300..
All the world over the era of small individual come-
peting units has gone and nothing is left but gigantio
oombines in the hands of a few magnates, who are as-
safely entrenohed against ocompetition as against
interference on the part of consumers.

Is it really to be belleved for one moment that
these great concerns are oarried on without a bureau-—
oracy of their own or that these bureaucracies are
more efficient than that of a State department? There-
is no sudden maglo change in human nature, whether
serviog the Standard Oil Company or a Post and
Telegraph department. The only difference, as far-
as the public in a sountry with Parliamentary Gov=
ernment i3 oonoerned, is that in the one oase the
publio is powerless against the bureaucracy of the-
private trust and that in the ot her it oan, through its-
representatives, foroe the bureaucracy of the State
department to subserve the interests of the Commeon--
wealth and stimulate it, by its sustained oriticism
Into serving those interests ever more efficiently and
economically. That is the real question; and we hoge-
it will be insisted upon, and that the ridioulous bogey.
of State inefficienoy will be brushed aside into that:
limbo which is its proper place. (February 8, 1923.)
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