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PREFATORY NOTE

The object of this “ Source Book” is
to introduce the student to the study of
official reports on Indian economic questions.
The Indian student has hitherto neglected
the study of reports. But there are very
few economic questions which have not a long
history ; they bave formed the subject of
officinl investigations in the past and the
results of these investigations are very valu-
able. A first-hand knowledge of some of the
sources of ‘‘Indian economics” should,
therefere, prove useful to the student.

The extracts bhave been carefully selected
from & large amount of material covering
several thousand closely printed pages. The
present volume is only introductory, and it
is to be hoped that a study of these extracts
will lead the "student to read the official and
other publications from which the extracts
have been taken.

My thanks are due to the editor, the
Indian Review, for permission to use an
article on the Indian Fiscal Commission for
the purposes of this.book. '
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INDIAN CURRENCY.
Indian Currency before 1873.

The year 1835 is the first important date
in the modern history of Indian currency.
In their despatch of 1806 the Court of
Directors of the East India Company had
declared their intention of making the silver
rupee * the principal measure of value and
money of account'’ in the territories ruled
by them, and in 1835 the rupee was estab~
lished as the standard coin of British India.
Under Act XVII of 18356 gold coins ceased
to be legal tender in any of the territories
of the East India Company, but the Act
aliowed the coinage of 5, 10,15, and 30 rupee
gold pieces in the Indian mints. These coins’
were received by public treasuries at their
denominated value in accordance with a
proclamation issued in January 1841, but soon
after the discoveries of gold in Australia and’
California, which lowered the value of gold,
gold began to accumulate in Government
treasuries and the proclamation of 1841 wasg’
withdrawn by notification in December 1852,
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The increase in the supply of gold led to a
demand for the establishment of a gold
currency in India (Extracts I to III). James
'Wilson opposed the proposal to introduce &
gold currency (Extract 1) but it was support-
ed by BSir William Mansfield (Extract II)
and the Government of India. Sir C.
Trevelyan attempted to show in his
Minute that there was & genuine demand
for the introduction of gold coins in India
and that the declaration of the sovereign as
legal tender at 10 rupees would be very
popular (Extract IV). The Secretary of State,
however, thought that the sovereign could
not circulate at 10 rupees, but he allowed
Government treasuries to receive and pay
out sovereigns at 10 and & rupees respective~
ly (Extract VI). The fall in the gold value
of silver which commenced in 1873 created
a new situation and in May 1874 the Gov-
ernment of Indis decided not to take any
further step for the recognition of gold as a
legal standard of value. '

Indian Currency, 1873 to 1893.

The effects of the fall in the gold value of
gilver on Indian finance and trade are described
in Extract VII. One of the remedies suggest-
ed was the closing of the mints to the coinage
of silver and the introduction of a gold
standard without a gold currency. But the
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Government of India rejected this proposal,
a8 they thought that an enhanced standard
could not be established without an enhanced
currency (Extract VIII). They themselves
favoured a settlement of the silver question
by internationsal agreement, and if this failed,
they proposed to close the mints to the free
coinage of silver and introduce a gold stan-
dard with a gold currency (Extracts IX and
X). The International Monetary Conference
held at Brussels in 1892 broke up without
- coming to any satisfactory decision regarding
silver and, acting on the advice of the
Herschell Committee, the Government closed
the mints to silver in 1893 (Notifications,
X, XI and XII).

Indian Currency, 1893—1898.

This period saw a gradual rise of ex-
change to 164. after a temporary fall to 123d.
in 1895. 8ir David Barbour’s Minute, dated
16th October, 1893, describes the difficult
conditions under which the first steps towards
introducing the. gold standard in India were
taken (Extract XIV).

In August 1897 the Government of India
were asked by the Secretary of State whether
they were in favour of re-opening the Indian
mints to silver if France and the United
States opened their mints to silver as well
ag gold. The Government of India in their
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reply pointed out that circumstances had
very much altered since 1892 and that Indis
had little to gain by the proposed arrange-
ment. They agked the Secretary of State
not to give the undertaking desired by France
and the United States (Extract XV).

' On the 3rd of March 1898 the Govern-
ment of India sent a despatch to the Secre-
tary of State which led to the appointment
of the Fowler Committee. In this despatch
they advocated the melting down of rupees,
.in order o reduce the rupee circulation and
raise exchange, and the formation of a gold
reserve with a view to the effective establish~
ment of & gold standard.

T he Fowler Commaiiee.

The main recommendations of the
Fowler Cominittee were that the sovereign
and the bhalf-sovereign should be declared
legal tender throughout India at 15 rupees
per sovereign and that a gold standard with
its “ normsal accompaniment”, a gold cur-
rency should be established in India. The
Committee also recommended that the
profits on the coinage of rupees should be
kept in & separate reserve, to be used for the
maintenance of exchange (Extract XVII).
The Committee rejected Mr. Lindsay’s
scheme for the introduction of & gold standard
without & gold currency (Extract XIX).
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 Indian Currency from 1898 to the
Outbreak of War.

The Extract from the Report of ‘the
Chamberlain Commission of 1914 (XXII)
describes the gradual establishment of the
Gold Exchange Standard in India in place
of the Gold Standard recommended by the
Yowler Committee. The gold exchange
standard was tested in the crisis of 1907-08.
This crisis showed that gold in circulation is
not of much use for supporting exchange in a
time of exchange weakness. The gold stan-
dard had been gecured without a gold
currency, and in considering the ultimate
goal of the Indian currency system the
Cbamberlain Commission attached great
importance to this fact. They crilicised at
length the view that it would be to India’s
advantage to encourage the use of gold in
* the internal circulation.

Indian Currency during the War.

The outbreak of war in August 1914 was
immediately followed by a weakening of ex-
change. Government were fully prepared to
meet the crisis, and they lost no time in de-
claring their intention of supporfing exchange
by all the means in their power. Between 6th
August, 1914, and 28th January, 1915, Reverse
Councils were sold to the extent of £8,707,000.
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Reverse Councils were again sold in 1915-18
(£ 4,893,000) and between November 1918
and April 1919 (£ 5465,000). Indian cur-
rency difficulties during the war, however
were chiefly caused, not by a falling exchange,
but by exchange which rose to entirely
unexpected heights.

Causes of the Rise in Ezchange.
Heavy demand for remittances to India.

There was a very great increase in the
demand for Tndian rupees during the last
three years of the war owing to the beavy
balances of trade in India’s favour. The
average balance of trade in India’s favour in
the years 1916-17 to 1918-19 was £59,601,000
as compared with £53,439,200, the average
for the last three years of the pre-war period.
The exceptionally favourable balances of
trade were due to the reduction of imports
on the one hand, and incrzase in the exports
of food stuffs and raw materials required for
the Allies on the other. There was thus a
strong and rising demand for rupees in
London which tended to raise the rupee
exchange. It should also be remembered
that India served as the base of military
operations in Mesopotamia, Persia and East
Africa, and the Government of India had
become responsible for meeting the cost of
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these operations and civil expenditure in
occupied territory. In addition, the Govern-
ment of India undertook to finance purchases
made in Indis by certain Dominions and
Colonies and provide funds for American
buyers of Indian produce in 1917-18 and
1918-19.

At a time when, owing to the favourable
balances of trade and exceptional disburse-
ments, there was a strong demsnd forx
remittances to India, imports of gold and
silver into India on private account declined
heavily. The chief cause of the decline in
the imports of gold was -the restriction on
the export of gold imposed by the belligerent
countries. The private imports of silver
continued unrestricted until September 1917,
but the imports of this metal declined owing
to a very serious shortage in production
which accompanied a very great increase in
_the world demand. _ e

The rise in the Price of Silver.

The annual average output of the world’s
silver mines during 1914-1917 was only
178,075,000 fine ounces as compared with
. 231,676,000 oz. for the years 1910-13. The
decrease in silver production was largely the
result of the heavy fall in the Mexican
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output.® The decrease in Mexican produe-
-tion was not due to the war but to political
disturbances in Mexico.

While there was a serious shortage in
-the supply of silver, the world demand for
silver for coinage purposes had increased
enormously. As a consequence, the price
of silver began to rise in 1916, and by De-
_cember of that year it had risen to 37d. per
_standard ounce in Liondon, as compared with
27% d., the highest price in 1915. In August
1917 the price of silver exceeded 43d., the

* Mine Production of Silver in Fine Ounces,
(000 omitied.)

Rent of Warld.
Total of Wald.,

Years,
Canada.
U.B.A,
Mezico,

1910 | 32.869) 57,590 71,372 57 244| 219,089
1911 [32,559 61,109| 79, 313 57.643] 230,34
1912 | 31,958 66,041 74 640 60,123] 233,061
1913 | 31,8u6] 71,200 70.7U¢| 57,966 331,676

.. | 82997} 68,997/ 73,937 58,8311 228552
1914 | 28 149 69,034(27.547 650,418 176,48
1915 126 626 72,364/99,570 47.180] 185,745
1918 | 25,470 79,275 22,838 48.283| 175.486
- 1917 32,221/ 70,688 31,214)50,919( 175,050

" Average for 4 years|
72,886 30,292] 49,208] 178,075

Average for 4 years
1910-13 e

191417 v |

e 25,689|
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bullion par of the rupee, and in September
it rose to 55d. The action taken by the
United States in September 1917 to control
the trade in silver tended to check the rise in
price. Between October 1917 and April
1919, the period during which the price eof
silver was controlled by legislative measures
adopted first by the United States and then
by the Governments of Canada and Greab
Britain, the price of silver fluctuated aboub
the level of 50d. But when in May 1919
the United States Government and . the
British Government withdrew control over
the silver market, the Liondon price at once
rose to 584. About the middle of December
the price stood at 78d., and in Februa.ry 1920
it rose 891d.

 In dealing with the causes of the rise
in the price of silver account sheuld also be
taken of the fall in the value of the sterling
in relation to the dollar. BSilver for the
coinage of rupees is purchased in London,
and as America is the largest source of
supply of this metal, payments for silver
purchased have ultimately to be made chiefly
to America. Every fall in the dollar-sterling
rate, therefore, automatically increases the
price of silver in pence. Thus, apart from
influences acting directly on the demand for
and the supply of silver, the unfavourable
state of the dollar-sterling exchange during
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‘the war was an important factor in raising
the London price of silver.

The rise in the price of ailver made it
impossible for the Secretary of State to sell
‘Council drafts at pre-war rates, and the rate
of exchange was gradually raised from 1s.
4d. "to 2s. 4d. as shown in the following
table :— -

Minimum rate for
‘Date of Introduction Immediate Telegraphic

Transfers.

s. d.
3rd January 1917 1 4}
28th August 1917 I 5
12th April 1918 1 6
13th May 1919 1 8
12th August 1919 110
15th Sept. 1919 2 0
22nd Nov. 1919 2 2
12th Dec. 1919 2 4

Measures were also taken to prohibit
.the export and melting of silver as well as
gold coins. From June 29, 1917, the use of
silver or gold coin for other than currency
‘purposes was declared illegal, and from 3rd
September 1917 the export of silver coin
and bullion from India was prohibited except
under license.

To economise silver, 2% rupee notes were
issued in December. 1917 and one rupee
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potes in Japuary, 1918. Two-anna nickel
coins were issued at the end of March, 1918;
and legislation was passed in September,
1919, authorizing the issue of four-anna and
eight-anns - nickel coins. The eight-anna
nickel coin is not unlimited legal tender
like 'the corresponding silver coin. Kvery
effort was also made to increase the note
circulation, which amounted to 179,67 lakhs
of Tupees on 30th November, 1919 as com-
pared with 66,12 laks on 31st March, 1914.

T he Babington Smith Commitiee.

On 30th May, 1919, the Secretary of
State appointed a Committee under the
chairmanship of Sir H. Babington Smith to
examine the elfect of the war on the Indian
currency system and to make recommenda-
tions “as to the policy which should be.
pursued with a view to meeting the require-
ments of trade, to maintaining a satisfactory
‘monetary circulation, and to ensuring a
stable gold exchange standard. ”

The Committee recommended the stabi-
lization of the exchange value of the rupee at
2s. (gold). It rejected the proposal to reduce
the fineness or weight of the rupee. * The
fineness of the present rupee,” the Com-
mittee wrote, “ which is known to every
village goldsmith and silversmith, has re-
mained unaltered since 1835, and its use €8
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so firmly rooted in the habits of the Indiam
people as to have given it the character of
@ standard weight. Modification of the fine-
ness or weight of the standard coin of the
eountry would, we have been assured, react
gravely on the credit of the Government,
and possibly lead to serious social and econo-
mic consequences. . The Committee ex-
pected two chief advantages from the fixation
of exchange at a high level : (1) a high ex-
change would tend: to lower the prices of
food stuffs and manufactured imports and
thus remove some of the causes of economie
and political discontent in India, and (2} it
would reduce the burden of the Home
Charges, though revaluation in rupees on the
2s. basis of the sferling investments and the
gold in the Paper Currency Reserve would
cause & loss of 38'4 crores. “If the whole
of the revenue saved in respect of the Home
Charges,” said the Committee, “could be em-
ployed for the purpose of meeting this loss, it
would be recouped in about three years.
Thereafter s considerable surplus revenue
would remain which might be employed in
furthering the development of India or in the
reduction of taxation. This is an incidental
advantage in fixing a high rate of exchange
which must be taken into consideration.”

The Committee did not think that &
high rate of exchange would adversly affect
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Indian trade or Indian industrial dewelop-
ment, for the prices and costs of production
in foreign countries were still very high and
the foreign demand for our produce was
strong.

The Commltl,ee recommended the stabi-
lization of the rupee with reference to gold
as distinguished from sterling. Sterling was
depreciated currency. If the rupee was
linked to sterling, the Committee said, Indian
currency would share all the inconveniences
to which a depreciated currency is subiect.
Again, unless the relation of the rupee to
gold was directly fized, gold could not cir-
culate in India side by side with the rupee.
It could certainly be argued in favour of
pterling that the larger part of India’s trade
was with sterling using countries, and that
in devising plans for the stabilization of
exchange, the interests of inter-Empire
frade should be regarded as of first import-
ance, but in view of the obvious disadvan-
tages of linking the rupee to depreciated
currency, the effect of the fluctuations of the
dollar-sterling rate on the price of silver,
and of the desirability of permitting the free
export and import of gold coin and bullion
and the voinage of gold in India, the Com-
mittee concluded that the balance of ad-
vantage was on the side of fixing the ex-
change value of the rupee in terms of gold.
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In order to give effect to the recom-
mendations of the Committeé it was neces-
sary to amend the Indian Paper Currenecy
Act and Indian Coinage Act, so as to make
the sovereign legal tender for Rs. 10 instead
of Rs. 15, and to withdraw the undertaking
on the part of Government to give Rs. 15
for a sovereign. The necessary action was
taken by the Government in 1920.

—

L

Minute by the Right Honourabdle James
Wilson on the proposalio sntroduce
a Gold Currency into India ;
dated 25th December 1859.

In the final Despatch, No. 109, dated the
November 1859, from the Secretary of State,
upon the subject of & paper currency for Indis,
the consideration of the Indian Government is
invited to the question which has recently been
much discussed, of introducing the English so-
vereign, or some obther gold coin, into the circu-
lation of India, as being one infimately connected
with that of & paper currency.

2. The discoveries of gold of late years, and

its diminishing price in rela-

Fncressed production  tion to silver, added to the
;’:trgﬂd' 5??"?] % great demand which has lately
oalation ix Tndia " existed for the latter metal
for shipment from England

te India and Chinas, have combined to create &
strong publio feeling in favour of making use of
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gold, in some form or other, as part of the circu-
Jating: medium of India. -

8. No one will be inclined to deny that if
wa had t0 bagin a system of qurrency de novo, the
most convenient of all the various systems now in
practice would be found to be in Kngland where
gold is the standard, gold coin the general money
in circulation, and silver tokens of limited tender
the subordinate coins. ‘

4, But we have to deal with a long estab-
L lished etandard of silver in
“E;‘fi‘”i‘: ::e i’;}‘ﬁ; g;‘;; India, in which liabilities to &
standard. large amount, in the shape
of public debt, and obligations
of varied character, running over a long series of
yoars, have been incurred in silver. For it must
be borne in mind that a contract to pay a given
sum of money is nothing more or less than a con-
tract to deliver a given weight of that metal which
is the standard at the time the contract is mude,.
and that to alter or vary ths standard, and to
adopt another because it is cheaper, is simply to
enable the debtor fo break faith with the
creditor.

Bir James Wilson next proceeds to con~
sider the various proposals that had been
made with the object of intfoducing gold into
circulation. Of these the most important
were —

To preserve a single standard, but to

change it from silver to gold, adopting silver
tokens for subordinate coins.
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To adopt a double standard of silver and.
gold. _
- 22, The fourth proposal is to adhera strictly
Gold monometallism to a single standard but to
* change it from silver to goid.
As I have already said, I freely admit that
if we had to begin de mnovo, convenience
would point to.a gold standard with silver
token coins as the ~best, although public
opinion has by no means agreed upon this
point. It is curious to observe the fluctuations of
views upon this subject, and how much they are
governed by expendiency and convenience of the
moment. In 1337, during the panie, silver hap-
pened to be rather abundant in the Loodon mar-
ket, and dificult to be converted into bank notes
or gold, not being & legal tender. A great pre-
ssure from the merchants of London at that time
and agair in 1847, under similar circumstances,
was made upon the Government of the day, to
-admit silver into circulation, exactly similar to
that which now prevails in respect to gold where
silver is the standard. I havesa very clever pam-
phlet lying before me, entitled, “The Injury, In-
sufficiency, and Inconveniencs of a Gold Standard,”
in which arguments are used quite as strong against
that system as now prevail against a silver
standard. If a Government were to vacilate in a
vital matter of this kind according to the com-
venience or interest either of the debtor class or
the creditor class, the integrity of any standaxd
would be entirely lost.
23. But though I admit that a gold standard
does possess superior advantages, yet, as I have
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already shown, in a country where all obligations
have been contracied to be paid in silver, to make
a law by which they could forcibly be paid in
anything else would simply be to defraud the
creditor for the advantage of the debtor, and to
break public faith.

24. The fifth and the last plal::l proposed-is
to adopt a double standard,
A dondlostandard, b as still prevailed in the
United States previous to 1853, and such as still
prevails in France. The system of & double stan-
dard is practically a permission for fthe debtor to
pay his debts from time to time in the cheapesk
of the two metals. As I have aslready remarked,
where such & system has existed from ancient
times, and when under it the great bulk of obli
gations have been contracted, the creditor has no
right to complain of being paid {ram time to time
in the cheapest of the two metals, because that
was the condition of his contract ; but in cages
where a single standard has long prevailed, the
adoption of & double standard is just as much a
breach of faith as a simple change of the stan-
dard ; for it must be plain that the introduction
of a double standard is practically the adoption of
the cheaper of the two mstals at the time.

25. But unjust as such a change would be,
inconvenient as & double standard has proved in
practice, and inconsistent as it is in principle—yet
I have no doubt, if it is desired to have the use of
both metals in a ciroulation of full value as coin,
that it is the best mode in which that object can
be attained.
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26. ' But 1 would ask, what advantage could
The rise in the price 'D@ expeoted from the adop-
of silvornot a sufficient tion of gold in India ? Upon
poaeon for adopting & this subject there is, I believe,
gol¢-sandard. much confusion of ideas. It
is said that gold is becoming more plentiful, and
that the demand for ‘silver is making it scarce.
Now the extent.to which this is true in practice
must be measured by the rise which has taken
place in the market price of silver, which I have
shown does not exceed five per cent. But suppos«
ing it were greater, would that be a reason for us-
ing gold ? If India requires & supply of the pre-
cious metals it can only be obtained .in exchange
for its products in foreign markets, and the
quantity of those metals, whether of gold or
pilver, will be obtained in the exact proportion
which fhey bear to the products of India for
which they are exchanged. India is quite as well
off to receive silver as gold, and perhaps betier,
in as much as silver seems to be an appreciating
metal while .gold is probably stiil falling. Nor
can it be deemed to be a disadvaniage to India
tbat the silver remitted for its products has to be
obtained in exchange for the gold received from
California or Australiain London. These different
movements in the distribution of the precious
motals to the points at which the exchanges of
the world direot them, are all determined by gene-
ral broad principles, which are self-acting, and
which any .artificial attempt to disturb or con-
trol can only tend to derange.

27. In whatever form India recaives its pay-
ments from the exierior world for the balance
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of its exports over its imports, whether in gold or
in silver, can matter not, so-long as the full value
is received.

28, Iknow it is said that gold coins are
Whther zold cof much more convenient for
more convenient for ap. Circulation than silver. If
culation than silver. this refers {0 the removal of
Government {treasure from
one part of the country to another, then I.much
doubt if any important advantage would attend
gold coins, The expense of removing coin, is, no
doubt, in a very small degree determined by its
weight and bulk but to 2 .much greater extent by
the necessity of profecting it. 1t would require
just as much of an escort to protect the sum of
Rs. 100,000 in gold as in silver, and perhaps even
more 80, inasmuch as the compactness and light-
ness of gold would render it a more tempting and
handy prize to the robber than bulky and weighty
silver, Again, T doubt much whether there would
not be somewhat great danger tolocal treasuries
containing gold coin than silver. It isa very sug-
gestive fact, that during the Mutiny the gold
mohur of 15 rupees commanded such & premium,
owing to their greater convenience for conceal-
ment or removal, that the price of 26 and 27
rupeeas was given for them.

29. But if the convenience referred to alludes
to the use of gold coins for- private expenditurs,
then I readily admit their value to that extent.
But I would submit $hat for this purpose, and for
all others that have been suggested, a well TOgU~
leted paper currency, such as I have described in
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aniother Minute of this date, would answer much
better, while the ancient single standard of the
country, in which all existing obligations have been,
contracted, would be maintained in all its in-
tegrity.
Governor General’s
Camp, Meerut, }(Sd.) JAMES WILSON.
26th December 1859,

1L

Egztract from Str W. Mansfield's Minute on
a Gold Currency for India, dated
8th March, 1864.

“ A careful perusal of Mr. Wilson's Minute
Mr. Wilson's Minute. of 25th December, 1359
on the * proposal to in-
troduce & Gold Currency into India " hsas con-
vinced me that the grounds of his opinions are,
in point of fact, fallacies, which are incompatible
with the development of the people, and with
a feeling of equity towards all classes, the poor
as well as the rich, the indebted (in which I in-
clude the Btate), as well as the capitalist and
the owner of land.

The Minufe has 'convinced me that whkile
Mr. Wilson has allowed his imagination to be
excited by the possible depreciation in the value
of gold, as the effect of new gold mines might be-
still more felt, he overlooked $he corresponding
circumstance that if, as he expected, gold through-
out the world should fall still more in value than
it had done when he wrote, silver, if stationary
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in the smount produced, would proportionally
rise. He thus neglected to consider tbat, as a
mesns of appreciating value, silver was, in truth,
a8 uncertain a8 gold, this being true both with
regard to new contracts hereafter to be made,
and to those of ancient date.

The perusal of his speeches and minutes on
Indian Currency bas further persuaded me that
Mi. Wilson’s views were formed without sufficient
attention to the social cundition and the habiis
of the great masses of the people of India.

He was thus led into error, both with regard
to what it is possible to effect in the execution
of currency changes, and to the wisdom of reforms
to the general entertainment of which the
popular mind has not yet been sufficiently
educated.

In effecting a loan, the State borrows
The * bresch of faith” - Y®lue as represented by &
argument. cortain number of ¢oins.

It does not borrow & special commodity of
trade, or contract to return that same commodity
except in so far as it is the representative of
value. '

Thus the money it seeks represents a given
value. It actuslly contracts for that wvalue, and
receives the money which represents it in the
legal tender of the day. Bub it is because money
is the representative of value, and that the legal
tender is merely the form in which the money ie
clothed, that the State so receives the money in
gold or silver, as the case may be.
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The State does not, and cannot, bind itself
never to change thecharac-
hvlg?feyv:?::a Tm:ﬁi. ter of its legal tender, or
not be ?:fpl}nﬁ(!‘gh?:‘l;h :ﬂ: expreseionl of measure,
commodity 10 whieh which it looks on as liable
wnit of valué iz embiodied. to change like other instifu-
tions., Its engagement deals with' the value of
the load, and not with the special expression of
the measure of value, which in equity cannot ba
@ matter of consequence either to the lender or
the borrower, if the idea of currency he fairly
meaintained, and it be not confused with the notion
of the natural character of the commodity, which
has been chosen to afford a mauterial of currency
or national machinery of exchange....... If guch
reasoning as Mr. Wilson’s were to be admitted,
when the question of substituting a eheaper cur-
‘rency for a more expensive oneis considered, such
as silver for copper and gold for silver, fthe com-
munity would he absolutly precluded from effect-
ing any improvement or economy in the working
of that particular machinery, organised and
maintained by the community at its own charges,
for the performance of particular functions, which
dffect alike the State and the individual.

It would be to create a new vested right in
consequence of an agreement, fo bar economy and
the progress of development in favour of certain
portions of the public tothe disadvantage of the
ﬁubllc generally ; in short, it would be to do what

a8 been declared politically and socially wrong,
and therefore unwise, in all the great changes
which' have been executed in England siunce the
passing of the Reform- Bill.
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Let us reflect on the fact, that the popula-
- Gom of tions of India have the most
vemiemea T 0260 gimple and gregarious habits.
There are tens of millions
of the people who carry their little store of wealth
habitually with them on' their persons, or bury
itin the corners of their huts. To perceive the
actnal presence of their hardly saved rvpees; or
to concesl them awey from the eyes of all other
men, is their only notion of safety for their slen.
der property.

For them, therefore, it is difficult to over-ed-
timate the advantage of having the intrinsie
value of their savings in the smallest and most
portable form. The intensity of tbe want of por-
tability of money comes before ud in various waym
It is one of the conditions of what may be called -
the extreme promiscuity of existence seen in ori.
ental bazars, in the town and village life of India,
- a8 compared with the habits of European com-
munities.

‘We saw the exaggeration of the notion of the

- value of portability during

go;l:f' Fortability of  the recent rebellion in 1857—

58, when the price of gold

rose 50 per cent. in the bazaars of the North-West,

solely because of that quality. The gold mohur

which used generally to be exchanged by the

money-changers for 16 rupees, its mints price be+

ing I5 rupees, actually rose to 24 rupees, which
were readily given for it.

The people hug the idea of intrinsic value

: in-coins of the precicus:metals
Dorsbillty. . which. will last for even, which
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will be again found, if war sweep over the country
and distroy all that is above ground.

It will be understood that they would not
oare to bury the bank note in a cormer of the
hut. They would know that the paper would
rot, be distroyed by damp, or be eaten by insects.

They would further be always oppressed with
the idea that it might lose in-value or becoms in-
convertible hereafter, ip the midst of political
changes, a by no means unreasonable suspicion....

' It may further hé said that, of all people in
the world, the population of
Indis carries practically and
keenly into execution the
principle, that the money actually current is a
commodity which must possess the intrinsic value
+ it assumes to represent.

To them bangles are convertible into rupees
and oice versa.

* The gowd’s the gowd for a’ that »

Thus in some Native States the peopla refuse
in their retail operations to take the British rupes
without & slight discount, because they declars,
whether rightly or wrongly, that rude rupees
supplied from their native mints have more of
pilver in them, or are freer from slloy than the
British rupee. -

The gold mohurs produced in the native
mints were, I am informed, always more in de-
mand, for similar reasons, than the British gold
mohurs, wher gold was received atf our treasuries.,
To this day, the purity of the old gold mohur of
Oudh, and of the gold mchurs coined at Jeypore,
re held in high estimation.......

, Money must possess
“intrinsic value.
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The social aspect of the question is after all
The importance of the the fruly important one, that
sociul sspect of the which presents enormous
question. difficulties in the way of exe-
cution of a generel paper currency. The econo-
mical theory of the advantages of & paper
currency is doubtless absolutely true ; but we are
convinced, by & thousand instances, that in poli-
tics scientific truth must wait patiently, must
gradually force itself on popular conviction, here
a little and there a little,

An over-hasty application of the most perfect
economical system, which ignores the facts of the
existing state of knowledge and civilisation,
defeats the objects sought by the edvocates of the
change. In such case the Government of a coun-
try is fortunate if the resistance it is certain to
encounter be only dumb and dogged, &s.it might be
in Iudia, instead of violent and inflammsatory, as
it assuredly would be in Europe.

It is curious to note the determination of the

- population at large to acquir®

peol:,'i:e::' l:';ﬁi";':,k;’_ fthe  o0ld in preference to silver

as & means of ornament and

hoarding, so soon as their increased wealth per-
mits of if.

The fact is remarked and reported by collec-
tors and superintendents of police. It is said
that since the cotton crisis, gold bangles have in
some favoured cotton districts become slmost as
common &8 silver bangles were before. BSir
Arthur Cotton relates that before the opening of
the Godavery canals, the districts of Rajamun-
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«dry was one of the poorest in India. The irriga-
“tion of the soil converted it to a rich one.

He visited the district a few years after hi®
- «canal labours had produced’ their fruits ; wealth
had taken the place of the most ghastly poveity:
'The district had' become a steady importer of
gold. ‘

It is thus evident that the people must have
-and will have gold.
* % * * »

—

III.

The respectful Memorial of the Bombay Associa-
tion, to the Right Honourable Sir John
Lawrence, Bart, G. C. B,, K.-8. 1., dc., de¢.,
dc., Viceroy and Governor General of India
tn Councsl, dated 8th February 1864.

SHEWRTH,

That your Memorialists beg respectfully to
Submit for the serious and favourable considera-
tion of Your Excellency in Council, the following
representation in regard to the question of the
mtroduction of gold currency into India.

2. That the existing silver currency is mo
longer adequate for the wants of India, and that
<ommoerce begins to be seriously crippled by its
inefficiency.

3. That from time immemorial until some
years ago India possessed an extensive gold
eurrency.

4. That the superior convenience of thiy
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circulating medium was well understood by the
natives of this country. '

5. That the measures sadopted by the
British Government for the regulation of the
money of India had the effect of gradually sup-
pressing’ a gold and extending & silver currency,
and that finally in 1835 an Act was passed- decla-
ring gold no longer a legal tender.

6. That these stringent regulations have
virtually extinguished a gold currency in Indis,
but have by no means extinguished its popula-
rity.

7. That the few gold coins remaining in
circulation are greatly prized and command &
¢onsiderable premivm in the market.

8. That rude attempts are made by some
of the natives of India to remedy the defects of
the present inconvenient silver currency by cir-
culating gold bars authenticated by the stamp of
Bombay banks. '

9. That when the present. curremcy was
introduced- info India silver wgs much more
abundant than gold, and on this accounf was
probably adopted.

10. That large quantities of gold have now
been discovered in adjacent countries, and that
this ‘metal being now greatly more abundant:
than silver, the same reason which originsally led:
to introduction of silver now should suggest the:
expediency of the introduction of gold.

17. That & silver currercy convenient for
the people of India a quartet of & century ago,
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when trade was limited, and payments in the
main extremely small, is very inconvenient mnow
that wealth is largely diffused throughout the
country and the operations of commerce have
become so enormons.

o* L ¥* * *

18. That the transport of this bulky and
cumbersome currency entails comstant and use-
less expense upon the country, and its consequent
sluggish circulation is & serious impediment to
trade.

Iv.

Eztract from a Minute on a Gold Currency for
India by Sir C. E. Trevelyan, dated June 28,
1864.

In the progress of improvement nations
Indians =lready famili advance by successive steps
with the wee of gold.  {rom the rude instruments of
» exchange of primitive time,
to the use of silver and gold money ; and at last,
they attain to paper as the representative of gold.
India had arriwd at the gold period. Without
going back to the history of former times, gold
pagodas and fanams formed the bulk of the cir-
culation of the South of India within the memory
of persons still living; and, in the North of India,
although the gold mohur was over-valued with
reference to silver, its superior convenience ob-=
tained for it & considerable circulation. The
trade of India with the countries beyond its north-
western frontier has always been ocarried on by
means of gold coins of various kinds.
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The action of the Government upon this state
of things was first to exclude
gold from the circulation and
then to introduce & paper
currency based upon silver. The result is that
India attained the last step per salium, with the
omission of the one which ought to have preceded
it. Retrogression has been followed by irregular
advance.

The paper currency has been attended with
& fair measure of success. The pote circulation
already amounts to upwards of 6,000,000 . stir-
ling, of which rather more than 3,000,000 I has
been invested in (Government securities. The
time was come for furnishing this great accom-
modation to the Europeans and to the native
mercantile classes in towne ; and, as the body of
the people become educated to the use of paper
money, it will gradually answer the objects
intended by it. The currency circles have been
extended to the rest of India, and a more popular
character ought now to be given to the system by
issuing five rupee notes as was originally intend-

Goveriment introduces
& paper currsnoy.

But the people of India bave never acquies-

] cod in the exclusion of gold
U‘;ﬁ"nl,’:::;‘ty °f PPST  £rom the currency, nor have
) they accepted paper as a sub-

stitute for it. The plan of locking up reserves of
the precious metals in strong rooms and repre-
senting them by convertible paper, belongs to an
advanced stage of civilization. The great majo-
rity of the people of India must have intrinsic
value in their hands before they are convinced
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that payment has beenm made o them. 'This
habit is founded upon the -experience of ages.
Promises §o pay are rendered of no effect by bad
faith or revolution ; bonds and notes are destroy-
ed by damp or aaten by insects; bul gold and
silver survive every change and reappear to be
enjoyed in better times. As between gold and
silver, the preference is decidedly in favour of
gold, which, having large value in small bulk
offers most of the advantages of a paper currency
together with the security derived from intrinsia
value. Since the improvement of the ecircum-=
- gtances of the people, arising from the great in-
creage in the demand for their exportable, produce,
there has besn a corresponding « increase on their
pars in the demand for gold......... Although gold
is not available as a legal tender in payment of
debts and taxes in the British dominions in India,
the people in some parts of India have endea-
voured to remedy the defects of the present in.
convenient silver currency by circulating gold bars
authenticated by the stamp of Bombay banks.
This rude attempt to organise an ingot currency
in the face of every discouragement, proves the
determination of the people ‘to have gold, and
shows that the Government would be cordially
seconded by them in any attempt o infroduce a
gold currency on a sound footing.
A etill more striking instance is that gold
coin is in such request, that
The desire for & gold 4] 96]d mohurs, nearly of
, COrFeney.
stendard value, -are habitu-

ally made by forgers, chiefly to secure the pre-
mium on which shey sell..ci.uuee
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Many other proofs might be adduced of -the
popularity of gold coinage in’India. The 'Native
Btate of Jeypore has long enjoyed a reputation for-
the purity of its coins; and Jeypors gold mohurs,.
which were formerly seldom seen, have of late years-
obiained an extensive circulation. In the Punjab,.
the use of gold, as a medium of exchange, has great-
ly increased of late years. In the Sikh fime it
was chiefly procured from Russia through Kabul ;
but, to use Mr. Melvill’s words, “‘ the facilities of
communication with Calcutta-and Bombay, which
are freely supplied from KEurope and Australia,
have given the precedence to those markets in
the supply of gold.” Mr, Mclieod reports thaé
the soversign is now:the gold ccin most familiar-
to the people of the Punjab, “being by far the
most abundant and almost the only ome now
employed systematically for equalising ithe ex-
change.”

But the most decisive example of all will be
found in the Madres .correspondence in the

" Appendix. Owing to the large number of .sover-
eigns introduced into the districts of Tanjare,.
Tinnevilly, and Madurs, partly received in pay.
ment for rice exported to Ceylon and the Mauri-
tius, current eilver money bscame 80 scarce in
1858 that it was difficult for 'the landownsrs :to:
pay the revenue due by them. The ‘Government
of Madras, therefore authorised :the receipt .of
govervigns at the Tanjore Treasury at 10 rupees.
each, and. afterwards directed that they should be
paid at the same rate to such persons .as .mighs.
be willing to.receive them. Although this proceed~
ing was over-ruled by the Government -of India,
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it had gone far enough to prove that a gold
eurrency, based upon the sovereign at 10 rupees,
would rapidly have taken the place of the silver
currency, if the Bupreme Godvernment had not
interfered to prevent it......... ”

V.
To the Right Honourable Sir Charles Wood, Bart.
G. C. B., Secretary of State for India.
Simla, 14th July 1864.
Bir,

According to the intentioll already expressed
by us, we have the honour to address you on the
subject of a gold currency for India.

2. The accompanying Minute by Sir Charles
Trevelyan and its Appendices contain, we believe,
a full exposition of the question.

3." Weconcur in the two main proposals
contained in that Minute, viz., that sovereigns
and balf-sovereigns, according to the British and
Australian standard, coined at any properly
authorised Royal Mint in England, Australis,
or India, should be made legal tender throughout
the Britich dominions in India, at the rate of
ome sovereign for 10 rupees; and that the Govern-
ment currency notes should be exchangeable
either for rupees or for soversigns at the rate of
one sovereign for 10 rupees, but that they should
not be exchangeable for bullion.

4. We are also of opinion that, in order to
mitigate the evils fo be expected from a re-
currence of the late commercial crisis it is
necessary that there should be no delay in the
adoption of tliese measures.
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5. If therefarae, they have yourapprobation,
we propose to give immediate logislative effect .fo-
them. _

6. Inthe event of your approving of the
adoption of the Bovereign .and half-sovereign as
legal tender in India, we request that you will,
without waiting for indents from this couniry,
cause to be sent to the Minta of Calcutta, Madras
and Bombay, such matrics and dies, and drawing,
adjusting or other machinery, as may be necessary
to secure the coining of sovereigns and half-
sovereigns in exact conformity with the coinage
of the Liondon and Sydney Mints, except that
there should be & minute mark (say C., M., and
B., for the respective Mints of Calcutta, Madras
and ‘Bombay), distinguishable only by practlsed
persons with the help of a magnifying glass.

We have, &e.,
(Sd.) JOHN LAWRENCE.
" H. ROSE.

»  R.NAPIER.
,» ° H. 8. MAINE.
,»  C.E. TREVELYAN.

» W. GREY.
» G. N. TAYLOR.
VL

Zrom Sir Charles Wood, Secretary of State for
India, to the Governor General of India sn
Council,

India Office, Liondon,
26 Beptember, 1864.
5. It is .obvious, from #$he information
o ollected by Sir G. Trevelyan, that there is a
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very general desire for the introduction of gold
‘coins in India ; that the people, even in the upper
and remote parts of India, are well acquainted
with the sovereign; and that there is a very
general impression that the introduction of the
sovereign would be well received, and that it
would circulate freely at 10 rupees. Nor can
there be any doubt of the advantage o India,
England, and Australia if this gold coin could be
made the basis of their common currency.

6. It is not proposed at once to change the
> standard coin of India, and indeed it would be a
very serious measure hastily to attempt so great
a revolution in the habits of the peoplse. There
is great wisdom in the observations of the
Chamber of Commerce &t Calcutta that they are
“ strongly in favour of the introduction of gold
as an suxiliary currency, and as a ifentative
measure, which they believe will gradually but
surely lead to tHe adoption of gold as the general
metallic currency of this country, with silver
as the auxiliary; but they are opposed to any
sudden charge being attempted, fearing that any
such attempt would prove unsuccessful, and be
likely to cause great derangement in the com-
merce and finance of India.

7. The ornly practical measure, therefore, to be

" considered is the establishment of a double stand-
“ard of gold and silver, the gold sovereignbeing
"legal tender for the same sum as 10 silver rupees,
8. Iwill not stop to discuss the general
question of establishing & double standard, but
“it appears to me that there are great praciical
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objections in the way of adopting the measure
actually proposed......... ' :

20. At the present price of gold,. with the
various charges of bringing it to India, the
value of the sovereign musb.................. be so
much asbove that of 10 silver rupees that, for
the purpose of making any payment, the latter
coins must necessarily be preferred fto the
sovereign.

91, If there were the means of coining
sovereigns in Indis, it would be more for the
advantage of the holder of bullion to carry silver
to the Mint for coinage rather than gold, and it
would be more for the advantage of the exporter
from England to send silver to India rather than
gold or sovereigns. Even if the sovereign ig
imported from Australia, it would be more valu-
able in Indis than 10 silver rupees.

22, 1If the use of gold in the curremcy of
India enhanced its value there, as is probable,
and if the anticipations which are generally ens
tertained of a diminishing supply of gold, and
increasing supply of silver, should be realised,
the difference in favour of the employment of

silver coin will be greater even than it is af
present.

23. I cannot but think, therefore, that to
enact that a sovereign should be legal tender at
10 rupees, with the view of iniroducing it
largely into the circulation of India, would be
$otally inoperative; and it is yery irexpedient ta
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enact a law which would have no practical effect,
‘snd which it mhight' be necessary to alter in »
very short time.

24. I dam unwilling, therefore, {0 sanction
such an enactment, but at the same time I sea
no objection fo reverting to a state of matters
which prevailed in India for many years, namely
that gold coin should be réceived into the public
treaguries at & rate'to be fixed by Government
.and publicly announced by proclamation.

25, This was the case with the gold mohur,
or 15 rupee piece, from 1835 till Lord Dalhousie’s
proclamation’in 1852, and with other gold coinb
previously to the reformation of the ourrency in
1835,

* * * *

80, 1wish you, therefore, to declare and
to make it publicly known by proclamation, that
sovereigns and half-sovereigns, according to the
British and Australian standard, coined at any
- properly authorised Royal Mint in England or
Australia, and of current weight, will, until fur-
ther notice, be recsived into all the treasuries of

ndia for the same sum as 10 and 6 silver rupees
respectively, and will be :paid out nga.m at the
gaue rate, unless objected to.

81. This -measure appesars to be entirely
nnobjectionable. It i in accordance with the
cautious and tentative course recommended by
the Ghamber of Commerce of Csleutta; it will,
s far as it goes, ia.cmta.te the use of the sovereign
and half-sovereign in a]l pavts of India; it will
E’ve the way for the nse of a gold coinage in

hatever shape lt may ultimately be found advis-
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able to introduce it, and at, the same time it
establishes a preference in favour of the
Bovereign.

‘ I have &o.,

{Bigned) GHARLES WOOD

o . VIL

ExTRACT FROM THE FINAL REPORT OF THE GOLD,
AND SiLvER CoMMissION oF 1888.

- Effect of the changes in the relative values of
the precious metals upon India.

103. We now pass from considerations
which are of general appli-
cation to the cominercial rela-
tions of all' countries having
different standards to the special: case of India.
The exceptional position of that country causes
it to be affected in a special msnner which we
propose to treat separately.

While the metal forming its standard of
valus is silver, its political and, for the most part
its commercial relations are with a country-
having a gold standard.

‘While its #taxes are collacted in silver, &
substantial portion of its outgoings, including the
payments which bave to be made in this country,
are necegsarily disbursed in gold.

104. Of the above circumstances, the most

Extent of its gold important is the fact that the

pagments. 8¢ Government of India has

every year to convert a large

portion of its receipts from silver into gold, in
order to meet its liabilities in England.

‘Special positicn  of
India,
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In practice this operation is affected by selling
in London for gold bills payable in India in rupees.
As these gold payments are for the most part,
fixed in amount, any fall in the value of silver
necessarily compels the Government to sell a
larger quantity of bills, or in other words, to pay
& larger quantity of silver. Ifis this which con-
stitutes its chief difficulty, for (a) it is always
uncertain what additional number of rupees will
be required in any one year, and all calculations
of revenue and expenditure are, therefore, open to
serious modifications between the date when they
are made and the date when they are realised;
(b) it is extremely difficult on political grounds,
to increase the existing taxation; and (¢} the
inoreased amount of silver now required to dis-
charge its gold lisbilities imposes a burden upon
the Indian taxpayer in respect .of & considerable
proportion of those payments.

105. The bulk of the gold paymenis which
-the Government of India is under obligation o
make fall under one or other of the following
heads: (1) interest on debt, (2) interest om the
stock of the guaranteed railway companies, (3)
expenses on account of the British forces main-
tained in India, '(4) pensions and non-effective
allowances payable in England, (5) the cost of the
Home administration, and () stores purchased in
England for use or consumption in Indi:..

* » L2

108. 'The difficulties of the Government of
India consist, however, not

ﬁﬁﬁ:ﬁiﬂmv'ﬂd‘g only in the additional number

exohange. * of rupees which it is compelled
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fo find from year to year in order to discharge its
gold liabilities, but in the uncertainiy caused by
the fluctuations in the rate of exchange, which
makes it impossible to forecast with any accuraoy
its future expenditure.

The following table shows the rate of ex-
change estimated in the Budget, the rate actually
realised, and the additional expendifure caused,
or the eaving effected by the divergemce, since
1874-75.

E"—F: o Difference.
] .
2ol g | 3
Year. © E s § g -y
sE%| Sy | % | %
222 | 23 2 o
waeMA s @ 2
=1 ~ 5] I
s. d. ls. d. K w
1874-75 ... 11 10375:1 10'156(15,91,764
1875-76 ... {1 9°875/1 9°626/19,567,917
1876-77 ... |1 845 |1 8508 ves 76,736
1877-78 ... J1 923 {1 879138,48,050
1878-79 ... |1 84 11 7-79456,87,129
1879-80 ... |1 7 1 7961 84,40,737
1880-8f ...11 8 1 T7-956| 4,24,722 .
1881-82 ... |1 8 1 '789510,17,482
1852.63 ... [1 8 1 7-525|37,46,890
1883-84 ... '1 75 |1 7538, .. |36,29,902
1884-85 ... 1 75 [1 T7-308/18,97,307
1885-86 ... |1 7 1 6-254(66,82,638
1886-87 ... |1 6 1 5'441/65,17,721
1887-88. ... |1 5% 1 4-89%(71,90,097
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It will be observed that' during the above
penod the actual rate excoeded the estimated rate
in only three years, and' that on the whole the
effect of the fluctwations was to cause a' consider-
able increase in expenditure over what had been
anticipated when the financial arrangements of-
the year were madse,

109.. Reference has been made in a previous

pardgraph to the difficulty of

D;E;“}'I Y:If“s““’l‘“ﬁ’ attracting capital to silver~

:E::t of :{e country, | _ USIng countries, owing to the

" reluctance of caplt-a.hlts to

invest i in securities, the return on which they are
unable to calculate with certainty.

This consideration applies with special force
to the case of the Governmént of India, with
whom it necessarily lies to take the initiative in
any scheme of public works for the betfer deve-
lopment of the country.

The torm of investment which native capital
has adopted from time immemorial is hoarding,
and though there may be some tendency to invest
in the securities offered by the Government, it has
made but slow progress, snd since the divergence
botween the value of gold and silver: first mani-
fested itself, the ihducement to hoard the more
valuable metal has rather increased.

In former times, when' the relative wvalue of
the two metals was more stable, the Government
were abla to raise loans, both oapital and interest”
being payable in silver ; and the terms on which
they were raised were about the same in Calcutta
and London. The price of 4 per' cemb. rupee
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paper in 1873 varied between 101§ and 105} in
Caleutta, while the price of the 4 per cent. sterling
stock in Liondon was from 101 to 106 Butin
1847 the former security was from 95} to 99,
while the 3} per cent. sterling stock in Liondom
varied befween 100} and' 104, or but very little
below the 4 per cent.stock 14 years before.

110. Of the three rources of embarrassment

: to the Government which we

. UW;“““! of sll hgye indicated above, per-

lﬂ':;l; AITROGENENtS  haps the most serious is the

uncertainty which must neces-

garily attend all the calculatione on which their
financial arrangements for the future are based.

Apart from any question of exchange, both
the revenue and expenditure in India are from
various causes, it is said, more subject to fluctu-
gtions and uncertainty than is the case with
European States generally.

. But in addition to these contingencies an
tunexpected fall in the value of silver may involve
d loss of revemue which could not have been
foressen when the financial arrangements of the
year were made, and this difficulty would be
aggravated in the case of arrangements extending
over many years. The extent of the inconveni-
once thus caused may be inferred from the ﬁgures
given in §108.

Even if the precise limits of the fluctuations
«could be foretold with greater accuracy, neither
" revenue nor expenditure could be made to accom-
wiodate itself to variatlons of such magnituda.
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For it would be difficult to impose and remit
taxation from year to year without causing great
discontent among a population who are unaccus-
fomed to chaunges in their fiscal arrangements,
and to whom it would be difficult to explain the
circumstances which had rendered the changes
necessary.

111. Grave objections are also entertained
to progrescive increase of
taXation to meet either un-
expected fluctuations or a
continued fall in exchange. A large portion of
the revenue generally is inelastic and mnot
easily increased. The land revenue, from which
source is derived nearly one-half of the nef-receipts
of the Government, has beenn fixed on 8 silver
basis, in some cases in perpetuity and in others
for a long term of years

The salt tax has been increased since the
commencement of our inquiry, and we are told
that it would be difficult to raise much additional
revenue from this source. The opium receipts
are of a very precarious nature, and have shown
a tendency to fall off in recent years; and it is
stated that it would be difficulf to find any avail-
able branch of the Indian revenue which could be
relied upon to bring any large addition to the
Exchequer.

112. Another interest to which our attention

Caso of B : hag been directed is that of
830 of European em-  $he Buropean employees of the
ﬂg::” of the Govers- @ vornment of India. They
"receive salaries paid in silver,

Objections to increas-
ing tazatiof,
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and calculated with some regard to the cost of
living in India, and to the necessity imposed upon
them of remitting home a certain proportion of .
their incomes. Bo far as their incomes are spent
in India or are devoted to the purchase of com-
modities, the gold price of which has fallen as
much as that of silver, they do not sustain any
loss. But on a large proportion of their remit-
tances to Burope they derive no benefit from
the fall of gold prices, as the fall has affected
wholesale more than retail prices, and has not
affected at all many of the prices in which they
areo interested.

In reply to this it is pointed out that the
loss sustained by the servants of the Government
in connexion with their remittances is & matter
for discussion and settlement between themselves
and their employers. If the salaries of the
Indian officials do not represent as much real
remuneration as before, the Government will
ultimately be compelled by the same forces which
sottle the market value of all other commodifies,
to increase their salaries.

113. The above allegations relate to matters
affecting only the Govern-
ment of India as a Govern-
ment, and its employees. The
country if its commercial intercourse with other
countries is subject to the same disadvantages
and disturbing influences which affect the inter-
national trade of silver-using countries generally
with gold-using countries, and which have been
described above. '

Effeot upon the doun-
try as a whole.
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.On the other hand it is urged—

(¢) That with the exception of the Europea.n
employees of the Government, no class in India
can be shown to have suffered by the fall in
exchange ; that on the contrary, those interested
in oxports would appear to have gained some
advantage by the stimulus given to their several
industries, and those interested in imports have
secured the benefit of the fall, of gold prices which
has taken place in Europe.

{b) That consequently the people of India
are as well, if not better, able to bear the

"increased burden of taxation rendered necessary
by the fall in the value of their currency. *

{¢) Thatif and so far as silver has fallen,
silver prices are higher than they would have
boen without that fall, and in that case the fall in
silver, .f it has added to the sum which the Indian
Government have to raise by taxation in order
to pay their gold debt, has lightened the burden
which, but-for that fall, wculd have rested on the
Indian taxpayers.

VIIIL. :
Eztract from the despatch from the Government
of Indsa to the Secretary of State for India,
No. 368, dated 13th October 1876.

8. Woe consider it certain that, if we should

' : find it necessary to make any

-The problem of intro- R it
duei durd, Chenge in our standard uni

Qeiog & new standurd of value, it would be incum-

bent wupon us socner or later, and mare or lesa

quickly, te call in our old currency, and directly
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or indirectly at the public expense, to substitute
‘s new currency representing the new standard by
Treal value. Our present standard unit of value
‘would, doubtless, immediately csase to exist, if we
were simply to cease the manufacture of oins of
‘this standard ; and provided only that we did not
annex condifions 8o gevere that &hey could not be
profitably accepted, any new standard that we
might adopt would be established at once by the
mere ach of opening our mints to the manufac-
ture of coins of the new standard slone, upon
fixed and uniform conditions. Our existing full~
legal-tender coinage would, if we authorise the
manufacture of no new full-legal-tonder money,
represent domestically a new standard, the value
of which would be the monopoly value of the ex-
isting stock of coins. If we introduce & new and
more valuable standard, they existing coins would
represent domestically the new standard, just as
the full-legal-tender silver coins of France and
her associates of the Liatin Convention now rep-
resent domestically not their own independent
value,’but that of the coins of equal nominal value
in gold, which is for the time being, fhe sole mo-
netary standard of those countries. ’
9. . We are thus quite aware that our stan-
a1 enhanced standard  Gard of value might be en- -
esnnot he introdaced+ hanced without any immedi-
withont intredurirgan  gte change in the body of
pnflanced currency- “our currency; and that we
might, for a time, enjoy many of the
hdvantages of a gold standard without under-
going the expense of introducing a.gold currency.
But we wholly distrust the advice and con-
tlusions of those who think that such a state
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of things could be tolerated permanently or even
for any considerable length of time; in other
words, that we could introduce an enhanced stan-
dard, and yst, indefinitely, escape the obligation
to introduce an enhanced currency. 8o long as
the currency of a country 'is out of accord with
the standard, the couniry is exposed to all the
evils of an incovertible paper currency; the value
of its money abroad differs from its domestic
value, and the communify is exposed to the dep-
redations of coiners and forgers. It is not, we
conceive, necessary for us to mulbiply arguments
on this point : bub we must record our deliberate
‘conviction that, although we could, hardly, under
any circumstances, bope to effect an enbancement
of our standard of value, without being compelled
to endure, for & fime, the evils inseparable from
& currency not truly representing the standard,
it would be our imperative duty to adopt immedi-
ato and definite measures $o bring this state of
things to an end, within a specified time, by the
introduction of & sound currency, that is to say,
of a currency representing the standard by its
own independent value abroad as well as af
home. '
14, To raise the standard of value of any
. ... country above its actusal or
B"‘:l"‘ll‘,“f :;‘::’il:‘ f‘:t'ut vory recent value would be
e dard of valaor a breach of the public faith,
. Innumerable contracts are
made, day by day, upon the basis of the standard’
unit of value and in the faith that no change will
be made in the standard : the parties to such con-
tracts must accept the risks of any natural and
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fortuitous changes in the value of the standard
of value; but although the State might upon suffi-
cient cause shown, properly and with bemefit fo
all concerned, interfere to prevent, by its own act,
future voilent changes in the value of the stand.-
ard, it could not, without injustice to numerous
private interests, carry any such adjustment far
backwards. '

15. It is especially important to observe
that the State would bave no right to change or
enhance the standard wunit of value either for the
benfit of the public revenues, or of any class or
classes of the community, however influential or
valuable, or on any ground other tham that the
relations of the whole community were so dis-
turbed by the alteration of the value of the stan-
dard that the commonweal required its readjust-
ment.........

IXI

Depatch from the Government of India
to the Secretary of State for India,
No. 68, dated 23rd March, 1892.

We have the houour to forward, for your
Lordship's information, & copy of the correspon-
dence...... with the Bengal Chamber of Commercs,
in which the Chamber enquires what we propose
“to do with reference to the heavy fall in the value
of the rupee which has followed on the fall in the
price of silver in the United States.

2. Your Lordship is aware of the anxiety
with which we regard this question, and of its
high importance in our estimation as affecting the
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interests of India. Wa have at various times
fully expressed our views om the subjeet, and it
is unnecessary to repeat them here. Bui we de-
gire to say that the wviolent oscillations in the
price of silver since 1890 and its rapid declinme.
during the last year to the Jowest point yet
reached cause us, as they have caused the mer-
caniile community, the gravest anxiety for the
future.
3. We are desirous, as we have always been,
Bettloment of tho sil of aiding in the settlemeut of
wer question by inter- the silver question by intex-
national agreswent, national agreement, and if
proposals should be made by
the United States, or by any other Government
for the holding of an international Conferencs,
weo trust that Your Liordship will lend those pro-
posals your strongest support.

4. In our opinion it is not open to question
that if international agreement is nof arrived af,
the United States Government will soomer or
later be driven either to the adoption of a silver
standard or to the abandonment of its purchases
ot silver. It is certain that the cessation of the
purchases of silver by the United States could
not fail fo depress still further the price of that
‘metal, and the policy to be followed by India
in that event deserves the moat serious consider- .
ation on an early date-

5. The stoppage of the coinage of silver by
the United States will probably, if i1t should come,
come suddenly, and if we defer until it bas takan
place tha consideration of the measures which i
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that eveni it may be expedient to adopt,; we
shall find ourselves unprepared and left with no
time for due consideration, . .

: 6. Wae are therefore of opinion that the sub-
ject-should be considered in all its bearings be-
forehand, and we recommqn& that, in view of the
possible action of the United States in the future,
Her Majesty’s Government should now take intg
consideration the question whether any, and if so
what, measures can be adopted for the. protection
of Indian interests against the further decline in
the gold value of the rupee to which, for the
reasons we have given, we may be at any moment
oxpoeed, and the violent fluctuationsin the relative
value of gold and silver to which, under present
eircumstances, we cannot assign -any limit either
in time or in amount...:...

X. _
Despatch from the Government of India to
the Secretary of State for Indiu, .
No. 160, Dated 21st June 1892, ‘
In onr Financial Despatch No. 68, dated 23xd
March 1892, we requested  Your Lordship to lend
your support to any proposals that might be
made by the United States of America, or any
other country, for the settlement of the silver
question by International .Agreement. At the
same iime we called atiention to the probability
that failing an infternational agreement, the
United States would be forced to stop the
purchase and coinage of silver, and we requested
that Her Majesty’s Government, in: view of
thiz gomiingency should =now .take info conm«
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sideration whether any, and if so, what, ‘measures
eould be adopted for the protection of Indian
interests.

2. Binee that Despatoh was written we have
learnt with satisfaction that Her majesty’s Go-
vernment have acoapbod the invitation of the Uni-
ted Stabes to take part’ in an Iunternational Con.
ference to consider measures having for their object
the more extended use of- sil ver as currency, and
that Your Lordship agrees with us in the impor-
tance of Indian interests being properly represen~
ted. .
At the same time we cannot overlook the
strong opposition to the
introduction of the system
of double logal tender into
Great Britain that has been mainfested in certain
quarters, and we observe with regret that the
Conference bas been summoned to consider the
question of the more extended use of silver as
currency, and not for the purpose of considering
the adoption of an International Agreement for
the free coinage of gold and silver, and the mak-
ing of both gold and silver coins legal tender at
a definite and uniform ratio.

3. We fear that a refusal on the part of
Great Britain to adopt the system of double
legal tender may be fatal to an Internations}
fgresment for the free coinage of both gold and
silver, on a sufficiently wide basis, and we believe
that & limited increase of the quantity of silver
used ag currency will exercise a very #rifling in-
fluence {if any) in raising, or preventing a fall in
the gold -price.of silver, while it would be wholly

English opposition to bi.
metallism. .
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without effact in the far more important malter
of preventing fluctustion in the relative value of
the two metals. We greatly regret this state of
affairs, both because we believe that no other
country is so deeply interested in, or would bens-
fit so greatly by, & uniform standard of value
throughout the civilised world as Great Britain,
with her vast system of trade and the greai
extont of her finance, and because the fina} re.
jection of an Internafional Agreement for free
coinage of both gold and silver will leave this
country face to face with & problem of the great-
est difficulty. :

4. If the forthcoming International Confer-
S ence fails t0 arrive at-a
n‘oll';g‘;:‘ gﬁ‘“ﬁe?";liin:: satisfactory decision xe-
of silver if the Interna. garding the question, we
tional Conference fails. apprehend that it will very
soon be necessary for the
United States to decide either to accept a silver
standard, or to abandon the purchase and coinage
of silver on a scale in excess of what is required
to keep up the necessary subsidisry coinage.

1f the United States sbandon the attempt to
maintain the use of silver as standard money,
there must be an immediate and very great fall
in the price of silver, which would react on tha
Indian exchanges and increase indefinitely the
rupee burden of our sterling obligations.

_ The recent fall in the rate of exchange has
already imposed wupon our finances & burden
'which we shall have some difficulty in mesting,

. and we cannot contemplate without dismay the
|
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prospect of another fall of indefinite amount,
attended no doubt with great and sudden fluctua-
tions in the gold price of silver, and o be followed
possibly by further falls in the future.

It must also be remembered that, if the present
conditions continue, the pecuniary difficulties of the
Government of India will not be limited to the
loss by exchange. Thefall in silver causes dis-
tress to & very large mumber .of our European
officers of all services, but specially of the army,
who have to remit money to their families 1n
England. The distress is rapidly becoming
acute. It has been borne hitbherto with great
patience. But, in the case which we have just
gupposed, we shall, unless the efficiency of the
service is to suffer, find it necessary to satisfy, in
& reasonable manner, claims involving compensa-
tions to a large amount.

5. We have carefully reviewed all the cir-
cumstances of the case and we desire to place on
record for your Lordship’s information our deli-
berate opinion that if it becomes evideni that
the International Conference is unlikely to arrive
at s satisfactory conclusion, and if a direct agree-
‘ment between India and the United States is found
to be unettainable, the Government of Iundia
should at once close its Mints to the fres coinags
of silver, and make arrangements for the introw
duction of a gold standard. ;

In arriving at this conclusion we have beem
‘mainly influenced by a consideration of the faok
that the sbandonment of silver by the Unifed
States ' of America would involve the perpe-
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tuation of all the evils from which we have
suffered during the last twenty years, and possibly
their perpetuation in an aggravated form, unless
steps are taken for the establishment in India of
a gold standard.

Woe believe that public opinion in India is
ripe for the adoption of decisive measures, that
the stoppage of the coinage of silver would
be generally approved, and that we might
safely count on receiving every reasonable assis-
tence from the commercial and banking claeses
in the attempt to introduce a gold standard......

X1

Notification by the Government of India, Finance
and Commerce Depariment, No. 2662, dated
26th June 1893.

The Governor General in Councll hereby
announces that until further orders gold coin aud
gold bullion will be received by the Mint Masters
of the Calcutta and Bombay Mints respectively
in exchange for Government rupees, at the rate
of 7°53344 grains troy of fine gold for one rupee,
on the following conditions :—

(1) SBuch coin or bullion must be fit for
coinage.

(2) The quantity tendered at one time must
not be less than 50 tolas.

(3) A charge of one-fourth per mille will be
made on all gold coin or bullion which is melted
or cut, 80 as to render the same fit for receipt into
the Mint,
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(4) The Mint Master, on receipt of gold
coin or bullion into the Mint, shall grant to the
proprietor a receipt which shall entitle him to &
oertificate from the Mint and Assay Masters for
" the amount of rupees to be given in exchange
for such coin or bullion payable at the General
{Beserve) Treasury, Calcutta or Bombay. Such
certificates shall be payable at the General Trea-
sury after such lapse of time from the issue thersof
ag the Comptroller General may fix from time
to time, '

XIL.

Notification by the Government of India, Finance
and Commerce Department, No, 2663, dated
26th June 1893.

In .suppression of the Notification by the
Government of India in the Financial Depart-
ment, No. 3287, dated the 28th QOctober 1368,
which is hereby cancelled, the Governor General
in council is pleased to direct that, from and after
the date of this Notification, Sovereigns and
Half-sovereigns of current weight coined at any
suthorised Royal Mint in England or Australia
shall be received in all the Treasuries of British
India and its dependencies, in payment of sums
due to the Government, as the equivalent of 1§
rupses and of seven rupees and eight annpas
respectively.
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XIII.

Notification by the Government of India, Finance
and Commerce Department No. 2664, daied
26th June, 1893,

In exercise of the powers conferred by the
Indian Coinage and Paper Currenay Act, 1882,
as smended by the Indian Coinage and Paper
Currency Act 1898, and .of all other powers
enabling him in this behalf, the Governor General
in Council is pleased to direct that currency notes
shall be issued by the Head Commissioner of
Paper currency Caloutta, and by the Coxmissioner
of Paper Currency, Bombay on the requisition of
the Comptroller General, in exchange for gold-
coin or gold bullion at the rate of one Govern-
ment rupee for 7°53344 grains troy of fine gold.
"Sovereigns and balf-sovereigns of current weight
coined at any authorised Royal Mint in England
or Austrazlia shall be taken as the equivalent of
fifteen rupees and of seven rupees and eight
annas respectively.

XIV.

Eztract from a Minute by the Hon’ble Sir David
Barbour, dated 16th October, 1893,

9, We have taken the preliminary steps
towards introduéing a gold standard into India,
and it is of vital importance that our policy
should be carried to a successful issue. DBefore
the Indian mints were closed to the free coinage
of silver, it was possible to hope tbat that mea-
sure would of itself lead ta the rise of the rate of
exchange to 1s. 4d., that we should only bave to
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wait while a gold reserve accumulated under
trade influences and that the gold standard could
be introduced into India with but little trouble.
It seems impossible any longer to entertsin the
hope that the mere closing of the Indian mints to.
gilver will lead to the accumulation of a gold
reserve, and bring about the effective establish-
ment of a gold standard without its being neces-
pary for us to take any further steps in the
matber. : ‘

According to present appearances the estab-

: lishment of a gold standard

The establishment of & will be & work of fime and

E°‘&::‘;“Sf“‘:i:l‘e"‘g‘n‘3 labour, involving sacrifices so

. labour. heavy that they may tax our
regources to the utmost.

10. On the other hand, the speedy estab-
lishment of the gold standard is most desirable.
Wae have neither a gold standard nor e silver
standard ; our trade with China suffers severely
and our trade with gold standard countries has
not so far been appreciably facilitated. The
measures taken to improve the position of the
European services {the grant of exchange com-
pensation allowance and of favourable rates for
the payment in England of rupee pensions and .
furlough sllowances) have, in round figures, con-
verted s rupee liability of Rs. 4,380,000 into &
sterling liability of £3,812,000. This conversion
at favourable rates of rupee liabilities into ster-
fing liabilities has added materially to our rupee
‘expenditure, and the additional expenditure will
increase with every fall in the exchange value of
%he rupee, and must aggravate our financial diffi-



INDIAN CURRENCY 5T

culties s0 long as we are ‘unable - to -effectivaly
establish the gold standard.

11. The establishment$
DifSoulties of the task.  ©f the gold standard in India
has been undsrtaken wunder

epecially unfavourable conditions.

In the first place, the drawings of the Secre-
tary of State are very great in proportion to the
magnitude of India’s trade and of her fotal
revenue, and, as I have already shown,these draw-
ings do not constitute the whole of the burden of
this nature which falls on that trade. .

In the next place, we are attempting to in-
troduce, or hoping that we may be able tu intro-
duce, a gold standard at a higher rate of exchange
than that which prevailed when the Indian mints
waere closed to the free coinage of silver.. ... a task
the magnitude of which it is 'mposmble for us to
messure.

In the third place, we are trying the experi-
ment when our finances are seriously embarrassed,
and when expenditure materially exceeds revenue.

Considering the magnitude of the interesis at
stake, and the difficulties we have to meset, we
ought not to throw away a single chance, or to do
anything which might delay success by a single
month., The longer the delay in establishing the
gold standard, the weaker will be the confidence
of the general public in our ability to make the
gold standard effective ; and: the greater our loss
of credit, the more difficult will.our task become....
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18, Thae only sound and certain method of
establishing the gold standard
.is to be found in the necessary
reduction of the rupee cur-
rency. We know that there are many coined rupees -
in existence which may be poured into that cur-
rency and we can neither say what the total amount
may be, or what length of time it may- take to
make the necessary reduction. Nevertheless the
difficulty must be faced,.and the sooner it is faced
the better. There can no real reduction of the
currency until we possess a surplus of revenue
over expenditure wrich may be devoted to this
purpose, and in my opinion the primary duty of
the Government of Indis is to re-establish finan.
cial equilibrium either by reducing expenditure or
by imposing additional taxation. Any surplus
that would then be available should be devoted
to the withdrawal of the redundant currency.
The process may bb tedious and difficuls and in-
volve a heavy sacrifice, but if we persevere in
this course we may hope that the gold standard
will ultimately be established, and by no other
process can we make certain of arriving at the
- desired result.
 14. The task of establishing a gold standard
will be facilitated if, st the same time, we can suc-
ceed iz reducing the total amount of the remit-
tances fo England, and in any case we ought sc-
rupulously to avoid increasing them. However
beneficial the construction of new Railways may
be, we riust recollect thata heavy expenditura
from borrowed money on Railways would not only
involve, for & time at least, an increase of net ex-
penditure and thus render it more difficult to es-

Reduction of rupee
currency.
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$ablish financial equilibrium, but would add per-
manently to the amount that has §o be remitted to
England, and thus directly tend to depress ex-
<hange, and counteract any efforts we may make
towards the establishment of the gold standazd.

The measures which the Government of India
should adopt, are in my opi-
nion, as follows :—

(1) The immediate establishment of finan-
<cial equilibrium, whatever the cost may be.

(2) The devotion of any surplue that may be
-obtained to the reduction of the number of coined
rupees in circulation, such reduction of the cur-
rency to be carried as far as may be found neces-
sary to produce the desired result.

(3) The teduction of, or at least the avoid-
ance of any increase to, the Home charges and
“the total remittances to England—a process which
necessarily involves the application of a strict
limit to the construction of Railways snd Canszls
from borrowed money, and which, if the Famine
Grant is suspended, will necessitate s contraction
-of the present Public Works programme.

XV.

Egztract from the Despatch f'.:;o;n the Governinent
of India to the Secretary of State No. 261,
dated the 16th September 1897.

* We have the honour to acknowledge receipt

of your Lordship’s despatch

Tndio Deire o o™ No. 129 of August 5, 1897,
asking for our opinion whe-

Mewsures to bo adopted.
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ther the Indian mints may be reopened to silver
as part of a contemplasted arrangement under
which France and the United States of America
will open their mints to silver as well as gold.

. 3. The changes which are involved in the
arrangements proposed to Her Majesty’s Govern-
ment are the following. France and the United
‘States are to open their mints to the free coinage
of silver, continuing the free coinage of gold and
the unlimited legal tender of coins of both metals,
the ratio remaining unchanged in France and being
a.lt?red to the French ratio of 15} to 1 in the
United States. India is to open her mints to
silver, to keep them closed to gold, and to undex-
take not to make gold legal tender. France and
the United States would thus be bimetallic ; India
would be monometallic (silver) ; while most of
the other important countries of the world would
be monometallic (gold).

4. The object which the proposers bave in
view is the establishment of a stable relation bet-
ween the values of gold and of silver. This would
include the establishment of a stable -exchange
between the rupee and sterling curremcy, which
was the object of the Government of Indiain the
proposals made in’ our Financial despatch No. 160
of June 21,1892, which proposals ultimately re-
sulted in the adoption, in view to the attainment
of that object, of the policy of a gold standard,
and in the closing of the mints to the free coinage
of silver. ’

If then it were certain that the suggected
measures would result in the establishment of &
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stable ratio, the Government of India migh$ well
consider whether their adoption would not be pre-
ferable to the policy to which they committed
themselves in 1893 in the hope of attaining the
same result by isolated action on the part of
India alone. The principal questions, therefore,
for us to consider are whether the measures are
more likely to succeed than the policy of 1893,
and what consequences to India may be appre.
"hended if the measures should fail of success after
being brought into operation....... '

5. The first resulthoi the suggested measures,
: . i they even temporarily suc-
ai:;he;:i%?;mg c:ifl]i:g coed in their objecs, would be
would canse intense dis- an intense disturbance of
torbance of trade snd Tpdian trade and industry by
industry, the sudden rise in the rate of
exchange which, if the ratio adopted were 15} to
1, would be a rise from about 16d. to about 234
the rupee. Such a rise is enough to kill our ex-
port trade, for the time at least. If the public
wore not convinced that the arrangement would
have the effect intended, or believed that it would
not be permanent, the paralysis of trade and in-
dustry would be prolonged und accompanied by
acute individual suffering ; none of the advantages
expected would be attained ; and the country
would pass through a critical period which would
retard its progress for years.......
8. Moreover, it seems to us somewhat
. unfair to expect that India
lgggfm of the policy of by ould, after its atruggles and
. difficulties of the last dacada’
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consider itself on the same plane in the discussion
of these projects, as France and the United States.
India has since 1893 passed through a period of
serious tension and embarrassment alike to trade
snd to the Government. We are satisfied that,
great as have been the troubles which have
attended this period of transition, the attainment
in the end of the paramount object of stability
in exchange is worth more than all the sacrifices
made. We believe that our difficulties are now
nearly over and that we shall in the near future
succeed in 'establishing a stable exchange at 16d.
the rupee by continuing the policy initiated in
1893....... .
20. We believe, however, that whatever
inducements are held out to
Indisn currercy aystem g by other nations, our best
:ﬂ:ﬂdfl(’;“;'t“ﬁ:idm: b oolicy in monetary matters
' is o link our system with
that of Great Britain, Qur commercial connexions
with that country are far more important than
those with all the rest of the world put together,
and more than a sixth part of our expenditure is
incurred in thut country, and measured in its
currency. The advantages which in this respect
we gain by following the lead of Great Britain,
are not obiained, or not fully obtained, if we
become members of &8 monetary union in which
Great Britain takes no part. And indeed, as we
‘have already expluined, we have little Lopes of
an eofficient union being formed wunless Great
Britain is a member. ‘'We think it a reasonable
position for us to take with regard to the present
proposals by France and the United States, that
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wo should say that the Government of India
strove long and earnestly %o further the for-
mation of gn International Union : that when they
saw that-the opposition of England rendered:
impossible the attainment of that object within
any measurable time, they temporarily abandoned
their efforts in that direction and decided, ag the
least prejudicial of the courses open to them, to
throw in their lot with Great Britain and to
asdopt the gold standard: that, as it appears
improbable that an effective union will be formed
without the adhesion of Great Britain, and as the
measures adopted to introduce a gold standsrd
in India are now approaching final success, they
consider that it will be wisest to adhere to the
course adopted in 1893 until Great Britain is
prepared to join in international bimetalliem g
and that therefore they wish to adhers to the
same monetary standard as Great Britain, with
which nation they are most closely linked both
in respect of their commercial relations and
in all ot her respects, and to refrain from becoming
a party to arrangements with other nations in
which Great Britain sees ample reasoms for
refusing to join.......

30. To sum up, our reply to Your Lordship's
reference is a strong recommendation that youw
should decline to give the undertaking desired by
France and the United Btates. Our unanimous
and decided opinion is that, it would be most
unwise to reopen the mints as part of the proposed
arrangements, specially at a time when we are to
all appearance approaching the attainment of
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atability in exchange by the operation of our owr
isolated and independent action.

XVL " |
Egtract from the Report of the Indian Cursency
. *C‘ommittec of 1898.
* * *

Tt is of greater practical importance at the
present time to consider
) what steps the Govern-
ment of India contemplated taking when, by
their methods, that state of things had been
established which is in actual operation to-day.
They did not definitely propose to make gold
coins & legal tender; but they did not hesitate
to express the opinion that ‘“the only state of
thingswhich can be called a thoroughly satisfactory
attainment of gold standard is one in which the
gold coins which represent our standard are
those also which are good for payments in
England.” As a matter of principle therefore,
the Government of India favoured agold standard
with a gold currency.
49, This brings us to the eonsideration of
- ) schemes which have been
ont‘f;l?d"’c“‘:'::ﬁ;“h' proposed for establishing s
gold standard wethous a gold
ourrency. Great stress has been laid upon the
hoarding habits of the natives of Indin; and, in
view of the direct encouragement which & gold
ourrency might give to the hoarding of gold, it
bas been represented to us by Mr. Lesley Probyn
that, ** if gold coins were passed info the currency
it would beat first like pouring water into a seive,”
He accordingly proposed (1) to institute a separate

A good currency.
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issue of gold notes of the denomination of
.Rs. 10,000; {ii) to issue such mnotes only in
exchange for gold; (iii) to make them payable
(at the option of the holder) either in rupees or
in gold ; (iv) to make it optional o the Currency
Department, when gold is demanded, to pay
either in sovereigns or in gold bars of not less
than 67I. It wsas hoped that gold would be
attracted to-India, and that a gold reserve would
be gradually accumulated which would be strong
enough to allow the Government to undertake
ultimately the wuniversal convertibility into
gold of all rupees and rupee-notes, when
presented in parcels of not less.than Rs. 10,000.
Under the scheme the gold standard would be
left to automatic agencies fo establish, and its
gstablishment would coincide with an ultimate
undertaking to exchange rupee currency for gold
bare of high value. .

50. On this scheme we may remark that,

. while bullion may be regarded

TI:'E 1;19‘; lallldi.l:.:t.' :’1: as thehinternational medium
8000 of exchange, there is no pre-
European nsage. cedent fgr its parma.lfent
adoption for purposes of internal currency; mor
does it accord with either European or Indian
usage that the standarded metal should not pass
from hand to band in the convenient form of
current coin. No real support for such a scRemse
is to be drawn from the purely temporary pro-
visions of “ Peel's Act* of 1819 whereby, for a
limited period, the Bank of England, as a first
step to the resumption of cash payments, was
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-suthorised t0 cash in stamped gold bars, its notes,
when presented in parcels of 300{. Little or no
demand for gold bullion appears to have been
made on the Bank wunder these temporary
provisions, which were repealed at the instance of
.the Bank itself in 1821,

- As regards the hoarding difficulty in India,
o we are not satisfied that the
Hoarding.. dapger therefrom is so great
.88 has been suggested. There is little or no
Jikelihood, even according to the most sanguine
view, that for a long time to come gold coins,
even if declared a legal tender forthwith, would
find their way to any great extent into general
circulation. Even under silver monometalism
India imported and absorbed gold, as she is doing
to-day and as she may be expected to do in the
future, no matter what her system of currency is.
In a strongly conservative country like India
no sudden changes are be expected in tha babits
and customs of the peopls, parficularly in matters
-relating to currency and hoarding, but, while we
‘must. look to.the continusnce of the habit of
‘hoarding, we msy also foel satisfied that, untik
-gold-has penetrated into general circulation (so
far ms the relafively small transactions of India
:permit),  there will: bé no ‘materially increased
‘temptation to the natives of India to hoard gold
jnsttad of silver. .Moreover, the introduction of &
gold currency into India would not be an untried
experiment. As has been shown above, gold
coins were in cbminon circulation in India gener-
ally within living memory, and were expressly
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 stated in 1806 to form the principal currency and

money of account of Madras. If hoarding did
not render & .gold circulation an impossibility
in the pasi, we look.for no such result in the
future.

51, Consequently, we are of opinion that the
habit of hoarding does not present such practical
difficulties ag to justify a permanent refusal to
allow India to possess the normal accompaniment
of a gold standard, namely, a gold currency.

54. We arein favour of making the British
A gold standard anda SOVereign & Jlegal tender and
gold  currency recoms & current coin in India., We
mended. also consider that, at the
game time, the Indian Mints should be thrown
open to the unrestricted coinage of gold on terms
and conditions such as govern the three Austra-
lian branches of the Royal Mint. The result
would be that, under identical conditions, the
sovereign would be coined and would circulate
both at home and ix India. Looking forward as
wo do to the effective establishment in India of
a gold standard and currency based on the prin-
ciples of the free infiow and outflow of gold, we
recommend these measures for adoption. ‘

55.. Under an effective gold standard rupees
would be foken' coins gubsi-

Convertibility. diary to the sovereign. But

' existing conditions in India do
not warrant the imposition” of & limit on the
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amouunt for which they should constitute a legal
tender ; indeed, for some time to come, no such
limitation can be contemplated.
* w* * w
37. Qutside the United Kingdom there are
ot re . two oprincipal instances of
pomertibility Doited COuUntries with & gold stan-
States. ' dard and currency, which ad-
mit silver coins to unlimited tender. These coun-
tries aro France and the United States of America.
In Fraunce the five-franc piece is an unlimited ten-
der and for all internal purposes is equivalent to
gold. The same remark applies in the United
States to the silver dollar. At the present time
there is no addition fo the coinage either of five-
franc pisces or of United States® silver dollars. In
the case of the five-franc piece, there was free
coinage up to 1874 ; in January the coinage was
limited and in November 1878 it was suspended
altogether. With the repeal in 1893 of the pur-
chasing clauses of the Sherman Act, the same re-
sult was reached with regard fo the United States’
silver dollar., Both in France and in the United
States the mints are now closed to the coinage
of silver coins of unlimited tender. In neither
country are such coins convertible by law into
gold ; in both countries alike they are equivalent
to gold for all internal purposes. For interna-
tional payments, so far as epecie is concerned,
France and the United States depend ultimately
or the international medium of exchange, which
is gold. In the last resort, it is their gold which,.
aoting through the foreign exchanges, maintains
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the whole mass of their currency at its nominal
value for internal purposes.

58. We do not doubt that it is, in theory,
_ possible to attain the same
w:*;stfi;ﬁri;#m ;’f“:hﬂ result in India, as in Franc; ‘
P and the United States o
:;l::‘:::e,gdd valoe of America, by limitation of the
quantity of the rupee currency.
The special difficulty in the case of India is one
of degree and not of principle. We are unwilling
to commit ourselves to the acceptance of the esti-
mates which have besn made of the number of
rupees actually circulating it India. There can
be no doubt buf that is is very large; and there
aro also large quantities of rupees in existence
which, though not actually circulating, might,
under certain conditions, be brought into circula-
tion. On this account doubts have beemn enter-
tained in the past whether the mere closing of the
Indian mints to silver would, in practice, be
attended with such a restriction of the rupee
currency as would make the rupee permanently
exchangeable for gold at a fixed rate.

The experience which has been gained since
the closing of the Indian mints supports the be-
lief that thie result will be attained. From the
nature of the case, the demand for rupee currency
increases every year ; there ia no evidence that
large quantities of rupees that were formerly
hoarded have been thrown into circulation since
the mints were closed ; the exchange has risem
steadily since 1894.95, and the rupes iz now actu-
ally exchangeabls for gold at the xate of 1s. 4d.;
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rwhile the demend for additional currency has been
80 great that over 2,370,0001. in gold has been
paid to the Indian Treasury for the purchase of
gilver rupees.

The forces which affect the gold walue of the
Tupes are complicated and obscure in their mode
of operation, and we are unable, therefore, to say
-positively that the mere closing of the mints to
silver will, in practice,. lead to such a limitalion
-of the rupee currency, relatively to the demands
for it, as will make the rfupee permanently ex-
changeable for gold at a fixed rate; but we have
no hesitation in expressing the opinion that the
‘experience of the last fow years, so far as it goes,
‘indicates that this result is attainable —if, indeed,
«it has not already been atétsined.

59. The position 6f the currency question in
“Government shonld 10Gi® being such as we have
‘mot undertake a legal ©xXplained in the preceding
“obligation to give gold pargraph, we do not consider
- for rupees. it necessary to recommend 8
different policy in the case of that country from
that which is found sufficient in France and the
United Btates, by imposing a legal obligation on
the Government of India to give gold for rupees,
‘or,'in other words, to substitute the former for
the latter on the demand of the holders. This
~obligation would impose on the Government of
India & liability to find gold at a moment's notice
~ t0 an amount which cannot be defined beforehand,
- and the liability is one whxch in our opinion, ought
“mot 0 be accepted.
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Although the Government of India should not’
.. in our opinion, be bound by
MGEE:EI?":‘;L‘:]‘:“‘;L‘: law fo part with its gold in
foreign remittances. exchange for rupees, or for
" merely internal - purposes, we
regard it as the principal use of a gold reserve
tbat it should be freely available for foreign re-
mittances whenever the exchange falls' helow
specie point ; and the Government of India should
make its gold available for this purpose, when
necessary, under such conditions as the circum-
stance of the time may render desirable.” For
example, the Goverhment of India might, if the
exchange showed & tendency to fall below specis
point, remit to England a portion of the gold
which it may hold—a corresponding reduction be-
ing ‘made in the drawing of the Secretary of
State ; and when it has accumulated a sufficient’
gold reserve, and so long as gold is available im
its Treasury, it might discharge its obligations in
India in gold, instead of in rupees.

60. The exclusive nght to coin fresh rupees

" Profita on the wmga must remain vested in the
of rupees. Government . of India; and
though the existing stock of

rupees may suffico for some time, regulations will
ultimately be needed for providing such additions
to the silver currency as may prove necessary.
The Government should conéinue to give rupees
for gold, but fresh rupees should not be coined
until the proportion of gold in .the currency is
found to exceed the requirements of the public.
‘We slso recommend that any profit on the coinage
of rupees should not be credited to the revenue
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or held as a portion of the ordinary balance cf the
Gaovernment of India but should be kept in gold
g8 3 special reserve, entirely apart from the
Paper Currency Reserve and the ordinary Trea-
sury balances,

XVII

Despatch from the Secretary of State for
India, No. 140 (Financial), dated the 26tk July,
1899, )

6. Her Majesty’s Government have given
to this report * the careful consideration which
its great importance deserved ; they are impress-
ed by the array of srguments and facts embodied
in it ; and they have come to the conclusion that
it is advisable to accept generally and act upon
the principles which it recommends.

7. I have therefore decided in Council that
the policy of keeping the Indian Mints closed $o
the unrestricted coinage of silver shall be main-
tained ; and I request that you will, as soon as
you may deem it expedient, take the necessary
stepe 0 make the British sovereign a legal tender
and & current coin, and that you will make
preparations for the coinage of gold under the
condifions suggested by the Committes. As
regards the permanent ratio which the rupee
should bear to the sovereign, after carefully
weighing the arguments of those who are in
favour of a lower rate than that which now
obtains, I have mo hesitation in acoepting the
view of the majority, who recommend an ex-

. Repors. of the Fowler Committee, 1898. .
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change rate of 16 pence per rupee, or 15 rupees
to the sovereign, and in this opinion I am con-
fident that your Excellency’s Government,
especially after the experience of the last eighteen
months, will be disposed to concur.

8. I am alsoin accord with the Commitiee.
a8 to the general principles by which your
-Government should be guided in the management
of your gold reserves in the absence of & legalk
obligation to give gold in exchange for rupees,
nsmely, that you should make it freely available
for foreign remittances whenever exchange
falls below specie point, under such conditions
as the circumstances of the time may render
desirable. :

XVIIL
Despateh to the Secretary of I1State for India,
No. 301, dated 24th August, 1899.

8. We note with great satisfaction that the
Committee and Your” Lordship are agreed that
we should mnot accept any legal obligation
to give gold in exchange for rupees. To
undertake any such obligation at. this
stage would involve borrowing an indefite
amount of gold for the purpose of convertibility,
and to such a course there are the strongest and
most obvious objections. Moreover, a stock of
gold acquired for this object would be watched
with excessive anxiety, and any shrinkage in ifs
amount would be likely to foster spprehension,
if not panie. At the same fime we hasten to add
that we must aim at the aftainment, with the

-least avoidable delay, of practical convertibility,
such as exists in France. '
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9. Woe also concur in the determination that:
the rupee shall remain full legal tender as at
present, It is mot likely that gold .will ever
peneotrate freely intc the country, or be used
except in the larger cenfres and to some extent
along the railways, since gold coine: represent too
great a value for ordinary transactions, which
will, in the main, continue to be -carried out by
the use of silver. Gold, in our opinion, will
xemain & marginal currency. Any restriction om
the use as legal tender of the rupee would, more-
over, be an unnecessary and arbitrary inter-
ference with the habits of the native population.
'The closing of the Mints, essential as that
measure was, has had a-certain depressing effect
upon that metal which forms the favourite in-
vestment of the savings of the people; and any
semblan¢e of bostility to silver should, in our
opinion, be rigorously avoided. We do mnot
-gnticipate any more ,inconvenience under such.
«conditions than has been felt in France from the
maintenance of the full legal tender value of a
mass of silver currency which is probably equal
to the dimensions of our -rupee currency.

10. The question of making our gold reserve
frecly available for foreign remitiance is one in
which the Indian business community is keenly
interested- It is a question that btouches them
more nearly than any other connected with the
currency, and hence it is that they have given
such » large measure of approval fo proposals
{or establishing a fund to be specially kepi avail-
able for foreign remittances. -Bu$, though we
could noé consent to such propsals, we have the
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strongest opinion that our gold reserve sghould be
available for foreign remittances, and that the
natural and proper function of gold, when the
standard is established, will be to flow in and out
of the country in response to the seasonal
demands of trade, and so to impart elasticity to
our currency. After the gold standard has been
firmly established, the inflow and outflow of gold
will be automatic ; but at the beginning of the
new system the particular manner in which the
gold reserve may be drawn upon for the purpose
of securing stability in exchangs must be coa-
sidered and determined in the light of circumst-
ances a8 they may arise. Probably, for some time
to come, the only method to be employed will be to
remit gold to Your Lordship when exchange shows
atendency to fall below epecie point, and toreduce
the drawing of Council bills by an equivalent: sum.
We may also proceed in time o discharge
-<obligations in gold, or to pay ceriain classes of
currency notes in gold, and gold so paid would
reach the Banks and be made available for
foreign remittance.

. XIX. :
Eztract from * Ricardo’s Exchange Remedy
by A. M. Lindsay, published in 1892,

Towards the beginning of the present cen-
tury trade in England was

oflli):‘::‘:ﬁa:ia:lt?:t:: iﬁﬁk disturbed by the want of fixity
Rty MBI in the foreigm exchanges.
Riodas pin for e In 1810 the Bullion
euwring a stable ex- Committee was *“‘appointed to
<change. enquire into the cause of the
high price of gold bullion, and fo take into con-
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sideration the state of the circulating medium
and of the exchanges between Great Britian and
foreign parts,” The result of this investigation
will be found to correspond with the conclusion
arrived at by the late Royal Commission regard-
ing the cause of the high price of gold bullion in
India and the fall in the gold value of the Indian
currency and other silver. The Bullion Commit-
tee held that the high price of bullion and low
state of the Continental exchanges in those days
arose from the suspension of the conversion of
the circulating medium into gold. The members
of the Royal Commission were unanimously of
opinion that the bimefallic system, when in force,
* kept the market price of silver approximately
fixed,” and they held that the low and the uncer-
tain state of the Indian exchange is primarily
attributable to the {act that silver can no longer
be converted on demand into bimetallic money,
which was equivalent to gold. The cause of the
evil in both cases was the suspension of conver-
tibility into gold. The convertibility in the one.
case was direct, in the other indirect, but none
the less effective. The Royal Commission came
to no agreement with regard fo a remedy, where-
as the Bullion Committee reported unanimously
that the only adequate remedy was to make the
currency convertible on demand into gold. The
currency at that time was based on inconvertible
notes of the Bank of England, and Mr. Ricardo
suggested that convertibility into gold to the
extent necessary to give stability to the foreign
exchanges might be secured, and all legitimate
requirements met, by the simple and economicak
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expedient of arranging that the Bank of England
should sell its paper monay at a fixed gold price
and buy back the notes when desired at 13 per
cent. below that price, the gold employed to be
in the shape of gold bars or any other form that
mould prevent its being used as & medium of
local payment. He said a currency is in its most
perfect state when it conaifts of chezp material,
of an equal value with the gold which it professes
to represent......and he added that a currency of
- this descriptior, might be equally well issued by a
Government as by a Bank.

This proposition of Mr. Ricardo was recom-
‘ mended by the Committee of
Buccess of Ricarde’s the House of Lords and
lf?‘l,“- Tta suitability  Oommons appointed in 1819
r India. . ] . :
$0 consider the expediency of
the Bank of England resuming gold payments,
and was afterwards adopted on a temporary
footing in the Bill for their. resumptiun, intro-
duced by Sir Robert Peel. From 1st February
1820, do 1st May 1823, the value of the English
currency was raised gradually and successfully
from its degraded position to the old fixed stan-
dard of £3 £7s. 104d. paper money to the ounce
of gold, by making the notes convertible into
gold baxs, that could not be used in the internal
circulation. This short trial is the only one ever
given to Ricardo’s scheme, and it passed through
the ordeal satisfactorily. The arrangement
appears to be in every respect a suitable prece-
dent for the Government of India to follow, as &
temporary expedient at all events ; and it is the
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duty of the Indian authorities to consider care-
fully whether this scheme of currency, which was
devised by our greatest curremcy sauthority, not
merely as a temporary remedy but as a
permanent measure of reform, should not be
adopted in India on & permarnent footing.
The reasons that , induced Sir Robert
Peel to prefer Lord Overstone’s standard coin
scheme to Mr. Ricardo's standard bar plan, as a
permanent arrangement,”were explained in his
gpeech to the House of Commons on the 6th May,
1844. They will be found to be inapplicable as
.objections to the adoption of the latter scheme
in India. He said, “ it would be quite consistent
with the principle of the metallic standard......
‘to dispense with gold coins altogether and regu-
Iate the amount and value of paper currency by
making it convertible only, according to the pro-
posal of Mr. Ricardo, into gold bullion of a given
amount...... There is no doubt some expense in
the maintenance of the metallic circulation, buf
none in my opinion sufficient to countervail the
advantage of having gold coin generally distri-
buted throughout the country accessible to all....
...The most effectual measure for promoting con-
fidence in the paper circulation of the country is
to require that the gold coin shall be ‘in general
use for small payments.” Thess objections have
little weight now-a-days. On the one hand,
experience has shown that gold coins in pockets
or tills are of no use as a support to & note or a
token coin system. They are not available as a
reserve, as they are not get-at-able at times of an
intérnal or a foreign drain. On the other hand,
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the question of & scarcity of gold has assumed
great importance. The Royal Commission, in
rejecting a modification of Ricardo’s scheme shb-
mitted by Professor Marshall, did not repeat Sir
Robert Peel’s objections. All they said was that
the disuse of gold coins involved too great an
alteration in our system of currency. It will be
generally admitted, I think, that whatever {force.
the objections made by Sir Robert Peel and the
late Royal Commiesion may have with regard to-
the adoption of the schemse in England, they are.
inapplicable to the proposed introduction of ‘the
gystem into India. Gold coins are not used
there, and the acceptability of the silver coins
now in use will be disturbed rather than pro-
moted if they have to compete with gold coins
or public favour. In Europe, where paper
money is popular, thero is less reason to prefer
gold coins; but in India where notes are little.
used and lega.l tender coin is largely hoarded,
portable and full value coins would be apt to
displace and discredit cumbrous coins bearing
extrinsic value,
In applymg Blca.rdo s proposals to Indis
little.modification is netess-.
Detaila of theecheme  gry either of the proposals or
?""mm"“d"d for sdop- ¢ Tndian - eurrency arrange-
101
ments. The only change in
the proposals will be the substitution of sterling
monsey for gold bars, and rupess for paper money.-
In India the currency mediums now in use wilk
‘continue to be employed, and the alteration in.
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the conditions under which they circulate will be
felt by the general commmnity as little as the
motion of the earth on its axis. When addition-
al currency is required in India at present, it is
obtained from Government in two ways. Coun-
cil drafts are purchased at the Bank of England,
or silver bullion is imported, which can be coined
ot a small charge at the [ndian mints. In order
to carry out Ricardo’s proposals, this open coin-
age of gilver will be stopped and {resh rupees
will be obtainable ouly by purchase of Council
drafte. This arrangement will increase the
demand for these drafts; and the Bank of
. England, instead of selling them at rates that
fall in accordance with the sterling price of silver
bullion, will sell them freely to all applicants at
‘a fized sterling rate, sufficiently high to enable
the Indian mints to coin rupees at a profit to
meet the Council bills. The Bank of England
will, thus, on _behalf of the Secretary of State,
have the monopoly of the sale of Indian currency
at & profitable sterling price, and all that is
asked in return is that it will engage to buy back,
when desired, at 1d4. below that price, any rupees
that have been overissued and are tendered for
reconversion into sterling up fo the limit here-
after specified.......

¢ If free coinage in the United States or

any other cause should raise

An objection answered.  the gold price of silver above

~ the rate adopted in India, the

‘Government would be forced to issue rupees aft a
loss.”
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This objection is met by the stipulation in
the scheme that the rate adopted in India for
the issue of rupees shall be one profitable to
Government. If the gold price of silver should
" rise above the Indian rate, it will be necessary to
fix upon a fresh sterling price for the issue of
rupees. This change would cause an unfortunate
fluctustion ir exchange; but this fluctuation
would be greater under the present system, and

one fluctuation is less injurious than many...... »

XX, .

Extract from the evidence given by My. A. M.
Lindsay before the Indian Currency Com-«
mittes of 1899. ,

3588. What are your objections to having
gold coins in circulation ?
One objection is to prevent
hoarding. What are the

Objections to a gold
ourrency for India.

others !—Expense.

3589. There is a certain saving which
accrues to the Government, and to the community,
and not to the individual. (Mr. Harmbyo) At 'a
loss to the individual.

3590. (Bir D. Barbour). It is a loss if he
has ever to deal with the coin at its intrinsic
value, otherwise there is no loss. Then do you -
think that the absorption of gold in India might
go so far a8 to enhance the value of tbat metal
seriously to appreciate it ?—You mean if gold
coins were introduced ? -

8591. Yes ?—I 1ook for an enormous
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circulation of gold coins in India if the natives
have the opportunity of using them.

, 3592. Youlook to an enromous circulation?—
'An enormous circulation for this resson: India
is entirely exceptional in this respect, that the
natives will not use paper money, nct because
they have mnot large payments to make, but
gimply from an inherited dislike of paper
currency ; and for that reason there would be
a large demand for the gold coins if they were
made legal tender. -

8593. Do you think this would , under the
circumstances, lead to an injurious appreciation
,of the standard of value ?—I think, myself, thas
+4be two uses of gold combined, for hoarding and
for internal circulation——would bs S0 enormous
that it ‘would create a serious disturbance in the
London money market. '

3594. I did not ask what the effsct on the
money market would be, but whether the state
of things you describe might seriously appreciate
the standard of value; that is cause a very in-
jurious fall in prices ? A large demand for
‘gold would tend to create a fresh fall in gold
prices. =

8595. You think it might cause a very
‘injurious fall in prices I think it is & risk
‘that India should not run into with a large gold
debt. : )
8596. Then you think that fhe risk of
-gppreciation is & serious one ? It is consider-
able. Itis very difficult to say how far gold
might appreciate, but I think it is & risk that a
,wise government would avoid.
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8597, Of course the Government of India
.could not prevent other nations from adopting a
‘gold standard ?~—The Government of India
.could not prevent other nations from adopting
a gold currency, but I think if it establishes
a currency on this footing you will find a great
-many countries would imitate her. .

3598. Most of them have established, or
.pominally established & gold currency already ?
—— 8till there are & great many that have in-
.convertible paper, countries such as Brazil and
others, and they would find it easy to follow
the example of India. I believe also that a
number of other countries, which at present find
a difficulty in maintaining a gold currency would
‘follow the example of India, and find it easy
to maintain & gold standard.

. 8599. On our system ?7——On a system
gimilar to this. I think that the example of
India would be beneficial all round.

8600. I dare ray you are aware in Russia
they have gone to the very opposite of your
system ; I do not say that they are right, but in
Ruseia paper is very popular, and the people
do not want to take gold. But I understand tbe
"Russian Government is forcing them now to
take gold instead of paper i—So I understand,
and I think that is a mistake on the part of
‘the Government. : :

3601. Can you give any instance previous
“to the present time of any couniry establishing
"a gold standard and positively, taking measures
“to prevent the people obtaining gold for circula.-
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tion ?~—It was done in Scotland, and it was
'Yecommeénded to be done in Ireland. The system
‘prevails very much in Holland at present.

8602. In Scotland was there any objection
o gold circulating at the time the scheme was
‘introduced there 7—The bank notes were made
convertible into drafts on London instead of
‘into gold coins, for the sake of economy.

8603, But have you ever heard of =&
‘nation introducing & gold standard, and at the
‘saine time taking steps to prevent the people
“from having gold coins ?—In Holland, st the
“present moment, they discourage the use of gold
" for internal purposes as much as possible, but
$hey do mot actually probibit it. In Canada,
little gold coin is used, and the West Indies have
a gold standard without using gold coins; bub
-these ingtances do not quite meet your question.

My reply would be that if it has not been done
up to the present, it has been recommended by
the highest authorities. .

3604. And if it is a good thing, there is no

reason why it should not be done ?—Quits so.

. XXT. ,
"Ea:tra.ct‘ Jrom the evidence given by Professor
" Alfred Marshall before the Indian Currency

Commatliee of 1898.

11,792, Would you wish to add anything
Efectof a fall in ox o the question Whether a
¢ tade, GOPreECiting currency gives
change au the sxpor m‘ s bonus to any of those
engaged in producing for export ?—The influence
‘of & relatively depreciating currency upon the
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-position of the exporter has been the subject of-
a very long controversy in which I have $aken
o somewhat lengthy part, as a good deal of my.
evidence before the Gold and Silver Commiasion -
bore upon that subject. I find that those who-
think that a relatively depréciating currency
gives & bounty to the export trade, generally
quote in support of their conclusion facts which
I should not dream of calling in question, and
I think it may be well to state what seem
to me to be matters common fo both sides,
matters which are not in dispute. The dispute
is whether from these facts it follows that a
depreciating currency gives ,& bounty to tue
export trade. It is common ground that, if the.
price at which an exporfer sells his goods in;
foreign markets be taken &s fixed, then & fall.
in the value of his own currency, relatively fo
foreign currency, of one per cent. increases his.
gross currency receipts by one per cent., and is:
likely to incresse his profité in a much larger
proportion, or to turn a loss imto a profit.. .
Expert witnesses have been called, and numerous,
axpert writings bave been written by people
making a point of the fact that they are actuelly
engaged in trade, and in & position to prove that.
this 18 the experience of practical life, but
really no experience is needed : the result follows
from an elementary application of the first rules:
of arithmetic : and it has never, so far as I am
aware, been doubted dy any person in the world,
Tt is common ground also that, if the curremcy
in Indis is rising in value, while that in, say,
China, is falling in value, then the employers. in
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India having to pay relatively increased fixed*
charges, salaries, wages &c., may be complaining-
of hard times, while the employers in China are-
making good profits. This will, perhaps, be ex-’
pressed by eaying that currency changes are
giving an advantafe, or a premium, or a bounty,-
to the Chinese employers 88 compared with the
Indian. If these employers in India areé produc.
ing for export to foreign countries, the§y may be
described as exporters; and it may be said then
that the Chinese exporters have a bounty in
comparison with the Indian exporters. But this
asppears to me to be an incorrect way of express-
‘ing an undoubted fact : for, first, the gain of the
Chinese employer is independent of the accident
that his goods are exported ; and secondly, it is
at the expense partly of the creditors who are
financing his export industry, but mainly of the
employees in it. Now if one says that the export
trade of a country is conterminous with the under-
fakeors of business enterprise, who are generally
employers, and that anything that bemnefits the
employers is & bounty on the export industry,
then the proposition may bs conceded. But, as
I hold that the creditors who finance an industry
that produces for export have some share in the
export trade, and that the employees who make
the thing for export have a very large share—
quite as large a share as the undertaker—hold-
ing that I do not admit the proposition. If tha.
statement is that a depreciating currency gives
a bounty to the employer who is produocing for’
export, I admit it; only, I add, the bounty is
just the same, and at the expense of just the:



INDIAN CURRENCY g7

same people, as that which he wounld get from a
depreciating currency if he were producing for
his home market, and not for export. Again, it
is common ground also that, when s country
lends capital or returns any of its borrowings, or
increases its payment of foreign dues (for example
increased sales of Council bills), or has increased
its imports above their wont, then there is an
increased demand for exporters’ bills; that this
is necessarily accompained by a fall in the - value
of that country’s currency relatively to foreign
countries, causes a stimulus to exports, and in-
creases, for the time, the profits of exporters.
But all this does not go to show that a depreciated
currency is a bounty to exporters in the way of
causing an increase of exports relatively to imports,
On the contrary, any stimulous to exports rela.
tively to imports which is not accompained by
lending to foreign countries, or rsturning loans,
must necessarily be followed and compensated, by
an exacily equal falling off of exports relatively to
imports. For it causes an excess of exporters’
bills, and that gives at once & bounty to imports.
If the bounty is not sufficient, the discount on
exporters’ bills rises, and therefore, the bounty
on imports rises, until precious metals or other
goods come in...... If gold prices have remsined
stationary, while the rupee has depreciated 10
per cenf. in terms of commodities, then the
employer in India is better off than English
employers. He gete 10 per cent. more rupees
for bis produce, whether he sells at home or
abroad : he has to pay but few more rupees in
wages, since wages have not risen fast; and so
he gets higher profits whether he sells at home
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or abroad. Most of his sales are, in fact, to gold
countries ; 80 he regards as a benefit arising from
the exchange and accruing to the trade what is
really a benefit arising through the depreciation
of the currency and going to the employer chiefly,
but being taken from the employee.

XXIIL
Eziract from the Report of the Indian Currency
Commission, 1914, ‘

44. It will be clear from the above summary
The Indisn Currenoy that the measures taken to
wystem @s it exists at T0BIDEaIn the exchange value
present. of the rupee have bean, to
use the words of our refe-
rence, less in pursuance of the recommendations
of the Committee of 1898 than supplementary to
them. As slready pointed.out, the Indian autho-
zities duly carried out the recommendations of
the Committee to make the sovereign legal tender
in India, and to establish a Gold Reserve. But
their first efforés $o force the sovereign into circu-
lation having failed, they abandoned the attemps
actively to emcourage the circulation of a gold
currency in India, and, as a corollary of this
change of tactics, they kept the gold Revenue in

London for use in support of exchange.
45. The investment of the Gold Standard
o : 2 Reserve in securities in Lon-
tyGot;":-mgt:::? h:lhlg don, the dropping of the
recommendations of the scheme for a gold mint in
f;:“:d‘bt?‘“{“:; I:;': India, the practice of selling
lainduyo.pch::., Council Drafts at something
balow gold point against the
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<Currency Reserve, the establishment of the silver
branch of Gold Stardard Reserve, the diversion in
1907 of money from the Reserve for capital ex-
penditure and its use in 1908 for meeting the
drafts sold by the Goverrment of India on Lon-
don to private traders, are all examples of diver-
gonces from the scheme adumbrated by the Com-
mittee. Thus, in spite of the fact that the Go-
vernment adopted and intended to carry out the
recommandabions of the Commitéee of 1898, the
Indian currency eystem to.day differs considerably
from that contemplated by the Committee, whilst
the mechanism for maintaining exchange has
some important features in common witk the
suggestiops made to the Committee by Mr. A. M.
Lindsay. The system actually in operation has
accordingly never been deliberately adopted as a
consistent whole, nor do the authorities them-
selves appear always to have had a clear idea of
the final object to be attained. To a great extent
this system is the result of a series of experi-
ments.

46. But to state this is by no means to con-
demn the action faken or the system actually in
force, Indeed, it is fairly cerbain that a too
rigid adherence by the suthorities since 1899 to any
-one preconceived course would have had unfortu-
nate results. The experience gained from Indian
experimenta in currency from 1893 onwards, and
the experience of British Colonies, such aa the
Straits Settlements, and of other countries, such
-as the Philippines, which have followed the Indian
example, have thrown much new light on the
-working of currency laws. It is possible, looking
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back on-events in the light of this experience, to
see that the present Indian system has close affi-
nities with other currency systems in some of the
great European countries and elsewhere, but it
wes universally believed in 1893 and 1899 that
what was being done in India was an entirely new
experiment. This being so, the Indian authori-
ties exercised a natural discretion in interpreting
the recommendations of the Committee of 1898.
47, Bub it is desirable that, in the light of
. _ . experience gained since 1898,
._hi'il;ﬂp‘: " I‘;g!:h an sattempt should now be
ourrency policy.  made to review and restate
the principles which should
guide the aunthorities responsible for the Indian
-currency system. Although the first efforts ac-
tively to encourage the use of gold in circulation
in India proved a failure and have not been re=
peated, many people in India still regard the re-
commendations of the Committee of 1898 as lay-
ing down the principles on which the currency sys-
tem should continue to be developed. We have
had it in evidence from one ©of the nom-officiab
withness (Q. 8977) that he personally does what
he can to encourage the people with whom he
comes in contact to use sovereigns rather than
rupees, and the evidence which we have received
shows the existence of & widespread belief, both
in official and in unofficial circles, that a gold cur-
rency in sctive circulation is the final goal to be
aimed at.
48. The crisis of 1907-8 was the first great
. test to which the Iundian
The crises of 1907-08. oy rrency system, 8s developed
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since the date of the Report of the Com-
mittee of 1898, was put, and the arrangements
made for maintaining the exchange value of the
rupee stood the test well. The sndden fall of ex-
ohange to 1s. 333d. in Calcuttain November, 1507
was due, not to any insufficiency in the sterling
resources of the Government, bué to a temporary
failure to utilise those resources properly. No
one in either official or unofficial circles had any
experience of the machinery required for meeting
the crigis, nor had any plans been fully worked
out in advance for dealing with such a crisis. As
may be seen from the interim report of the Indian
Railway Committee of 1907 already quoted, the
India Office apparently believed that the sole, or
at any rate the main purpose of the Gold Stan-
dard Reserve was to meet the requirements of the
Becretary of Statein London when Councii Drafts
could not be sold, while the Government of India
made the mistake of refusing to give gold from
the Paper Currency Reserve for expori, though
allowing their gold to be drained awsay for injer-
. nal uses. Both authorities thus failed to recog-
nise the wisdom of the recommendations of the
Committee of 1838 that the principal use of a
gold reserve is that it should be freely available
for foreign remittances whenever the exchange
falls below specie point. But it is fair to add that
the Committee of 1898 themselves seem to have
believed that a cessation of the sale of the Council
drafte, combined with the use of funds from the
Gold Btandard Reserve for meeting the require-
ments of the Secretary of State in Liondon, would
suffice o maintain exchange, without any provi-
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sion of gold by the Government for private export.
49. These mistaken ideas were, -however,
very quickly, rectified in practice, and tbe steps
taken to restore and maintain exchange proved
adequsate. It is easy to see after the event thab
in this or that point a mistake was madse, but,
regard being had to the difficulties and the no-
velty of the circumstances, the final success achiev-
.ed by the Indian authorities both in Indis and
in this country must be recognised as a proof of the
Boundness of the currency scheme itself and of the
Teasures ultimately taken for meeting the crisis.
60. The first lesson to be learnt from the
experience of the last fifteen
Lessons tavght by Yyears is that the Indian
the crisis, currency system bhas not
developed on the lines of
the system adumbrated by the Committee of
1898, wig., a gold standard based on a gold cur-
rency in active circulation, such as the system in
‘the United Kingdom is commonly held to be. On
‘the contrary, it was proved in the crisis of 1907-8
that the gold in circulation in India was of very
Tittle value for maintaining the exchange, The
Indian system, as the crisis of 1907-8 revesled it,
1is, a8 we have said, more like the system advocat-
ed by Mr. A. M. Lindeay in 1898, viz., a gold
standard supported by gold in reserve, with a
currency for internal use composed mainly of
rupees and notes. The chief difference between Mr,
‘Lindsay’s system and the present system is that,
instead of the reserve depending mainly on the
power o borrow in a crisis, an actual reserve of
gold or sterling assets has been provided.
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51. Experience has furthér shown that,
though in origin and machinery, the Indian
‘currency system, based on what is now known
as the gold exchange standard, is different
from the curremcy systems of such coun-
tries as Russia, Holland, Japan, or Austria-
Hungry, yet in actual practicethese latter systems.
sre not very different from that of India. In
these countries, as in India, gold actually in cir-
culation is of secondary importance, and the in-.
ternal medium of circulation, whether it be a
silver coin or a paper note, depends for its value
in exchangs, not on its own intrinsic worth, but
on the maintenance in reserve of gold or resour-
ces readily convertible into gold, and in the case
of Russia and Japan, at any rate, large portions
of the gold resources are held not at home but in
London, Paris, and other monetary centres, ]us’t
as India’s Gold Standard Beserve is held in
Tiondon.

52. A third lesson which the crisis of 1907-8.
teaches is the desirabiliby of formulating in ad-
vance and giving publicity to the pohcy which it
is intended to pursue in a crisis. Ib is almost as-
important that the general public should have
confidence in the determination of the Govern-
ment effectively to use their resources to maintain
the rupes at 1s. 4d., as it is ibat the Government-
should have the necessary resources for so doing.

] * * »
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74. We have already stated that it is not to
A il curtency is | India’s interest that further
westobl, Y ®  efforts should be made to en-
courage the circulation of
gold as currency ‘We regard gold in circulation
as wasbeful, and we think that India should be
encouraged to develop economical habits in matters
of currency. In dealing with the paper currency
system of India we shall make some suggestions in
this direction, and any improvements in the bank-
ing facilities of India which tend to discourage the
wasteful habit of hoarding the precious metals
will be of great value to India. But while edu-
cating the people in the use of more economical
forms of currency, it is important that the Gov-
ernment should continue to act on the principle
of giving the people the forms ‘of currency for
which they ask. We recognise that for many
years to come & metallic currency will be the only
suitable one for the vast majority of transactions
in Indis, where over 90 per cent. of the people are
illiterate and cannot be expected to use paper
notes or cheques to any considerable extent.

75. There will still be opportunities fur the
use of gold coins rather than rupees in ecircum.
stances in which notes are not suitable and rupees
‘are inconveniently cumbrous, and there will neces-
sarily remain for a long period a considerable
demand for gold coins for hoards of all kinds until
the habit of banking takes the place of the hoard~
ing habit as a means of securing and increasing
savings, The line between gold in hoards and in
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circulation is an indefinable one, and the hoarding
habit is sanctioned by the experience of
centuries in India and by religious and
social laws and customs, with which the Govern-
ment of India have neither inclination nor power
to interfere. Any attempt to refuse gold to
meet these legitimate demands would be unjust
and foredoomed to failurs, and could only cause
alarm and instability. The proper line of advance
consists not in actively discouraging the use of gold
for currency but4n encouraging the nse of notes.

76. To sum up, our view is that India
neither demands nor requires gcold coins to any
considerable extent for purposes of circulation (as
opposed to saving or hoarding), thet the most
generally suitable media of internal circulation
in Indisa are abt present rupees and notes,
and that the Government should, as oppor-
tunity may offer, encourage notes, while
providing—and this is the cardinal feature of the
whole system—absolute security for the convertis
bility into sterling of so much of the internal
currency as may at any moment be required for
the selitlement of India’s external obligations.

XXIII.
Eztract from the Beport of the Indian Currency
Commitice, 1920,
RATE RECOMMENDED.

59. We have now arrived at the following
conclusions : —

(1) The object should be to restore stability
to the rupee, and to re-establish the automatic

working of the currency system at as early a date
‘as practicable.
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(2). The stable relation ¢to be established
should be with gold and not with sterting.

(8). The gold equivalent of the rupee should
be sufficiently high to give assurance, so far as is
practicable, that the rupes, while retaining its
present weight and fineness, will remain a token
ooin, or in other words, that the bullion valne of
the silver it contains will not exceed its exchange
value. After most careful consideration we are
unanimous (with the exception of one of our
members who signs a separate report) in recom-
mending that stable relation o be established
between the rupee and gold should be at the rate
of ten rupees to one soversign, or in other words
at the rate of one rupee to 11300016 grains of
fine gold, both for foreign exchange and for
internal circulation. While some of our number
would bhave preferred that the rate to be adopted
should be nearer to that which has been in force
for the last 20 years, we all recognise that no
fower rate will attain the objects which we find
to beindispenszable. Our recommendation accords
with the views expressed by the Government of
India after they had taken account of the changes
in the situation since the preparation of their
original proposals. They strongly support the
establishment of fixed relation between the rupee
and gold, and the adoption of the rate of ten
rupees to one sovereign, and they express the
wview that this solubivn * combines & more real
ptability with maximum possible assurance of
convertibility, and bas, in fact, all the elements
of a completely satisfactory permanent system.”"

Wo believe, as we have already stated (para.
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43), that strong forces will come into operation
to prevent the price of silver rising to a point
which will cause the bullion value of the rupee fo
exceed 2s. (gold). If, however, contrary to our
expectation, the price of silver should rise for
more than a brief period to such a point, the
situation sbould be met by all ofher availablae
means rather than by impairing the convertibility
of the note issue. In the event of such a risein
the price of silver, the Government might diminish
the demands upon them for currency by reducing
as far as possible the sale of Council bills, relying
on the free 1mport of gold ard silver which we
recommend fo provide alternative means of re-
mittance. They would naturally endeavour to
mest the demands for metallic currency by the
use of gold, and abstain as far as possible from
purchasing silver. If, in their judgment, it should
be absolutely necessary to purchase silver, they
should be prepared to purchase even at a price
such that rupees would be coined at & foss.

The principal steps for giving effect to our
recommendations are (1) a notification changing
the present acquisition rate for imported gold and
fixing it at the rate of Re. 10 to the sovereign,
(2) an amendment of the Indian Paper Currency
Act and Indian Coinage Act, so as to make the
povereign legal tender for Re. 10 instead of for
Rs. 15, and (3) the witbdrawal of the existing
. undertaking to give Rs. 15 for a sovereign.
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Government paper currency took the
place of the notes issued by banks in India
under Act XIX of 1861, which took effect
from March 1, 1862. In their despatch to
the Secretary of State, dated April 27, 1859,
the Government of India supported the
proposal of their Financial Seeretary regard-
ing the issue of a Government paper currency
in Jodia (XXIV). They pointed out that a
Government paper eurrency would be advant-
ageous to the public and te the Government,
though the proposal involved serious risks.
The Secretary of State, however, thought
that the time had not yet come for the
-introduction of such & measure (XXV).
The country was beginning to settle déwn
after the Mutiny and the money market was
still very sensitive.

The Right Hon'ble James Wilson, who
arrived in India in 1859, submitted his pro-
posals Tespecting & paper currency in a
Minute dated December 25, 1859, (XXVI).
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Wilson recognised that paper eunrrency
-issued by QGovernment only could be -
universally cutrent in Indis and made
a legal tender. As regards the main-
tenance of convertibility, Wilson, who
advocated the banking principle, proposed that
the metallic reserve should not be less than
one-third of the circalation; he was rot in
favour of rigidly fixing the amount of the
fiduciary circulation, as was done by the Bank
Act of 1844 for the Bank of England notes.
The Secretary of State (Sir Charles Wood),
however, was convinced of the soundness
of the currency principle, and in paragraph
13 of his despatch to the Government of
India, dated March 26, - 1860, he stated
that “The sound principle for regulating
the issue of a paper circulation is that
which was enforced on the Bank of Eng- .
land by the Act of 1844 ........."
{XXVI1I). The Indian Paper Currency Act of
1861 embodied this principle. The invested
‘portion of the Paper Currency Reserve was
limited to 4 crores of rupees ; the interest on
gecurities was to be credited to general
yevenues. Rs. 10 was thellowest denomina~
tion ; notes were to be legal tender in theix
circles for all payments except by Govemn-
ment at offices and agencies of issme. .

The fiduciary circulation was gradually
inereased by Acts of the - Governor-General’s
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-Council from 4 crores in 1361 to 14 crores
- in 1912, at which figure it stood in 1914.
The 5 rupee note was made g universal legal
.tender in British India, except Burma, in
- 1903, and' ,(the Burmese limitation was
.removed in 1909, In 1910 power was taken
to maké the notes universal legal tender
throughout India and encashable as of right
at the head offices of each of the (seven)
_circles of issue. Undsr this power npotes of
.Rs. 10 and 50 were universalised in 1910,
and notes of Rs. 100 in 1911. Most of the
.Government Treasuries freely encash notes,
though not obliged to do so. .

Some degree of elasticity was imparted
to Indian currency by the Aect IT of 1898
which permitted the issue of notes in Indis
against gold deposited in the Bank of
. England as part of the Indian Paper Currency
Reserve. - The object of this measure was
to enable the Government te quickly expand
the currency in.a time of monefary sfrin-
gency. But in order to make the -paper
currency more elastic it was necessary
to get rid of the rule which fixed the
asmount of the  fiduciary circulation at a
tertain figure. -The Chamberlain Commission
recommended that the amount of the invested
portion of the Paper Currency Reserve should
be raised from 14 crores to 20 crores and the
meximum fixed at one-third of the neg
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circulation plus the amount of the notes held "
in Regerve Treasuries (XX VIII).

A great expansion of the paper circu~
lation took place during the war. The gross
circulation increased from 66 crores on March
81, 1914, to 153 crores on.March 31, 1919,
and the active circulation, in the same petiod,
increased from 50 crores to 134 crores. The
invested portion of the Reperve was increased
from 20 crores in 1915 to 100 crores in 1919
by means of special Acts. o

The Babington Smith Committee re
considered the question of the composition of
the Paper Currency Reserve and recommend-
ed that the metallic reserve against notes
should be 40 per cent. bf the gross
circulation. '

The Paper Currency (Amendment) Act
of 1920 contained both temporary and perma-"
nent provisions. Under the former, which-
came into effect on lst October 1920, the
rupee and sterling securities in' the Paper
Currency Reserve have been limited to
Rs. 85 crorea instead of Rs. 120 crores (in
1920). The permanent provisions of the Act,
which have not yet come into force, (1) fix
the maximum of the fidudeiary portion of
the Paper Currency Reserve at 50 per cent,
of the total circulation, exclusive of that.
based on commercial bills, and (2) authorise,
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the issue of notes against commercial bills of
exchange maturing not later than 90 days to &
limit of 5 crores.

XXIV.

Financial despatch from the Government of Indie
to the Right Honourable Lord Sianley,
Secretary of State for India, dated 27th
April, 1859, No. 61._

MY Lorp,

) Wa have the honour to forward, for the con-
Bideration of your Lordship, a copy of a note,
dated 11th Fobruary last, prepared by our Finan-
cial Becrebary, regarding the issue of a Govern-
ment paper currency in India.

2, Such & measure would certainly be pro-
ductive of advantages. Ib
would prove convenient both
to the public and to the
Government ; and it would afford eventually a
very large saving to the Btate, as the minimum
amount in circulation would be, in fact a public
loan, bearing no interest ; but, on the other hand
it would involve serious risks, which demand care-
ful consideration.

8. 1In the first place, there may be risks of
overnment baving the business of the transport
of bullion upon its hands. Bub this objection
might, we think, be met by having several central
treasuries at places where the largest disburse-
ments are made, with not too large circles around
them;

Advantag:s and dangers
of & paper currency.
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4. In the second place, it seems fo us that
it would be unwise to introduce tkis measure &t &
time when there is reason to suspect that the
security of the Indian Government is regarded
with mistrust by the sensitive community with
whom we have to deal, A refusal, or even an
unwillingness to receive the motes, or an eager-
ness to convert them, might become damaging to
the credit of the Government, and seri-usly
embarrassing. )

5. Lastly, we believe that the convertibility
of the notes on demand would not be a sufficient
guarantee sgaingt over-issue. When once the
paper currency is established in public confidence,
the fempiation to take dangerous advantage of
this confidence will be very great in a time of .
difficulty, if the power of doing so is left in the
hands of the Government of India alone. Res-
triction by law, either $o a certain amount of
issue absolutely, or to an amount ‘relative to the
balance in hand, will, in our opinion, be neces-
sary. We think that such a law ought to be
passed by Parliament, and not by the Legislative
Council of India.

6. We do not consider it necessary fo go -
into the details of a scheme of paper currency.
Upon these we think that it would be expedient
to take the opinions of the most intelligent and
influentianl bankers snd merchants in India,
before any final determination is come to regard-
- ing them.

7. Our present object is to obtain an ex-
pression of your Lordship’s views in respect to an
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extension of the paper currency in India in the
manner proposed.

‘We have, etc.,

(Sd) CANNING.
(8d)- J. OUTRAM.
(8d) J.G. RICKETTS.
(84.) B.PEACOCK.

XXV.

Financial despatch from the Secretary of Stats -
to the Governor-General of India in Council,
dated 4th November 1859, No, 109,

 Her Majesty’s Government are fully sensible
of the advantage which might be derived from
introducing & well-regulated paper currency into
India, but the wisdom of cautiously avoiding any
measure calculated, however slightly, further to
increase the sensitiveness of the Indian money
market, is 8o manifest, that they are not disposed
at present to direct the introduction of a paper
currency, whether in the form of Government
notes, or by means of extended privileges to the
chartered banks, I am, however, anxzions thaf
your attention should continue to be directed to
this subject, and I shall be prepared to give every
encouragement to a well-considered scheme for
the purpose, whenever the time shall appear to
you to have arrived for introducing it...... .
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. XXVI1.

Minule on the despatch of the Secretary of State
respecting a Paper Currency, by the Right
Honourable James Wilson, dated Camp
Meerut, 26th December, 1859,

15. Paper money is issued usually either by
governments or banks. The
main objection to govern-
‘ . ments undertaking these
functions is the neglect which has usually existed
as to any strict regulations by wbich they could
be bound to the necessary precautions for main-
taining the convertibility of the note, and thereby
placing such a limit upon the amount of issue as
to secure its identity of value with the coin. The
congequence of the absence of such a check bas
too frequently been to lead to over-issues and
great depression of the vdlue of the notes. As
sovereigns have too frequently not hesifated to
tamper with their coin by reducing its intrinsic
value, 80 they have abused their power of issuing
notes by making them inconvertible, but at the
same time a legal tender. The two vices are
similar in their character. Otherwise, and upon
general considerations, it might fairly be thought,
that governments were the best agencies through:
which notes could be issued, as their credit may
be supposed to be the highest in the State, and
in 88 much also as the credit of individuals or of
private corporations could hardly be made the
basis of a legal tender. And no doubt this would
be the case, provided any means could be dis-
covered for placing an independent check upon

‘Paper currency : theo-
retical considerations
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the amount of issue, and of taking security for
the maintenance of a sufficient metallic reserve
fo guarantee the convertibility of the note. The
absence of such independent checks hitherto has
led to the commopn prachice of leaving the issue
of notes to banks, public -and private, although
the functions of issuing notes is not necessarily
part of the business of the banker. Very few
examples, however, exist where an attempt has
been made to give to such notes the character of
& Jegal tender. This has necessarily resulted
from the sabsence of any sbsolute guarantee
which the State has taken for the payment of
:such notes. Indeed it mey be laid downes a
rule to be stricily observed, that if notes are to
bo made & legal tender without any risk of their
sbuse, two conditions are requisite :—

Pirst, that a provision should be strictly
maintained for®s sufficient metallic zeserve to
epsure the immediate convertibility of the notes
at all times ;

Second, that there shall be absolute ultimate
security for the payment of the nofes...... .

17. If it 18 desireable to establish in any

. country such paper money, it

_ Roasmy why Govers- 37 TS Ut 16 should bo

paper

money in India. of general use throughout,

and issved under a single

authority, We have only to consider how im-

possible it would be for any banking establishment

to extend its agencies over the greater part of

India, to see that no such bank could possibly

fulfil the functions of conducting universally the
circulation of notes.
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18. But, on the other hand, if there sre
special reasons why this function could not be
performed by banks, there are very special
grounds which point to the facility which the
Government of India possesses, more than any
other government in the world, for such a duty.
In the great capitals of the Presidencies, and in
many of the large emporiums of trade, little diffi-
culty could arise, however the circulation migbt
be conducted, but it ie the Government alone that
has agencies established in svery part of India,
Jhowever remote. Moreover, it is through these
agencies in the collection of land and other
revenues, in the payment of troops, in the pur-
chase of commissariat stores, and in disburse-
ments for the performance of public works, etc.,
that a great bulk of all the monetary transac-
tions of & great part of India fakes place; and
therefore whatever may be the currency in use,
it is really constantly passing out of, and into,
Government Treasuries. , _

This fact alone would secure o notes issued -
by the Government not only the most extensive
use, but their - being available for payments of
revenue would instantly establish them in high
credit with the people.

19, I have no doubd, therefore, that the
only means by which & paper note circulation
can be extensively applied to India, such as shalb
be universally current, and can be safely made
& legal tender, is through the agency of the
Government, and that it possesses means pecu-
liarly favourable for the useful exercise of such n
function.
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20. This brings me to the second head for
. Maintennnos of con. consideration : the manner in-
vertibility. which the essential conditions
B already laid down as needful
to maintain the convertibility of the note at
pleasure, and in any case its ultimate security, -
can best be applied. What we have to do is not
merely to lay down theories which ought to be
complied with, but also to erect a machinery as"
simple as possible for securing the practical
abservance of the rules mnecessary to give effect
to those theories. '

- In order to do this, I would propose, in the
first place, that the functions to be performed by
the agency to be erected should be confined ex-
<lusively to those now performed by the issue
department of the Bank of England, #.e., the ex-
<hange of notes_for coin and bullion, and the
payments of notes in coin or bullion, and in
issuing orders for notes at one branch for bullion
or notes received at another, on such conditions
as may be fixed, and that it should undertake no
other business of any kind whatever, either for
the Government or for others. '

24. The notes so issued to be a legal tender
everywhere throughout ‘Indis, as well by and to
the Government officere as between private
peorsons, excepting only at the difforent places of
issue, where the note of each Qistrict will be
payable in coin. Everywhere the notes will con-
sequently be receivable for Government revenue,
or for any other demands of the Governmen$, for
payments into Court under judicial proceedings,



.PAPER CURRENCY 109

and all other purposes whatever ; and at every
contre of issue the notes of the circle will be
paysable in coin....... - ,

96. In order to maintain the instant con-

‘ vertibility of the note at the
ofﬁi?u'ﬁ;ﬁﬂ. be 1/8 of place of issue, the Commis-

sioners shall be obliged at all
times to retain an amount of coin bearing such a
proprotion to the notes in circulation as shall
from time to time be determined upon, but never
less than one third, and for the remainder of their
isgues they shall hold Government securities.......

27. As it would be desirable’ that there
should be only one class of notes in circulation
and that all others except those of the Govern-
ment should be withdrawn, an arrangement would
be made with the Bank of Bengal to sub-
stitute Government notes for their own now in

87. In the first instance, I would propase
to begin with notes of the denomination of
5,10,20,50,100 and 500 rupees. The effect of
these denominations would be that remittances
would be made in the larger notes, and exchanged.
for daily use, not in coin, as would be the case if
there existed notes only of a high dcnomination,
but into notes of the lower denominations,

38, To have a circulation of large notes
only would merely be to” enable the public to
remit a*considerable sum from one place to
another, and to throw upon the issuing depart-
ment of the sircle the daty of providing rupees in
exchange ; whereas if smaller notes were issued,
the change would be given in them.......
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XXVII.

To His Ezcellency the Right Honourable the
Governor-General of India in Council.

India Office, London, 26 March 1860.

My LorD,

6. Her Majesty’s Government are of opinion,
that in India the agency for providing and main-
taining a paper circulation can best be conducted
by the Government, and they also coincide in the
apinion of your Excellency, that the time has
grrived when a measure for this object may be
- gafely and advantageously introduced.

' 9. Mr. Wilson very properly separates al-
together the proposal.for introducing a paper
eirculation in India from the comsideration of
establishing any banking corporation there. It
cannot be too generally, or foo clearly under-
stood, that it is the intention of Her Majesty’s
Government, in sanctioning the introduction of a
¢irculation of Government paper, to keep it entirely
and altogether distinet and separate from any
banking operations whatever. What is to be
dona by the Government Establishment in India,
is simply what is done by the Issue Department
of the Bank of England, viz,, to exchange notes
for bullion and coin, and vice versa, or mnotes of
ons denomination for those of another.

* * * *® »*

11, Itis proposed in the Minute to manu-
facture at Calcutta the notes

Notes” to be manu. .
gastared in England, required for the whole of
- ,smd' India; and you request that,
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.in eonjunction with the aunthorities at the Bank of
England, stepa should be taken for providing the
machinery required for the preparation of notes.
I vory much doubt whether any advantage would
result from the manufacture of noties st Calcutta.
It appears to me that it would not enly be
cheaper to have them made in this country and
‘transmitted to your Government ready for issue,
but that it is probable that by this means an
additional security would be obtained against
-forgery. With the present means of communi-
cafion, it is not apparent how any inconvenience -
could arise from the adoption of this plan, I am
desirous of being furnished, as early as possible,
with your opinion ir regard to this point., In the
meantime, messures have been taken, in com-
munication with the Bank of England, for
forwarding to you a supply of notes for Calcutta,
and the circle attached to if, early in the autumn,

-. * * * *

13. The sound principle for regulating the
issue of a paper circulation is

The principle for 1e- {hat which was enforced on
fuiatiog w paper 6if*t" ;1o Bank of England by the
Act of 1844, 4., that the

amount of notes issued on Government securitios
ghould be maintained at a fixed sum, within the
limit of the emallest amount which experience
has proved to be necessary for the monebary
transactions of the country ; and that any further
smount of notes’ should be issued on coin or
bullion, and should vary according to the wants
and demands of the public. _
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14. The important condition is thus realised,
that the mixed currency of notes and coin should
-vary in quantity exactly as if it were wholly of
coin.

15. In this country the smallest amount of
-notes required had been ascerfained by long
experience ; but what that quantity may be in
India, can only be ascertained in like manner ;
but what that minrimum amount of notes in India
will be, the procesdings for determining this point
must necessarily be tentative and experimental..;.

XXVIIL

Eztract from the Report of the Indian Currency
Commassion, 1914,

111. 'We bave already recommended that the
. six crores of rupees in the
'%f_cmmendﬂmnlg Y= Indian Branch of the Gold
5““';_,:;‘:! R::‘:m_ "PT " Standard Reserve should be
‘ handed over to the Paper
Currency Reserve, which is the more natural
place for kesping a reserve of rupees. The mini-
mum figure of 24 crores on the 1st November and
18 crores on the 1st May for the stock of coined
rupees in reserve will be unaffected, but in future
this stock will be entirely within the Paper
Currency Reserve 4,000,000 sovereigns should con-
-currently be transferred from the Paper Currency
Reserve in India to the Gold Standard Reserve.
112. Our . next' recommendation is that the
‘fiduciary portion of the Paper' Currency Keserve
:should be increased at once to 20 crores, But in-
stead of merely fixing this figure as a8 maximum,
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we propose that the maximum of the fiduciary por-
tion should be fixed at the amount of the notes
held by the Government in the Rescrve Treasuries
plus one-third of the net circulation® for the time
being. Under this proposal the invested portion
of the Reserve will be at once increased by six
crores. We recommend that this resuls should be
effected by s transfer (st market value) of ster-
ling securities to that amount from the GolM .
Standard Reserve in exchange for six crores of the
gold now in the Paper Currency Reserve in India.

113. So long as the gross circulation exceeds
80 crores, it will be within the power of the-
authorities to increase the investment of the
Reserve, and we propose that the Governinent
should have the power not only to make such
further permanent investments as they think fi
but also to make temporary investments, or to
grant loans either in India or in ‘London. : In
India such loans should be made to the Presidency
Banks on the same terms as we proposehereafter
in the case of loans from balances, while in
TLondon the Secretary of Btate should have power
40 lend out in the Liondon market suma received
in payment of Council Drafts sold againet” the
Currency Reserve in the busy season, so long as’
the total of the cash portion of the Reserve does
not fall below two-thirds of the net eirculation.

_ * By net circulution is weant the gross ciroulution iqal the.
amount of notes held in the R:serve Tressuries. '

‘
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XXIX.

Eztrgct. frpm the Report of the. Indian Currency
Committee, 1920,

78. 'The Chamberlain Commission recom-.
mended fthat 'the fiduciary
-portion of the Paper Currency
- Reserve, which at the time of
their Report stood at 14 crores, should be in-
creased at once to 20 crores and should thereafter
be fixed at a maximum of the amount of notes held
by the Government in ‘the Reserve Treasuries,
plus dne-third of the net circulation. The large
increase in the note circulation that bas taken
- place during the course of the war and subsequent-
ly, bas modified the position as it existed when
the Commission reported, Under their recom-
mendation it would be necessary that, on the;
present basis of circulation, the matallic reserve
should amount to 119 crores of rupees, as com-
pared with 80 crores so beld at the present fime.
We do not comsider that so large a reserve is
required for ensuring the convertibility of the
note issue, especially when it is remembered that.
in the case of any drain arising from demanda for -
foreign Temittance the Gold Standard Reserve is
also available. We recommend that the statutory
minimum for the metallic portion of the reserve
should be 40 per cent. of the gross circulation.

It would, of course, be desirable to maintain
imr the metallic resérve a substantial margin above
the statutory minimum, especially at the begin-
ning of the busy season, which always brings &
demsand for issues of coin.......

Paper Currency—Re-
serve to be 40 per cent.
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XXX,

Tag InpiaN PAPER CUBRENCY, (AMENDMENT),
BiLw, 1920,

Eztract from the Speeeh by the Howble My, W. M.
Hailey, (Finance Member) in introducing the
Bell in the Imperial Legislative Assembly.
The Bill, therefore, which I now propose to

. . introduce, fallainto two parts,

of'l;ll:: g‘i‘;a";:? POt 5 permanent and a transitory.
part. The provisions which

deal with the permanent constitution will be
found in clauses 12, 14 and 15. There is in this
portion one clause which will atéract the attention

of all those who are interested in the subject, I

mean the clauge which provides that the metallic

reserve shall be af least 50 per cent. of the total
reserve. 'This is an interesting departure for

India. Under the Liaw of 1910 we had a different

kind of limit, that is to say we had a maximum

limit to the amount of notes we might issue on a

fiduciary basis, We could issue what we liked

againgt metal ; but if we desired to issue  against
securities, we were limited to 14 crores. This
specific limitation of the fiduciary portion of the

Reserve has created a rigidit} in our Paper Cur-

rency System from which it is desirable to

liberate it. ......Now I do not think that any
suggestion will seriously be made tha$ we should
return to the old system. Apart from the con-
demnation of this system which is implied in
the recommendations of the two Commissions
- which sat and considered it, it is our own practical
experience that there are many drawbacks in-
herent in a syetem o inelastic as that which
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prevailed up to 1914 When there was an
expension of fhe currency which -the seasonal
demands of the trade called for at the time of
export, there arose-a stringency. in the money
*market which could only be cured by the acquisi-
tion- on behalf of the Paper Currency Reserve of
gold or silver ; indeed it was only through the
expansion of the metalli¢ reserve that we could
provide the trade with the currency it desired.
The case, therefore, for abandoning the previous
basis on which the Papsr Currency Reserve was
coustituted is clearly justified. In one respect—
and I expect I shall have the Council with me
here—in one respect we have gone beyond the
proposals of the iate Currency Committee, that is
to say, that whereas they recommended a
metallie reserve of 40 per cent we have recom-
mended & reserve of 50 per cent......With a note
¢irculation expanding as it bas been in recent
years, to hold & high percentage in metal would
involve the locking up of vast quantities of coin—
an expensive and unnecessary luxury. We re-
cognise, however, that there is a strong fesling
in India that our metallic reserve should be
stronger than in.other countries. We also re-
cognise that what might be sufficient in ordinary
banking practice would not be a safe guide in
dealing with central reserves of this nature. It
is for this resson that we propose to go above the
40 per cent, recommended by the Committee....... '
I come now to & provision which.is a new

V’ ) I;luo of notes l;llinu.t' fl;e a8 .far as Olll'edovni“:egisﬂ .
. ‘lation 18 aoncerned, although:
_‘"'!"f’“'““ﬂ'-; . there are precedenis in *%°,;
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legiclation of other countries. We have frequent-
ly been told that our Currency Note System is not
sufficiently elastic; that though we may introduce
improvements which will sllow for the ordinary
growth of note issues by the increase of invest-
ments against gecurities, yet it is not sufficiently
olastic to allow for the fluctuations in the seasonal
demand for currency. 'When the Committee con-
sidered this problem, they also felt the force of
this criticism and suggested that the note issue
should be based in part upon commercial bills of
exchadge. That system, I may say, has been
employed on a large scale in connection with the
Federal Reserve Note System obtaining in the
United Btates of America. The Commitiee re-
commended that it should be tried experimentally
in India on a small scale as the basia of a special
.power of expansion. I would like the Council to
note that the expansion thus contemplated is not
and cannot be a permanent expansion of the note
.issue; it is based on the fact that a self-liquidating
"bill has & self-retiring . note as its concomitant.
‘With necessary safe-guards, such an issue cannot
lead to any permanent inflation of the issue. Our

‘Bill provides for power to authorise the Controller

of currency %o issue notes up to an amount not

exceeding 5 orores of rupees against Bills of

exchange of a maturity not exceeding S0 days,’
the exact conditions as to the. class of Bills

to be accepted and the manner .of holding them

being laid down by the Governor6 Gemeral in

Council. .

-



THE IMPERIAL BANK OF INDIA.
XXXI.

‘Extrdct from $he speech-of the Finance Member
in sntroduging the Imperial Bank of India
Bill in the Imperial Legislative Assembly on
1st March 1920.

“The schema does not merely represent an

"The soheme to amel. ©Pdinary bauking amalgama-
Zemate the threa Pre. f%i0n. It has an important
“bidénoy Bink« into the @spect in that connection;
‘Tmpenial Bank of Indis. by if it stopped there, it
‘would be little more than what in England would
becalled & ‘ private’ Bill. But it seeks to go
further. It will increase the reésources of the
‘three Banks by handing over the ‘whole of our
‘balances to them; and seeks in return to make
"uge of ‘the amalgamated institution as a means of
'furthering the barking development of which this
, 'dountry stands so much in need. The bank will
'have a definite obligation to open 100 new
branches in five years, It is onthis acocount and
hot merely because it is a bank amalgamation,
‘that the Bill has aroused considerable public in-
torest, and in some quarters criticism I am far
from regtetting that the public has evinced s0 much
interest in the scheme ; for Ifeel strongly that the
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more this matter in our Bill is ventilated, the more
‘likely it is to meet with the acceptance of all
‘those who are anxious to see a real begmnmg
made ko remedy what is admittedly one of the great
defects from which India is now suffering. We
sot forth the position clearly in our despatch of
the 25th June, 1919. In that despatch the
Government of India described the urgent neces.
sity for an increase in banking iacilities, if the
‘proper development and progress of this country
is to be secured. It stated that, in their opinion,
an indispensable preliminary to any widespread
growth in banking was tha establishment of a
strong Central Bank, in intimate relation with
Government, and with a large number of branches
throughout the country. If the Council will
allow me, I will read the following extract from
the Government of India’s Despatch to the
Becretary of State dealing with this matter :—
“We doubt if, in the present conditions
in which there are three
The fl‘;ﬂ"l"“d “f“"i‘ separate  banks ‘working
::g;‘ ot hanting T8l independently, any further
substantial increase in the
number of branches is to be looked for, owing
mainly to considerations of territorial limits and
of profits and loss. 'The Presidency Banks have
- now undertaken, as part of the present amal-
‘gamation scheme, to establish 100 new branches
within five years, and Wwe have every reason to
hope that the progressive policy thus initiated will
be continued, until at least in every district, and
‘eventually at every town of importance, a branch
‘of the Imperial Bank is established. We do not
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-claim that this widespread extension of branches
- will work a sudden miracle, or will immediately
prove itself the Jong sought . falisman te charm
" the wealth of India from its hoards. We do not
+look for rapid or dramatic results. . But & begin-
‘mning must be made, and we think tbat the, mere
appearance in s district of a bank which conducts
Guvernment Treasury and Public Debt business,
. &8 0 whose stability there can be no question,
and from which local traders and dealers in. pro-
duce can obtain advances on reasonable terms,
-must in due course inevitably have an appreciable
.effect upon the local mental attitude towards
banking in general, and in course of time we
.shall expect to see the new branches of the Im-
' perial Bank attract large smount of deposits
. from the general public in such localities."
“ That is one important aspect of the case to
which I wish to invite the
bn;rf:m“"d for trained  gyiontion of Hon’ble . Mem-
bers ; the opportunity for the
extension of banking facilities wbich this amal.
gemsation offers. I have now to turn to another
one, which will, I think, be equally in the minds
of Hon’ble Membera. It need hardly be said that
i & Bank of this sort is to be a success, if it is to
.play its full part in the development of the
counfry, it must have its roots in tha soil ; an
exotic will never ! bear the fruits which we lock
for. Onpe of the principal reasons why banking on
modern lines has not made greater progress in
India is becauss, with a few notable exceptions,
.the only trained bankers available have been
. Europeans. I am glad to say that more recently

-



IMPERIAL BANK OF INDIs. 121

Indidins have been taking to banking in greater
‘numbers, mora particularly on the Bombay side.
1 could name more than one striking example of
conspicuous success on tbat side of India; the
name of Mr. Pochkhanawala has already been
brought before this Council by Mr. Howard.
Nevertheless progress om the.whole has so far
been slow, and we ourselves look to the Imperial
Bank as likely to stimulate very considerably the
training and employment of Indians as bankers.
Let me again read an extract from what the
Government of India said on this matter in their
Despach to the Secretary of State :—

¢ Fer such development, moreover, an equal
necessity is & sufficient supply of men trained in
modern methods of banking. The mere staffing
of a large number of new branches of the amal-
-gamated bank will naturally involve the training
-and employment of Indian agency to a very much
greater extent than at present, and the demand
for and training of such men by the Imperial
Bank should have valuable influence in stimulat-
ing their supply for other banking institutions,
just 83 the requirements of our Public Works
Department have undoubtedly stimulated the
growth of the engineering profession in India.

“ Qur hope, therefore, is that the new Bank

. . will grow up to be & reslly

A national imstitu-  p\ptional institution. 1 feel
. that I must here repudiate,-
in the strongest possible terms, suggesions that
have beer made in some quarters that the object
-of the scheme is to preserve a2 European mono-
_poly.. We look to the new Bank to have s wide
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‘and beneficent sphere of influence; and any
scheme of constitution which gave it a definite
‘racial colour, whether European or Indian, would
inevitably be doomed to failure. A purely European
concern, however successful its operation might
‘be in the seaports and large cities, could rever
‘be successful in carrying banking facilitiey over
‘the extended ares which we contemplate as the
‘field of operations for the new Bank. On the
other band, an insfitution under purely Indian
management would not, I believe, command for
many years to come a sufficient supply of expert
banking knowledge to enable it to take that
position in the economy of the country which we
wish to see the new Bank occupy. This pre-
eminently is one of those matters wnich urgently
‘call for co-operation between Europeans and
Indians, and if, as I bope and believe that co-oper-
ation will be forthcoming, the Imperial Bank
‘should prove & most useful factor in promoting
‘the economic interests of the country.

“ These remarks bring me to the third point ;
dentuintenti ' also 8 point which has at-
m:, Banstration ofthe 4 acted the attention of the
" public—the question of con-

‘trol. The controlling body of the Bank, that is
‘the Governors, will consist of the presidents, vice-
‘presidents and secretaries of the three banks with
two managing governors.appointed by the govern-
ing body. These are the representatives of the
ghareholders. In addition, we propose to place
ol the govérning body an official, the Controller
f Currency, who will represent primarily Govern-
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‘ment interests and will have certain weil defined
‘powers in thie respect. We have been told by
cortain critics that if the governing body is
fimited to the constifution I have described, this
institution will have what the writers are pleased
1o call an entirely European chsracter. I must
delay the Council while I examine this 'objection.
In one of the constituent Banks—the Bank of
Bombay—Indian sharehclders are already in a
‘majority, and three out of the six Directors of that
‘Bank are Indians, one of whom, besides being
one of the leaders of industry in this country, is a
prominent member of this Council. I am glad
to hear that the Bank of Madras has récently
invited an Indian genlteman to join its directorate.
The Counecil will, I think, agres that it is not for
Government o dictate to the sharebolders whom
they should or should not elect as directors, and I
can see no justification for any attempt to
- legislate in the direction of compelling the share-
holders to exercise their choice in favour of
membera of otne class of the community rather
than another. But we desire to see the mnew
Bank start under the most favourable auspices.
‘We desire that there should remain no doubt or
-suspicion, justifiable or otherwise, that the in-
torests of the general taxpayer who will contribute
@ consSiderable portion of the Bank’s resources
in the shaps of Government balances, are not
-sufficiently represented. While, therefore, we do
not infend any dictation [to the shareholders
regarding their own representatives on the go-
verning body, we have decided to take power in
the Bill for the Governor General in Council t,
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nominate two additional members to the govern-
ing body of the Bank. These members will be
non-officials ; they will be nominated for s year,
but can be re-nominated ; and the provision will,
as I hope the Council will agree, amply mest the
desire that the interests of the general taxpayer
will be sufficiently represented.

There femains a final point to bring before
Relation of the I the Council. It is again la
yoation of the Jm-  ypoint in which the proposals

E:f,_BmkhE“h’"ge .Eave been criticised ; and I
think it right to bring any
point of criticism before the Councit at the earliest.
opportunity, It has been urged that we should
‘not seek, as we do seek, to exclude the Imperial
Bank from taking part in ordinary exchange
operations. It is a point of detail rather tham
principle ; but I can dispose of it without delay-
ing the Council. The Banks themselves, who are
mainly concerned, have acquiesced in this proposal;
they have done so for the reason that they now
hold in many cases the balances of the Exchange
Banks, and they could not expect those Banks to-
leave their balances with them if they were:
rivals in the matter of exchange operations....... ’



INDIAN FINANCE.

India's financial problems during the war
and since the conclusion of peace have been
discussed in Part I.  The following exiracts
would enable the reader to study some aspects
of Indian war financein greater detail. Ex-
tract XXXII reviews the effect of the out-
break of war on Indian, curreney, exchange,
commerce and banking. Mr. Howard’s state-
ment on the financial situation of India gives
a brief summary of Indian war finance, and
the extract from the Finance Member’s
. Budget Speech (1922-23) describes sorne of
the post-war financial difficulties.

The reasons which led .the authors of
Indian Reforms to recommend the geparation
of Provincial from Indian Finance are ex-
plained in the extract from the Report on
Indian Constitutional Reform )
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XXXIL.

Ezxtract from the Speech of the Finance Member
in sntroducing the Financial Statement for
1915-16.

GEXEBRAL EFFECTS OF THE WAR ON TRADE AND
FINANCE.

2. Since I last addressed the Council on
finencial matters, India has been, and is still,
passing through & crisis which has subjected her
financial and economic systom to & supreme test.
It is true that, save for ‘some vivid bubt happily
trensient experiences in the sutumn, she hag not
felt the direct impact of war. But she has nob
.been able to escape the consequences of that
economic solidarity which binds her closely to the
outside world. All her recant development has
been on lines of diminished isolation. Har
currency, system connects. her with the money
.markets of London and the world. She relies
for internal development largely upon borrowings
in Londopr. Hoer prospenty i8.increasingly bound
up from year to year with her rapidly growing
foreign trade. Her internal financial arrange-
ments, and above all her system of credit, in
many respects follow Western models. Finally
she is a part of a mighty Empire which is one of
the belligerents in the general war. It isin-
avitable, therefore, that India. should feel the
" effects of the war from top to bottom of her
economic system ; they are written large over
the Statement which I have to present to the
Council to-day, and ave affecting still more deeply
the trade and production of the entire country.
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6. The first effect of the European war,
which began to operate even
in miratened broak - pofore Great Britian had
actuslly been drawn in, was.
a threatened break in exchange. The Govern-
ment of India took immediate steps to deal with
this aspect of the general situation, and were
able to make a preliminary teassuring announce-
ment on the 1st August. On the 3rd August we’
~ publicly formulated, with the approval of the.
Secretary of State,,the measures which we had
decided to sdopt. In the first place, we formally
undertook to support exchange by all the means
in our power. This was a policy which the Royal
Commission on Indian Finance and Currency had!
recommeonded in their recently published Report ::
it fell to us to declare our adhesion to it at the.
outseb of a crigis of uprecedented magnitude and:
totally uncertain duration.
In the second place, we announced our in-
. tention, in pursuance of this.
Sale of Reveree Bills object, to sell sterling bills on.
London, or “reverse” bills as they may conveni-
ently be termed, up to a maximum limit of £1
million & week until further notice. This, too,
was an innovation on previous policy. In the
exchange crisis of 1907 and 1908 the amocunt sold
had usually been £} million a week, and occasion-
ally £I milliom, but the exact amount was
settled afresh just before each successive weekly
sale. The present was the first occasion on which
the Government of India undertook beforehand
to maintain sales on an ample scale, Again, to-
adapt the system still more fully to frade re-
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quirements, we combined with the sale of bills the
practice of selling telegraphic transfers also, thus
providing & guarantee of immediate remittance
when required. A few days laﬁer, too, we
arranged tbat bills should be payable in Lordon
in 16 days after the departure of the weekly
mail, thus eliminating the uucertsinty due to
possible delay in the’ arnv:al of the bills by mail
skgamer......

In all we expect, by the end of this year, to
have sold bills and transfers td the total extent
of about £ 83 million. The sums thus received
have been credifed to the Gold Standmd Reserve
in India pari passu with the Secretary of State's
withdrawals from the Reserve in England in
order to meet the bills and transfers, falling due
dor payment by bim from week to week. The
net result has, of course, been a great strengthen-
ing of the Gold Standard Reserve on this side,

Lastly, in the early days of the orisis, we
strengthened that Reserve by exchanging £4
million of silver held thereirn on this side for an
-equivalent quantity of gold previously held by us
in the Paper Currency Reserve.:

5. At the same time ss we first notified |

Gold for £ the selling of reverse bills and
ittanon. reign ro- 4 .nafers, we took steps to
restrict the disdipation of our

gold in India by laying down that no gold should
be issued to any one person.or firm to a less
extent than £10,000. 'The object .of this was to
sacure wiat we. thoudht would be a rough test as
between apphcatlons ‘for evértual’ remittance
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purposes and those: which, were merely for loca}
requirements, The limitation, however, wag
defeated by various individvals and firms clubbing
together sp a8 o make between them a demand
which conformed to our minimum. Between the 1st
and the 4th we had already loak about £, 800,000
of our gold ; and on the 5th Augusi, when it wag
snnounced that Great Brilain was actually af
war with Germany, we took the further step,
for which wa had previously obtained tbe
Secretary of State’s approval iz anticipafion of
that contingency, of refusing the issue of gold
altogether to private persons...............
7. The next grave di?oulty that the out-
. break of war brought upon
5’:‘“5" baks der 15 was im regard to I;oqr
Pane: savings banks deposits and
currency notes. The general trade and credit
position which the war set up was most serious
in Bombay, mainly ags a zesult of the banking
and commercial erisis of the preceding year which
had been more severe therea than elsewhere.
There was also considerable wneasiness in the
Punjab, which had likewise suffered from the late
banking crisis, but it was in Bombay that tke
difficulties I bave mentioned arcse in the most
acute form. The deposits in our Poaf Qiffice
savings banks amounted in all to somewhat over.
23 srores at the beginning of this year and by the
818t of July had risen tc 244 crores, the increase
being due mainly o the more Lberal comditipns
announced in paragraph 58 of mwy speech inro-
ducing the last Financial Btatement. From the
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second week of August there was a heavy and
excited run by sesvings banks depositors wupon
their funds, and in August and September to-
gether there was 8 net withdrawal of about
6 crores (£4 million) of these deposits, due to mis-
guided apprehension in regard to the effects of
the war upon ths stability of the -Government of
India, which was every now and then fanned by
wild stories of imaginary reverses sustained by
‘our allies or ourselves, and by the untoward inci-
dents connected with. the career of the late
Emden. Since then the drain has materially
slackened, but in all we calculate that by the end
of this year we shall hava lost about £ 7 million
of savings banks deposits which we have had to
pay out from our general balavces. I may say
here that we did what we could to promote con-
‘fidence by putting the Post Offices in adequate
funde and enjoining the prompt payment of all
claims ; and it is perhaps & welcome indication
-of the way in which the strength of our financial
_position is really viewed by our enemies that a
number of German prisoners at Ahmednagar
have themselves opened accounts with the
Government savings banks. .
8. The demand for the encashment o
currency nctes was most
Carreney notes. -serious in Bombay, and the
total abnormal encashment in fhat Presidency as
a rasult of the crisis has been estimated at about
2§ crores in August and September, out of
4% orores in respect of India as a whole. .Qutside
.. Bombay the. largest encashmenf oocurred .in
Burma, and in the Punjab too it was considerably
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larger than in ordinary years ; but.in-these cases
the increase appears to be due as jmuch $o the
gpecial trade conditions. of the year a8 to unaaah,
Ress arising- directly from the crisis.

The Government. at once took steps to check -
any panic by issuing instructions that every
gndeavour should be made o meet promptly all.
demands for encashment at district treasuries, .
whereas ordinarily, it will be remembered, a note
is- only encashable as of -right at a currency
cenfre. A very large number .of -notes were,
oashed in this way .in districts, especially in
Bombay and the Punjab, and it may be hoped.
that when the crisie passes away, the measures

we took will have the effect of ensuring a perma~
nent increase in the populanty of currency notes
and consaquent extension in their use...........

The abnormal run on our notes wes of re-
Iatively short duration. Nevertheless,- owing to
depressed trade conditions resulting from the
war, our net note circulation, excluding the hold-
ings by Reserve Treasuries and by the Presidency
banks at their head offices, remained nearly
7 crores (£ 4§ million) les# at ‘the end of J anusry
than on the corresponding date in 1914. '

‘ 9. Having regard to the present abnormal
frade conditions and to the extraordinary ‘strain
on our credit generally, I consider that the posi.
tion of our paper money calls for full satisfaction.
Our notes circulate freely, and apart from very
minor temporary local incidents, there has never

- been any question of their bemg depreciated as
compared with coin.............
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11. ¥ now turn 8¢ the effects of the: war o
Commercial and the commercial and oredit-
ait position,  Pposition in India, whioh, of
course, materially influencew
our revenune receipts, especially vnder Customs
and Railways. In the firsé place, internal credis
was seriously prejudiced by the attitude of a large
-part of the Marwari community, who play suock
sn important role in conducting and financing the
trade of the couniry. Speaking, gemerally, in-
stead of eonforming %o the excellent British
maxim ' of ' business as usual,'”” they departed tor
their homes taking with them as much of their
capibal as they could resdily lay bold of, and
thus materially hampering the eredit maechinery
with which they are so intimately connected. As
rogards the baulks, the position ef the Presidency
Banks was, as I have already said, very strong
befora the orisis, and in oxder fo promote public
confidence the large Government deposits which
they already held were furiher inereased at the
outset of the wan, and have since been lkept at as
high a level as our resounrces permiited. We
hava preferred, in faoct, to borrow somewhab
morse freely from the Gold Standard Reserve—a
matter ta which I shall refer later—rather than
curtail unduly the resources placed at the dia-
posal of trade. _
. " The bank xate wasa low when the war com~
. menged, a8 is usuval ab thak
Panking. ~ season of the year, bein,
8 par eont, i Caloutia, 8 per cent, in Bombay, an
4 per cent. in Madras. Aa & mreasuwre of protec-
tion, the Bank of Bengsl raised its rate to
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$ per cent. on the Gth August, and the Bank of
Bombay to 4 per cenf. on the same day, and
‘to 5 per ctent. on the 18th.; while later on
the rate was incressed, Bt somewhat ‘different
dates, to © per cent. for all three banks at
which figure 1t now stands. It is umderstood
Bhat the Indian branches of the Exchange Banks
ayere also in a strong position at the vommence-
ment of the crisis. :

A8 regards other banks, the previous yeay
‘saw the collapse of a large number of (generally
speaking) recklessly menaged banking mstitu-
‘tione. In the light of subsequent events, however,
weo may reckon it as fortunate that the disappear-
ance of these banks occurred before the present
erisis. 'Though the want of confidence engendered
by their failure tended to accentuate the difticul
ties in ‘Bombay and the Punjab, the situation
would have been far more acute had the banks
in question been still in ‘existence and theén
collapsed as they must have done. As it was, two
banks which had been badly shaken by the
‘previous crisis, though they survived it, now Iell.
One of these, the Punjab Co-operative -Bank,
‘established in 1905, was compelled to close its
‘doors on the i4th September. Another, Bank of
Upper India, established as far back as 1862,
suspended payments on 8th October. Tt is Ppro-
bable, however, that events had been largely
discounted beforehand, for they did mnot prodice
any widespread panic.

L)
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- XXXIII.

‘Statement on the financial situation of Indi,

- submaitied by Mr. H. F. Howard of the Indian
Delegation to the International Financial
‘Conference held at Brussels in 1920,

From a financial and economic point of
«wiew India bas been less acutely afflicted by the
Great War than many of the participants in the
Conferencs, and she is no doubt more fortunate
$han some of them by reason of the fact that she
is a large producer of several important raw
sommodities, of which, in normal years, s con-
piderable margin is available for export, these
commodities including arficles in such world-wide
demand as wheat and other food grains, jute,
cotbton, oil seeds and hides.

2. Nevertheless, fhough the Great War was
waged outside India’s boundaries, she made large
contributions in men, money and material for its
prosscution in various theafres, and since its
conclusion has had to deal with difficult and
expensive operations on one of her own frontiers.

8. The War thus necessarily reacted very
sharply on the financial and
_ _economic machinery of India,
If, on the one hand, the resultant demand for
materials served as an industrial stimulus in
ocertain directions, the War inevitably imposed a
great burden on the finances of the Government,
neocossitating large additions of taxation and-—as
it wag impossible to provide additional funds
from this source salone—substantial additions
to India’s borrowings, and she has now to face

Taxation.
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the problem of dealing with an unwieldy volume
of short term and floating debt. Moreover, as the
‘War went on, the great inflation of prices else-
where was accompanied by a very serious, though
not indeed equivalent, rise in the prices of all
necessities in India, leading to great and wide-
spread hardship and unsettlement. It is hardly
necessary to emphasise that this development is
liable to have far more important results in the
case of an Eastern country than in an advanced
‘Western community, The great rise in com--
modity prices has also inevitably been reflected in
& general enhancement of the cost of the adminis-
tration,

4, The position can be best illustrated by
a few spalient comparative
figures. For the financial
year preceding the War, pamely, 1913-14,
India’s gross revenue amounted to £85,000,000
and the expenditure charged against revenne
to rather less than £83,000,000. The corres-
ponding figures for the budget of the
current year, 1920-21, are £ 134,000,000 and
£132,000,000. (These totals would be substantial-
ly smaller in each case if net figures were taken,
1.6, if only the balance of receipts from Govern-
ment commercial undertakings were shown, the
expenses being treated a3 a deduction from receipts,
instead of being entered on the experditure side
of the account.) The more important enhance-
ments in taxation were made under the heads of
“customs ' and *taxes on incoms,” there being
an incremsse under these heads from 110 to 250
millions of rupees, and from 30 to 170 milliong of

Growth of reveoue.
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Fupeest epoctively,but substantinl additionsl levies
Wwere made under other heads also. In cohsidering
these figures, it must be borne in mind that the
taxwble chpacity of India #s low a8 compared with
that of Western countries. 'Om the expenditure
side, the cout of the militavy serviees budgeted .
fot 1920-21 was 570 ‘millions of rupees against
800 millions for 1918-14, while there has been
& 'general inoréase uuder other heads of the Budget,
the increase being spread aver the whole of the
administration. *
‘5. ‘As regarde India’s loan ebligations, at
Loans ‘the -outset of the War her
' dobt was sel off by re-
munerative assets of practically equivalent amount
tn the shape of rajlways and irrigatior works.
During the War it has been neceseary to raise
Yarge sums for the finance of military expendi-
4ure, and e considerable proportion of this debt
‘has perforce been in the shape of relatively early
maturities. Thue, with an outstanding steriing
debt of £193,000,000 and an internal debt of 2,800
‘millions of rupees, the amount falling due for
repayment within the ten years up to 1930,
inclusive, amounts to over 1,000 milliona of
vopess, To these figures must be added a float-
ing ‘debt of over 600 millions of rupees, which,
=s in other countries, is likely to prove & source
of continuing embarrassment until it is possible
%0 discharge or fund it.
6. Concurrently the War threw a great
L . strain on India’s currency
Indisn Carrency. arrangements. The finance

oI military ‘requirements, including supplies for
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-the Allies, ientsiled henvy disbureements in Indisa
and resulied in a large expansion of the Govern-
ment currency mnote imBue, this iwereasing from
about 750 millions of rupees at the outbreak of war
to 1,850 millions in January, 1920. This increase
in the note circulation was accompanied, especi-
ally ab certain critical stages of the war, by an
intense demand for metallic money, and the ab-
sorption of silver coin in the five years from April
1915 to March, 1920, amounted to about 1,400
millions #f rupees in round figures.

7. The great demand on the world’s séocke
of silver, which these figures
represent, was no doubt one
of the main factors contribut-
mg %o the greal rise in the price of that metal.
This rise in prices, in ite turn, led during the war
to the result that at the pre-war rate of exchange
of Re. 15 to the English pound the value of the
filver content of the rupee rose abave the face value
of the coin. As aresulf a break in the exchange rate
became inevitable and necessitated a review of
the whole position. It was decided, having regard
to the great and continuing rise in the price of
silver after removal of the controls placed on the
metal during the war, to fix the parity of the
rTupee at 11'8 greins of gold, or in otker words ab
Es. 10 equal one soversign.

. Though gold is still at a premium in India
The 26, rata. as compared with this bagis,

o & and though this rate has not
yet become fully effective for the external ex-
change {exchange ranging at the time of writing
in the neighbourhood of 1+ 103d.), it can reason-

_ Rise in the pries of
sllvar
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‘ably be hoped that this measure will operate to a
material  extent to mitigate the problem of high
internal prices in India, by changing, as it were,
the gear between these and external prices; in.
deed it already shows some signs of doing so.

* 8 This process will, it is also hoped, be
Deflation. furthered by the fact thaé
India is at the present time
making a defermined effort to face the problem of
deflation. It has already been possible to reduce
the note issue from 1,850 o 1,630 millich rupees,
and this contraction has been accompsanied by &
reduction in the metallic circulation of about 160
million rupeses in the last four months, but the
complete solution of the problem is, as elsewhere,
dependent on that of the funding of the outstand.
ing floating debt.

9. Turning to India’s foreign frade, the im-

: ports of private merchandise
Foreign trade. in 1913-14, the year before
the war, amounted to £122,000,000, and the ex-
porta to £166,000,000. These totals were not again
reached during the war, and though they were
passed in 1919-20 with totals of £139,000,000 and
£218,000,000 respectively, it must be realised thaé
this is largely due to the great enhancement of
values which has taken place. During the last
few months fhe tendency has been for the balance
of txrade to move against India, since, on the one
hand, she has- been importing large amounts of
manufactured goods not available during the War,
while, on the other, markets for her commodities
are s$ill limited by the restricted purchasing
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power of many countries, and at the same time
it has been necessary to impose important res-
trictions on the export of food grains from India
in the circumstances about to be mentioned,
10. On the economic side, the strain of war
The position regard- conditions in India was ag.
ing food grains and raw gravated both by the ravages
materials. of the influenza epidemic in
1918, which is estimated to have carried off more
than six million lives, and also in the same year
by a widespread failure of the rains, on which the
prosperity of India so largely depends. This
failure resulted imr a serious scarcity of food grain
crops, which not merely oxcerbated the price
problem already referred to, but bas made it
necessary to impose and continue drastic restric,
tions on the export of food grains. Though there
has since been a substantial alleviation of the
position in this respect, it is still not sufficiently
secure for it to be possible to remove the restric-
tions in force. In the case of wheat, it is
uncertain whether direct sales of wheat to
Europe other than the United kingdom will be
possible. For rice the position is different, the
export trade is under control, but sales to Europe
are already being effected, Oil seeds are nob
subject fo. control, but as regards food grains
other than wheat it is not possible at the
time of writing to say more than that the extent
to which the Government of India will be able t6
rolax restrictions in the near future must be de-
pendent on the course of the monsoon in the next
few weeks. The Government of India have been
asked to furnish, before the Conference sits, the
latest available information on the point. Inthe
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scase of other raw rinaterials, the position js sime
pler hnd substantial quantities of cotton, tea, jube
end hides will be available, provided that eatisiae-
“tory financial arrangements can be made, though
15 will no doubt 'be recognised that, in the event
of the demand exceeding +the available supply,
#ome form of rationing may provs to be necessary.
 Here again the Government of India are being
aeked for the latest possible information wita
tegard to quantities. Control is at present exer-
oised over the export of cosl and various food
stuffs (wheat, rice, bajra, barley, gram, jwar,
dentils, maize and pulse). It may be added that
mo resirictions are at present imposed by the
. Government on private operations in the foreign

-oXchanges.

. XXXIV.

Eztract from the speech of the Finance Member
sn presenting the Indian Budget for 1922-23,

7. Altogether then our expenditure is some-
what over 14} crores more than we expected ;
-and the total deficit will amount to no less than
84 crores. If you ecarry your minde back to
the history of the last three years, the House
will realize that this is now the fourth deficit
in succession. In 1918-19 it amouugted to
6 crores, in 1919-20, mainly due to the Afghan
War, the deficit was 24 crores ; our final accounts
of 1920-21, swollen by many adjustmenis of
arrear expenditure on the Afghan war and the
Great War, showed a deficit of 26 crores. Adding
the 34 orores to which I have just referred, the
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sotal excess of expenditure ever revenuwes in the
four years comes $o 90 crores.

HOW 70 MEET PHE PRFICIT.

18. I now come tq the hardest part of my
Yises sonmeee tgak fo-day, namely, $aq
Government budgeting for  diBcuss  what measures
a deficit, reduction of ex- ghould be taken to meet the
penditure and ineressing  orave problem presented.
revenus. - by an estimated deficit nexf
year of about 81 crores, It is obvious that there
are, in theary, three courses which can be
adopted, either separately or in combination,.
First, we can budget for a deficit, either the
whole or part of the above amount ; second, we
can attempt to reduce our expenditure; and
third, we can take stepa to increase our revenues,.
The problem is 8o grave, and the issues atb stake
80 large, being nothing less than the solvency of
$he country, that I make no apology for examin..
ing in some detail each of these three courses.
Would it be desirable, or would it even ba:
possible, to leave the whole or the major pars-
of this deficit uncovered ? Now, so far as 1 hava
been ahle ta ascertain, on one accasion only in.
the past has the Government of this country
deliberataely budgeted for a deficit. This was.
in 1915.16, the firsé budget of the war, when
Bir William Meyer budgeted for a deficit of about.
4 orores. In introducing that budget, Sir
William Meyer carefully explained the reasons.
which had led him %o adopt that course. He
emphasised that the Govarament would not, think.
of proposing to budget for a deficit if the defi~
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¢iency in revenue promised to be of & moré or
less abiding character. That, however, he_ held
was not the case or that occasion; it was then
t0o early in the war fo be sure that the excess of
expendlture over Tevenue was anything ‘more
than temporary, and unless .and. until it could
be shown that the gap between revenue and
expenditure was likely to last for some tims,
it would not be justifiable to impose increased
taxation, especially s the Government’s cash
balances could at that time be relied on to
produce the necessary finance. For the rest, so
far as my researches go, the Government of
India have always endeavoured to meet the
expendlture of eachk year from the revenues of
that year, and although on occasions their
estimates have been disturbed and deficits have
actually acorued, they have, except on the one
occasion mentioned above, never deliberately
contemplated that their expenditure -should
exceed their revenues. I do not think that
there can be any doubt that this policy con-
gistently followed in good years and bad, when
the outlook was fair and when it was gloomy,
had much $o do with the sound financial position
i which India found herself at the beginning
of the war, and with the excellence of the credit
of the State both within the country and abroad.
19, Now, in considering the extent, if any,

to which we should be

M?l::m%:&‘;f_ ‘oaunot be justified inleaving this esti-
: ‘mated deficit wuncovered,

there are two points of vital importance to which
I 'must invite the caxeful attention of tha House:
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In the first place, it is ndcessary to examine
briefly the real nature of the current and next
year’s deficit. Can it be said that the present
emergency is similar to that which Sir William
Meyer had to face in preparing his budget for 1915~
16 ? I hold that the answer to this-must be in the
negative. I do not think that it is possible to take
the position that thbese deficits are due to transient -
causes, that we can look for better times ahead,
and that we should conseguently be justified in
leaving things as they are, in the hope that before
long our revenues will once more have egqualled
our expenditure. I must say frankly that I see
very little prospect of any such equilibrium béing
attained within a measurable period. In saying
this I do not mean o imply that either the pro-
-bable deficit of 34 crores in the current year, or the
-egtimated deficit of 31} crores mext year, is
‘necessarily to be taken as a measure of the perma-
nent gap between our expenditlure and our
ravenues. 1 assume thaf, with the liquidation of
-our frontier commitments, the porfion of our
‘military charges which are classified as **ab-
-normal * will disappear. I slso assume that our
‘revenues would respond to any substantial revival
in trade, when the day of that revival dawns,
as assuredly dawn it must. But after making
every possible assumption ‘of this nature, I do
not think it can be said that, if things are loft sa
they are, equilibrium will be attainable within @
‘measurable time. Ii has, mereover, - to be
remembered that we have certain loss of revenub
‘in front of us, in respect of the gradual abolition
-of the provincial contributions. I have not.over-
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Jooked the fact that the stabilisation of the pupes
a% 2s. would. relieve. our xevenues to the extent
of about 15 crores 3 year, but the House is in
as good a position as I am, te judge whethexr we.
should be justified in placing any reliance on this
consurmmmation. The prohlem, as I feaxr we must
envisage it, thus nof omna of earrying om until
wa have turned the corner, for the turning is
nowhers visible.
20. Secondly, it is necessary ta examine
o ' . brieflly what a succeasion
o:f'a'é'?'m‘f'."‘ 8 euccsSON  of deficits really means, and
what are the results which
it leads to. I will not embark on any theo-
rebical discussion of financial etbics, but confine
myself to sctual facts. Including the deficit
of the current year, during the past four years,
our expenditure (in using the word expenditure
I mean, of coursq, expenditure debitable to
revenue, and mnot oapital expendifure on such
objects a3 Railways and Irzigation) hae excesded
onr revenua by a total amouni of 90 crores.
Where did thia money comae from ? The short
hnewer is that we bave been living om credif.
About 37 crores have been ohtained by the issue
of fiduciary currency notes, nsmely, notes the
only backing of which are our own L Q. U's. 4
further 47 erores will have heen found by incuz-
ring floating dabt in she shape of Treasury bills,
ghile the remaining § orores will. have heen
taken from the proceeds of our reguler annyal
borrowings. Our Treasnry bills gonsist of short
term bills (mostly fox 8, & ar 9 .months) which
we have 8o far engaged to remew on malurify.



INDIAN FINANCE 145+

But it ia ax open fact we have only succeseded in
doing this by virtue of the recent staghation of
trade and consequent plethora of bank money ;
it-is very doubtful if on any real revival of irade
we should be able to keep * floating ** an amount
of Treasury bills on anything like the present’
scale, A Treasury bill outstanding in the
neighbourhood of 60 or evern of 40 crores is,
as I have more than once pointed out, a matter
for great anxiety, seeing that at any time, with
the appearance of other demands upon the dis-
count market, such as a revival of frade or anm
acute monetary position, our sales might not
cover our maturities and we should then have
no alternative, if we were not to dishonour our
bills, but to make & further large fiduciary issue
of currency notes. During the past month or
fwo we have, in fact, had & preliminary warning
as to the insecurity of our position; a sudden
tightening of money in Bombay led for a time
to distinct embarrassment ; in spite of our giving
very much - more {favourable terms for our
Tressury bills we found great difficulty in meeting
our requirements and were obliged, as & temporary
measure, to re-issue a substential amount of
currency notes which we had cancelled during
the preceding months. And, of course, the depend-
ence of Government upon the money markeé.
to supply it on credit with funds $o meet: the
gap between incomings and ocubgoings ifgelf
reacts strongly upon the supply of money avail-
able for trade, thus setting up a vicious circle.
To escape from that circle is one of the most.
pressing problems before us.
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21. What then is the inevitable conclusion
. ine 50 Which these considera-
ange NCTeasIN,

thn? ﬂofti;sg ﬁf,b,'o, meet.  bions lead ? Putting aside
ing the deficit from the all 4theoretical considera-
proceds of rapeeorsterling  tiong of principle and of
’ ' sound financial policy, the
financing of a further -deficit next year of an
amount anything like the 313 crores estimated
is simply not a practicable proposition. I should
be much mistaken if we have not already reached
the limit of safety. To attempt to increase our
floating debt beyond fhe figure at which it is
likely to stand on April Ist next would be to
invite not only grave monetary stringency, but
possibly even a severe crisis. To raid the Gold
Standard Reserve, which has been built up for
an entirely different purpose, would be merely
putting off the evil day, and would be an ex-
pedient whick could be adopted only as & last
resort, and  even then purely as a temporary
measure. To rely on the proceeds of our annual
rupee or siterling loans to finance our deficits
would, &s I shall show later in my speech, be
equally impracticable, seeing that we shall fully
need the whole of these for financing our existing
capital liabilities and produciive expenditure on
our railways. The inevitable result, in short, of
any attempt to finance & deficit of this size would,
‘in my opinion, be to force us to large issues of
unbacked currency notes, and I am sure the
House will agree with me that the effect of such
inflation upon the general level of prices in this
country, and upon our general credit, would be
very serious. My conclusion then is, and I state
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it with perfect confidence, that the problem
before us is one that cannot be shelved or left to
be locked after iteelf. It is a problem which has
to be faced, and it is my duty to ask this House
and the country, whatever their opinion may be
of the particular proposals that we are making,
to join with us in facing it.

92. How far can we reduce the deficit by
cutting down our expendi-
ture ? I have. already
,indicated the difficulties which we have encounter-
"ed in regard to our largest spending department,
the Army. I have told the House that, as regards
tbe Civil departments, we have cut out all new
expenditure which cannot be proved to be of
imperative necessity. I do not claim that further
reductions are impossibe; as the House krnows,
we are committed to an enquiry into the steps
necessary to effect retrenchment, even if that
results in curtailing departmental act1v1tles We
have agreed to accede to the desire of the Assembly
for the appointment of & Committea of
retrenchment, and an announcement will shortly
be made on the subject. But the field of civil
expenditure over which that enquiry can range
ig small; it does not extend $o more than
20 crores ; and though retrenchment may, and no
doubt will be effected, it could have but a minor
effect in restoring the balance. In any case o
" Finance Member must frame his budget, not on
what Be hopes may be effected in the future, but
on the basis of the expenditure now actually
being incurred.

Economy.



148 . INDIAN FINANCE

24, If/I'have carried the House with me..
. . . 8o far, I have: established
m'E::;t“m must bo: in- g propositions. The first-

) is a: two-fold - one, namely,
that the country cannot, if it has any regard for.
its credit or any.thonght for its future solvency;
take refuge in the simple course of leaving the .
whole or even the greater part of this deficib
uncovered, and further, that quite apart.from
such considerations, if would not be a practicable
proposition to do so, even if we tried. Secondly,
however successful our efforts may be in reducing.
our expenditure, and imperative though it is that
weo should make the attempt, it is out of the
question to expect any relief from this source
to be on such a . substantial scale as materially
to reduce the excess of expenditure over revenues.
I submit, therefors, that there iz no escape
from the conclusion that it is imperative to
take every possible step to increase our revenues.
We can. do this in two ways ; firstly, by ensuring
that our commercial departments shall, at any
rate, not be a burder upon the taxpayer, and
shell, if possible, yield a profit: secondly by
increasing taxation.

XXXV.

Egtract from the Report on Indian Constitutional
Reforms.

200. The present settlements by which the
L . Indian and Provincial Goyern-
Finnncial Devalution ot ghare the proceeds of
certain heads of revenues are based primarily on
the estimated needs of the provinces, and the
Government of India disposes of the surplus
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“This * system necesssrily invelves 'conrirol and
vinterference by the Indian ' Government in pro-
-vincial matters. An arrangement which has on
+the whole worked successfully between two official
- Governments, would be quite impossible betwesn
.14 popular and an official Governmené. :Qur:firgh
caim has therefore been to find some means of
.entirely separating the resources of the central
:and provincial Governments.
201l. Wo start with a change of - sisandpomt
A pew basi If provincial autonomy is to
pes Dans. mean anything real, olearly
.the provincee must not be dependent on -the
Indian Government for the means of provincial
.developmeni. Existing settlements do indeed
-provide for ordinary growth of expenditure, but
for any large and costly inmovations provincial
.Governments depend on doles out of the Indian
‘surplus. Our idea is that an estimate should
+first be made of the ecale of expenditure required
-for the npkeep and development of the mervices
which clearly apperfain to the Indian sphere;
.that resources with which t0 meet this expendi-
ture should be secured to the Indiam
+Government ; and that all other revenues should
‘then be handed over io the provincial Govern-
ments, which will thenceforth be held wholly
.responsible for the development of all provincial
"gervices. This, howaver, merely means that the
.existing resources will be distributed on a different
‘basis, and does not get over the difficulty of
giving to the central and provincial -Governments
entirely separate resources. ILet us sea how this
is to be done.
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202, Almost every one is agreed that =
- complete separation is in
theory desirable, Such dif-
forences of opinion as we
" have met with have mostly been confined to the
possibility of effecting it in practice. It has been
argued for instance that it would be unwise fio
narrow the basis on which both the central and
Provincial fiscal systems are based. Soms of the
revenues in India, and in particular land revenue
-and excise, have an element ©of precariousness;
and the system of divided heads, with all its draw-
backs, has the undeniable advantage that ib
spreads the risks, This objection will, however,
.be met if, as we claim, our proposed distribption
gives both the Indian and provincial Governments
» sufficient measure of security. Again, we have
been told that the complete segregation of the
Government of India in financial matters will
lower its authority, This argument applies to
the whole subject of decentralization and pro-
vincial autonomy, It is not necessary for us to
meet it further. OQur whole scheme must be
even and well-balanced; it would be ridiculous to
jntroduce wide measures of administrative and
legislative devolution and at the same time to
retain a centralized system of finance.

203. There are two main difficulties about
ALl . complete separation. How.
o iolition of divided g pwe to dispose of the

two most important heads
which are af present diviled—land-revenue and
income-tax~-and how are we to supplement
the yield of the Indian heads of revenue in order

Complete separation
of revenues.
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o make good the needs of the central Govern-
ment ? At present the heads which are divided
in all or gome of the provinces are :—land revenue,
stamps, excise, income-tax and irrigation. About
stamps and excise there is no trouble. Weintend
that the revenue from stamp duty should be
digcriminated wunder the already well-marked
- sub-heads General and Judicial; and that the

former should be made an Indian and the latter

a provincial receipt. This errangement will

preserve uniformity in the case of commercial

stamps where it is obviously desirable to avoid
discrepancies of rates ; and it will also give the
provinces 8 free hand in dealing with court.-fee
stamps, and thus provide them with an additional
means of augmenting their resources. Excise is,
. at present, entirely & provincial head in Bombay,

Bengal and Assam, and we ses no valid reason

whby it should not now be made provincial through-

out India. Af this stage the difficulties begin.

Land revenus, which is by far the biggest head

of all, is at present equally shared between the

Indian and all the provincial Governments, except

that Burma gets rather more than one-half and

the United Provinces get rather less. Now land
revenue assessment and collection is so intimately
concerned with the whole administration in rural
areas that the advaniage of making it a provinecial
receipt are obvious. But other coneiderafions
have to be taken into account. One substantial
difficulty is that, if land revenue is made entirely
provinecial, the Government of India will be faced
with a deficit, and its resources must be supple-
mented by tha provinces in some form or other.
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‘Moreover famine expenditure and expenditure on
major irrigation -works are for obvious reasons,
selosely connected -with land revenue, and .if the
sreceipts from that rhead -are :made provincial, it
logically follows that :the provinces .should take
-over "the very heavy liability for famine relief
and profective :works. An argument of - quite
another .character was also put forward. ‘We
werwe -told that in the days of dawning popular
iGovernment in ‘the provinces it would be well
i4hat the provincial Government should be able
+to'fall back on:the support of the Government of
India (as, if the heads were still divided, it would
~be.able to do) when its land-revenue policy was
abttacked. But it is just because divided heads
«are not regarded as merely a financial expedient
‘but are, and so long as they survive, will be, viewed
a8 s means of going behind the provincial Govern-
ment to:the Government of India, that we feel
gure that they should be abolished. We propose
sherefore to make land-revenue, -together with
.irrigation, wholly provincial receipts. It follows
‘that the provinces will-become entirely .liable for
.expenditure on famine relief and :protective
irrigation works. We shall explain shoxtly what
;arrangements we propose for financing famine
.expenditure. The one remaining head is income-
tax., We see two very strong reasons for making
this an Indian receipt. .First, there is the
necessity of maintaining a uniform rate through-
out the country. Theinconveniences, particularly
ito the commercial world, of having different rates
iin different provinces are manifest. Secondly, in
.the case .of ramifying senlerprises with their
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-business centre in some big city, the . province in
which the tax is paid is not mecessarily the
.provinoe in which the income was. earmed. We
.have indead been told that income-tax is merely
-the industrial or :professional complement of the
-land-revenue j and that to provincialize the latter,
while Indianizing the former, means giving those
provinces whose wealth is more preduminantly
agricultural, such as the . United Provinces and
-Madras, an initial advantage over & .province like
1Bombay which has very ilarge commercial -and
+industrial interesfs. Another wery practical
-argument is.that the tax is collected by provincial
ragenoy,-and that if provincial Governments .are
,given no inducement, such :as a share .of the
receipts, or a commission on the collections, which
is only such a share in disguise, there will be a
tendency to slackness in collsefion and a conse-
quent falling off in receipts. We admit that
these arguments have forca; but we are not
prepared to let them sfand in the way of »
<omplete separation of resources. Equality of
treatment as between one province and another
must be reached so far as it is possible in the
settloments as a whole, and it is not possible to
-extend the principle of equality to individual
heads of revenue. If it should be found that
receipts fall off, it may be necessary to create an
all-Indian agency, for the collection of she tax,
but this we shoufd clearly prefer to rebaining it
a8 & divided head. To sum up: we propose to
retain the Indian and. provincial heads as at
present, but to add to the former income-tax and
general stamps, and to the latter land revenue,
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irrigation, excise and judicial stamps, - No heads
will then remain divided.

204. For the purposes of famine relief we
propose that the provincial
seitlements should make
allowances based on each province’s average
liability to this calamity in the past; and it wilk
be the duty of provincial Governments liable to
famine not to dissipate $his special provision,
but to hold a sufficient portion of their resources
in reserve against the lean years. In years when
there ia no scarcity, a province should not spend
its famine assignment on ordinary purposes, bub
should either add it to its balances or spend is
on some defensive purpose directed to diminishing
the cost of famine when it comes.

" Famine expenditure.



THE INDIAN TARIFF.

The general rate of duty levied on
imports into India until 1860 was 10 per
cent. ad valorem ; almost 8ll goods exported
were taxed at the rate of 3 per cent. The
duty on imports was reduced to T4 per cent.
in 1864 and 5 per cent. in 1875. Duties on
.exports were gradually repealed and in 1876
only rice, indigo and lac were still subjest to
duty.
_ The reform of the Indian tariff in accord-

ance with the principles of free trade began in
1878. The duties on 2 great number of
articles, including some of the coarser cotton
goods, were remitted in that year, and in the
following year the duties on grey cotton
goods, except those of the finer qualities,
were repealed. In 1882, with the exception
of salt, all the remaining import duties were
repealed. _

It is not denied that the reasons which
led the Government to abolish the cotton
and other duties were not merely economie.
(XXXVIII). But at the back of the mind
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of our sdministrators was the idea that such
portection as the fariff afforded to Indian
industries was economically indefensible.
Again, free trade was the policy of the United
Kingdom, and it was thought to be wrong for
India to levy duties on imports when the
United Kingdom did not do ge. (XXXVII).
In the Financial Statement for 1878 we find
the principles which governed the customs
‘legislation of the 'United Kingdom, * now
admitted axioms by a2ll who recognise the
‘theoretic advantages of free trade”, held up
as 8 model for India.

The abolition of cotton -duties in 1879
-met with a good deal of opposition in the
Viceroy’s Council ; it was in opposition to the
opinion of the majority of his Council that
.Lord Lytton carried out the measure.

Financial pressure compelled the Govern-
ment-in 1894 to re-impose the tariff of 1875
.with some modifications. In December 1894
.4 5 per cent. duty was imposed .on cotton
_goods and yarn imported into Indis, anda
ccountervailing excise duty of an equivalent
.amount was imposed on cotton goods made
.in Indian power mills. Referring to the
excigse in bis speech “on the Cotton Duties
Bill on the 17th December, 1894, Mr.
Westland (Finance Member) ifrankly admit-
ted that he did not recommend the measure
on its own -merits. The instructions of the
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House of Commons were that if the Govern—
ment of India were obliged by financial:
necessity to impose a duty on cotton goods,
an equivalent duty must be imposed on similar
goods manufactured in India to deprive it of
a protective character. (XXXIX). Twe
-yearg later the - duty on yarns was removed’
and both the duty on cotton goods and the
excise were lowered to 3% per cent.

The Tariff Act of 1894 was amended in 1899
with a view to check the imports of bounty-fed
sugar from Germany and Austria-Hungary.
In two years, 1895-96 to 189%7-98, the imports
of sugar from these two countries increased
from 35,956 tons to 107,452 tons (XL).
The result was the closing of Indian sugar
refineries in many places. It was feared that.
if the imports continued unchecked, the
cultivation of sugar-cane would be abandoned
and some other crop substituted for it.

The customs tariff was completely revised .
in 1916. With effect from March 1, 1918, the
general rate of duty was raised from 5 to 7%
per cent.; the free list was curtailed ; the duty
on iron and steel was raised from 1 to 2% per
cent. and that on other metals from 5 to 7%
per cent., and the duties on articles subject
to special rates, as arms and ammunition,
liquors, cigars and cigarettes, were enhanced.
Export duties were also imposed on tea and -
ute. The duty on cotton manufactures was.
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not altered, as the proposal to raise them
would have revived old controversies at a
time when it was necessary to concentrate ali
attention on the war, In the following year,
however, financial reasons compelled the Gov-
ernment to raise the import duty on cotton
goods from 3% to 7% per cent. without any
change in the excise, which remained at 3%
. per cent. Af the same time the export duties
imposed .on fea and jutein 1916 were
doubled. - .

The customs tariff was again recast in
the Budget for 1921-22. The genersl rate
was increased from 7% to 11 per cent. Duties
on liquors, sugar, tobacco and certain articles
of luxury were raised and a specific duty of
12 annas per gross boxes was imposed on
matches in place of the old 7% per cent.
ad valorem duty.

Under the stress of financial necessity
the customs tariff was again revised in the
Budget for 1922-23. The general tariff was
raised from 11 per cent. to 15 per cent.,
but the duty on cotton goods was not
altered. The duties on iron and steel,
railway material, sugar, alcoholic liquors,
and imported petroleum were considerably
enhanced. The specific duty of 12 annas
per gross boxes of matches was doubled,
and o duty of 6 per cent. was imposed on
imported yarn.
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The views of Lord Curzon's Govern-
ment on the question of a preferential tariff
(XLI) deserve careful study. The conciusion
of the Government was that India had
not much to gain by Imperial preference,
while there was a serious risk of retaliation
on the part of foreign comntries in case
India adopted a preferential tariff.

: XXXVI.

Eztract from Sir John Strachey's Financial
Statement of 16th March 1877.

My Lord, I have reserved fothe end of my
Finsncial difficulties Sbatement the remarks which
prevent the abolitionof I wish to make regarding the
the cotton duties. Customs duties on cotton
goods. I do not now wish to re-open the discus-
sion which was finally closed last year by the
Secretary of State. It was then decided by Her
Majesty’s Government that *the interests of
India imperatively require the timely removel of
a tax which is at once wrong in principls, injurious
in its practicel effect, and self-destructive in ifa
operations.” The Becretary of State, while leav-
ing to the judgment of the Government of India
the mode in which the policy thus laid down
should be carried out, declared his opinion that
measures for the abolition of these duties should
have priority over every other form of fiscal re.
lief to the Indian tex.payer. Financial embar--
rassments arising from the depreciation of silver
prevented any practical steps being taken last
year in this direction. It is with regret that X
have to announce thaf, for reasons similar to

-
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those which prevailed a year age, it has been de-
cided that nothing can be done at-the present me«.
ment towards the abolition of these- duties ; the:
financial dificulties caused by the famine are so
serious that we cannot sacrifice any source of
income.
I altogether disbelieve that there is, in fhis
No conflict between mMabber, any conflict between.
Indian and English in. Indian and English interests ;
terests. I am satisfied that these in.
terests are idenfical, and that they alike require
the abolition of thie tax, I will not speculste on
what ought to have been done if the-case had been
different, but there is one thing which I wish to
take this opportunity of saying : we are often told
- that it is the duty of the Government of India to
think of Indisn interests alone, and that if the
interests of Manchester suffer, it is no affair of,
ours. For my part, I utterly repudiate such dac-
trines ; I have not ceased to be an Englishman
because I haye passed the greater part of my life
in India, and have become & member of the.
Indian Government. The interests of Manches-
ter, at which foolish people sneer, are the
,interests not only of the great and intelligent.
population engaged directly in the trade in
cotton, but of millions of Englisbmen. I am not.
ashamed to sey that, while I hope that I feel. as
strongly as any man the duties which I owe to
India, there is no higher duty in my estimation
thar that which I owe to my own country.
I beliove that our countrymen ats home have
a real and very serious grievance, and that-
it is no imiginary injury against which they coms-.
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plain ¢ I know that your Excellency has resolved
that the Government of India shall not shirk this
businers, and there need be no fear that it will b
regarded in any half-hearted spirit. ‘ '

, XXXVIL
Eztract from Government of India, Financial
Statement, 18th March 1878.

50. It is not neceseary now to discuss the ad-
. . vantages fo a country of iree
The English Tarif trade and the disadvaniages
of protective duties. It is sufficient to say
that these bave been admitted for many years by
the statesmen who, of whatever party, have guided
the policy of the United Kingdom. In pursuance
of the principles thus accepted, the tariff of the
United Kingdom, which, less than thirty years ago,
subjected to duty more than one thousand different
articles, has been brought down by wvarious
stages to some half dozen, of which the only
important ones are wines and spirits, tea and
tobacco. At the same time export duties have
been abolished. :
51. The principles on which the Customs
T i legielation of the United
which it beee. . Kingdom has been based are
. now admitted axioms by sll
who recognise the theoretic advantages of free
trade, They must be regarded as & parf of the
national policy which Great Briiain has finally
adopted, and which the BSecretary of State for
India, with the deliberate approval of the House
of Commons, has required the Government.of
India ih this country to carryout. = . - <. ¢
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- These principles are, as regards imparks :—.

«1) That no duty should exist which affords
~protection to nafive industry end, as a gorollary,
that no duty should be applied to any article
which can be produced at home without an equiva-
lent duty of excise onthe hame production ; also
that no duty should be levied -except for purely
fiscal purposes ; _

(2) that, asfar as possible, the raw mate-
‘rials of industry and articles contributing te pro-
‘duction should be exempt from Customs tax-
ation ;
: ‘(8) that duties should be applied only to
‘articles which yield a revenue of sufficient import-
‘ance to justify the interference with trade involv-
ed by the machinery of collsction.

As regards exports ;—that duties should be
1evied on those commodities only in which' the
exporting country has practically a monopoly of
Jproduction. _

54. Here then is a country which, both from
.y e its poverty, the primitive and

‘The case of India. mogotono{m conpdjtion of its
industrisl life, and the peculiar character of its
political condition. seems to require from its
{xovernment, before all things, the most econo-
raical treatment of its resources, and, therefore,
the greatest possible freedom in ite foreign ex-
«changes.

Under these circumstances, ‘what are the
woonditions of production and consumption in
.India? How far is it possible to construct a tariff
of import and export .duties, which will comply
with the accepted canons of taxation 2 And how
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far .does the existing; tariff conform %o thos
eanons ? : -
. 55. . In answering these questions, it will be
found that India, by the -extent and favounrable
—conditions of its territory, is capable of préducing
:almost every article required for the wuse-of man.
-If, therefore, the Import Customs Tariff be main.
ibained, it will involve the evils of protection, un-
Jess an excise duly fo eountervail the custome
duty be imposed upon almost every -item which
4he tariff now includes. Now as excise duties
are generally-costly, -vexatious, and ipconvenient
forms of taxation, and would be in most cases im-
practicable in India, this of itself is & reasom
against the permanent rejention of the existing
Customs tariff, and one which interposes .a very
serious difficulty in the way of constructing one
f$hat shall be free from objection. Since almods
every article that is now on the tariff, or that
could be named, ia either produced er is capable
of being produced in Indis, it follows that import
duties must in every case be actually or poten-
- dially protective, while, with the exception of
liquors and salt, none of them ane subject to an
excise.

XXXVIIL

Eztract from Government of India Financial
Statement of 13th Maych 1879,

187. The Government of India naturally

P of  the view with much_sa‘tisfactioa
Jndi':n'*c'”"omn Industry. the great expansion of local
industry which bas thus taken

place, and ‘the salutary outlets for capital and
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Jabour which it affords, agd does not’ doubt that
the depression complained of will be temporary
.only. But such facts as those which have been
:6tated show very plainly the duty incumbent oh
‘the Government of taking care that the great in.
crease atiained in the manufacture of cotton goods
-by the Indian mills is not fostered by defiance of
the fundamental principles of British commercial -
‘policy, or by improper restrictions on other classes
-of her Majesty'a subjects,
195. The real question which the Governor
Government's fnancial. General in Council has had
ct!li'&icufltiﬁa it;‘ﬁait;ghi;o; i&: consider is this :—OQught the
e In : overnment to look upon the
;;,':,l.es::; be 'em“:lz fresh financial diﬂicult?es aris-
abolition of the cotton ing from the fall in the ex-
duties. change as a sufficient reason
for refusing to sanction any further remission in
the duty. on cotton goods ? And this question,
.His Excellency in Council considered, must be
-answered in the negative. The injury and loss
which these duties are causing both to the English
‘producer and o the Indian consumer, and to the
true interests of Indian commerce and manuface
tures, are certain. Measures which, for the pre.
sont at least, will almost completely remove the
protective, and, therefore, the most objectionable,
fenture i these duties, cen be taken without gux-
rendering any very comsiderable amount of re-
wvenue, The difficulties caused by the increased
loss by exchange are great, but they will not prac-
tically be aggravated to an apprecizble extent by
$he loss of £200,000.. If the fresh fall in the ex.
-hange should prove to be temporary, such a loss



THE INDIAN TARIFY 165

will possess slight importance. If, on'the other
hand, the loss by exchange does not diminish, and
no other remedies can be applied, it will become
necessary to- take measures of = most serious
natuie for the improvement of the financial posi-:
tion ; but the - retention of the import duties om:
ootton goods will not thereby be rendered possible.:
On the contrary, such retention will become mores
difficult than ever. B
199. It is, of course, true that such questlonsn
- Political ressons in ‘88 these caunob wisely be set-:
favour of the sbolition tled on economic grounds:-
of the Cotton duties.  glong; but, in .the present.
case, the Governor General in Council is . satisfied:
that the political are fully as weighty as the eco-
nomic reasons for the removal of the duties under
consideration. As observed by the Secretary of
State, these duties place * two manufactiring
communities upon whose well-being the prospenty
of the Empire largely depends in & position ziof
only of ‘competition, but of political hostility to
each other.”
- et,,...The impost is too much at variance with the
declared policy of this country to be permanently
upheld ; but, if the task of dealing with it 'be long,
postponed it will be the subject of controversy,
between intereste far more powerful and embit-.
tered than those that are contending over it at’
the present time.” * I will not dwell again ab
length,” the Secreta.ry of Btate wrote in anofher,
despatch, “* upon the political reasons which fur-’
fiish, in my ]udgment the weightiest arguments
in {avour of the dourse'which I have urged upon,
your Excellency’s’ Government. I need hardly .
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imsist further upon the danger of keeping opens
Between two great communities of Her Majesty’s
subjects an. ixritating. controversy which- can be:
closed by one, and only one. solution.. If-ig diffi.-
calt §o overstate the evil of permitéing an industry.
80 large a8 the cotton manufacture in India is.
certain to become, to grow up under the influence:
of a sytem. which wide experience has proved to:
be unsound, and which is opposed to the deliber--
ate policy of England, nor can I view without
serious apprehension, unless it should be the re-
sult of natual causes, the gradual conbraction of a
trade which constitufes one of the strongest bonds
of material union between England and India.”

. - 200. In thus ascribing great weight to the
political reasons for the removal of these duties,
the Government of India desires that its motive
may not be misunderstood. It is not, for the sake
of averting an embittered controversy, yielding
anything whick it would otherwise be unwilling
to concede. The impossibility of maintaining pro-
foectiva duties is indisputable and obvious. Such
duties must, sooner or later, insvitably be remov-
ed wherever they are to be found. The existing,
duties on a great variety of articles comprised in
the Indian tariff are, a5 was shown in the Financial
Statement for last year, undeubtedly protective ;.
and they are constantly becoming more so, as
the industrial and manufacturing resources of.
India develop. Bubt the removal of protective
duties must necessarily be & work of time,
dependent on the state of the finances and.
on the: expedienta which can be devised for’
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replacing the revenue lost. The: Government off
India deems it right to begin by & single measure:
of relief which will at once and directly reach one
great and important branch of manufacturing
industry, Tather than by spreading its exemptions
over & large area in which their effect, though'
not lost, might be ill-defined and uncertain. :

It is not surprising under these circumstances

Equelity of treat. bhat  Liancashire  should
ment between Bombay jealously serufinize all the
and Msuchester desit- gdyantages which its rivals in
able. the East may possess, and
should raise objections to any artificial advantages
being added to those which nature already con-
fors. And these considerations &dd a special
responsibility to those who, either in this country
or in England, have the administration of these
matters. Whatever be the immediate future of
the Liancashire industry, it behoves us to ba care-
ful that none of its misfortunes—if any such should
be in store—be in sny way - attributable to any
unequal action on our part. The history of the
past 10 or 15 years shows that Indian industries
in & fair field and without any adventitious aid,
can even more than hold fheir own ; and mill«
owners and merchants in India are at ome in
declaring that they want no #pecial terms of any
kind, no treatment in which Manchester is not
admitted to a perfectly equal share.

We are anxious, therefore, on fhese grounds
to secure a perfect equality of treatmeni—not
merely an equslity attained by different processes,
oalculated to lead to a result that in pur opimion
shall be equal, but an equality thid$ shall be
conspicucusly such-—a- system that shall weigh
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in precisely the same way and to precisely the
fame degree on both sides. We have always.
wished to hold the balance with perfect fairness
between -the two parties, and to give to neither
of them any reasonable claim that it is subjected,,
8o far as cotton duties go, to any disadvantage as
compeared with the other. We admit that the
means by which we have sought to attain this
equality leaves something open to controversy ;
our, desire is now to ‘close that controversy by
assimilating the methods as well as by equalising
the resulfs. : —
Eztract from ths Proceedings of the Council

of the Governor General of India held on

the 17th December, 1894,

- Corrox Duries BILL.

«» The Honourable Mr. Westland said :—

I have now to ask the permission of the
. Proposal to levy ex- Council to supplement the
ciss duties on cotton imposition of import dubies
i“""."- manufsctured in on cotton goods by introduc-
lodisn mille. ing a Bill for the levy of excise
duties on certain cotton goods manufactured in
india. )
- I would not be desaling straightforwardly
with the Council if I pretended that this measure
was recommended by the Government of India
on its own merits. No Government would desire,
excopt under the extremest stress of financial
necessity, to impose & duty upon an industry
80 deserving of any.fostering care which the
Bovernment can bestow upon it, as the cotton
maopfacturing industry of India. , The proposal
It;m,a.ke is therefore. not - made on its own merits,
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but as the necessary accompaniment of the fiscal
measure which I have already to-day laid before
the Council—a fiscal measure which we believe fo
be rendered necessary by the financial eircums
stances in which we find ourselves.

Her Majesty’s Government, representing the
supreme authority in the administration of India,
and following the instructions of the House of
~Commons, have stipulated thet"if we are. obliged
by stress of finance to. impose an- imporf duty on
cotton goods, we must deprive it of protective
«character by imposing an equivalent duty upon
similar goods manufactured in India, to the extent
to whichy these entet into direct competition with
.goods imported from the United Kingdom. I do
not desire to discuss this condition. .It-is a
decigion arrived at by an authority which is as cap=
able of pronouncing a judgment on the economic
-question as the Government of India is, and which
has, by the constitution of the Government of
Indisa, the authority to enforceifi.

t The part which the Government of India
have taken in the discussion of the subject
has been, in the firet place, to lay before Her
‘Majesty’s Government such arguments on the
-subject as occurred to themselves or as were com-
‘municated to them hy various representative bodies
in this country ; snd, in the second place, after
receiving the decision' of Her Majesty’s -Govern.
mment on the matter, which they accept as a fully-
instructed decision, to consider in what manner
they can carry out the requirements of the House
-of Commons, while at the same time conserving to
the utmost degree consistent with those require-



Y7o ‘THE INDLAY TARIFY

ments the'interests of manufaeturers in this connw
try, and avoiding to the utmost possible extent
all interference with the process of manufacture
and production in this country.

The Bill which I now ask leave to initroduce
sets forth im legislative form the method im.

which we propose to carry into effect the results.
of our considerations.

XL
COURTERVAILING DUTIES ON BOUNTY-FED SUGAR.
IMPORTED INTO INDIA.

. Letter from the Government of India (Finance
and Commerce Department) to the Secretary

of Siate for India, dated Calcutta, 26th
January 1899,

‘We have the honour to acknowledge the receipt-
of your Liordship’s Despatch No. 143 (Revenue)
dated the 25th August 1899, referring to para--
graph 4 of our Financial Despatch, No. 129 of!
5th May, 1898, and regunesting to be furnished’
with a fuller expression of our views in regard.
to the proposed levy of countervailing duties on.
Lounty-fed sugar imported into India.

3. The total imports of refined or crystal-:

. ; lised sugar from Austriae
of{:?::;?fﬁ t.h:g.l:j If':;: Hungary and Germany into:
Germacy aad Austria-  India during the last three’
Huongary and its effest on  yoarg ag given in the Trade:
the Indisn Industey.  Lpd  Navigation accounts:
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are quoted in the margin®*. It may be assumed
that the imports of sugar from thess countries
represent bounty-fed beet sugar, which is being
diverted to India in consequence of the closing of
the American market by countervailing: duties.
The striking increase in the imports dates only
from 1897-98. Simultaneously with these im-
ports from Germany and Austria-Hungary
imports from Mauritius have continued on the
scale of preceding years, and prices of imported
sugar are at present much lower in fhis ecountry
than in the past. They compete in the up-
country bazasrs not only with the best kinds of
native sugars, but also with the commoner kinds
of native sugar, produced by a rudimenfary system
of refining, There is evidence that the profits of
native sugar refiners have in consequence been
considerably diminished, that they have had
difficulty in disposing of their stocks, and that
in some places refineries have been closed. How
far these offects are likely 0o be permanent it
is imposeible to say. Enquiries have been initiat-
od iz our Department of Revenue*and Agriculture,
a8 the enclosed copy of letter will show, and they
will bo supplemented by enquiries into the prices
of both refined and coarse sugar which will be
undertaken by the Director-General of Statistics,
With tbese data before us we shall hereafter be

1896-97. | 1897 98,

] -1895.96.
Tona. ' R.

Tons, [ | Tons. | R,

Austra- :
Hungary ...| 246
Germuny .., | 9500

10, 445,039
12,788,069

a3, 582 776"! 213,702| 47,287
8,750, 296 87.9408.757.394] 61,185
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in a position to express the final, or, at any rat
4 more confident opinior on the policy, of im
posing countervailing duties., Meanwhile, a
Her Majesty’s Government wish to determin
within the next few months what course the
should pursue, we indicate the general considera
tions by which we. should be guided im arrivin,
ab o decision.

‘8. Woe have already said that owing to los
. The cultivation of angar. PT:CO5) which are popularl
rane might be abandoned connected with the grea
in ‘Indis if the imports increase in the import
continned unchecked. from abroad, the sugar re
fining industry in India is at present unprosperous
Among the poorer classes there is & considerabl:
¢onsumption of unrefined sugar, and we are a
present without evidence as to what extent, i
any, the commoner kinds of refined sugars
whether of native manufacture or imported, an
taking the place of unrefined sugar among thos
classes or reducing its price. But the probabili
ties are that, if the imports from foreign countries
continue o incrdase, the demand for sugar anc
the price of unrefined sugar will be affected if il
hag not already been so. If this movement were
carried beyond a certain point, it would result in
the abandonment of the cultivation of sugar-cane
and the substitution of some other crop on- those
lands on which the cultivation is mow conducted
least advantageously. It is possible that thie
might take place to an extent eufficient to affect
the security of our land revenue or canal receipts,
a8 lands irrigated from canals rank among those
most advantageously situated for the purpose of
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pugar-cane cultivation. On this sui)jeot, reference
may be made to & passage towards the end 'of
Hir John 8frachey’s Financial Statement for
1877-78.

4. The direct discouragement of the manu.
facture of refined suger, whether by European
or native firms, would be a serious eyil in itself,
‘Within the last twenty years a great impulse has
been given to the cultivation of sugar-cane by
the introduction of improved sugar mills which
enable the cultivators to extract more juice from
the canes, and the number of sugar factories has
increased . greatly, We cannot but view with
disapproval .any influence which tends to dis-
courage the growth of manufacturing industries
in a purely agricultural country, and this is more
especially the case when the manufacture works
up the produce of & crop which State irrigation
has rendered to a great extent independent of
seasonal vicissitudes.

We have, etc.,
{(8d.) CURZON OF EEDLESTON.

XLI.

PREFERERTIAL TARIFFS.

Eztract from a letler from the Governmenti of
India, tn the Finance and Commercs Depart-
ment, to the Secretary of State for India,.
dated Stmla, the 22nd QOclober, 1903,

12. Our Henourable Financial Colleague has.
ghown in his Minute, to which allusion has already-
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been made, that although -Britich imports i
India to the value of 23 millions sterling are pr:
tically secure from foreign competition even un¢
present conditions, yet there remain imports
the ‘value of approximately 10 millions sterling
which effective competition prevails. ‘In. resp
of these & suybstantial preferential tariff -agair
the foreigner would be of material benefit to t
British manufacturer.

13. But as regards India, the balance of a

. The adoption of a pre  VoNtage is distinctly adver:
ferential tariff would In the first place, we mig
cause loss to Indis ‘lhe  ha forced to shape our polu
g;“famf’;n ::;z‘t‘;::“ not in accordance with o
_ own needs, but in sccordan
svith the interests and demands of other consi
tuents of the Empire. Secondly, we should lo:
a portion of the revenue tbhat we receive at pr.
gent from British and Colonial imports, being le.
to make up the deficit by enhanced duties o
foreign goods. As the latter are only from on:
fourth to one-third as great in valye as th
former, it might prove difficuli to secure in a suil
able manner the maintenance of our presen
revenue from Customs. The last and greates
source of injury, vis., the probability of retaliatios
by foreign countries, and its consequences to ou
trade and our financial situation is discussed in ¢
Iater paragraph of this despatech. COn the othe
hand, the preferential advantage which we mighi
hope to receive is neither large nor assured. I
doties are not to be imposed on raw maberials im-
ported into the United Kingdom, India can receive
no advantage in the home market for these. In

E
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the. case of tea, India and :Ceylon already divide
Jbetwoen them more than nine-tenths of the trade
of the United Kingdom. A reduction of the pre-
‘sent duty of 6d. a 1b. might not improbably stimu-
Jate consumption and would so far benefit this
<country, but for preferential treatment as such
there is very little room. In the case of wheat
4here is ample room ; but the supply from India
though increasing is still uncertsin; any advantage
that might be given would be shared mot
merely with Canada, Australia and New Zealand,
but alzo with growers in the United Kingdom it-
self ; and moreover it seems inevitable that any
duty that may be imposed on this article, and
tberefore any preference to India, must be of rela-
tively small amount. In the case of rice, India
-already supplies two-thirds of the demand in the
home market. The only considerable articles.of
consumption that remain are coffee and tobacco.
Of the former, our total exports to all countries
.amount to only aboat one-third of the foreign
import into the United Kingdom, and a large pro-
-portion—exceeding £200,000 worth per annum—
finds a profitable market in France notwithstand-
ing the relatively heavy duty levied in that coun-
try. Indian fobacco is at present very unfavour.
-ably treated in the United Kingdom, being subject
to the same specific duty as the higher valued
American article. If the two were placed on &
footing of equality, and still mors if. the Indian
article were accorded preferential freatment, our
trade should receive a considerable stimulus, sl-
.though pipe tobacco, for which-the demand in
‘England is so large, has not ‘hitherto been manu.
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factured successfully in this country. -We may
add that Indian indigo would benefit by digcrimina-
tion against the artificial product,

As regards this second alternative, we are of
opinion that & preference of one.fourth, caleulated
on a very low rate of duty, would be of little ma-
terial advantage to British manufacturers export-
ing their wares to India. A large proportionate
preferencs, or the same proportion calculated on
& relatively high rate of duty, would be likely
seriously to affect the trade of foreign countries in
‘manufactured goods, and in proportion as it
benefited the British manufacturer would tepd to
embroil us with the foreigner and provoke the
latter to measures of retaliation,

14. This brings us to the consideration of

_ . the very imporfant point te
Mii‘;:a Edwerd Iew's ohich referemce has been
made in more than one pre-

‘vious passsge of this despateh, vig., the possibility.
that the concession of a preferential traffic to
British goods might lead to reprisals by foreign
nations, and the consequences thereof to our trade
and our financial position, The qunestion has been
considered with much fulness by our Honourable
Financial Colleague Sir Edward Law, in & minute
which is annexed hereto. Our Honourable Col-
league lays great stress on the fact that a large
proportion of our export irade consists of raw
products and that foreign countries are interested
in obt‘.mmng these at the cheapest rates, as well
a8 in supplying us with their manufactures. He
bas discussed with abundance of detail the trade
of India with each of our more important foreign
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customers, and has shown. the exient: to which-
in bhis judgment, the cardinal fact. above stated.
is likely to prove effectual in averting retalistiom
His view is that in respect of a. number of these
countries, the position of India is one of considerw
able defensive atrength, but that this is not fhe.
case with every country nor by any means withy
regard to all classes of produce exported ;.and hay
arrives at the conclusion that, with a few possible:
excoptions which he enumerates, it is more in the
interest of India to leave matters as they are
than to embark on a new fiscal policy, unless.
by its adoption very great: advantages should be
secured for our exporta to the Unifed Kingdome
and the Colonies. ,
15. 'We desire, however, tostate our opinion;

.. on this point somewhat
o,{,”,ﬁ;‘:,ﬁ;?,‘:ﬁ: I:::opc:g more emphatically than our,
of 8 limited number of Honourable Colleague has
asticles.  The foreixn '::' done. As already explained,.
;ﬁ‘;n f‘;‘; e E:;ﬁrt: we are not-of opinion that
is alnstio. India can expeet very
material advantages in the

Imperial market by any measvre which appears.
to be within the range of discussion. Qn the
other hand, our Honourable Colleague may have
underrated both the power of retaliation which
foreign countries possess, and also their readiness
to use it. Woe are fully alive to the value of the
safeguard that we possess in the fact that much
of our export consists of the materials used im
foreign indusiries, and we believe that, in normal
conditions, foreign nations: will be deterred by
the powerful motive of self-interest from striking
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at us lest in doing 80" they' might injure them.
selves. But it would' seem to us to be unwise
to rely foo much vpon the hypothesis that India
enjoys an effective monopoly in any large number
of articles which are essential to the existence
of foreign industries. Buch a monopoly we at
present hold with regard to jute and perhaps
the coarser classes of jute manufactures, as also
in til seed, lac, teak wood, myrabolams, and
mowrs, while in.some other articles We enjoy
advantages of the nature of a3 modified monopoly
owing to their limited production in but very
fow countries. With regard, however, to the
greater portion of our exports, they compete-
successfully in foreign markets by reason of
their cheapness rather than of their quality or
kind. We cannot feel confident that the con-
ditions and requirements of foreign countries
have yet been ascertained with the precision and
fulness necessary to make them a sufficiently:
broad and stable basis on which to rest a fiscal
policy of very problematic value to India, whilst
the consequences of failure might result in irrepar-
able disaster.
16. In this connection we desire to empha-
: size, with all the weight at
Th"fn“d f]‘,‘f It::il;:m:f our command, the argument
::fd: us Indin is » debtor ©laborated in paragraph
country. 138 of our Honourable
Colleague's Minute. The
factor there stated is peculiar to Indias, and differ-
ehtiates her case in relation to the matter under
disoussion from that of any other member of
the .Empire, India is' & debtor country. Her
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net obligations are approximately 16 millions
sterling per annum. The major part of this
great charge is payable in a currency different
from that in which her revemues are collected.
The only means consistent with national solvency
of discharging ‘this obligation lies in the preserva-
tion of an equivalent excess of exports over
imports; in other words in maintaining a
sufficiently favourable balance of trade., It is
therefore a vital object with ue to stimulate our
exports by every means in our power, toseek new
markets and develop old ones, and to remove sll
obstacles which stand in the way of growing ex-
ternal demand. If then, notwithstanding the
safeguards which we possess, we should unhappily
be drawn into tariff wars with powerful countries,
it cannot be doubted that, whichever way the
ultimate victory might incline, our export trade
would for the time being be injuriously affected.
Such a ‘result would be fraught with the gravest
consequences. DBy ten years of effort, sacrifice
and perseverance we have slowly built up a fair
measure of public confidence in the stability of
our finence. Exchange has been steadied; our
credit is good and improving; our rupee securi-
ties are rising in relative value in the London
market ; and we have created the nucleus of a
reserve of gold. But if by a change of fiscal
policy the balance of trade in our favour should’
dwindle or disappear, the whole work of ten
years would be sacrificed ; and the setback to our
trade, our revenues, aad our credit would im-
mensely outweigh any benefits that we might
reasonably expect from the most unconditional
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surrénder of our opponents in the war of tariffs.
We canno¥ sufficiently impress this danger om -
your attention. Even if the chances of success
were greater than we conceive them %o be, we
hold that the certain cest of the struggle and
the severe ponalties of defeat would be too heavy
a price to pay. '

‘  I7. Our conclusiond then, based on the
" conclast ' imperfect information before
- .l-omciusions, - us, and bhaving regard to
the hypotheses which we have framed as to
"tbe terms on' which Indis might participate in &
policy of préferential tariffs within the Empirs,
dre as follows ==

Firstly, that without any such system, India

Already enjoys a large, probably an exceptionally
large, measure of the advantages of free exchanges
of imports and exports.

Secondly, that if the matter is regarded
exclusively from an economic standpoint, India
has something, not perhaps very much, to offer to
the Empire ; but that she has very little to gain
in return; and that she has a great deal fo lose
or to risk.

Thirdly, that in a financial aspect the danger
$o India of reprisals by foreign mnations, éven if
éventually unsuccessful, is se serious and their
teosulta would be so disastrous, that we should not
be justified in embarking on any new policy of
the kind unless assured of benefits greater and
more ocertain than any which have, 8o far, presents
&d .themselves to onr mind.

i . ",
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21. In view of what has beon said in para-

- - graph 15 of this Deapatch,
ww::“m avoid oll _we need scamqu _affirm that
any actual measure of re-

¢aliation should only be adopted with the.grqatest
caution, and in the last resort, sn(hn gircumstances
whick in the most careful judgment afford a
strong assurance of success. We would avoid all
tariff wars, and we recognize that it weuld be a
ealamity should we become involved in such
struggles with the important purchasera’ of our
exported produce. In no circumstances whataver
should we allow a policy of retaliation to develop
into one of aggression. All that we seek is that
we shall not be pledged in advance $o accord
equal treatment to the imports of all countries
alike, irrespective of whether they peralize our
exports or not. And we are hopeful that the mere
announcement that our hands:are free will of it-
self suffice to maintain us in the emjoyment of
that considerable measurs of free exchange which

we already possess, and from time {o time even
to extend it..

‘We have, &c.,
(Signed) CURZON.
" T. RALEIGH.
” E. FG. LAW.
» E. R. ELLIS.
" A. T. ARUNDEL.
»  DENZIL IBBETSON.
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XLII.

Eztract from a Minute by the Honourable Sir
E. FG. Law, K. C. M. G., Financial Member
of the Councsl of His Excellency the Viceroy
aend Governor-General of India, dated 31st
August, 1903,

CONCLUSIONS.

136. Before attempting to draw any con-

. _ clusions from the above ex-
i--Dlnsefl of embél':':i amination of such facts as
’p:fin;n & new can be ascertained, I musé
once more insist fhat the

information at our disposal for a correct_appreci-
ation of all the numerous -points involved in the
question under cosideration is insufficient. It
requires to be supplemented by enquiries as to the
uses to which Indian produce is put when received
in foreign markets; and without such full inform-
ation in this respect as could only be obtained
by local enquiries in the different countries
concerned, we cannot say with- certainty how far,
in the case of a tariff war, each individual country
could afford to assume an aggressive attitude,
hampering the supply of raw materials required
for its industries. At the same time, I feel
sufficiently confident that with the great majority
of the countries with which we trade, and as
regards the very great bulk of our exports of
raw material, we are not only in a safe position,
but we oould afford, in certain instances, ourselves
to assume the aggressive by going so far as to
impose duties on the exportation of produce they
roquire for their industries. This is not the oase
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with every country, or by any means with regard
to all classes of produce exported, and with
possible exceptions in the case of Russia, Aunatria,
Germany and Belgium, it spems to me to be more
in Indian interests to leave matters as they are,
than to embark on a new fiscal policy, unless,
indeed, by its adoption very great advantages
could be obtained by prefereantial discrimination
in favour of our exporés to the United Kingdom
and British Colonies and Possessions.

137. I have indicated as far as possible how
far it would appear that such advantages might
be obtained, but in existing circumstances, and
in view of the fact that our exports consist almost
entirely of raw material and produce, it dogs not
appear probable fhat materially important
advantages could be offered to us wnder a system
of preferential tariffs in our favour, adopted in
other parts of the Empire. The gain to the
United Kingdom would probably be considerabla,
as also 6o the Mauritius, but I doubt if our trade
relations with other parts of the Empire would
be materially advanced in their favour by any
far-reaching change of policy.

188. In my opinion it might be difficult to

show that a preferential trade

mﬂl'; ::l:,'};gi tnde  would prove directly pre-
' judicial to Indian interests,

but, should we be urged to join in a general
preferential arrangement, I think that it would
be our duty to point out very strongly that, it
our export trade with foreign couniries were in
any way seriously prejudiced, we should run a
very grave risk of disturbing the balance of trade,
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mow #trongly in wur favour and we might %ind
0urselves once moere plunged into the deep sea ef
érouble arisingfrom adepreciation of the exchange
walue of our rupee.currency.
139. ‘The situation-appears to me to be this,
that dndia could probably
Jnld‘:d -might beeome oiye without serious danger
::ioﬁvwmm swries of o mesmall preference on her
: present low tariff rates 'to
imports frow other parts of .the Empire; but she
shas little 4o gain Iby so doing, and would incur a
wigk of diffieulties with .her foreign -customers in
sproportion todbe-extent of preference given ina
‘eystem of ‘inter-Imperiul preference, and to the
«wates of the tariff on which it was given. If we
wwere $0 Taise our average tariff rates o, say, ten
mper cent., (which I would not in any case
xecommend), 8¢ :as t0 give -an appreciable ipre-
sforence of 2% to 3 per cent. to our Imperial
.«relations, such’s difference 'might so affect our
simport 'trade with our .foreign customsrs for
sexports, that they -would. pecessarily consider
rthe advisabiliby of retaliation, and we might be
landed ir a series of $ariff wars, the results of
wrhioh we cannot foresee with certainty, On the
rother hand, such very small preferential advantage
ws might probably be given with fair prospects of
wafoly, on generally low .average tariff rates,
‘wrould hardly be likely to afford such advanbages
%o British manufacturers as 'would prove of
imaterial 'benefit to their intereats.
140. Two important points musé, 'however,
- be borne ‘in mind in con-
. - Blemente of strength.  gigaring the whole question,
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first, that moat of the foreign cannirias which
waonld be likely to resent the introduction of ap
mter-lmpenal preferential tariff, are mf-erestqd
“both in obtaining our raw produce and in Bupply-
“ing us with their manufactures, and that this
situation giver ns a double weapon to use against
‘them if necessary......second, that the percentage
of profit on manufactured goods is, as a cule,
considerable, and .consequently -frade im many
mmanufactpred articles might nai suffer appreciably
sfrom a-small percentage of increase in cost. A
gxelatively much smaller increase in the percanisge
af cost of raw material .and produce would
serionsly check importation, unless the supply.of
such commodities were necessary for important
.industries and were so limibed as to. partake of
-the nature of a monopoly. T have already shown
“that - 'large proportion of Indian exports,
-consisting almost entirely of raw material and
ufproduce, is of that nature.

-

THE REPORT OF THE INDIAN
FISCAL COMMISSION.

The publication of the report of the
Piscal Commission is an important event in
‘the fiscal history .of India. In spite of the
Minute of Dissent, the report of the Fiscal
Lommiseion is a valpable docnment. JIn a
. sense, the Fiscal Commission may be regard-
ed as having completed the wark of the
Indiah Industrial Commission. The tariff
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policy of a country has an important bearing
on its industrial development, but the con-
sideration of India’s fiscal policy was not
included in the scope of the Industrial Com-
mission. The Fiscal Commission has now
recommended the adoption of a policy which
will bhave a permanent and far-resching
effect on industrial life in India.

The majority report recognises that
“ the industrial development of India has
not been commensurate with the size of
the country, its population and its natural
resources,” and it recommends the adoption
of a policy of protection to be applied
with discrimination with the object of
stimulating Indian industrial enterprise. This.
‘policy bas been recommended in the best
interests of Indis, and every one will admit
that the members of the Fiscal Commission,
both European and Indian, have considered
the whole question of India's future tariff
policy, which seriously affects British in-
terests, primerily from the Indian point of
view. For the first time in our fiscal history
it has been definitely recognised that Indian
interests are of the first importance in
framing a fiscal policy for India. 'We have
travelled fir from those days when tariff
changes in India were determined by the-
requirements of British manufacturers.

There is no difference of opinion be-
tween the majority and the minority as
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regards the fiscal policy best suited for
India : the minority declare that this is
* Protection,” the majority recommend *“ Pro-~
tection applied with discrimination.” Even
if the majority had recommended unqualified
protection, it could not be applied without
proper discrimination. XEvery one recognises
that protection-will raise prices and impose
heavy burdens on cerfain classes of our con-
sumers. It is certainly desirable that, as far
as possible, the rise of prices should be
restricted. It is difficult to see what
advantage will be gained by extending pro-
tection to industries which will not benefit by
it, or by imposing unnecessarily high duties
on imported articles. There is great need
for the exercise of caution in applying the
principles of protection to India. We are
trying & new experiment, and we should pro-
ceed carefully. Let us not forget that pro-
tection. is not an unmixed good. Protection
is an expensive thing ; a heavy price has to
be paid for developing national industries.
The country is prepared to pay the price of
protection, but there is no reason why the
people should be called upon to make heavier
pacrifices than is necessary, or why the cost
of protection to the consumer should not be
reduced as much as it can be reduced con-
sistently with our aim—the development of
our industries.
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. One cannot, therefore, quarrel with the
ansjority. because they have not declared
themselves in favour of unqualified protection
for India. - For practical purposes the
difference between * unqualified protection™
and “protection with ~disorimination” s
‘wery little, for no .country can afiord to apply
protection without due regard4o the interests
of consumers, and ‘that must mean protection
with diserimination.

The minority, however, have done well
40 emphasige that our object in adopiing
protection is not merely to encourage the
manufacture of simpler forms of goods. One
aay hope that in the course of the next
20 years India will he able to produce finer
cotton fabrics, other more elaborate and
finished manufactures and,as ourironand steel
“industry develops, also complex machinery.
The industrial development of India
will be slow, as the industrial deficiencies of
India are many and they can be only slowly
remedied, as for example, 'the want of
technical knowledge and skill. Butb no limits
can be placed on our industrial advance, and
J do not think that the majority report seeks
o dimpose any such limits either. The
concluding remarks of :the majority report
are addressed to the British manufacturer,
mho is asked to believe that in the long rum
protection in India will not injure him.
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These remarks do not mean that Indiaz msay
be allowed to manufacture simpler forms of

goods and that she should be prevented from

manufacturing more complex forms of goods.

For many years, of course, we are likely to

concentrate on the simpler forms of manu-

factured goods, and the British manufacturer

may draw from thiswhat consolation he can.

But &8s our industries develop and home.
E'loductlon increases, British imports inte

dia are likely to diminish. The maiority

© report attempts to show that in spife of -
increase Iin home production, British cottom
imports have considerably increased: “In

1878-79 there were 12,983 power looms in:

India; in 1920-21 there were 118,400.

Nevertheless, the value of imports of cotton

piece-goods, which was 1,394 lakhs in 1878-79;.

had risen te 8,378 lakhs in 1920-21. And

even if we take a pre-war year so as to
eliminate the factor of the recent rise in
prices, we find that in 1913-14 the value of
imports was 5,817 lakhs at & time when there

were 96,688 power- looms in India.” These
figures are somewhat m1sleadmg, for, as is

well known, the rise in prices sometimes

conceals a decrease in the quantities of goods

imported or exported. The quantities of

cotton goods imported from the United

Kingdom in 1878-79; 1880-81, the average
imperts in 1881-82 to 1885-86 and i in 1920-2%
are shown by the followmg table :—
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- Ptece~goods imported into India from the
United Kingdom tn thousands of yards.

1881-82
*|1878-79. {1880-81. to 1920-21.
1885-86.

Grey (un- | 763,074/1,160,745/1,097,813| 420,287
bleached.)

‘White 190,701) 282,764 277,771 408,560
(blenched)

Loloured, 158,890} 315,373| 305,863| 448,598
printed or
dyed.

As compared with the average imports in
1881-82 to 1885-86, British imports of grey
goods decreased 62 per cent. in 1920-21.
The increase in the imports of bleached
goods, and dyed and coloured goods was 47
and 46 per cent. respectively.

On the subject of Imperial Preference
the majority report has duggested that no
such policy should be adopted without the
free consent of the Council of State and the
Legislative Assembly, while the minority
report insists that Imperial Preference
can be adopted only “on the distinct con-
dition that India should in this matter be put
on the same footing of freedom as is enjoyed
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by the Self Governing Dominions, and that
the Non-official members of the Legislative"
Assembly should be given power by legislation
or other equally effective means to initiate,
grant, vary and withdraw preference as may
be necessary in the interest of India in all
its ‘aspects.” DBoth the majority and the
minority reports show a proper appreciation.
of the Indian pownt of view in dealing
with the question. The majority report
refers to the examination of the question
by Lord Curzon’s Government in 1903
and. recognizes that while the situation
to-day, in the main, is still the same; * such
change as has taken place has been ‘to the,
disadvantage of the British Empire.”

XLIIL

Summary of the main recommendations of the
Indian Fiscal Commission, 1921-22,

REFERENCE. N

“To examine with reference to all the
interests concerned the Tariff policy of the
Government of Indis, including the question of -
the desirability of adopting the principle of
Imperial Preference, and to make recommenda-
tions.

PRELIMINARY CONCLUSIONS,

That the indusérial development of India has not
been commensurate withe the size of the country,
ite population, and its natural resources, and that
a considerable development of Indian industries
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would ‘bo- very much to the sdvantsge of the:
country as 8 whole. '

PRINCIPAL RECOMMENDATIONS.

1. {a@) That the Government of India adopt:
& policy of Protection to be applied with discrimi-
ration along the lines indicated in this Report,

() That discrimination be exercised in the
gelection of industries for protection, and in the
degres of protection afforded so as to make the’
inevitable: burden on the community as light as’
is coneistent with the due development of

“industries. ' .

{¢) That the Tarif Board (see below) in-

dealing with claims for protection satisfy itself— |
{¢) That the industry possesses natural,
advanbages; -
(i4) that without the help of profection it
is not likely to develop at all, or not

so rapidly as is desirable;

‘ and

(¢24) that it will eventually be able to face
world competition without protection.

@ Thaf raw materials and machinery be
ordinarily admitted free of duly, and that semi-
manufactured goods used in Indian industries be,
taxed as lightly as possible.

(¢r The industries essential for purposes of
national defence and for development of which
conditions in India are not unfavourable, be
adequately protected, if necessary.

' That no export duties be ordimarily
jmposed exceph for purely revenue purposes,’
and then only st very low reted; but that when'
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it is considered necessary to restrict the export of
food grains, the restriction be effected by tempor-
ary export dubies and not by prohibition.

2. That a permanent Tariff Board be
creatcd whose duties will be, snifer
investigate the claims of particular industries to
protection, o watch the operation of the tariff;
and generally to advise Government and the
Legislature in carrymg out the policy indicated
above.

3. (a) That no general system.of Imperial
Preference be introduced ; but

(6) That the question of adopting a policy
of preferential duties on a limited number of
commodities be referred to the Indian Legislature
after preliminary examination of the several
cases by the Tariff Board.

(¢) That if the above policy be adopted,
its application be governed by the following
principles :—

(i) That no preference be granted on any
article without tbe approval of the
Legislature.

(i) That no preference given in any way
—diminish the proteciion required by
Indian industries.

(i) That preference do mot involve om
balance any appreciable economic
loss to India.

(@) That any preferences whick it may be
found poseible to give to the United Kingdom be
granted a8 a free gift.
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. (¢} That inthe case of other parts of the
#mpire preference be granted only by agreements-
ratually advantageouns. '

4. That the existing Cotton Excise Duty
imview of its past history and associations be
unreservedly eondemuped, and that the Govern-
ment and the ILiegislafure start again with a
“ olean slate”, regulabing their policy solely in
4ha interests of India.

XLIV

Eziract from the Report of the Indian Fiscal
Commisaston, 1921-22,

Ter PriNciPLE oF DISCRIMINATION.

88. The fundamental principle that guides
uwe may he stated quite shortly. It is that the
temporary sacrifice, which even the moss
successful protection must entail, =should be
restricted o the minimum necassary to attain
the object aimed at. The principle, when stated,
is gelf-evident, but we lay siress upon it, partly
hecsuse it sometimes escapas attention, with the
rosult that enthusiasm for the end makes it
appear that thereis something essentially desirable
in the means; partly because our deaigion in
favour of protection iy based on the view that the
gain to the country will outweigh the loss, and
this will only be true provided no unnscessary or
ugglesa burdens are imposed ; and partly because
India, owing to the poverty of the mass of the

eople, i8 & country in which it is specially
important jhat the principle should be empbasised,
We reject therefore all proposals which would
found Indian protection on an indiscriminate



INDIAN PISCAL COMMISSION 195

high rate of dulies. Any such sysiem would
protect industries unsuitable ag'wellas suitably,
and would impose o the consumer a burden in
many cases wholly gratuitons. ' ‘

83. The burden on the cousumer may be
Disoriminstion will viewed in two, aspects, the
(1 restrict the xise of extent and tha durstion, and
prices in both the importanos of
discrimination in reducing $he burdsn to a. mini-
mnum is clear. With regard to the extenf of the
burden, namely the rise in prices, we have already
sbown that the fewer tbhe articles on which
increased dutiss are imposed, the smaller will ba,
nof only the direct effect srising from ‘coat of
these articles snd theix substitytes, bub also the
indirect effect through & rise in the genersl level
of prices, 'We need not recapitulate the jim-
portance to the great mass of the peopleand to tha
interests of sgriculinre of restricting the rise of
iges fa 3 winimum, This ¢can only be . achieved

y exercising a wise discrimingtion in the
seleotion of industries for protection. l

90, From the point {3; view of the durstion

" . ., of the burden also it is clear
ﬁ?ﬁiiﬁiﬁh 2eriod  yhab Qiscrimination is of the
: first importance. 1f pro-
tection is extended to unsuitable indusiries, they
will never rench the stage st which the shield of
protection c¢an be discarded, snd wil] remain
& permanent burden on the community., The
duration of the burden will alad be extended if
proteciion operates to proloung inefficient methods
of production. Asan instence of thia possibility
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we may refer to the view of the Indian Sugar
Committea of 1920. After a detailed. enquiry
into the conditions of the sugar industry they
came $o the conclusion that, at the time at which
they wrote, ‘the degree of protectiom, direct or
indirect, enjoyed by the industry was sufficient,
and they added:—** We fear that any increase in the
duty might result in bolstering up an inefficient
industry to the detriment of the consumer; and thaé
secure behind & high protective wall, factories in
Indis might make no effort to reach the standard
of those in other sugar producing countries,
notably in Java, where the indusiry has been
able to dispense with any protection, subsidy,
or assistance from Government.......”
91. When we turn to the interests of
i) vorse the best industries  themselves we
interests of industries,  2ITive at the same conclusion,
that protection must be
applied with discrimination. There would be a
real danger to the industrial progress of the
country if any attempt were made by high
or indiscriminate protective duties to force the
ace too rapidly. If unnpecessarily high duties
wera imposed, a large number of concerns would
be started ; there would be a boom, followed by
tho inevitable sequenmce of over-production and
collapse. The development of industries would
be pushed beyond the limit of what is economically
safe, and the resultant collapse would shake that
very confidence of capital which it is one of the
main objects of our recommendations to build
up. Further, if protection were applied not only
‘to an exocessive extent, but in an indiscriminate
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manner, the uneconomic industries which would
come into existence would be likely to unsettle
labour in established industries, and to attract it
from economic to uneconomic employment.... '

92. The probable effect of protection on
fit) minimise the the balance of trade - of
eff-ct on ths balunceof India is not a subject on
trade. which it is safe to dogmatise.
The immediate effect will naturally be to
diminish imports, decreased demand following on
increased cost. There will also be factors tending
to a diminufion of exports. Any general rise of
prices in India must discourage exports by mak.
ing their cost to the foreign purchaser dearer, and
apart from any rise in internal prices a reduction
of imports will tend to raise exchange and thus to
diminish exports. Again protection will lead to
an increased local consumption of raw materials
previously exported. On .the other hand, there is
the possibility that the development of Indian
industries will produce an increased export of
manufactured articles. On the whols, from a
consideration of these various tendenmcies it may
be concluded that the immediate effect of protec.
$ion will be some diminution both in imports and
exports, but it is impossible to say whether thé
balance of trade would be alfered. The present
" eurrency eystem in India depends on the mainten-
anco of a favourable balance of trade. The
less disturbance there is in the import and export
trade, the smaller is the danger of upsetting the
_balance, and thus we have one mora argument
or not embarking on indiscriminate profecbion.
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93. Our conclusions therefore are that in
_Bummary of ‘wegu. the interest of the consumers
ments for applying generslly, and particularly of
a::gechonmthdiscrimi’- the masses of the people, in
S ., . the interests of sgriculturs,
in the interests of steady industrial progress, and
for the maintenance of a favourable balance of
tra.de.lbhe policy of protection which we recom-
mend should be applied with discrimination, so
as to make the inevitable burden on the com-
munity as light as is’ consistent with the due
development of industries, and to avoid abrupt
disturbances of industrial and commercial con-
ditions,

THE ECONOMIC LIMITATIONS OF PREFERENCE
IN INDIA.

232, ‘We have explained in general what we
. ‘Sourcesard destins. CORCeive to be the. normal
tion of. Indian iwm- ‘economic effects of preferentisl
porta and exporta, duties, both on the producer in
the country ‘receiving the proference, and on the
consuiner in the ¢country giving it. 'We have now
to consider the probable results of a polioy of
preference in India, in view of the special
fertures of her economic position. This aspect of
the question was examined with great care by the
Government of Liord Curzon, ané $heir conclusions
were stated in their despatch to the Secretary of.
State dated the 22nd October 1903. In its
general features the analysis of the situation
thenmade holds good. The . Government of
India in 1908 found that abous three-fifths of the
total imports into India came from the Britis h
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Empire. Indian exports on the other hand weni.
preponderatingly to foreigh countries. The
gituation etill is in broad outline the same,
though such change as has taken place has been
$o the disadvantage of the British Empire......
The imports from $he British Empire, which
were estimated at about 75 per cent, in 1903,
averaged in the five years immediately preceding
the war only 69'5 per'cent., and in 1921.22 stood
at 66°6 per cent. The percentage of India’s
exporis going to the British Empire haas followed
a similar course of gradual diminution. In- 1903
approximately 47 per cemt. of Indian exports
went to the British Empire, including exports to
Hong Kong and the Straits Sattlements, which
were, however, deatined very largely for China and
Japan. The corresponding figures for the five
years preceding the war show a percentage of
41'9 and in 1920-21 of 43, which in 1921-22 fell
abruptly to 37-3. Turring fe exports from
India to the United Kingdom, these represented
in 1908 about 25 per cent. of the total exports,
in the five years preceding the war the average
perceniage was the same, in 1920-21 .it stood
at 21'9 per cent. and in 1921-22 it bad fallen
to 19'7. Conditions have mnot completely re-
adjusted themselves afier the war, but the
figures seem to indicate, for exports as for
imports, some degree of relative decline of
the importance of the British Empire in the
trade of India. The present position is that
India receives about two-thirds of her total
imports from the British Empire, and mends to
the British Empire, after deducting exports to
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Hongkong and the Straits Settlements which are
destined for China and Japan, something over
one-third of her exports.
238. We have shown in Chapter III that
Todisa exports not of Debween 70 and 80 per cent.
a kind to benetit appre= of fthe imports into India
ciably from preference.  oomg under the class of
arbicles wholly or mainly manufactured. On the
other hand the exports of manufactures from
India amount to only some 30 per cent. of the
total exports, the remainder- consigting to the
oxtent of 40 to 50 per cent. of raw materials, and
the balance of arbicles classified under the head
of “food, drink and tobacco.” Broadly speaking
therefore India may Le said to import manu.
factures and to export raw materials and food
stuffs. This fact is of great significance in con-
sidering the probable results of & system of
preference. The economic advantage derived
from a system of preference tends to be more
important in the case of manufactured goods than
in the case of raw materials, Manufactures
nearly always meet with keen competition in
foreign markets, and therefore a preference on
manufactures is nearly always of value. The
position in regard to raw malerials is different.
In the first place they are usually admitted free
into foreign markets, so that the possibility of a
preference doss not avise; in the second place
it is an obvious fact that to a large extent they
find their markets ready made, whereas the
inarket for manufactures has to be developed and
carefully nursed. With a comparatively small
degreo of competition to meet, it is clear that raw
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materials stand very much less in need of prefer-
ence than do manufactures, and the gain to them
by proference is likely to be correspondingly
smaller. With regard to food stuffs the general
tendency in most countries is to admit them tree,
and the possibilities of preference are limited

CoNCLUSIONS.

255: We bave besn impressed throughoub
oy our enquiry by the almost
ﬁlﬁ;“::';f{?:g;::_h“' complete unanimity with
which Indian witnesses oppos-
ed the principle of Imperial Proference p and it
is important to explain the causes which in our
view uaderlie this antagonism.
256. We have already referred to the belief
(). Poar that it msy entertained by many wibnes-
diminish protection. ses that preference would
operate to weaken the pro-
fection granted to Indian industries. ‘This
apprehension can be met by laying down definitely
the principle that under no circumstances should
preference be allowed to diminish the protection
which it may be decided that an Indian industry
requires.
257. A second argument which has weighed
(i) Burden on [ndia with many witnesses is that
consumer. " preference is equivalent to
the grant of a bounty to the
British manufacturer at the expense of the Indian
«consumer, that India is poor while Britain is rich,
and that it is nol reasonable o expect & poor
country to make a gift to the rich one. 'We have
explained that in our opinion this view of the
question is not unreasonabls, and that any general
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system of preference would undoubtedly impose.
an appreciable burden on the Indian consumer,.
which we do not think it fair that he should be
called upon to bear. Thisargument may be met.
by the assertion of & second principle, namely
that Imperial Preference should nof involve.
any appreciable economic loss to India..
In estimating the economic loss it would
be reagonable to take into account any economic:
gain which India receives by the preferences
granted by the United Kingdom; and ir case any
should be tempted to look too narrowly at the
balance of loss wnd gain, it is well to remember
that India at present enjoys the protection of the.
British Navy in return for s merely -nominal
contribufion.

258. The main cause, however, of the

(519 Fear thatit wil genersl hostility displayed by
affect India’s fiscal an- Indian witnesses to the idea
fonomy. of Imperial Prefersnce is, wo-
think, political, It is based on a feeling of
buspicion. There is a fear that if India accepted
the principle of Imperial Preference she would
find that she has parted with the newly won
iprivilege of fiscal autonomy, that in the name of
Imperial Preference the tariffi policy of India
‘would bs directed not in her own interests but in
‘the interests of other parts of the Empire, that
if India signified her scceptance of the principle.
‘the details would be dictated to her regard-
MTess of her own interests and wishes. We.
‘think that these fears are bawed on a misunder:
standing of the trme position. ‘Many regard.
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Imperial Preference as meaning s unified tariff '
policy for the whole Empire, dictated, if not by
the mother country, at least by binding resolu-
tions passed at periodical Imperial Conferences.
This is & complete misunderstanding of the real
principles which wunderlie Imperial Preference.
We bave shown above that Imperial Preference
implies no kind of interference in the tariff policy
which the various Dominions have chosen for
themselves, and no idea of a system of free trade
within the Empire or any uniform tariff policy.
It is truo that, as & result of the Paris
Economie Conference of 1916 already referred to,
the question of the organisation of the Empire
a8 an independent economic wunit seemed for
a time to be coming into practical consideration.
But the ideas to which the crisis of the war gave
rise did not long survive its original lines. Each
part of the Empire took such steps as it felt
could reasonably be taken consistently with its
own interests to promote inter-Imperial trade
and the manufactures of the mother country.
This is the meaning which we attach to the
policy of Imperial Preference, and all our recom-
mendations must be read as referring to such a
policy, and not to the idea of a joint tariff policy
for the Empire imposed on the various component
paris............ -

262. 'Woe rocognise that the question of Im-
perial Preference 1is one
which can only be determined
in accordance with Indian
opinion ; and that the Indian view can be best

Decision muost  rest
with the Legislature.
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ascertained by reference to the Council of State
and the Legislative Assembly, without whose free
consent no such policy can be adopted. We feel
confident that the Indian Logislature will consider
the obligations of India in this matter as a
component part of the Empire. We have
endeavoured to indicate certain principles
Principles which should Which should govern the ap-
Rovern any application plication of the policy, if
of the policy. adopted. We repeat them
once more. In the first place, no preference
should be granted on any article without the
approval of the Indian Legislature.® Secondly,
no preference given should diminish the protection
required by Indian industries. Thirdly, the pre-
ference should not involve any appreciable
economic loss to India after taking into accouns
the economic gain which India derives from the
preferende granted her by the United Kingdom....
214. Hitherto in discussing the question of
Po'icy to be adwted Imperial Preferenco we have
towards the Dominions confined our considerations
and Colonies. to preferences granted to the
mother country. With regard to other parts of
the Empire we would recommend a different
policy. We suggest that to the Unrited Kingdom
should be offered such preferences as India may
find she is able to offer without appreciable injury
to herself. With regard to other parts of the
Empire we recommend a policy of reciprocity
such as is already adopted by more than one
Dominpion for inter-dominion trade relations; that
is to say, preferences should be granted only as
the result of agreements which might prove to
the mutual advantage of both parties.......



THE LAND REYENUE POLICY OF THE
INDIAN GOVERNMENT.

The Resolution on the Land -Revenue
Policy of the Indian Government (XLV}
was issued by the Governor-General in
Council on 6th Janvary 1902 as a teply
to a number of representations made to the
Government on the subject of land revenue,
and criticism of their policy by the late Mr.
R. C. Dutt in & series of letters addressed to

_the Viceroy. The Resolution mainly deals
with the reforms suggested by the critics in
the Zemindari and Ryotwari tracts.

Permanent Settlement —Mr. R. C, Dutt
in one of his letters had claimed that Perma-
nent Settlement bad contributed very largely
to the prosperity of Bengal, that cultivators
iu that province were more resourceful than
those under Temporary BSettlement, ang
better able to help themselves in & famine,
The view of the Government of India wasg
that Bengal had not been saved from famine
by Permanent: Settlement, and that the causes
of its prosperity were its favourable climate,
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ita excellent means of communication, its
monopoly of jute and the enterprise of its
capital, rather than Permanent Settlement.
Further the Bengal cultivator was * rack-
rented, impoverished, and oppressed,” and
Government had to enact a series of measures
for his protection. Other evils of the system
were absentecism, management of estates by
-unsympathetic agents, multiplication of tenure
holders or middlemen between the Zemin-
dars and the cultivator. The ganeral conclu-
sion of the Government wag that Permanent
Settlement could not be regarded as & madel
system of agrarian tenure, and thai so far ag
the ryot was concerned, he owed the security
which he now enjoyed not tp Permanent
Settlement but to the tenancy legislation of

the Government.

Temporary Selllements. Zemindari
Rettlement.—Two reforms were suggested by
the critics in Zemindari Settloments
(1) Limitation of landlords’ enhancements of
tenaents’ rent end (2) Limitation of the
State’s demsnd on landlords. With regard
to the former Government pointed out that
the idea underlying the suggestion wag already
the bagis of their tenancy legislation. As io
the latter, they maintained that there had
been & progressive reduction of the State’s
ghara in the profita of oultivation under
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British rule and that the actual share of the
Government nowhere exceeded 50 per cent.
of the net assets.

Ryotwars Settlements.—The most im-
portant reform suggested for ryotwari tracts
was that land revenue should be a definite
share (not exceeding one-fifth) of the gross
produce. Government regarded the sugges-
tion as impracticable, and considered that if
it was adopted, its effect would be to impose
heavier burdens upon the cultivators.

Other reforms suggested for temporarily
settled tracts were: (1) that ne term of
settlement in such areas should be for a period
less than 30 years (sec. 18); (2) that improve-
ments should be exempted from assessments
{:ec. 20); that Government enhancements of

nd revenue should be limited to increase in
the value of land due to (1) State improve-
ments and (2) rise in the value of produce a8
shown by the average prices of the 30 years
next preceding such rpvision (sec. 22) and
that no cesses should be imposed on the

rental of land except for purposes directly
benefiting the land (sec. 23).

The nature of Land Revenue ;: whether
st 12 a lax or rent.

The ﬁature of land revenume is discussed
in XLVT, XLVII and XLVIII. The occa-
gion which gave rise to the discussion was g
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difference of opinion between the Governor
of Madras and his Council in 1875 regarding
the power of the Local Government to
increase the assessment.

~ It has been paid that the controversy
about the nature of land revenue, whether it
is & 1ax or rent, is & "profitless war of words.
So it is in a sense. If land revenue is re-
garded as a money payment made by one
party to another, and no further questions
are apked, it is & matter of indifference
whether the payment is called ‘rent’ or o
‘tax’. But if we enquire further whether
this payment is made by a tenant to the
State landlord, or by a subject to the State
as a contribution towards the general ex-
peuses of Government, the question at once
raises important issues. For if the State in
India is the universal landlord, it is legally
entitled to the wholé of the rent, and enhance-
ment of the State’s demand until it absorbed
the whole of the surplus produce of the soil
would be justified. But if land revenue is of
the nature of a tax, then those who pay it
can demand that it should be administered
like a tax, for example, it might be
claimed thet this tax, like the tax on non-
agricultural incomes, should be graduated. It
is thus seen that in a practical sense, that is,
considering the ‘consequences that flow from
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the acceptance of one view or the other, the
question whether land revenue is a tax or
rent is not mere]y 8 question of words.

1t cannot be denied that the State was' the
universal landlord in Indis under Indian
rulers. But the British Government has
everywhere recognised a private right in land.
It is certainly true that it treats land asa
security for the payment of land revenue,
and that non-payment of the assessed revenune
entails lose of the land, but this does not
imply non-existence of a private right in land.

Again, if 1and revenue is regarded as rent,
it must be recognised that the enforcement
of the State’s demand in full at the present
time is out of the question. Such an attempt
would be politically dangerous. Thus on the
one hand we have a definite recognition on
the part of the State of a private right in
land, and on the cther the difficulty, if not
the impossibility of realizing the full State
demand as rent, assuming the State to be
the ultimate owner in every case. Practical
considerations in the discussion of the ques-
tion are entitled to great weight, and we
may conclude that the land revenue is for
all practical purposes a tax on agncult.uml
incomes, though, regarded as such, it is
entirely different in character from the land
tex of European countries.
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XLY.

LaND REVENUR PO110Y OF THE INDIAN
GOVEENMENT.

Eztracis from the Resolution issued by the
Governor General in Council on the 16th
January 1902,

Suggested reforms in Zemindari Settlements @
Limitation of the State's demand on landlords.

It has already been stated on the sauthority
Ancient right of the ©f Regulation XIX of- 1793
Btateto s shwre of the that the ruling power in
produce of the scil, India hes always, by the an-
cient law of the country, been entitled o share in
the produce of the soil. Regulation II of 1793
pointed out thet the Government share of that
roduce was fixed by estimating the rents paid by
the tenants, deducting therefrom the cost of col-
{action, allowing to the landlorde one-eleventh of
the remainder as their share, and sppropriating
the balance or ten-elevenths, as the share of the
State, But if this was the oatensible basis upon
which the Permanent Settlement in Bengal was
originally made, and if, at the commencement of
their fiscal administration, the Government of
India thus followed indigenous custom in assess-
ing the revenus, they soon began to moderate the
geverity of the practice. It is unnecessary to
trace here in detail the process of mitigation. It
will suffice to say that long before thalate century
had reached its midway point the demand of the
State upon the landlord had been limited to twoe
thirds of the net assets. About the middle of the
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‘contury, §.¢., before the Mutiny, the question of the
rolative shares of the State and of the landlords
in the net produce of the soil came again under
careful review in Nortbern India ; and the result
of this further consideration of the matter was
embodied in what are known as the “Saharanpur
Rules” (so called because they were isaued
in connection with the resettlement of the land
yvovenue of the Saharanpur district of the North-
‘Western Provinces). The Settlement Rules pre-
viously in force authorised the demand of two-
‘thirds of the net produce of an estate, ox rather
of its value in money, as the Government share
in respect of land revenue. The Saharanpur
Rules, issued in 1855, laid down ‘“not that the
ravenue of each estate is to be fixed as one-half
of the net average assets, but that in taking
these assets with other data into consideration,
the Collector will bear in mind that about one-
half, and not two-thirds as heretofore, of the well-
agcertained net assete should be the Government
demand.” These ordera have since remained the
accepted canon of assessment on Ilandlords?
estates in the North-Western Provinces, and they
continued to govern assesements in the adjacent
districts of the Central Provinces, until the con-
stitution of the latter as a separate administration
in 1862. -

. 12. Inthe North.-Western and other zemin-
Progressive reduction of dari provinces prospective
the Stete’s sbare under agsets have been excluded
British rule. from oconsideration ; allow-
-ances have been made for improvements made by



212 LAND REVENUE

$heland-lord, for precariousness of oultivation, and
Ador local siroumstances: and theé revenue has bean
-fixed at & share of the actual income of the pro-
.prietor, his ingome including a fair rental value
.for the lands which he farms himself, or assigns
on privileged terms to tenants., The share to be
.taken as land revenue by Government is thus being
;brought down in the North-Western Provinces
—in the interests of the proprietor——to an average
.of less than 50 per cenf., while in the resettlement
.of Oudb, now on the point of completion, the
-average falls below 47 per cent. In the Central
Provinces, which have been for a shorter period
under Eritish rule and where much higher assess-
ments, amounting in some cases to over 75 per
‘dent. of the actual income, were inherited from
the Mahratta Government, there has been a
progressive reduction of assessment; but it has
not yet reached the very moderate level thalis
common :in, the North-Western Provinces In
time, as population increases, and more labour
and expenditure are devoted to cultivation, the
share taken by Government may be expacted still
further to diminish, and slready three of the
distriots .in the north of the provinces have re-
cently begn re-assessed (from a desire to limit the
sudden enhancements that result from long-term
settlements) at less than 50 per cent. of the remn-
tal. In Orissa the gradual reduction of the Gov-
ernment proportion has been even more strikipg.
In 1822 .it was authoritatively declared to be
83'3. per cent. of the assets ; in 1833 it was lower-
ed te.70-=76 per cent.; in 1840 to 65 per ocent.
with a permissive reduction to 60 per cent., while
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at the re-settloment just concluded, it has ~beem
brought down %o 54 per cent. In $he Punjab,
where proprietary cultivation is common; and
where the maximum land revenus that may be
taken is the * estimated value of half the net pro-
duce "—the principsal guide to this being the rents
that are paid by neighbouring tenants-at-will—the
cslculations given in the official reply reveal yet
lower proportions. Assessments of 43, 39, 35, and
25 per cent. are recorded in paréicular cases, and
the general average is shown not $o exceed 45 per
cent, of the net income. )

13. From this summary it results that while.
the standard of 50 per cent. has mowhere been
laid down as a fixed and immutable prescriphiomn,
there has been, and there is, a growing temdenoy
throughout temporarily settied zemindari districts
to approximalke to it, and in special circumetances
& very much lower share is taken. It does mo}
appear to the Government of India fo be
necessary to igsue fresh regulations upon a matter
in which their general policy is 8o clear and
where, save in exceptional cases, to be justified
by local conditions, uniformity of practice ia now
€0 common. S



214 - LAND REVENUE

Suggested reforms in Ryotwari Settlements ;-
Revenwe to bes a definite share of gross
produce.

The Government of India believe it to be an
Impracticability of ©0birely erroneous idea that
the suggestion_that the if is either possible or equi-
land revenue shonid be table to fix the demand of
g;:“ o share of the 414 State at & definite share -
produce.

- of the gross produce of the
land. There is great practical difficulty in ascer:
taining what the average produce is. If iz de:
pendent upon & number of varying factors, such
a8 the industry and resources of the cultivator,
the nature of the crop; the capacity, security, and
situation of the holding, and the chance of the sea-
sons. Theshare of the gross produce which a crop
can afford to pay must stand in close relation and
in inverse proportion o the amount of expenditure .
which has been required to grow it, and this will
vary very greatly, for instance, in the cases of.
sugar-cane and of wheat. In gemindari districts,
accordingly, rental value, and not produce; has
for the last 60 years been adopted as the basis of

. assessments, although the latter have commonly
been checked by comparison with produce, with -
the result, as & rule, of showing that, judged by
that standard, they were unreasonably low. Im
the ryotwari provinces of Madras and Burma,
the attempt has been made to fix assessment rates
in accordance with produce, but the rules giving
effect to this prinociple fence it round with so many
qualifications as practically to involve its aban-
donment. The truth is that assessment of land
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tevenue is subject t6 80 many complicated and
varying conditions that any attempt to reduce it
to an exact mathematical proportion either
of gross or of mnet produce would not only
be impracticable, but wounld lead to the placing
of burdens upon the shouldere of the peopls, from
which, under a less rigid system, if sympatheti-
cally administered, they are exempt.

18. The next recommendation to which tha

The term of settle. attention of the Government
ment., Suggested mini- of India has been drawn is
mum of 30 years. that no term of settlement
in temporarily settled districts should be for a
gshorter period than 30 years. The history of
sottlements may briefiy be summarised as follows.
In Bombay the 30 years’ term was introduced
by the Court of Directors so far back as 1837.
From there it was extended fo Madras and the
North-Western Provinces, where it has been the
standard period for the last balf century. ‘The
same principle was followed in an extension of the
Orissa Settlement in 1867, and in confirming
most of the settlements made in the Central
Provinces between 1860 and 1870. But it never
came into general use in the Punjab, where in the
greater part of the province, the shorter term
of 20 years has been the recognised rule. The
question was exhaustively examined in 1895,
when it was finally decided by the .Secretary of
State that 80 years should continue to be the
ordinary term of settlement in Madras, Bombay,
and the North-Western Provinces, that in the
Punjab 20 years should be the general rule
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{30: years being admitted in some cases), and in
the Central Provinces 20 years also. A 30 yesrs’
term has been adopted for the recent re-settla-
ment of Orissa. In backward tracts, such as
Burma and Aseam, and in exceptionsl circum-
stances such as existr in Sind, shorter terms are
permitted. The reasons for this differentiation
are familiar and obvious, Where the land is
fully cultivated, rents fair, and agricultural
production nof liable to violent oscillations, it is
pufficient if the demands of Government are
re-ndjusted once in thirty years, ¢. e., once ir the
life time of each generation. Where the opposite
conditions prevail, where there are much waste
land, low rents, =znd a fluctuating cultivation, or
again whére there is . a rapid development of’
resources owing to the construction of roads,
railways or canals, to an increase of population,
or to arise in prices, the postponement of re-
settlement for so long a period is both injurious
to the people, who are unequal! tothe strain of a
pharp enhancoment, anmd unjust to the general
-$ax-payer who is temporarily deprived of the
additional revenus to which he has a legitimate
claim, Whether these coneiderations, justifying
a shorter term of settloment than 30 years, apply
with sufficient force to the Punjab and the Central
Provinces at the present time, and if they do
apply at the present time, whether the force of
their application will diminish with the passage
of time, are weighty questions' to which careful
attention will be given by the Government of
Jndia upon a suitable occcasion.
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19. It may further be pointed out that
" _ many of the objections at one
. Improvements  in time urged to revisions - of
um.m:':hﬁ%t settlement have become, or
ing. - are fast becoming, obsolefe.
' - The process of re-settlement
i3 more rapid and less disturbing than was
formerly the case. Where the re-settlement of a
district thirty years ago lasted for six or eighé
yoars, the work is mow, im a large districh,
wusually complefed in about four years and often
in less. The improvement in the village records,
and thair punctual correction and maintenance up
to date, have to a large extent obviated ihe
necessity for detailed surveys, and for those local
enquiriee by subordinate officera which were
in former times a fruitful source of harassment
-and extortion to the agricultural community.

20. Again, the principle of exempting from

. A assessmoent such improve-
Elemvhm; of im- ments as have been made
Pevoments from amess- vy private enterprise, though
it finds mno place in the

$raditions of the past, has been accepted by the
British Government, and is provided for by
definite rules, culminating, in the case of the
. Bombay Presidency, in legal enactments, which
‘secure to the cultivator in perpetuity the whole
of the profit arising not only from such irrigation
works as private wells or tanks, but from the
minor improvements which would count for an
increage in assessment under a system of reclassi-
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fication of the soil. The Madras ryots have s
recogniged right fo enjoy for ever the fruit of
their improvements, and the exemption of wells,
irrigation channels, and tanks which are private
property is provided for by executive orders. Minor
improvements are also protected, as in Bombay, by
the parmanent recognition of a land classification
once fairly effected. - In zemindari provinces,
where the revenue i8 temporarily assessed on
ostates as & whole, and not on each particular
plot of land composing them, the State has not
similarly surrendered its right to all share in
improvements in which the capacity of the soib
plays a part with the industry or outlay of the
culbivator.. Buf the principle followed has been
thet additional assessments should noft be imposed
on these grounds wuntil the private labour or
capital exponded upon them has had time to reap
& remunerative return. In the Punjab and Bengal
the torm of exemption has been fixed, without
reference to the term of settlement, at 20 years
for masonry wells, 5 years for canals distribu~
taries, and 10 years for other irrigation works.
In the North-Western Provinces and the Central
Provinces, irrigation works not constructed by
‘Government are freed for the term of settlement
next following their construction, the average
period of exemption being 45 years in the former
and 30 years in the latter provinces. The rules.
of all provinces provide for the grant of longer
terms of exemption in special cases.
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21. The question of the effect upon the
domestic life of the community
‘SEE::thogi tzf:gen: of long as against short
pgaunata settloments has been the
ﬁ;ﬁﬁﬂ;ﬁ_ Tenodiross subject of much discussion.
It may be regarded as certain
that Jong-term settlements leave more money to
the people, however large be the revenue enhance-
ment at the closs: On the other hand, short-term
settlements; which are the familiar practice of
Native Rulers, excite less discontent, when nob
associated with inquisitorial proceedings. An
increase of liabilities which comes once in &
generation is said by some fo be mors acuntely
resented than one which heas been rendered
familiar 'by more frequent repetition. Upon
this poiné it is difficult. and perhaps unnecessary
to pronounce: attention should, however, be called
to a concession made by the Gevernment with &
view to reducing its own share of the produce,
and leaving more to the land-holder. Formerly
the basis of assessment was the anticipated
average yield of the land during the coming. period
of settlement. Now it is the actual yield at the
time of assessment, so that the landowner enjoys
to the full any new sadventages that may accrue-
either from his own outlay or from outside
circumstances, in the interval bhefore the next
revision is made. Assessment upon actual, as’
distinot from prospective, assets has thus become
a cardinal principle of the land revenue policy of
Government.
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22, The principla- that the Bfate in
India has & right to share
d%&iﬁtﬂnéﬁﬁzﬁ in the produce of the land
ments to rire in vaius carries with it the right to
4“:('L?t“‘ improve- ghurg in any increment
ments, (#1 risednprices. ¢ produce or ite value,
in . the case of increments resulfing from the
espenditure of private labour or capital, this
vight, as bas already been pointed out, has been
albtogether waived in some provinces, and materi-
ally limited in others. But it can scarcely be
contended that such & surrender should equally
apply to improvements produced by the growth
of population, by the gradusl development of the
country, by the introduction of new staples or
by an increase in the productivity of the soil and
in the value of its produce, more particularly if
,the latter are themselves the result of an expendi-
ture upon irrigation or communications that has.
been incurred by the State. The concession to the.
landlord or the tenant of & complete monopoly of
the profits of all improvements of the soil in per-
petuity, whether oreated by himself or not, would
be a docbrine not merely euonomncally ungound, but-
without any foundation in native cusfom or any
precedent in history. What happens in practice
18 this z in zemindari areas the claims of Govern-
ment to & sharein fhe increasing value of the
land are adjusted by a pericdical settlement with
the landlords for its portion of the rental,
subject to & not infrequemnt sacrifice, in the
intereat 1of the tenants, of the fractions which
might fairly be claimed.........Whatevsr be the
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ecase as regards zemindari disbricts, it is row,
bowover, urged that in ryotwari areas no ground of
énhancement but & rise in price should in future be
allowed. Attention has already been called to the
limitation that has been placed by Government
upon the discretion of its officers in respect of
changes iz land classification as a possible basis
of enhancement, In Bombay no change in a
classification once definitely accepted is per-
mitted by the law. In Madras, though the
Government of India, acting under the instructions
of the Becretary of BState in 1885, bave declined
to give a pledge against future revisions of
elassification, they have intimated their eordial
acceptance of the principle that the existing
classification, if found to be in the main equitable,
stall, on re-settlement, not be disturbed. Im
these circumstances, to deny the right of the
Btate to share in any increase of valuesyexcept
those Which could be inferred from tie general
tables of price . stabistice—in itself & most
fallacious and partial test—would be to sur-
render to & number of individuals an increment
which they had not &themselves earned, but wbich
‘had resulted partly from the outlay of Govern-
ment moaosy on greast public works, such as
canals and raillways, partly from the general
enhsncement of values produced by expanding
resources asnd a higher stendaxd of civilisation.

28, The concluding proposal, which it is the
duty of the Governor-General
in Council to examine, and
which, in slightly different.

Limitation ¢ cesses
ou land.
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s8hapes, finds & place in both .memorials, is thu.té
no cesses should be imposed on the rental of land,;

except for purposes directly benefiting the land, !}
and that & limit should be fixed beyond which ity (§
may not be permissible to surcharge the land tax:
with local taxation. These cesses, which are levied!
for the construction and repair of roads, the

upkeep of schools and dispensaries, and other?

similar duties appertaining to Local Governmenti’
Boards, are generally assessed on the assets or.

rental value, since the land revenue would, in;
many provinces, be an unfair basis of distribution.*
“The rate in force in Bengal is 6% per cent. on the

rental, and this rate is taken as & fair standard’
by Mr. Dutt when speaking for himself. When'
asgociated with the other memorialists, be admits: {
that the maximum rate may be as high as tem {f
per cent., a proportion which, as a matter of fact, |
is nowhereexceeded. But before going into this §
question, the Governor-General in Counoil §esires
4o record an emphatic dissent from the opinion
that primary eduoation is not & proper object of
{ocal taxation, and that such taxation should be |
limited to objects directly connected with the

land. The aim of local taxation is the benefit of |
the community, and the spread of elementary f
education amongst the cultivating classes is the
surest preventive of the carelessness which allows |
80 large a proportion of the increased value that
sottled Government and improved communications
.have given to the produce of agricultural mdustry,
#to slip through the fingers of the people.
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26. It may be objected, however, that the
"~ . rates which are levied for
_Responsibility ~ of T,ocal Self-Government pur-
:mmm““"’:&' poses are not the only extra
officers. e charges imposed wupon the
popalation, and that count
should also be taken of the sums payable by them
for the remuneration of the village officers—
the watchmsan, the headman, and the accountant.
The support of this village staff has been a charge
on the community from time immemorial. The
Governor-General in Council does not consider
that these customary contributions towards
the maintenence of village officers can be classed
a8 local taxzation® without some important
qualifications.......

The general conclusion of the Government

Gontral o of India is that fhere is no
ne ocnclumons  pogagop  for thinking that
‘t:x:fio::"d“ of loal y5cal taxation, if properly

distributed, is on the whole
either onerous or eXcessive, while, as a general
rule, it already falle short of the limit which the
memorialists would propose to fix. But there
are grounds for suspecting that the distribution
is often unfair; and that the landlordsshift on to
the tenants that share of the burdem which is
imposed by the law upon themselves. In the
present backward condition of so msany of the
people, it is not possible effectively to redress this
injustice; and the question presents itself whether
it 18 not betser, as opportunities occur, to mitigate
imposts which are made to press upon the
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cultivating classes' more Beverely, than the- lav
intended. The Government, of India would b
glad to see their way to offer ‘such relief.
26, DBul the burdens of; which complaint i
J . made are by no means confin
brlﬂff'ig;m oxacted ed to the legal cesses, Which
after nll, are fow in numbe
and strictly limited in amount. There are also,
in some zemindari tracts, & number of ;)ra.cticall]
unauthorised village cesses, of which no mentior
has been made by the critics of the existing
system, but which are well-known to all those
who are familiar with the economy of rural life
in India. In meny oaser unrecognised snd often
undesirable imposts exceed the total of the cesses
levied under the British administration. Theix
imposition was prohibited by the Regulation of
17938, and ever sinco that date has been steadily
discountenanced by the Government of India, as
vexatious to the ryot snd detrimentsl to the
suocessful cultivation of the scil. Their complets
suppression by the action of Government is not
practioable in the present state of education
among the agricultural olasses. But the subject
is one to which the friends of-the ryot migks
appropriately devote their concern, and in which
their exertion mwight be of much use in supple-
menting the opposition of Government  to 8
wholly illegitimate form of exaction...

82. Before concluding his exammat:on of,
this problem (theory of conw

' Threo prasible causes  pgotion between land revenue
:f“:anth’P Tequiring g g famines) she Governor-:
: - Genersal in Couneil*- desires- to:
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notice three aspects of the land revenue questian
involving three possible causes of hardship to the
proper landholder, which seems to him to be of
much greater importance than the criticisms
which he has so far been engaged in examining.
The first of these is the pitch of enhancement 3
the second is the levy of the same assessment in bad
years a8 in good, on the assumption thai savings
in the one will meet the losses of the other; the
third is the effect of local deferioration upon land
revonue payments.
83. (1) That revenune enhancements pnust
often be large is of course the
Large snd o;“dden direct consequence of long-
;“u‘;'““m"t‘ ™% term settlements, and it is,
. no doubt, becanse their dis-!
“*tributing effect furnishes an argument for shorter
settlemments, that a reference to it has not been
found in the forefront of attack. There can be
no question of the hardship which ‘a family must
experience in finding its income suddenly reduced
by & third or even more, as may happer, for
instance, when at the end of a term of Settlement
it is enjoying 75 per cent. of the assets, and
redottlement is made at 50 per cemt. The
State cannot without hesitation call upon people
gpuddenly to effect & great reduction in their
domestic expenditure, however well justified in
theory its demand may be. A man will look
more to the actual increase of his obligations
than be will to the arithmetical standards by
which it is justified or determined. If for thirty
years he has heen paying & land revenue of
Be. 1,000, and is called uwpon fo pay Rs. 2,000
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upon re-settlement, if is small coneolation to him
o be told that, while the former sum represented
50 per cent. of his former assets, the latter only
amounts to 47 per cent. of his assels as they now
stand. A reduction in percentages is far from
compenssting him for an enhancement of burdens.

34, 'To meet such cases, the Government of
India desire to lay much
stress upon the principle of
gradual and progressive enforcement of suddem
increases of other than moderate dimensicns. The
mitigation of a large enhancement by spreading
its imposition over a ferm of years has been a
recognized feature in the seitlement procedure of
Upper India for a long time past, but has not till
recently been brought systematically into practice.
In 1895 the Goovernment of India, with the concur-
rence of the BSecretary of State, drew general
attention to the advisability of making larger use
of progressive enbancements. Iz the North.
Western Provinces very complete effect has
already been given to this principle....... In the
Punjab, the uwse of progressive assessments has
been discouraged on the ground that, though an
appropriate means of easing an enhancement to
a large landholder, they are not suitable to the
circumstances of the peity proprietors who hold
a vory large proportion of the land in that
province. Large increases in the demand have
been commonly avoided by under.assessment.
But it seems open to question whether an expedient
which has proved serviceable in other parts of
Indis might be pot usefully adopted in the Punjab,
and the point -will- be considered, though the

The remedy applied,
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effect of progressive assessments in this province
will bs to raise, not to lower, the Government
revenué ...... 'The procedure of ryotwsari settle-
ments renders it difficult for an assessing officer
to pay close regard to the circumstances of
individuals in framing his proposals, and there is,
therefore, the greater need of general rules to
obviate hardship in particular cases, even if it be
conveded that men who cultivate theix own land
can support a heavier percentage enhancement
than those who subsist upon rental receipts. The
question is one that calls for, and will receive
further consideration.
85. The question of varying the revenue
i demand to meet the character
'2) Esaction of ® of the season is similar to the
fized demand whete 1 preceding, in that it involves
departure from the theory of
settlement at the cost of some revenue to the
State. In theory the Government revenue
represents the sum that may fairly be demanded
on an average of seasons, and it is assessed in the
belief that cultivators will save from the surplus of
good years to meset the deficit in bad. It is mani-
fest, however, that, in tracts where the chances
of a bad harvest are bigh, it must be exceedingly
difficult to make allowances for crop failure in
framing the assessment rates. And it is also
clear that the agricultural classes have not, as a
rule, yet learnt to regard a good harvest, not as
an occasion for larger expenditure, but as a meana
of insurance against failure of crops. In truth,
to a poor family a short harvest must be a severs
calamity. The assessment may .absorb but a
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small share of the gross produce of its land. Buk
ita circumstances depend on the net produce, on
which the assessment is in higher proportion, and
it'is obvious that on inferior land a substantial
deficiency in the outturn may leave no net produce
whatever, so that (in the absence of savings) the
agsessment can only be paid by borrowing or by
stinting the necessaries .of life. When such a
daficiency is frequent, the rigid demand of the land
revenue must add very materially to the bardships
endured by a poor and uneducated pesople.

36.  In tracts’ where great variations from
the average of produce are
not very frequent, such a
demand may be suitable
enough, its simplicity and educating effect
compensating for the hardship that may be felt
in individual cases. But where the produce of the
land is liable to great and frequent fluctuations
owing to failure of irrigation or vicissitudes of
season, there is reason to apprehend that a fixed -
sssessment may ruin people before it teaches
them, The revenue system of several provinces °
—notably those of Madras and the Punjab—
have recognised the necessity of special arrange.
ments for remission of revenue for failure of
crops on lands capable of being supplied by State
irrigation. works. In Madras no revenue is
charged upon irrigable land the produce of which
hids not matured owing to the failure of the
water-supply ; and in the Punjab this principle
has redetved a further development, a deficiency of
produce, not amounting to, total failure, entitling
the ryot to s proportionate abatement of the '

Necessity for greater
elasticity,
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- assesement rate. This system entails an elaborate
* procedurs of crop inspection, and throws much
“.responsibility upon -native subordinates. Bub
" it has worked well, and is being extended.......
The Government of India freely admit that a
*fluctuating assessment, in the senmse of an
‘ assessment without a- defidite maximum limit in’
cash, and annually varying with the outiurn of the
crops, is exceedingly difficult to -work with
* fairness, throws an undesirable .amount of power
“into the bands of subordinate officials, and lacks
~the influence for thrift which has been the desire
"of Government to secure in its land revenue
-policy. 1t would be s retrogade step, and would
Amply a reversion to the methods of native rule.
- But these objections would, nob apply so foigibly
-0 & system under which the produce of particular
" harvests would be taken merely to justify the
“reduction of a standard demand, when such
- produce falls below & point at which relief is, for
- general reasons, pronounced to be neceseary ...... .
K 37. In a country of the size and divérsity
) of India exceptions wmust
-mg‘ihgﬁfﬁd’.{f&’ﬁo,ﬂf oveur fu thle general Tule 1‘?;
“Yon wi ¢ Bgricultural progress, am
Ttion with prompe reliel. ) ealities are to -be  found
‘where the conditions are those of actual deterio-
“yation. The Governor-General in Council has i
‘mind not only the losses of population and of
produce which are the unavoidable consequencés
"of severe famine, but the circumstances of tracts
‘and villages which lose ground owing te .such
special causes a8 the effect of decimating epidemics
-of malarial fever or cther' conditions,” whethér
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connected or not with vicissitudes of seasons,
Yor some years past the Government of India
have insisbed upon the importance of the early
detection of cases of local deterioration, and have
commited to Provincial Departments of Land
Records end Agriculture the conduct of systematio
enquiries to this end. DBut the information thus
collected has not always been fully utilised, and
there have been cases in which & reduction of
revenue was not granfed till the troubles of the
people had been aggravated by their efforts to
provide the full fixed demand. It is no doubt
true that any alteration of the assessment is im
conflict with the terms of the original contract,
by which the landholder has undertaken a liability
for loss in return for an expectatior of profit.
But in this matter the interests of the Govern.
ment are identical with the interests of the
people, and it i8 unwise to exact from impoverished
persons a revenue which they really cannot pay,
mersly because they are under an engagement
to pay it. The Governor-General in Council is
convinced of the desirability of granting prompt
reliof in these cases, whether $hey involve tracts
or single villages, even though such a course may
involve a departure from the strict principles of
settlomont, The amount of revenus which the
concession will cost to the State will be insigni-
ficant compared with the advantages obtained in
aesigting and encouraging an afllioted population.
89. In thus defining their policy, the

. Goverement of India would
Concluion, not desire to olaim for
the land revenus system of British India an
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exactitude or & freedom from blemish to which if
cannot pretend. Historically it owes its immedi-
ato origin to practices inheritad from the most
decadent period of native rule, and .its form to
changes made alowly, and not without mistakes,
by men who were aliens $o the country, and only
with difficulty, and by slow degrees, assimilate
the requirements or enter the feelings of the
people. Where habit and precedent count for
more than wisdom,.there has besn need for caution
in reform ; and logical completeness or simplicity
" oould not be expected of a system born amid such
surroundings, applied to such manifold conditions
and to so heterozeneous a population, and subject,
in the various stages of iis development, to
considerations of practical expediency rather than
of abstract symmetry or scientifie perfection.
1ndeed the one claim which the Government of
India would decline to make for the land revenue
system of this country is that it can properly be
regarded as a science at all. In no country
can land valuation be 80 described; and
India, in spite of records, estimates, and tables,
is no exception to the rule. A part of the
weskness of the criticisms which have been
directed against it, arises from the erroneous
aspumption that it can be regulated by fixed laws,
or shaped by arithmetical standards. Assessments
cannot be dictated by the theorist in his study;
they elude dogmatic treatment, and can only be
safely worked out by the Settlement Officer in
the village and on the fields. While they may
admit of statistical analysis, they are liable to bé
hampered by premature statistical definition:
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The true function of Government is to lay down .
broad and generous principles for the guidance
of “its officers, with becoming regard to the
fraditions of the provines and the circumstances
of the locality, and to prescribe moderation
in enhancement and sympathy in collection.
Above all it is its duly to exercise discrimi-
nation in the choice of the agents whom
it employs for this mos{ critical and responsible
of tasks. The Governor-Generasl in Council
acknowledges with gratitude the services that
have been rendered to Government in this respect
by a long line of devoted and capable officers,
and he believes &hat the existing system, if
pursued upon lines that have been indicaied, is
both wall suited to the present conditions of the
country, snd compatible with its future develop-
ment, and that the revenue whish it provides,
and which is more lenient in its incidence than at
any previous stage of Indian history, is capable
of being levied from the people with surprisingly
little hardship and without discontent.

XLVE
LAND REVRNUE—IS IT A TAX OR RENT ?

Eziract from a Minute by Sir H. Masne,
ated March 13th, 1875.

1t is absdlutely necessary to answer the
" question whether the land
revenue taken from time*
- immemorial by Eastern
Gtovernments is or is not rent; I imagine that
the answer must be in the negative.. It seems to
. me incredible that any Government, since the

Land revenue is mot
of the nature of rent.
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beginning of history, should have taken the exact
economic rent of the ierritory occupied by its
subjects. In order to obtain this, 3 Governmen$
must have put up the soil in parcels to compe-
tition, without recognising any hereditary right
in any one person which enfitled him to be
preferred to another person who bid higher for
the ocoupation. No evidence of any such system
exists : some preferential rights, whether they
can or cannot be called ownership, have always
been acknowledged. But unquestionably Oriental
Governments have occasionally absorbed all but
_the whole of the fund from  which rent would
comse under a system of the Western type, and
indeed have probably gone further every now and
then, and have encroached on the scanty capital
of the cultivators. Ido not knew -how far the
remarkable investigstions of Mr. Edward Thomas,
the eminent Indian antiquarian, on the financial
resources of the Moghul Empire, have attracted
notice. There appears to be documentary
evidence, trustworkhy within no wide limits, that,
out of the total revenus which the Mogkul
Emperors, at the end of the 17th century, ook
from. s territory roughly corresponding to the
present British Indian Empire, extending rather
farther to the north-west and not quite so far to
the south, the poftion answering to our land
revenue amounted to no less than 35 millions
-aterling. As India was certainly not more
_prosperous in the 19th century, these prodigious
figures are only intelligible on: the assumption
that the whole, and occasionally - mnore than tha
whols, of the fund, under other circumstances
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available for rent, was exhausted. Whether they
are entitled to absolute credit or not, they are
probably quite accurate emough to irndicate the
character of the system of land revenue which
the English inherited from their Mahomedan
predecessors,
The considerations which led a certain schook
How land revenue ©f Anglo-Indian functionaries,
‘came to bo regarded as and a certain number of
rent. theorists on India, to speak
of the Indian land revenne as rent, and of the
power in virtue of which it is taken as ownership,
may be understood, as it seems fto me, readily
enough. These terms did certainly express to an
English ear, better than any others, the nature
of the right which was exercised by the Indian
Governments. The morality current in England
did not forbid the exaction of an extreme rent
from a tenant, just as the morality current in
India did not forbid the exaction of excessive
contributions from a gubject in virtue of the land
which be occupied. Again, Mr. J. 8. Mill pointed
out that the direct effects of payment of land
revenue, and of payment of rents, on the general
mass of cultivators are precisely the eame. So
long as the occupier of land must make over a
portion of the produce raised by his labour and
capital to somebody else, it does not directly
concern him whether the transfer is made under
the name of rent or under the name of revenue.

The rival theory that the Indian land
revenuse is a taX, is so far more correct that we
in Weastern Europe have agreed to apply the
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word “tax " %o every exaction of the State from
porsons recognised as owners; and the English
Government has never pushed taxation so far as
to obliterate ownership. The chief objection to .
the word appears to me to he that it carries with
it associations with the land tax, which, in all
European countries ie only one tax smong many,
and which is especially light in England...... It is
certainly unfortunate, but the lighter our assess-
ments of land revenue become, the more does the
Jland revenue come to resemble a land tax..........

XLVII.

Eztract from a Minute by Sir Louis Mallet,
dated 12th April, 1875.

The accounts which I have received of certain
Tte importance of Teceut Bombay settlements
distingui-hing between strongly confirm everything
rent sod revenue. which I have said as to the
practical importance of clearly distinguishing
between rent and revenus. Assessments have
been raised 70 or 80 per cent. in one stroke, in
conformity with certuin artificial and arbitrary
rules often at variance with actual facts, and
raised distinctly under the influence of the rent
theory, which has besn warmly advocated of late
years by Mr. Knight and others.

I am also informed that, in many cases,
lands have been assessed which barely pay the
cost of cultivation, and yield no rent at ali. This
18 not a question of words to the cultivator.
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It seems to me that enmough weight is mot
given to the changed aspect of this questiom
-owing to the assumption of the sovereignty ‘of
‘India by the Crown, and the recognition of the
‘natives as British subjects. It is always said that
it is idle to apply English ideas to Iandia, but if
-any of those ideas are of a kind which an
important class in India sees its clear interest in
adopting, is it safe to assume tha$ they will never
doso?

So long as the exactions from the land by

g iatio™ the State were levied by the
periment. Company as the inheritor of
) the -despotic Governments,

and frugally dispensed in the several functions
of administrafion, or even sent indorm of tribute
to England, I can understand the Indian people
accepting their condition. But when the sums so
t$aken are largely spent, as they now are, for
‘the avowed purpose of benefiting the Indiam
‘Empire and psople at lerge, on public works,
‘education, bealth, famine, and ali the objects
which under, the influence of modern ideas fall
within the province of State expenditure, and
attempts aro made more and more to resist and
remove taxes such as income tax and Cus-
toms, which fall on other thar the landholding
classes, while to meet the increasing burdens
of the. State .additional charges . are laid on
the land, may they not awaken to the fack
that they are being made the subject of an experi-
ment, which, I venture to think in spite of
8ir H. Maine’s criticism, can only be appro-
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pristely described, where it is found, as “‘com-
munistic.”...... . .

* From this point of view, the policy of further
taxing the land might easily
become a political danger,
. and the large margin on
which under the rent theory, the State has
a right, if it be not a duty, to encroach, lends.
itself too easily to sach an extension.

Danger of eXcessive
taxation of iand.

In an economical point of view, I regard such
a policy as especially mischisvious.

The function of rent is to restrain the undue
pressure of population on the sovil. The presence
of rent is the result of the demand for land pres-
sing on the supply. To take the rent and divide
it among the whole populafion, which ie done
when it is substituted for taxes, is to counteract
and neutralize the operation of the law of supply :
and demsand, by stimulating the demand anew .
without increasing the supply, and tends directly
to a progressive pauperization of the community.

For these reasons, without disturbing past

. sebtloments, which we cannot afford to do, and -
. cannot now do without gratuitous fiscal sacrifices,

Ishall rejoice to see & limit placed on fubture
ssgessmenty, with a view to which the renuncia-

‘ tion of the theory of State landlordism would be

the most effectual step. Im speculating on its
future resources, I should like to ses the Govern-

went steadily putting rent out of view, -as only :
liable to taxation in common with other forms of: -
property. ‘
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XLVIIIL

Eztm;t from a Minute by Lord Salisbury
(Secretary of State for India), dated 29th
April, 1876.

I cannot sese how the question can be
. described ae one of words.
1.,:3}':,3::30; :h&?g The practical difference be-
rent is of great import- tween the word rent and
ance to the cultivator.  pevenue is very palpable to
the cultivator. Under the rent theory his pay-
ments are & poriion of his gross produce, limited
by the condition of his first paying wages and
profits ; under the tax theory they are unlimited
either way, save by the power of mercy of tHe
Government. It speaks loudly for the character
of British rule, that the advocates of the ryot
call for the application of the tax theory, Under
the Mogul they would have welcomed the rent
theory as heartily as they would the tax theory now.
Nor can I regard it as a gquesiion oigive.
. The fiscal relations of the
The importance of the G oyernment to the cultivator
guestion to the Settle. . . .
ment Officer, is a question which I should
rather acouse of obtrusiveness
than of indolence. We may, it is $rue, discuss it
under different forms. We may use the terms of
political economy, or we may use the less accurate
but more flexible language of unscientific men.
ceteesrenreren.On0 mode of describing them may be
more convenient and more complete than
another. But the essential point is that the
language used should be understood by those to
whom it is addressed. Now if is our function to
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address Indian officials, and—speaking of the
generation now coming into office—their vocabu-
lary ia derived with more or less fidelity from the
writings of political economists. They have been
required to study the sciencs closely before they
could undertake our service, and their minds wers
fresh from a close application %o it when,
for the first time, they came into contact with
Indian life, and were trusted with a share of
Indian Government. To_the modern Indian
statesman the refined distinctions of tbe economi-
cal school are a splid living reality, from which hae
can as little separate his thoughts as from his
mother tongue. To us it may seem indifferent
whether we call a payment revenue or rent, so we
get the money ; but it is not indifferent by what
name we call it in his hearing. If we say that it
i rent, he will hold the Government in strictness
entitled to all that remeins affer wages and
profits bave been paid, and he will do what he
can to haston the advent of the day when the
State Bhall no longer be kept by any weask
compromises from the enjoyment of its
undoubted rights. If we persuade him that it is
revenue, he will note the vast disproportion of its
incidence compared $o that of ofther taxes, and
hig efforts will tend to remedy the inequality, and
to lay upon other classes and interests a more
equitable share of the fiscal burden. '
I prefer the latter tendency to tbe former.
Land hoold Bo far as it is possible to
bo teoated mo u tos. |~ ohange the Indian fiscal
gystem, it is desirable that
the cultivator should pay a smaller proportion of
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the whole national charge. It is not in. itself |
thrifty policy to draw the mass of revenwe fron
the rural districta, where capital is scarce, sparin
the towns, where it is often redundant and run
to waste in luxury. The injury is exaggerated i1
the case of India, where so much of the revenu
is exported without & direct equivalent. As Indi
must be bled, the lancet should be directed to th
parts where the blood is congested, or at leas
sufficient, not to those .which are already feebl
from the want of it.

I ngree, therefore, with Sir Liouis Msllet i
desiring that our present nondeseript land due
should tend fo the form of revenue rather thar
that of rent.
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Famines were not unknown in ancient
India. Famine is mentioned in several
verses of the Rig Veda and “death by hunger”
in Atharva Veda IV. 17-6. In Rig Veda X.
112-10 Indrs is invoked for power to “ subdue
all famine and evil want with store of grain
and cattle.” “From this our misery and
famine set us free; from this dire curse
deliver vs "’ is & supplication to Indra in Rig
Veda VIII. 56-14.

Famines were frequent in India under
Mobammedan rule and they were terrible
when they came. Akout a famine which
occurred in the reign of Jalal-ud-din Khi}ji
the historian Badaoni writes i =
~ ““And just at this time, on the very day of

~his murder® a whirlwind black with dust arose,
and the world was darkened ; there was a scar-
city of rain in that year, and such a famine
occurred that the Hindus, from excees of
bunger and want, went in bands and joining

ﬂuu:nﬂidi, s darwosh, who was murdered by tke orders of th®
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their hands, threw themselves into the river
Jumna and became the portion of the alligator
of extinction. Many Muslims also, burning in
the flames of hunger, were drowned in the
ocean of non-existence, " *

A very severe famine occurred in the
reign of Mubammad Tughlak. The price
of wheat, according to Ferishta, rose to 17
diram per seer (=1% present seers per rupee)
and “things came to such a pass that in Delhi
'people ate one sanother. " t

The year 1555-56, the year of Akbar's
accession to the throne, was marked by a
severe famine. Badaoni thus describes this
famine :—

“ A severe famine prevailed throughout
the eastern portion of Hindustan, especially
in Agra, Baiana and Dehli. It was so severe

‘a famine that one ser of jawaer: grain had
reached two hali-tankahs, and was in fact not
to be had (even at that price). Men of
wealth and position bad to close tbeir houses
and died by tens or twenties or even more in
one place, getting neither grave nor shroud.
The Hindus were also in the same plight,

“and the bulk of the people were fain to live

on the seeds of the mughilan thorn and on
*Trs by Ranking Vol. I. p. 285,
1 Yak sor ghalla ba Aafdek diram yaft maméshud, o dey

. Delhi_guakat bamartbai bud ki . adam adawmra mekhurd.
‘Brigg's [rs. Vol. I p. 425. .
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wild herbs, also on the skins of the oxen
which the rich slaughtered and sold from
fime to time ; after a few days their hands
and feet swelled and they died. As a date
for that year the phrase khashm-i-Ezad
(Divine wrath) was invented. The writer of
these pages with these guilty eyes of his
paw man eating his fellow man in those
terrible days. So awful was their aspect
that no one dared let his glance rest upon
them ; and the greater part of that country,
what with scarcity of rain and shortness of
grain, and desolation, and what with the
constant struggle and turmoil, and two -
years' continual anarchy and terror, was
utterly ruined, the peasantry and tenants dis-
appeared and lawless crowds attacked the
cities of the Muslime.”*

Two more famines sre” recorded in
Akbar’s reign, in 1583 or 1584 and in 1595—
98. We know that they were severe, but
details about them are lacking. ‘

- Famines have been frequent wunder
British rule, but thanks to the chain of protec-
tive railways, and the great irrigation works,
they do not cause so much suffering now ag
they did in the past. It has been truly said
that famines now are famines of work rather
than of food. Very great progress has been
made in famine protection and famine relief,

" * Trs, by Ranking Vol. I, p. 449-450,
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‘The Famine Commission of 1880 defined
the general policy which Government should
adopt in desling with famines, and the work
of this Commission, the first and the moeé
important Indian Famine Commiseion, was
completed by the Commissions of 1898 and
1901. The Commission of 1880 empbasised
the need for anticipating famines and being
prepared for them beforehand (XLIX) The
Commission ingisted on Government directly
taking steps fo organise famine relief, as a
famine was & calamity wholly transcending
individual effort and power of resistance
' {Section 105). In administering relief care
has to be taken that indiscriminate charity
does not demoralize the people. Hence the
“ Labour test "' (Section 111). The main
principles which should govern the adminig-
tration of relief =are epumerated in
Section 112. '

As mensures of profection against
famines, the Commission urged the exten-
pion of irrigation, and made definite sugges-
‘tions a8 to the lines of railway which were
to be constrncted. Encouragement of a
diversity of ocoupations was also recommend= -
ed, bub chiefly through indirect means.

The experiences of the famine of 1896-99
were examined by the Lyall Commission
appointed in 1898. It reported that a con-
piderable degree of guccess had been attained
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in meeting famines, both with regard to the
paving of life and relieving distress, and
economy. The Commission also found that
the resources and famine-resisting power of
the people had increased (LI).

The Commission of 1901 reviewed the
whole question of famine relief and famine
protection. The chief protective measures
that it recommended were the establish-
ment of agricultural banks, suspension or
remission of land revenue when necessary,
permanent exemption of improvements from
assessment, and the making of taquavs loans
on eagier terms so that the poorer classes
of agriculturists might be able to take
advantage of them.

XLIX .
. Eztract from the Report of the Indian Famsm
Commission, 1880,

85. Woe now pass to the consideration of a
general character of the
action of the Government in
times of famine. A very long
period elapsed before the conviction was attained
“that Indian famines are necessarily recurring
calamities, against which such precautions as are

possible must be taken beforehand, and that it
is the duty of the Government to do its utmost in
devising some means of protecting the country,
and to persevere in its attempts till some solution
of the problem has been obtained. This resuli
was no doubt due to the almost total absence,

.

Certainty of the recur-
repce of famice.
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until within comparatively recent times, of trust-
worthy statistical knowledge as to the numbers
of the people, the rates of their deaths and
births, and the influence on these rates of epidemic
disease or local distress, combined with an equally
insufficient insigh$ into their economical condition,
and particularly an absence of agriculiural
pbatistics in an accessible form. We fear that
even yob the vast importance of knowledge of this
description is bit imperfectly appreciated in many
quarters. The want of it has been experienced
by us in almost every part of our enquiries, and
wo feel it to be necessary thus emphatically to call
attention to the subject, as such knowledge is, in
our opinion, one of the principal instruments om
which the Government must rely in preparing for
its conflict with famine.
86. No sterner warning could be giver of
L the paramount necessity of
H"b‘“;g“ sketoh of t“." obtaining a true knowledge
respock o rornment e of the condition of the great
» population which we have
undertaken to govern in British India, than is to
be found in the history of the famines that have
desolated it. 'We must not permit ourselves to
be deceived by the vain hope that the famines
of recent yoars have been more difficult to deal
- with than those of the past, nor have we any:
right to suggest that those who have gone before
us were less humane than ourselves, for there is
direct evidence to the comtrary. The lesson of
experience is that it is in vain to attempt to deal
successfully with these calamities, which so
frequently deprive a large proportion of the
people of their food supply, without a liberal



FAMINE 247

-expenditure of money, that in order to be effectual
this expenditure must be applied with careful
attention to the exact conditions under which
these visitations arise, and that as a primary
condition of success in the administration of relief
& more thorough insight into the vital and economi-
cal statistics of the country is absolutely essential.

108. A main cause of the disastrous con-
_ sequences of Indian famines,

QNY;;E&E f;'f;ﬂfg of and one of the greatest diffi-
culties in the way of providing

relief in an effectual shape, is to be found in the
fact that the great mass of the population directly
depends upon agriculture, and fhat there- is no
other industry from which any considerable part
of the community derives its support. Thefailure
of the usual rain thus deprives its labouring class,
a8 & whole, not only of the ordinary supplies of

. food obtainable at prices within their resch, but

also of the sole employment by which they can
earn the means of procuring it. The complete

remedy for this condition of things will be found
only in the development of industries other than
agriculture and independent of the fiuctuations
of the seasons. With a population so dense as
that of India these considerations are of the
greatest weight, and they are rendered still more
serious by the fact that numbers who have mo
other employment than agriculture, are in large
parts of the country greatly in excess of what is
really required for the thorough oultivation of
the land. Bo far as this is the case, the result
must be that the part of the population which
is in excess of the requirements of agriculture
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eats up the profits that would otherwise spring
from the industry of the community. It is not
surprising thab in a country thus situated material
progress is slow.

105. The precise circumsiances under which
Obligation of the state i6 becomes right and neoces-
to give relief in times of gary that the resources of the
fomine. State should be applied to
the relief of want or suffering must differ in
different counfries, but the general coanditions by
which the obligation is governed appear to be
these: (1) that the calamity shall be one which
places it beyond the power of an individual to
-obtain the requisite relief or efficacious remedy
otherwise than with the aid of the State; and (2)
that intervention of the State is likely to produce
a practically beneficial result. There can be no
doubt that a calamity such as famine, exceptional
in its nature and arising from causes wholly
beyond human control, which depiives an entire
population of its customary food supply, and
arrests the ordinary employments of the wage-
earning classes, is one which in & country such a8
India wholly transcends individual effort and
power of resigtance. It accordingly becomes a
paramount duty of the State to give all practicable
assistance to the people in time of famine, and
to devote all its available resources to fhis end;
and this duty is emphasized by the fact that the
Government stands in the place of landlord to the
agriculturists, who form the great mass of the
population. We need not entangle ourselves in
vain speculations as to the point at which the
eonsequences of giving relief on some imaginary
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scale of magnitude would become a more grievous
ovil to the country than the destruction that
would follow if famine were left without relief,
or with relief known to Le insufficient. No such
alternative is at all events at present before
us.
107, To secure compliance with the second
Nocossity of adminis condition, which prescribes
. ! minis-  ¢hat the interference of the
?;ﬂ:ft f:,:m ;:’“fh:f,.i;: State shall be practicelly
snd self-reliance, or jm- beneficial, there. are “certuin
puir the strusture of jmportant limitations by
sosiety. which the administration of
relief must be restricted. The British administra-
tion of India, with so many of the latest appli-
ances of civilisation and sciencs at its command,
has in many respects fundamentally changed the
position of the people for the better; it has
given a check to some of the great causes of
mortality at work among them, it has provided
many. inestimaeble advantages, and has added
much to the power of the community to improve
their condition. It must be remembered, however,
that all such advantages tend at the same time to
favour the increase of the population, and to add
to the pressure on the means of subsistence. It
becomes, therefore, especially important that the
Government, when it has to deal with calamities
such as famines, should so frame its measures as
to avoid every tendency to relax in the people the
sense of the obligation which rests on them to
rovide for their own support by their own
sbour, fo cultivate babits of thrift and fore.
ihought, and as far as posible to employ the
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surplus of years of plenty to meet the wants of
- yeare of scarcity. The great object of saving life-
‘and giving protection from extreme suffering may
not only be as well secured, but in fact will be far
better secured, if proper care be taken to prevent.
the abuse and demoralisation which all experience-
shows to be the consequence of ill-directed and
oxcessive distribution of charitable relief.

108. The structure of Indian society is, in
gome ways, admirably adapted for common effort
sgainst & common misfortune. The ordinary
form of life in the Hindu family makes each
individual & member of a corporate body, in whose
possessions, rights, and duties he participates, and
to which he is legally entitled to look for assistance
in time of need. Even where the legal right does
not exist, the moral obligafion of mutual assist-
ance is scarcely less distinctly recognised. Apart
from family ties, there are other relationships,
such as thoge of landlord and tenant, master and
gervant, employer of agricultural labour and
employed, alms-giver and alms-receiver, which
are of the utmost importance in binding the
social fabrio together, and enabling it to resis§
any ordinary strain. There are, too, salutary
habits of frugality and foresight, the precious
result of traditional experience, which have an
all-important bearing upon the power of Indiam
society to pass comparatively unscathed through
periods of dearth. Any form of relisf calculated
to bring these rights intc obscurity or desuetuds,
or to bresk down these habits by showing them
to be superfluous, would be an incalculable
migfortune. In the same way anything which
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diminishes the reluctance which the people”
exhibit to accept publiccharity, and the eagerness
with which at the earliest opportunity they recur
o their own unaided labour for support, would
be a certain cause of future grave evil. )
109. The first effect of drought is to diminisk
: greatly, and at last to stop,
hTh"f“I"F“* thateuffer gl] field labour, and to throw
o famine. oub of employment the ‘great
mase of people who live on the wages of such
labour, A similar effect is produced next upon
the artisans, the small shopkeepers, and traders,
first in villages and country towns, and later om
in the larger towns also, by depriving them of their
profits, which are mainly dependent on dealings
with the least wealthy classes; and lastly all classes
.become less able to give charitable help to publis
beggars, and to support their dependents. Such
of the agricultural classes #s possess a propristary
interest in the land, or a valuable right of
occupancy in it, do not as a rule reguire to be
protected against starvation in time of famine
unless the calamity is unusually severe and
prolonged, as they generally are provided with
stocks of food or money, or have credis with
money-lenders. But those who, owning only &
small plot of land, eke out by its profita their
wages as labourers, and rack-rented tenants-at-
will living almost from hand to mouth, are only
s little way removed from the class of field
labourers; they possess no credit and on them
pressure soon begins. Thus the classes who are
the earliest in point of time to feel the need of
relief are (1) the actually landless class who live

+
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«on the wages of labour, and the smallest proprie-
tors or occupiers ; (2) artisans and small traders;
{3) infirm persons and beggars who ordinarily
live on the charity of the. public or of individusle
and (4) the dependents of all persons who by
resgon of their own distress can no longer support
fhem. These classes again fall into two chief
-sategories : (1) those who are accustomed and abla
to perform work of some sort ; and (2) those who
Arom any cause are incapable of iabour.
110. Such being the general cheracter of the
How to ascertain the Calamity to be met, and of
. proper objects of State the classes who need relief,
aid. we have to consider the
manner in which the proper recipients of
public eharity can be most efectually ascertained.
“The problem to be solved is how to avoid the risk
of indiseriminate and demoralising profusion on the
-one hand, and of insufficient and niggardly assist-
ance on the other—how to relieve all who really
need relief, end to waste as little public money as
possible in the process. In England it has been
considered that theleconomical administration of
public charity is best secured by placing the re-
sponsibility for relief directly upon those who
have to pay for it, and who from their local know-
ledge are in the best position to judge in each
particular case whether assistance is required.
No such system has ever been adopted in India,
-or could, in the present condition of the country,
be adopted without risk of disastrous failure.
Again where limited mumbers have to be dealt
with and there is a numerous and efficient staff of
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officials, it may be possible to ascertain by person-
8l inquiry the circumstances of every applican$.
for relief sufficiently for the purpose of admitting
or rejecting his claim. Bufin an Indian famine
the Government has to deal not with limited.
numbers, but with millions of people, and the
official machinery at its command, however streng~
thened for the occasion, will inevitably be inade-
quate to the task of accurately testing the indivi-
dual neceseities of 80 great a multitude. Nor
again is if possible to entrust the administration
of public charity to a subordinate agency without.
providing sufficient checka against dishonesty and
neglect on the part of its members. Some safe-
guards then are assential in the interests of the
destitute people no less than of the public treasury,
and they are best fourd in laying down certain
broad self-acting tests by which necessity may be
proved, and which may, irrespective of any other
rule of selection, entitle to relieve the person who-
submite to them.
111. The chief of these tests and the only
one which in our opinion it
Labour test. is ordinarily desirable to en-
force, is the demand of labour
commensurate in each case with the labourer’s
powers, in return for a wage sufficient for the
purposes of maintenance but not more. This
system is applicable of course only to those from
whom labour can reasonably be required ; it pro«
vides a plain and intelligible method of relief for
the great mass of the population; it affords the
means of ascertaining necessity detecting imposi.
tion, and procuring for the State some useful
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return for its expenditure, and it avoids to a large
extent the demoralising influences of purely
eleemosynary aid. It requires, in order adequately
to meet the case, ns will be seen hereafier, to be
accompanied by various other measures of relief ;
but for those who are sble to work, we can fesl no
doubt that it is the safest and most efficacions form
of State help, and that, to use the langunage of a
great administrator of famine.relief in modern
times, ** the best and most useful kind of alms con-
gists in providing means of earning them.” The
great bulk of the applicants for relief being thus
provided for, we believe that it will be possible for
an efficient staff of officers to control with success
$he grant of relief, on the basis of personal inquiry
and knowledge of the individual circumstances of
each applicant, among the comparatively small
numbers of destitute persons to whom the taest of
iabour cannot be applied.
112, The following are the principal rules
The main principles of action which we consider
. : are most likely to conduce to
of fmmenm{ " the efficient administration of
relief in times of famine :— ’
1. To lay down a definite system of proce-.
dure, to be embodied in a famine code, which the
local Governments will carry out, subject only to
financial control on the part of the Govern-
ment of India. At the same time to provide, by
the aid of a special department of the Govern-
ment an improved system of recording informa-
tion on subjects connected with famines, and of
collacting and dealing with the statistical returns
relating to the weather, the agriculture, the health,
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and fte well-being of the people, and thus to
secure the most prompt and accurate knowledge
attainable of a probable failure of crops, and of
the extent and consequence of any failure that
actually takes place. Further, fio concentrate the
oontrol of the various branches of the Adminis-’
tration concerned in famine relief, and to render
their action more efficient. ’

II. To provide for the offer of employment
at the cost of the State to persons capable of work
and deprived of the means of earning their liveli-
hood by reason of drought, such. employment
being offered in time to secure them against the
danger of falling into enfeebled condition through®
want, and being adapted to the capacity of the
labourers.

I1I. Simultaneously to offer gratuifouns relief,
as early as possible, in fheit villages, or if the case
shall so require, in poor-houses, to persons who in
such times are left without the means of support,
and are from any cause incapable of providing
for themselves ; attention being given to the great
importance of avoiding anything that may tend to
weaken the coherence of the village community,
of working through the village officers or head.
men, where such authorities exist, and of making
use of any available local help for superintending
the relief operations.

IV. To organise a suitable system of village
inspection and control, through which the con-
dition of the country and the efficiency. of the
measures of relief may be ascertained, and defects
brought to light and corrected, and the people
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encouraged to avail themselves of the measures
offered.

V. To maintain a policy of non-interference
with the ordinary operations of trade unless in
gome very exceptional condition of affairs when
there msay be evidence that without such inter.
ference the supply of food will not ba maintained ;
but to keep & constant watch over the food supply
of the people in timé of threatened or actual
scarcity, and 0 remove any impediments in the
way of the free movement of trade; measures
being also taken in anticipation of the time of
need to extend and improve to the utmost, and in
411 parts of the country, those means of communi-
oation on which the distribution of the food
directly depends, and those meanrs of irrigation by
whioh its production may be profitably increased
and secured, '

VI. To graut aid to the land-owning classes
in two ways: First, to relax the demand for land
revenue &b a time of wide-spread loss of the
harvest, suspending it freely in proportion to the
degree of that loss, on the condition that a
proportionate relief is given to tenants and
others who hold subordinate rights in the
land:

Secondly, to give loans to small landed pro-

rietors who are in need of such assistance, and
also to large proprietors who may be trusted to
apply the money usefully.

VIL To lay down with precision the limits
within which the principle of local responsibility
or meeting expenditure on relief shall be applied
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to provincial governments; and to require the
municipal authorities in the towns, and the local
committees in the districts, t0 c¢o-operate in
carrying out relief measures for the local
population.

L.

Eztract from the Report of the Indian Famine
Commission, Part II, 1880.

ENQOURAGEMENRT OF DIVERSITY OF OOCUPA‘I‘IONS

1. We have slsowhere expressed our
Diversity of! ocoupa- opinlflm:lf ttlilat ab tl:;e rofqﬁ l(:f
. . much o @ poverty of the
bions s groat desideratunn people of Indi[:i, ang of the’
rigks to which they are exposed in sessons of
goarcity, lies the unfortunate circumstance that
agriculture forms almost the sole occupation of
the mass of the population, and that no remedy
for present evils can be complete which does mnot
include the introduction of a diversity of
ocoupations, through which the surplus population
may be drawn from agricultural pursmits, and
led to find the means of -subsistence in manu-
factures or some such employments.
2. It will be almost- self-evident that such
a change in the condition of the people could not’
be brought about by any direct action of the State,
and that there would be much risk of interference
of this description, discouraging the spread of -
sound principles of trade, and retarding the
operation of private enterprise. BSo far as we
are sbls to form an opinion on a question so
difficult of solution, the desired result can only
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follow upon an increased desire to apply capital
to industrial pursuits in India, which again will
be & consequence of & growing comviction thab
adequate profits may be secured on investments,
under & condition of continued peace and good
government.

8. The State should certainly use it8 utmost
endeavours to assist in the preparation of the
country for reaching such an advanced condition,
but it will, we believe, be by indirect means, such
a8 the extension of railways and the development
of local trade and foreign commerce, that the
end will be attained, rather than by any attempts.
fo give adventitious aid to particular branches
of industry, Capital will .accumulate in the.
country or will flow into it for investment in .
proportion &8 security is maintained, and
facilities for obtaining profitable marketa for all
sorts of produce are enlarged.

5. Looking to the very great imporfance of

Direct State aid not fostering the growth of diverse
hm‘y to bo benoficial. Pranches of industry we should.
see with satisfaction any

steps taken which would tend to it, but we are
satisfied that the circumsiances can bardly arise
in which the Government could beneficially
extond any system of guarantee to such under-
takings for the purpose of encouraging sheir
introduction, er should ‘otherwise offexr direct
assistance to them. Direct State aid could not be
given without some corresponding power of
control or interference, and the exercise of any
gpuch power would be almost certainly incom-
patible with the succegsful -management of
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industrial occupations. Ii is probable, more-
over, that tbe whole available means of the
State will yet be required for many years either
for railway extension, with or without co-operation
of private enterprise, or for the extension of
irrigation works which are no less necessary, and
which experience has shown to be unsuited for
msanagement by private companies.......

‘LI

Extract from the Beport of the Indian Famine
Commission, 1898,

592. The general conclusions that we are

disposed to draw are that it

Besources and famine may he said of India as a
tesisting power of the

- whole that, of late years,

ml.o' General coneln owing to high prices, there has
been a comnsiderable increase

in the incomes of the landholding and cultivating
classes, and that their standard of expenditure
has also risen. With a rise in the transfer value
of their tenures, their credit has also expanded.
During the recent famine these classes, as a rule,
bave, therefore, shown greater power of resisting
famine, eitber by drawing on savings, or by
reduction of expenditure, thaw in any previous
period of scarcity of like severity. ‘Whether it
csn be safely said that they have much improved

- in thrift, that is in the accumulation of capital,

secms open to doubt, There is some evidence
to the effect that tke export trade end the
improvement lof communications bave tended
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to diminish the custom of storing grain, as a
protection against failure of harvest, which used
to be general among the agricultural classes.
The skilled artizans, excepting the weavers, have
also greatly improved their incomes and their
style of living and very few of them required
relief. The commaercial classes, whoss numbers
are relatively small, are not generally injuriously
affected by itamines of short duration. The
poorer professional classe® suffer severely from
rise of prices, but do not come on famine relief.
Beyond these classes there always has existed,
and there still doss exist, & lower section of the
community living a band to mouth existence,
with a low standard of comfort, and abnormally
sensitive to the effects of inferior harvests and
calamities of season. This gection is very large
and includes the great class of day labourers and
the least skilled of the artizans. BSo far as we
have been able to form a general opinion upon
a difficult question from the evidence we have
hesrd and the statistios placed before wms, the
wages of these people have not risen in the last
twenty yearsin due ‘proportion to the rise in
prices of their necesearies of life. The experience
of the recent famine fails to suggest that this
section of the community has shown any large
command of resources or any increased power of
resistance. Far from contracting, it seems to be
gradually widening, paxticularly in the more
congested distriots. Its sensitiveness or liability
to sucoumb, instead of diminishing, is possibly
becoming more accentuated, as large and more
powerful foroes supervene and make their effecis
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folt whore formerly the result was defermined
by purely local conditiods. 'We may take this
opportunity of remarking that the evidence
given before us by many witnesses proved thab
in times of scarcity and famine in India the rise
in price of food is not accompanied by '@ rise in
the wages of labour ; on the contrary, owing to
competition for the little employment available
when agricultural employment falls off, the rate
of wages offered is frequently below the ordinary
or customary rate. Such wages in times of famine
prices sre not subsistence wages for a labourer
with dependents to support. This explsins and
justifies the practice which able-bodied labourers
often adopt of taking what private employment
they can get at their homes or elsewhere, and
gending their wives and children to the relief
works. The fact also indicates & practical diffi-
oulty in the way of the working of & principle’
which has been laid down by high authority.,
That principle was that remuneration on relief
works should be alwsays fixed 80 as not o atfiract
labour for which there is exiéting employment’
eleewhere. But if the wage for such employment
is not a living wage for the ordinary labourer’
with a family, the wage the family can earn on
relief works must necessarily be higher.......

LII.
Eztract from the Report of the Indian
Famine Commission of 1901,
LEssoNS oF EXPERIENCE.
There are certain generalizations from ox-
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perience which we place in the front of our
recommendabions.
30. Wae desire to place special emphasis on
. the immense importance of
pa;'}:_ heart into the ¢y orat strategy”.  There
i is no greater evil than the
depression of the people. It is a matter of
universal experience that moral depression leads
down & sharp incline to physical deterioration.
A main trait in Oriental character is proneness
to succumb to difficulties and to accept them as
inevitable. But, if given heart at an early stage,
theé Oriental will figlit upon the side of the
Government, which is his own ; for his belisf in
the power of Government is of a kind which to
Western ideas is almost profane. The fullest
advantage should be taken of this belief at all
stagds, but especially at the outeet, for the motal
ifipetus given then should last through the first
poriod of the famine. If is scarcely possible fd
overstate thé tonic effect upon the people of
eurly preparation, of an early enlisimenf of
-rion-official agency, of liberal advances in £hé
ettlient atages, and of early action in regard fo
stspensions of reveniie. '
84. Woe advocate, at all stages, the greater
Briag from tho outeet 239 of non-official agency.
influeatial wuon-offiial 10 those provinces in which
interests into touch with therer are influential land-
and support of the ownerg it i most important
official orgavibation. ¢, gegociate them with the
Administration, a8 well as in making prepara-
tione to moet it and in carrying relief measures
into effect. 'We shall hereafter atrongly
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wecommend the policy of administering relief as
far as possible through private agency. For
such a policy to be successful it is essential to
have a detailed plan of private relief works made
out from the beginning, and to have secured, in
advance, the consent of landowners and men of
Jocal influence to take upon themselves the
responmblhty for controlling and executing these
works.

DANGER S1aRNALS.

87. The risks attaching to the policy, which
we &dvocata, of waiting on events are reduced to
4 minimum by a careful look-cut for the regular
jpremonitory gymptoms of distress, Apart from
the failure in the rainfall, and the movements of
vpncea, the followmg warnings are nearly always
given, and in something like this order :—

(1) the contraction of private charity, in-
dicated by the wandering of paupers;

(2) the contraction of credit.

(3) foveriah activity in the grain trade;

(4) restlessness shown in an. increase of
orime;

(5) unusual movements of flocks and herds
in search of pasturage;

(6) tnusual wandering of people.

To some extent the warnings may be decep-
#ive. The first three may only be temporary in
character, as was the case in the North-Western
Provinoes in 1899 ; the full effect of their mesning -
is not known until test works have been opened..
The fourth is often found to disappear darectly
the first panio of rising prices has passed.
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THE ORDER- OF RELIEF MEASURES,
First Braes.

41. .I. The first act of the Liocal Government
should be to review thg¢ financial position and
appropriate the necessary funds.

- IL. Arrangements should then be made
for the collection of establishment--administrative,
executive and sanitary—and for the distribution
of tools and plant. We have already dealt with
this to some extent, and if our recommendations
as to liste of establishment and reserves of tools
and -plant are adopted, there should be me
difficulty in meeting immediate requirements.
But it will still-be necessary to make active
preparations for the future.

IIL. Liberal advances should be given at
this stage for the construction of temporary, and
the ropair of 'permanent wells and for other
village improvementa—

(1) as & means of employing labour’;

(2) as & means of securmg the kharif and rabi
orops ;

- (3) 88 an acb of mora.l strategy, to gwe con-
fidence to the people, and to stimulate local eredit.

This was recommended by the Commission of.
1898. but little action was ‘taken in sny provmce.
It is only necessary ‘here to say that' we attach
special 1mportanca to adva.nces at this, aarly
stage.

- IV. The recrmtmg of 'non-official agency,
and ‘the organizetion of private - chanty should be
vigorously taken in band,

© V. Liberal advances should also be glvel:r
for the purchase -of seed .for the ‘ensuing crop ’
The advances under Act XII of 1884 in the

s 4
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months of September and October 1899 were
small. ,

VI. The police should be supplied with funds
to relieve wanderers in distress.

VII. Test works should be staried, and poor
houses should be opened at the chief centres of
population. '

VIII. Enquiries as to the suspension of
revenue should be begun. .

IX. Relief circles should be organized, and
the mnecessary inspections should be made. In
those provinces which possess & well organized
Land Records system the basis of these relief
circles will naturally be the kanungo’s or superin-
tendent’s circles. Buiin provinces which do not
possess this organization it is desirable that in
ordinary years relief circles should be marked fout
in anticipation of the need. ' :

. X. Preliminary lists should be drawn up of
persons eligible for gratuitous relief. } o
- XI. If there are threatemings of a scarcity
of fodder or drinking water; stops should be taken
to meet if, and to encourage private enterprise to
import fodder and to develop the water-supply.

* 43, Wo believe that the right development, -
of the relief system hinges

Test works, *  very greatly on the proper
o use of test works. Tbhe ob-
jection to test works rests alsc, it would seem,
upon a misconception of their objeot, . which is,
* not to relieve famine, but to test . the presence
of it ; not to appease hunger, but to find out
whether people are bungry”.. Without test
works it is not possible to gaugé the éxistence or
the pressure of distress, or, agaiu, to discover the
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ftime for entering upon substantial measures
of relief. In illustration of the value of teat
worke we should cite the case of the Agra
Division and fhe affected districts in Madraa in
1899, where many indications of famine were
present, and the local officers considered it at
hand, but where fest works showed that general
measures of State relief were not required. We
have no hesitation in recommending that the omis-
sion to open test works should not be repeated in
any future famine. )

45. The object of poorhouses is to collect

and relieve paupers sent

Poor houses. adrift by the contraction of

private charity. These un.

fortunate people gravitate at an early stage to-

wards the towns, and poorhouses should therefore

be opened in towns to receive them. Poorhouses

should not be employed, as suggested by the

Commission of 1880, to test the need of any person

to receive relief ; but at a later stage they may
appropriately be used for contumacious idlers.

_ Brdony BraaE.

48, Directly the numbers attending test
works-indicate that further relief measures are
ficcossary & new stage begins, and the full
machinery of relief should be brought into play. We
have dondidered whether af this or any other
atage it is possible to distinguish, in the matter
of reliof, between the conditions of scarcity and
of tamine. We dre unable to arrive af any satis-
factory results. It is impossible to fix in i:_ir_mai
language exaotly the point where the conditions
of soarcity cease, and where conditions of famine
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begin. Itis a question of degree, into the proper
appreciation of which many considerations must
enter, and which Liocal Governments alone are
competent to decide.

. 49, In any case thers should be no delay
whatever in converting test works inbo relief
works directly they have served their purpose as
tests. Conversion should take the form of addi-
tion of relief to dependents, either by cooked food
or by cash doles.

50. Simulanecusly village inspection must be
tilly developed; the staff should be increased......
‘Whers necessary, the village accountant given an
assistant to carry on bis ordinary duties : and tae
eircles should be 80' arranged that every village
may be oarefully examined orce 4 week by the
eircle officer, who should not be below the rank
of a Na:b Tahsildar (head kdrkun) or kanungo
{circle inspector).

- Bl. The distributios of gratuitous relief
should also begin when test works are converted
into telief works : and' care should be taken td
see that all those entitled by the Code to receive
it are brought upon the list.

652. It is necessary at the outset to ba strict
in the administration of gratuitons relief, bub the
existing categories of persons entitled to "such res
lief are sufficiently strict. And, while we  should
aitongly condemn, as demorahzmg. any profusion
in this matter, we. attach great imporitdnos t4
.Bnngmg on gratuitous zelief at an. early stagse
all those who on & fair interpretation of the ruled
are entitled to it.

~ 'THBs Waan SgaLE..
97. Toavoid any misunderséanding, we will
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first recur to the fundamental principle of the
famine wage, This principle was laid down in
paragraph 28 of the Government of India’s Cir-
cular No. 44 F., dated the 9th June 1883. The
passage runs :—

*“ The principle upon which the Government of
India has framed the scale of wage embodied in
the Code is that the wage should be the lowes$
amount sufficient to maintain health under given
circumstances. While the duty of the Govern-
ment is to aave life, it is not bound {0 maintain
the labouring community at ite normal level of
comfort. To do so would be unjust to other
gectione of the community, besides prolonging the
period for which the labouring population would
cling to the relisf works.”-

The alternatives, it will be seen, are the
maintenance of health and the maintenance of the.
normal level of comfort ; the former was deliber-
ately chosen to the exclusion of the latter. We
have no doubt whatever that the range of famine
relief should be strictly confined. to the mainten-
ance of health, and we accept without any reser-
vation the principle laid down in 1883.

GRATUITOUS RELIEF.

127. There is no branch of famine relief ad-

. ministration in which it is more difficult 4o hit the
happy mean than gratuitous relief. Difficulties
beset the famine officer's course on both sides.’
Doubtless if famine is, by mismanagement, allowed
to make much headway, there is nothing for it but.
%o save life at the sacrifice of other considerations X
but even if gratuitous relief is begun in time, thete
is difficulty in deciding how far it is right to go.
.This diffioulty is enhanoed by a tendency on the
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part of the public to regard profuseness in this
kind of relief as a venial fault. We regard this
tendency with much concern, for, in truth, the
fault is not a venial, but & very grave fault,
being akin o that most dangerous popular vice
—the disposition to force the Government fo
grant public charity...... .

129. The necessity for gratuitous relief must
be judged by an entirely different test from that
applicable to other forms of relief. Ofher forms
of relief are appropristely regulated by a self-act-
tng lest, a labour test, a distance fest, a residence
test,—all of which are practicable, though all may
not be advisable; but gratuibous relief can
properly be regulated by personal selection alone.
Every seif-acting test that has been tried has
broken down,

130. The following heads comprise the main
forms under which gratuitous relief is adminis-
tered, and under which it may be most con-
veniently considered :—

(a) relief of dependents on works ;
(b) poorhouses ;
{c: village relisf by doles ;
{d) kitchens.
185. We are distinctly of the opinion that

, ) early aftention to this part
_‘n“g' gratuitous re- ¢t} e relief scheme eaves ex-

lief:

pense and suffering later on.
If wages on relief works are reduced to a bare

subsistence, it follows that indigent dependents,
who cannot come upon the works, must either
starve, or be helped by their friends on the woxks
at the cost of suffering to the latter. We there-
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fore repeat that at the first indications of
approaching pressure lists should be made out of
the persons eligible for gratuitous relief.

137. As to the form that village relief
should take, the Commission of 1898 preferred a
dole in grain, and, where this can be easily manag-
ed, there is much to be said in its favour. But
when the dole is given in grain, Government, by
implication, undertakes the responsibility of sup-
_plying the grain in the evernt of failure on the
part of private enterprise ; a responsibility which,.
-in parts of the Bombay Presidency wheie there
weore either no bantas or the danias had fled in.
torror, it was unable to fulfil. A difficulty of the
same character, though in conmnection with the
supply of grain o kitchens, was experienced in
the Central Provinces. We think that Local
Governments should have discretion in the matter,
but on the whole the balance of the evidence.
appears to us to incline to the side of a cash
dole. .

188. In whatever form the dole be given we _
would insist on the necessity of regular payment
aft short inftervals and under constant check,
This is required alike in the interests of the re-
cipients and to prevent fraud in the way of

double relief.......
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In an agricultural country the value of
irrigation works, which secure the country,
against famine and which, by increasing
production, add to the wealth of the country,.
cannot be over-estimated. Some irrigation
canals existed in India prior to British rule,.
and as 8 matter of fact, the Grand Anicut in
Madras and the remnants of old Mohamedan.
channels in the Punjab suggested to the
present rulers of the country the idea of the
big works which have contributed so largely
to our prosperity. The early history of irri-
gation works in India is summarised in the’
extract from the Report of the Indian Irri--
gation Commission of 1901 (sections 36 to
43). The Commission, though recognising
the limitations of irrigation, (sections 55 $o-
61) recommended the extension of State
. irrigation works (sections 92 to 99), and the
encouragement of private enterprise by
‘means of faguave loans for irrigational
tmprovements under less rigid conditions.
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‘than those imposed by the-Acts of 1883 and
1884 (sections 182 to 187.)

Present position.—In the whole of India
excluding Native States the total area irri-
gated by Productive works irn 1918-19 was
17,314,712 sacres; by Protective works,
692,366 acres, and by Minor works, 7,145,373
scres, or o total of 25,152,451 acres by all
the three classes of Government works.
Table A. below shows that the area irrigated
by Productive works was greatest in the
Punjab. _

The Productive works are remunerstive.
The nef revenus from these works for the
whole of India in "1918-19 amounted to
Bs. 523 lakbs, which represents a return of
9 per cent, on the total capital outlay on
these works (52 crores).

The net revenue from Protective works
in 1918-19 showed a return of 0°19 per cent.
on capital. Protective works, as their name
implies, exist primarily for protection against
famine, not to bring revenue for the State.
But the low return from them in 1918-19 is
partly due to the fact that some of the works
which are at present under construction,
have not yet begun té yield revenue.

The net revenue from Minor works
‘represented a return of 829 per cenf. on
capital. Of the 128 Minor- weorks which
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were in operation in 1918-19, 113 were
irrigation works and 8 navigation works.
Irrigation in the Punjab.—No ‘patt -of
the country bas benefited more by the de-
veloyment of irrigation tkan the Punjeb. In
1£64-65 the total area irrigated by canal
irrigation in tke Punjab was 7E80,CCO acres,
the estimated value of the creps raised on
this'area being 3 crores of rurees ; in 191€419
the area irripated was over 9 millicn acres
and the estimated value of the creps raiged
on all cspals (including tlkose of Native
States) no less than 65 crores of rupees.
The value of the crops raised in 1918-19 ‘was
‘2’6 times 1be total cepital cutlay on all
~capal systems to the exrd of tke year. The
average value of crors per acre wes
‘64 rupees, while tke cultivator ked to pay only
Rs. 6—as. 3 per acre for water rates. -These
figures enable us to form scme idea of
the value of irrigation to the -Punjabee
~ultivator, -
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IrRiGATION BTATISTICS.:

Table showing the area -arngatéd by Government
srrigation works excluding Indian States,
wn 1918-19.

(Thousands of acres).

-

[ - .

= 9 = -

Bl s g3

& & = =
Mnadras . v | 3,477 107 {3,251 6,837
Bombay Deccan ... 41| 122 | 179 343
Sind <. | 1,001 - |1,625]2,627
Bengal 80} .. 20| 101
United Provinces o | 3,294 ] 210 ( 172)3,677
Punjab o | 7,748 ... | 6668415
Behar and Orissa e | 924 66 . 21 992
Burma 291 ... |1,692 1,455
Central Provinces ae 114 185 29 329
N. W. Fronatier Provmce 339 ... 339
“Rajputans R 11 11
Baluchistan ase e 21 21

Total . (17,314 692 | 7,145 |25,152
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Table showing the acreags of erops matured
during 1918-19 by means of Government
srrigation systems with the total
area under cultivation sn the

several provinces.
__ (1,000 scres).
g |.£.[3% |u%glisi
= |PEelss |Egs{EdE
3 LEEEE {Ess|Bms
& [ghslES ScslsEa
- ok — 'g_n "é'--
Provinces. g |=8S|of fuEE| 28
c_ [EESEE 3iaEce
- m Sala® |Ze2| T2
g @ i) o glE @ | :5
et o Pl Sha| B
o 23°52;‘."a'55 ..
> e | BlY s sl &= = EE'E
Burma e | 14,728 | 1,456 991 327| 495
Bengal e | 24,350] 101} 04| 253 68
Behar & Oriss 7,710 993 | 129 631} - 786
U.P. of Agra & '
+ Oudh e | 30,918 3,678 119;1,309 {2,584
Ajmer-Marwat 218 12] 55 35y 7
Punjab we | 19,006 8,415 44°3(2,251] 5,182
N.-W. F. Pro-
vince 2,279 339 148 273 216
Sind 2,808 12,627} 93'5 332 | 846
Bombay Deccan | 20,475] 343 171 5011 367
Central Pro-
vinces, exclud- :
ing Berar .. | 16,669| 329 20| 359% 166
Madras .. | +36,047 16,838 | 18'9|1,121 3,166
Baluchistan ... t205] 21| 102 40 | 5
Total ... | 175,416 [25,152| 14'3 7,432 (13,388
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Punjab Carials, Major

W LTS p e
RN L
Ty e 5 d
e 4 g 0 v 8 ay
Vesar. CPs= ] v w >
i ‘: "('s - o O . » "a
. S Qg &Y. u
'; 69'1: S| adob %’ H
1887-88 ' 5,76 2,18 5,09
1891-92 : e, 670 4,11 6,36
1895-95 ! w ] 8,02 5.24 7,87
1899-00 ' o | 9,09 6,57 11,37
Y903-04 : e | 10,69 g3l 1582
190708 i 11,23 959 21,10
“I911-12 ' we | 11,621 11,08] 27,37
912-13 e 14,62 11,86] 29,78
913_14 (1Y 16,77‘ 12.53 32‘37
1914-15 we | 17,171 1311 34,90
1915-16 | 2169 1440 3726
916-17 22,06 15,10| 40,13
1917-18 v | 22,33 15,85| 42.80
1918-19 - we | 2245] 1661 45,83
: o

| . , .
3 .
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Warks, 1918-19.
' (Liakhs of rupees).

ou-
% : o ",;;. POR THR YEAR,
-5 L - | e U
g2 Beg| . . Per*
g“é...'a 2| Gross | Working } Net .|centage
& B. 0.9 § | revenue. [expenses. [revenue.| on
- capital.
1,90 40 17 | 23 399
2,24 60 22 . 37 365
2.63 70 28 |. 42 531
4,20 134 41 ¢ 92 -1021
7,79 T 185 57 1. 128 12°02
11,50 202 Y71 L 131 11 64
16,29 271 83 187 ] 1618
17.91 327 86 241 & 1648
19,84 | - 347 | 88 259 | 1545
21.79 345 | 93 252 14 70
22,86 345 109 | 236 | 10790,
25.02 356 109 §; 286 | 1299
26,94 | 378 | 1il 266 + 1195
29,22 413 110 } 303 13°30
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Table showing the areas srrigated by the
several canals tn the Punjab in 1918-19.
(In thousands of acres.)
Major Irvigation Works— . :
” Western Jumna Canal .. Imperial e 658

" | Patiala State 61

. Imperial .. 887
Sirhind Canal .4 Patiala, Nabha

; & Jind States 537
Upper Bari Doab Canal - . 1,065
Lower Bari Doab Canal -~ 678
Upper Chevab Canal we 426
Lower Chenab Canal v 2,339

Upper Jhelum Canal e 246
Lower Jhelum Canal we 177
Upper Sutlej Canals © e 258
- Sidhnai Canal e 229
Indus Canals w181
Total Major Irrigation { Imperial ' ... 7,748
Works. Native States 599

llz:no} Irrigation Works—
Shahpur Inundation Imperial 16

Capals. Provincial ... 13
Ghaggar Inundation Jmperial . 11
Canals, Bikaner State 1

Lower Sutlej Inundation Canals (includ- 189
ing Hajlwah Canal).
Chenab Inundation Canals e 126
Muraffargarh Inundation Canals - 308
Imperial - 653
Total Minor Irrigation {Provincial 13
Works. Native Sates ... 1

Total Major and Minor {Jmperial .. 8'422

Irrigation Works. Provincial ...
ga Native States 600

Grand Total - 9,015



IERIGATION , 279
LIII. -

Eztract from the Report of the Indian
Irrigation Commission, 1901—1903.

33. The surplus rainfall becomes available
Definition of irriea. for use in artificial irrigation
! tiom worke. 8%  when it accumulates or flows,
either" upon the surface or
upon the subsoil, at & level sufficiently high to
admit of its being diverted or raised on to the
land. But in all cases befors this can ba done
certain works of construction are necessary. These .
are called works of irrigation, or, briefly ‘irriga-
fion works.” Thus the term irrigation works in-
cludes works of many varieties and magnitudes,
ranging from the rude contrivances which enable
the cultivator by swinging a basket to raise water
from a pond, to the huge embankment of earth or
masonry holding behind it a lake of many gquare
miles ; or from the small temporary well, & mere
hole in the ground lined with brushwood, to the
great canal which, carrying for some hundreds of
miles & volume of water equal to that of a large
sized river, delivers it into a network of smaller
channels for the irrigation of over & million of
acres.

34. The irrigation works of India may be

al £ irrieation dividedinto three main classes:
wore O WOERSL canals, tanks, and wells.
Under *canals,” are classed

al works of any considerable size for diverting .
" the waters of streams or rivers, and carrying
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them on to the land ; under ‘ tanks’, all works for
the gtore of water, and all natural depressions of
which the water is used for irrigation ; and under
‘ wells’, works for giving access to the subter-
ranean supply, or to the waters of rivers which,
running deep below the general level of ths
ground, have to be lifted vertically before they .
can be made to flow on to the fields. Canals are
of the ‘ perennial ’ or °inundation ' type accord-,
ing as they are designed to draw their supplies
from the river at all seasons of the year, or only
when it is in flood. In the former it is almosé
always necessary to make a weir, temporary or
- permanent, across the river so as o divert the
water info the canal, and this is often one of the
most expensive parts of the canal works. Inun-
dation canals have no such weirs. Once cleared
of silt they go on taking in water from the river
until, ab the cloge of the flood season, its surface
falls below a certain level, and the canals then
remain dry until the next flood season.
85. In the case of large tanks or canals,
Distiaction botwesn works have to be made
L8 ; and subsequently maintained
Wiate and private worke. which areq beyory;d both the
means and management of individuals or village
communities. Suchk works are therefors generally
constructed and controlled by the Siate; and we
bave thus a second classification of irrigation
works into * State works® amd *‘ private works.’
Al} works which have been constructed or which
ere maintained or partially maintained by the
Statbe, are olassed as * State works.,” The irrigation
from * private works’ is entered in tha annual
statistics of areas irrigated under the heads of
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canals, tanks, wells, and *other sources’; the.
last including irrigation from rivers and streams,
and from channels which are too small to be,
classed as cansls. The distinction between canals,
and smaller channels is nowhere clearly defined
and the classification adopted varies from province
to province and even from district to district.

36. In the early.records of the peoples of
India, dating back to many.
centuries before the commence-
ment of our era, there are
frequent references to the practice of irrigation.
‘Wells have been in use from time immemorial;
most of the almost innumerable tanks of Scuthern
India have been in existence for many generations
—two in the Chingleput district of Madras, which,
sbill irrigate annually from two to four thousand
acres, are referred to in inscriptions wlich are
said to be of the Sth and 9th centuries of our era;
tha practice of drawing off the flood waters of the.
Indus and its tributaries by means of emall inunda~
tion canals has been followed from & very early
date, and in the submontane districts qf Northern
India are still to be found the remains of
ancient irrigating channels which havebeen buried
for centuries in fhe wuwndergrowth of the forests.
But the numerous large works which now exist
for utilizing the suppliestof the larger rivers are of
comparatively recent date and little seems to
have been done in this direction before the
country came under British rule. The most notable
exceptions are the ‘ Grand Anmicut® across the
Coleroon river in Madras, some of the inunda-
4ion canals of the Indus and its tributaxies* and

Early histary of irmn.
gation works in India.
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two canals taken out of the Jumna river at a*
point-where, passing through a gorge in the outer
ranges of the Himalayas, it debouches on to the
plains.

37. To the * Grand Anicut,’ fradition assigns
a period corresponding to the close of the
gecond century, though it is probably of a
much later date. This work is, so far as is
known, the greatest engineering work carried
out in India before British rule began. It con-
sisted of a solid mass of rough stones, over 1,000
feet in length, 40 to 60 fect in breadth and 15 to
18 feet in depth, stretching across the whole width
of the Cauvery river. It fulfilled its purposes
for centuries, and in 1830 was still in operation,
but the vagaries of river had not been watched,.
and by the time the main stream had begun to
flow down a northern channel known as the Cole-
roon, fthe district of Tanjore had lost much
of its former prosperity.

38. Most of the existing inundation canals.
in the Multan, Muzaffargarh, and Dera Ghazi
.Khan districts, were ocnstructed by the former
Mubammedan sad Sikh rulers, and on many of
these oanals a high degree of efficiency was at-
tained under the management of the great and
energetic canal maker, Dewan Sawan Mal.

39. A canal known as the Hasli, was also
constructed by the S8ikh or Muhammedan rulers of’
the Punjab to ocarry water to Liahore from a point
on the Raviriver at a distance of 130 miles, When
the Punjab came under British rule, the area
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irrigated by the canal was paying a revensa of
eighty-five thousand rupees. Its general alignment
was fairly good, but in detailthere had been so many
errors that to rectify them would have cost more
than making an entirely new channel. The Hasl
has been replaced by the Bari Doab Canal, which
has more than twenty times its carrying capacity,
and is one of the most important irrigation works
in India. w

40. Owing to the proximity of the Jumnas to
Delhi, the Muhammedan rulers of India turned
their attention at an early period to utiliz-
ing the waters of that river for the irrigation of
the higher lands on both banks. In the four-
teenth century, Firoz Shah Tughlak constructed
& canal, taking water from the right or western
bank of the Jumna, a distance of about 150
miles, to irrigate his favourite hunting ground
at Hissar. This canal, which had silted up, was
repaired during Akbar’s reign by the Governor of
Delhi for the irrigation of lands in his private
estate, but for want of repsirs it again stopped
flowing about the year 1647 A. D. The canal was
repaired under the direction of Ali Mardan Khan,
the celebrated engineer of Shah Jahan, and a
new channel excavated o carry water into the-city
of Delhi. During the decline of the Mughal empire
the canal again gradually silted up until it ceased
to flow. The canal on the eastern bank of the
Jumns was also constructed during the Mughal
Dynasty, probably during the reign of Mubammad
Bhah (1718—11748) ; but it appears to have been
very soon abandoned, if indeed it had ever been
used for the carriage of water, In 1784 the work'



284 IRRIGATION

was partially restored by a Rohilla Chief who suc-
-<ceeded in bringing water to some short distance
below Saharanpur, and there are traditions of
serious injury having been cansed thereby to the
towns of Baharanpur and Behut No masonry
works of any kind were consgfructed in connection
with the canal ; and in their absence, owing to
$he excossive slope of the counfry, if any consider-
able volume of wafer bed been allowed to enber
the channel, it must have led in time to a fatal
retrogression of bed-levels.

41. Doubts have been expressed as to
whether these works, in their former condition,
-ever irrigated any considerable areas or confarred
much benefit upon the people. Be this as it may,
it is certamn that it was the oxistence of the
*Grand Anicut ’ in Madras, and the remains of
the old Muhammedan channels in the Punjab and
United Provinces, which suggested and led to the
construction of the earliest works carried out
under British rule. India, therefore, in a great
measure owes to her former rulers the first incep-
tion of her present unrivalled systems of State
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TaE LIMITATIONS OF IRRIGATION.

55. The main conditions imposing a limit
) . .. to the use which can be made
“C@;ilﬁ‘}"s flﬂ,n“_'“s of the surplus drainage of
o cotion OF YTEY the country for the preven-
tion of famine are:—
(1) the geographical and seasonal distribution
of the rainfsall;

(2) the physical configuration of the country;.

() the difficulty of helding up water stored
in years of good rainfall as & provision. against.
% year of drought;

(4) the character of the soil; and

(5) the large number of different States and
territories into which the country is divided and
sub-divided.

56. In its geographical distribution, the-
by the distribution of which.is said to be without.
mainfall, parallel in sny other country
‘in the world ; the average annual fall varying in
different localities from under five to nearly five
hundred inches. Leaving mere questions of
‘distance and cost out of consideration, the general
contour levels of the country will frequently
offer an insuperable obstacle to the transfer of
‘water from regione of copious and assured rainfall
to those where it is scanty and capricious. At
the same time, the seasonable distribution of
the rainfall, which is confined for the most part-
to 'a few months of the year, presents a condition
most unfavourable to its economical storage and.
‘use; for if the water is'to do more than merely
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fide the autumn crop over breaks in the monsoon,
the storage reservoir musf be made large enough
fo carry the subsequent crop to maturity by
means of the volume stored in a single rainy
soagon. Over the greater part of the country,
there is little or no chance of subsequent rain
refilling the reservoir after ite water has been
partially utilized.

B7. The general conformation of the surface
' Difficulties convected adds still further o the
with the surface confor-  difficulties and cost of sforage,
mation. On the flat surface of the
alluvial plains of Northern India, storage on any
considerable scale, as we have said, is almost im-
possible. If we allow for evaporation and per-
colation, it involves generally the submersion of
an area ab least as large as that which would
receive benefit from the water.

58. On the other hand, in the Western
Ghats, where the assured rainfall might be
‘gtored at a esufficient elevation to admit of
its being carried into tracis where the rainfall
is scanty and peculiarly liable to failure, the steep
glopes of the valleys necessitate, as a rule, the
construction of a dam at least one hundred feet -
in height, if water is to be stored in any consider-
able volume, and for this sound foundations and

suitable materials within a reasonable dmta.nce
‘are esgential.

‘ 59. With regard to storing the rainfall of
* Tmpossivility of con. gaod years for use in a year
serving water for a yesr of drought, we may say that -
of drought. ° .. if there is ome point upon
which out enquiries have convmced us, 1t
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that where as in many parts of India, the
only possible source of supply is an unceriain
and often insufflcient rainfall, it will not
‘be possible to provide, at .any practicable
-cost, the amount of storage required to counteract
the effects of severe and prolonged drought.
There are no means of predicting a year of
-drought, and any attempt to hold over water,
oven for one year to the next, would entail
the loss of an enormous proportion of the
-gupply by evaporation and percolation. In
these circumstances it would obviously be bad
economy and fatal even from a purely protective
-point of view, to limit the cultivation under a
tank, and refuse to give out water to tha
.oultivators, which they could wutilize advantage-
ouely from year o year, in order to hold if
up &8 an insurance against a-poesible drought.
60. Wae have already referred to the general
I 2  unsuitability to irrigation of
Unsitability of sol. 4} o black cobton soils which
cover such a large portion of the area of lndia.
%n addition there are areas of infsrior sandy or
stony soils which would never repay the cost of
artificial watering. And, we may add, there are
enormous areas of forest and uncultivable waste
where water cannot be used, bowever great the
facilibies for providing it. In British territories
alone, in the area under consideration the forests
cover an ares Of more than eighty thousand
square miles, or eleven per cent of the surface;
and there is nearly twice that area of uncultivable
waste. About one hundred and twelve thousand
‘gquare miles are said to consist of lands fit for
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‘oulfivation which are now lying waste, but »
‘ver}t considerable proportion of this has a soil
‘too poor to repay the cost of cultivation.
1. The humberless territorial divisions of
Percitorial difficulties. FD® couniry and the manner
) in which the varicus States
land territories are inter-mingled, have also been
» material obstacle in the past to the development
‘of irrightion. -The only suitable site for a storage
work may lie in s territory whose people would
‘mot onlyderive no benefit, but might even -be
;put o considerable loss and inconvenience, by
‘4he consiruction of the work; or the full
utilization of an available supply may only be
ipossible by the e¢o-operation of two or more
states who are unwilling to combine, We have
4ound numerous instances:in which these and
other territorial considerations have offered -in
the past a serious hinderance to the construction
‘of irrigation works; but ‘we believe that in the
settled condition of the country, these difficulties
4vill be found capable of adjustment by friendly
‘co-operation of the states concerned with eaah
other and with the Supreme Government.

STATE TRRIGATION 'WORKS.

76. The State irrigation works in Indis
 Classon of works. consist essentially of two
kinds : small works originally
construoted by the former rulers of the country
or the owners of the soil, and now controlled and
meintained by Government; and large works
which have been constructed or reconstructed by
4he British Government as productive or protective
I
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public works, or in other words, as finanoial
investments which were expected to be either
directly or indirectly remunerstive. Most im-
portant, though not all, of the latter are ‘tech-
nically classified as major works, while the class
* minor works ' includes all tbe former and also
a few of the latter. The minor works consist for
the most part of small local works which are
maintained by Governmenf in consideration of
the revenue derived from or dependent upon them,
but so little capital outlay has been incurred
on them by the British Government that capital
accounts have not been opened for them. Between
works of this kind and major works there is,
however, an intermediate class, known as minor
worke for which capital and revenue accounts
are kept. Some of the works in this class are cld
native works which have been improved or enlarg-
ed by Government at a considerable cost; others
are new works, generally of small size, which
have bean constructed by the British Government
but which have not, for reasons which it is
unnecessary now to consider, been classed as
major works, Btate irrigation works must,
therefore, be considered under three hegds :—

(e) Major works.

(» Minor works for which capital and

revenue accounts are kept. .
(c) Minor works for which capital accounts
are not kept.

MaJor WORKS.

78. It would be difficult to overestimate
Protective valee. the value to the country of
these fine systems of irriga-
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tion works which may be said, with some slight
reservations in respect of the Cauvery works in
Madras, to have been entirely created by the
British Government within the last eighty - years.
They irrigate annually over 11 million sacres,
end completely protect from famine an sarea
which, except in the Madras and Orissa deltas,
may be said to vary from twice fto four $imes
the area annually irrigated. In some parts, as
in Sind, there can be no cullivation, and there-
fore no population, without canal irrigation. 1In
others, the effect of the works in maintaining or
raising the level of the subsoil water, on which
the well irrigation depends, is of the utmost value
and importance. The value of the crops irrigated
by the canals in & single year is about equal to
the whole capital cost of the works; and im
yoars of famine the produce of the irrigated area,
being largely available for transport to distressed
tracts, becomes an important item in the general
food supply of the country.

MINOR WORES FOR WHICH CAPITAL AND
REVENUL ACCOUNTS ARE KEPT.

§0. ‘Under this head are included a few
small works which have been
initiated and carried out by
the British Government, buk
the majority of the works of this class were
constructed by former rulers of the country or
in their times, They bave, however, been en-
larged and improved by means of expenditure
which haa been charged to capital account and
the, works are credited with the increase of

i . .

Character of the
works,
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rovenue which ia atiributable to that expendifure.
In the Purnjab and BSind, minor works consist
almost entirely of groups of inundation canals
from the Indus or its tributaries, which irrigate
very large areas. In other provinces they
consist partly of tanks or storage reservoirs, and
partly of emall canals or groups of canals which
generally take off from above weirs built across
the smaller streams of the country. There are,
in all, seventy-thres minor works for wbich
eapital accounts have been opened.

82. - The works irrigate over 2 million of
Proteotive value and gores ti anm_:a.lly. _ but i tbl}e
A irrigation is more variable
megultude of howmeky. 1 uncertaic than that
offected from the large works, both inundation
eanals and tanks baing liable to fzil in unfavour-
able seasons. Nevertheless the protective value
of these minor works is very great when compared
with the capital outlay incurred on them. The
total length of the Government channels pertain-
ing to them exceeds 7,000 rmiles, and there are
storage reservoirs with an aggregate capacity of
over 25,000 million cubic feet.

MINOR WORES FOR WHICH CAPITAL
ACCOUNTS ARE NOT ERPT,

83. Wae have next to consider what may be
called the indigemous State

Nature of works. irrigation works, the mainten.

- ance of which has been
undertaken by the Government. These works
aro essentially of the same kind as those which we
have just been considering, “the difference being
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that in respect of these no charges have been made
to a capital account. I+ must not be supposed,
however, that Government has never undertaken
anything more than the bare mintenance.

Considerable sums have been spent in improving
and developing the works, but it has been found
more convenient to charge such expenditure
against a revenue account, and to aveid the com-.
plications of a capital account.

: 84. Under this head are included all the inun-
dation canals in the Punjab and 8ind which
have no separate capital acocount, and also all the
old or native irrigation works in Upper Burma,
which resemble those in Southern India, and con-
sist either of tanks or small canals taking off from
above temporary or permanent weirs across the
beda of minor rivers. But collectively the mosk
important item under this head is the 40,000
tanks, river channels, or other petty irrigation
works which are $0 be found in the Madras Presi-
dency, and which irrigate between them more
than three million acres......

BCOPE FOR FURTHER EXTENSION OF BTATE
IBBIGATION WORES.

PROTEOTIVE VALUE OF IRRIGATION,

93. It has often besn urged that the indirect

. : advantages of irrigation in
mlgm"_ advantages of 7, 3ia are so great uid incon-
testable that the -question of

direot finanocial return which may be anticipated
on the capital outlay is one of minor importance
to which very little regard should be paid. This
proposition 18 not likely to commend itself to
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those who are responsible for finding the large
sums of money required for the coustruction and
maintenance of irrigation works; and it seems
desirable to form a clear idea of the nature of in-
direct advantages which are claimed for irrigation
works, and of their comparative, if not absolute,
value to the State in different circumstances.
These advantages are of three kinds, each of which
must be considered separately :—

(®) The increase in the general wealth and
prosperity of the community resulting
from the increase in the produce of
cultivation due to irrigation even in
years of normal or more than normal
rainfall.

(3) The effect of irrigation and of large
water storage works in increasing the
bumidity of the air, and in raising the
level of the underground water-supply.

() The prevention or mitigation of the
horrors of famine.

94, The value of irrigation in increasing the
weslth and food supply of the country cannot be
doubted ; and &lthough the amournt or per-
centage of this increase varies greatly for different
tracts, it can generally be estimated spproximately
for particular tracts in which irrigation works
have been for scme time in operation. There
are, ‘bowever, obvious limits to the permanent
charges which the State may reasonably be ex-
pected to meet for the purpose of increasing the
produce or the profits of cultivation in perticular
tracts. The value of the crops which bhave been
irrigated in a single year is often compared with
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the capital cost of the works, The comparison
may be interesting, but it is very misleading as
an indication of the value of the work. In the
first place, the value of the crops which receive
irrigation from a cansal does not always represent
the value of the increase of produce due to irri-
gation. It maydo so in parts of Sind and the
Punjab where cultivation without irrigation is
impossible, but not- on the Orissa or Kurnool-
Cuddapah Canals : on the former canal, owing to
the generally copious rainfall, the difference in the
value of the irrigated and.unirrigated cropais small
in ordinary years ; and on the latter the people
find it more profitable to cultivate large areas
of dry crops for which the rainfall is ordinarily
suffioient, than to put a smaller area under
web (rice) cultivation. But when the increase in
the value of produce due fo irrigation has beem
determined, it must be compared not with the
capital cost of the works, but with the annual
net charge for interest and maintenance which
they impose on the State. We have found that
there are many works on which this charge varies
from Rs. 5 to Rs. 8 per acre irrigated. Prima
Jacte, there is no more resson for calling on the
State, or, in. other words, on the general tax-
payer, to bear a permanent charge of, say, Rs. 6
per annum, for the sake of increasing by irriga-
tion the produce of an acre of land belonging to
a private owner, than there would be for calling
on it to pay & similar amount for the purpose of
supplying anot her man's aore with manure. Apart
from the question of famine protectiom, which
will be considered separately, the maximum per-
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manent charge which the State may reasonably
undertake in providing irrigation, should theo-
retically be limited by the share of the increase in
the value of produce due to irrigatior which it
will be able to recover indirectly. It is hardly
necessary to say much here as to the manner in
which a share in the increase of the wealth of the
community comes back, in some indirect form or
otber, to the Btate, as by the increase in railway.
earnings or from the revenue derived from excise,
stamps, income.tax, etc., or by other ways in. .
which the State shares in the prosperity of the
country ; but a messure of this share may be
proposed which will be sufficient for our present
argument...... The best measure of the increase in
the profits of cultivation due to irrigation appears
to us to be the smount which the people are
willing to pay for it, that is, the gross revenue of-
the works ..... _
99. The important question of the value of
protective irrigation works in preventing or miti-
gating the cost or horrors of famine, has next to
be considered. We have already observed that,
apart from the guestion of famine proiection,
there is no reason why the State should accept &
permanent charge on the revenue for the sake of
incressing the productiveness of land bslonging to
private owners; and at any rate such ,cbarge
should be limited to the amount which may be
recouped by the share of the increased produce
which will come back to it in an indirect form,
The reservation in respect of famine protection is,
bowever all.impotant. The obligation on the
State to incur whatever expenditure may be ne-
cessary to save life during famine, involves future
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liabilities which cannot be evaded, and of which
full account must be taken.......

LoANS FOR IMPROVEMENTS,

182. Of all the methods by which Govern-
ment is able o stimulate and
The Takavi system,  assist private irrigational
improvements, the mosé
convenient and obvious is the system of Btate
advances to the cultivating and land owuning classes,
known as takavi. We propose, therefore, to con-
gider briefly what use has been made of this
system and how far such use is capable of extension,
and this system capable of improvement. This
system has existed in India from time immemorial,
end is now regulated by special laws, namely, Liand
Improvement Ti0ans Act (XIX of 1883) and the
Agriculturalists’ Loans Aot (XII of 1884) for the
whole of India, and by rules under these Acts
framed for each province by the Liocal Govern-
ments and sanctioned by the Government of -
India. Under the former Act money is advanced
for specific purposes of land improvement, and
under the latter for seed, cattls, and other mis-
cellaneous agricultural purposes. Bub the objects-
of the two Acts are clogsely connected, for it will
often be the case that in order to make efficient -
use of bis improvement the cultivator will find it
necessary 'to provide himself with cattle and
manure, well-gearing and the like, if not with
seed......
191. The Collector or head of the district
has authority, under the rules
Rigidity of collechion, in all provinces, to suspend
payment on the ocourrence of

s
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failure of crops or other exceptional calamity,
subject, however, to a report to higher authority.
But this power of suspensmn is not very frequently
exercised, except in years of very general failure
of crops ; and when it is, the result is merely to
postpone payment of the instalment for a single
season, with the resull that in the ensuing year
the cultivator has to pay double the usual amount.
The increased payment must often be raised with
difficulty, and it is probable that under the ecir-
cumstances cultivators would seldom care to apply
for suspension of takavi payments. We are of
opinion that suspension should be given without
hesgitation whenever, from causes beyond the~con-
trol of the borrower, his crops fail to such an extent
a8 to render the payment of the year's instalment
unduly burdensome to him; that whenever sus-
pensions of revenue are granted they should carry
with them automatically suspensions of the
takavi instalment which may be due the same
yoar ; that the officer who has authority to grant
the loan should also have authority to grant the
suspensions ; and that the suspended instalment
should not be made payable ip the ensuing year
with the instalment of that year, but that the
effect of suspension should be to postpone by one
yoar the payment of all remaining instalments
due on the loan, It seems also unnecessary for
the head of the district to report each case of
suspension, as it occurs, to superior authority.
Greater leniency in the matter of recovery cannot .
well be exercised by Government, which in these
matters is unable to place itself in the 84Ime
position as a private creditor.
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192, There is, however, a messure which

would undoubtedly go far

Pericd of repayment. to mitigate the hardship of

rigid recovery amd that is the

lengthening of the perivds of repayment. In

several places these periods have been criticized
as too short......

Generally speaking, then, the sole considera-
tion in determining the period of repayment
should be the durability, or what we may term
the *life’ of the work ; the full period so deter-
mined should be offered to the borrower and no
pressure whatever should be placed upon him with
the object of inducing him to choose a shorter
period....... .

— q— s 8 o



INDIAN INDUSTRIAL DEYELOPMENT.

The report of the Indian Industrial
Commission, from which an extract is given
below, -deals with pre-war industrial con-
ditions in India. The development of Indian
industries during the war has been described
in Chapter XVII of Part L

LIV.
Egtract from the Report of the Indian
Industrial Commission, 1916—18.
INDUSTRIAL DRPFICIENCIES OF INDIA.

74. The basis of modern organised indus-
tries in those countries where
Causes of deficiencies. $hey made their first appear-
ance, was the manufacture of
-cast and wrought iron. The invention of the steam
engine created the necessity for machine tools, to
produce parts which would fit with sufficient
accuracy to give smooth and efficient working. The
existence of machine tools greatly facilitated the
manufacture of standardised parts in large
quantities, which were iz demand for the mechaxni-
-cal processes requized in textile and other similar
industries. = These large scale manufactures
‘increased the demand for industrial chemicals.
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But the course of industrial development in
India bhas followed very different lines. The poli-
tical and economic conditions of India in the past
bave created a large export aud import trade;
and this trade has brought about the present in-
dustrial position. A large railway.system and
such other mechanical facilities as were necessary,
for the preparation and transport of produce for
export have been brought into existence, but, in
the absence of an existing iron and steel industry,
with imported appliances. The great textile in-
dustries similarly rely almost entirely on imported
plant and spares. The obvious need of having
repairs done on the spot has led to the establish-
ment of numerous engineering shops, without any
corresponding equipment for actual manufacture.

77. Where muney has been invested in indus-

tries, it has generally been
Shyness of enpital for confined to a few simple and
modern enterprises gene- g0ty  enterprises of sn ob-
rally. - .
viously atiractive mnature,
whilst equally. important minor industries have
been almost entirely neglected, partly in ignorance
of the country’s resources in raw materials, but
mainly because commercial firms have prospered
too well along conservative and stereotyped lines
to trouble about undeveloped industries with an-
oertain prospects. Before the war they could.
alwaye be sure of importing all necessary stores
and machinery of assured and regular quality, and
they have naturally preferred » safe profit from
trade, or from such established industries as jute
and cotton manufacture, to a doubtful return
from such ventures as metallurgical and chemical
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manufacbures. Another contributory cause
has been the practice pursued by Government
departments of indenting on the India Office for
miscellaneous stores, which has besn to some
extent due to the absence of a stores-purchasing
department in India. Government rules intended
to encourage the purchase of locally manufac-
tured articles have not succeeded in counteravting
the tendency of indenting officers to place on some
recognised authority the responsxblhty for price
and quality.

G-ener_a.lly speaking, the industries based on
technical science have been disregarded, because
profits in other ways bave been easy and assured.
The neglect of applied science is perhaps the most
conspicuous among our administrative deficiencies.

* * L *

82. The list of industries which, though
their products are essential
Dangers of deficiencies  alike in peace and war, are
lacking in this country, is
lengthy and almost ominous. Until they are
brought into existence on an adequate scals,
Indian capitalists will, in times of peace, be de-
prived of a number of profitable enterprises,
whilst in the event of a war which renders sea
transport impossible, India’s all important exist-
ing industries wiil be exposed to the risk of stop-
page, her consumers to great hardship, and her

armed forces to the gravest possible danger.

83. The removal of these deficiencies is one

of the main objecte of our
Suggested remedies.  proposals, and the various
schemes which we set forth
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are .designed to meet this end, as well as fo
promote the industrial prosperity of the country
generally. Wae desire, however, to draw attention
here to the necessity of securing the inception in
India of certain very specialised and essential ins
dustries which must be set up in this country at-
the earliest possible date, if grave dangers are to
be avoided. Though in many cases the importa.
tion of fechnpical specielists will be sufficient o
enable our local industrial capitalists to get fo
work, there are a fow classes of articles produced
only by firms which have attained efficiency in
their manufacture after the experience of many
yeoars and the expenditure of much money. The
machinery and apparatus which they employ is.
often manufactured only by themselves or to tleir
own specifications, and its imitation in this country
is not possible, nor were it possible, would this
be sufficient. Therefore to attain its end, Govern-
ment- must take special steps to facilitate the
manufacturs of these articles in India. Among such
industries we would include the production of such
ossontial articles as magnebos, incandescent lamps;
ferro-tungston, * high-speed " steel, graphite eru-
cibles, special form of porcelain for insulators,
chemical glass, and probably slso certain forms of

“ hesvy " chemicals, rubber and vulcanite.........
TECHNICAL ASSISTANGE TC INDUSTRIES BY
GOVERNMENT.

208. It is necessary to indicate in somewhat’
Ressons for adopting S1e&tber de!&&il the special ne-
in India a policy of di. cessity which exists in India
ruct assistance to indus- for direct Government parti-
trialists. cipation in the initiation and
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improvement of industries by experiment, by
advice and help, and where necessary, by
example. We think that in the peculiar
circumstances existing in this country, any limi-.
tation of the functions of the State in accordance
with the principles laid down by Lord Morley......
will render our proposals of little benefit fo
Indiane and will also detract largely from their
general usefulness.

The risks to which private enterprise iz ex-
posed in India or elsewhere, when embarking on
industrial work in new directions, are proverbial.
India, however, possesses one great advantages:
the new industries or processes that may be
started here are almost always old industries or
processes in other countries, though they may
require modifications o suit them to Indian con-
ditions, - On the other hand, the country's lack of
industrial organisation, of private consultants and
gpecialists, of information on the industrial value.
of raw materials, and of experience ir the way of
approaching industrial problems, are serious ob-
stacles, especially to the smaller-scale wunder-.
takings. Under present Indian condibions, this .
class of organised industries has great possiblities
and is in every way well suited to Indian enter-
prises in most parts of the eountry. But the
Indian investor is most reluckant to risk his money
in undertakings of this sort, unless they relate to:
industries which are already established and prac--
tised extemsively.. Of the readinese to invest
money in industries which can already claim a
number of successes, we havs had sbundant evie .
dence ; indeed this tendency has had unfortunate.
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offect, in eome instances, of creating more indivi-

dual undertakings than the industry can support.

This seems, at any rate, to indicate that there is

capital seeking industrial outlets, and that the
- directions in which it can be employed are at
present, from the point of view of the Indian in-
vestor, insufficient. We are further confirmed in
this view by the freedom with which money is
forthcoming for new ventures where the manage-
ment has earned public confidence.

204. 1If we are to suggest the way io which

Diffcalties  expori- l(;}o:e;nm_ent _a;’s_sist.ance tcartx
a0 O est be given, it is importan
Sﬁﬁf.t'.’.? Tndian indus for ue to understand the diffi-
culties of industrialists who
engage in new undertakings in India, especially
on a small scale. The smaller industrialist,
whether Indian or European, who ie thinking of
taking up a new venture, seldom has the advantage
of a name which commands the confidence of
a wide section of investors, or the support of large
resources of his own, and he is thus not in a posi-
tion to engage the assistance of experienced techni-
cal advisers in his preliminary investigations. The
knowledge of the industry which he possesses is
more often than nod incomplete. He may have
familiarised himself with it in actual operation in
another country ;s but to start it in & new field
demands greater practical experience and skill
than he has usually acquired.

Bust even in the case of the larger undertakings,
where funds are sufficient to engage expert techniocal
advice, the following difficulties offen occur :—

(1) There is frequently some uncertainty as
to the quality and quantity of the raw material.

v
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At the outset, it may apparently bo abundant at
reasonable prices; but - directly any .demsand for
it is created, the supply falls off or: prices un-
accountably rise, It is, therefore, difficuli to frame
a safe estimate beforehand om this point, aimple
ag it may seem.

(2) The industry may involve the trammg
of labour to carry on ite operations, and this may
entail & very considerable initial- outlay, adding
greatly to the cost. :

" (3) The country-made articles competing
with foreign imports are slways looked upon
with suspicion, and generally have to be sold at'a
much 'lower price to command a markef, even
when the quality is equally good.

(4) When success is attained, -rival enter.
prises are immediately started, the trained labour
is enticed sway, the cost of the material is some-
times enhanced, and competition, possibly in a
weak market, has to be faced, with the resuls, that
the monopoly upor which & new enterprise must
count to recoup extraordinary initial expenditure
rapidly vanishes, and profits are reduced to a level
ad which only those can work succesefully who are
benefited by the work of the pioneer without hav-
ing had to pay for it,

The cautious mndividual realises these risks and
refuses to be tempted into new paths. Those of
a more ‘sanguine temperament, or with less ex-
perience, are atiracted and too often come to
gnef

' Bome of the dlmculhas wh:ch we hnve enu-
merated above are’ cofomonr to new industrial
efforts in all countries, and cannot be eliminated

! ; Voo
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in India. But the Government organisation
which we propose will at any rate ensure technical
advice for the small industry, and adequate eco-
nomic and scientific dais for all classes of under.
takings. This will furnish industrial enterprise
of all kinds from the outset with much better
prospecte of success than in the past. We believe
that public opinion is completely changed in
regard to the permissible limits of Btate activity,
and that the grant of such assistance -as we pro-
pose i8 urgently demanded.
205. We have already, in previous chapters,
. "o explained our views regarding
. M,fmg fhnfmzﬁj the means of providing in-
brid) dustrial research and the re-
. sults that are likely to follow
from it. We think it desirable now to explain
the meaning which we attach to the terms * pio-
neering” and “demonstration ", when applied
40 Government industrial undertakings started
for the assistance of industries. These two ex-
ressions are often used as if they had the same
meaning, and with the vague idea that they cover
the whole field of Government assistance. In any
oage, they represent the greatest departure from
the old latsses faire standpoint; and it is for these
rengons that we consider it advisable fo describe
the actual methods which phee terms are intended
to deonote, and the limitations fo whioh these
methods should be subject. ) ]
By “ pioneering * we mean the inception
e by Government of an industry
on & small commercial scale,

u Pjoneering. " .
in order to asocertain and
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overcome the initial difficulties, and discover if
the industry can be worked at a profit. It must
be clearly understood that Government sbould
only undertake the pioneering of industries when
private enterprise is not forthcoming, and that,
a8 & general rule, Governmen! participation
should only be continued till the object with which
the operations have been started has been fully
attained. By this we do not mean that the
Government factory should necessarily be closed
.down, a8 soon &8 a private individual or company
i8 willing to take it over, or it has reached some
degree of commercial success. The opportune
moment can be decided only by a full review of
the circumstances of the case, and in Bsome in-
stances it will be found that the new industry is
capable of development far beyfnd the initial
stages at which it is profitable, before the with-
drawal of Government becomes imperative in the
interesta of those who have invested, or are
anxious to invest, capital in the new industry.
Further, a Government factory which has
' successfully passed through the
“ Demonstration.” pioneer stage will often prove
a useful training ground,
both for the men who are to control the industry
in the future and the workmen who are to be en-
gaged in it. This leads us to consider the sugges-
tion made by some witnesses, that Liocal Govern-
ments should establish and manage what may be
termed “ demonstration factories ™. The objects
. might be either educational, in which case these
factories would serve- as scMbals for the fraining
of men as operatives, foremen, or managers,
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ynder sbrictly commercial conditions ; or, in other
cases, the primary idea would be to show how to
improve local industrial practice. As examples
of the first, we may cite a glass factory, in which
the training of operatives would bethe raison
d'etre for its existence; of the second, a silk.reel-
ing and throwing house to demonstrate the ad-
vantages of modern methods of operation on s
factory scale, in comparison with the existing in-
digenous cottage methods. These factories would
be the counterpart in industries of the demon-
stration farms established by the Agriculiural
Department, In actual practice they would be .
required principally in copnection with the
devolopment of cottage industries, and we allude
elsewhere to their necessity as a part of the
scheme for thq training of hand-loom weavers.
If the object with which each factory of this class
is started be kept gtrictly in mind, there can be
no doubt that, so long as it fulfils its primary
function, it must prove useful and can in no sense
be rogarded as likely to interfere thh the develop-
ment of private enterprise. |
206. Starting with the prehmmary state-
-ment of our views regarding
,,,3"3.“‘,‘:,’.},,;: ‘“"-!"’.f;‘:ﬁ the attitude which should
orgariaed.” ~ and “large be adopted by Goverpment
orgenived ™ industries . jp rendering assistance to
icdustries; we may now indicate different
ways .in which action can be.taken and the
varcus methods by which the . machinery thab
we have proposed to create can. be .brought into
direct oonbaat with industries. We have now in
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India two industrisl systems working side by
gide, covering trespectively :—

(z) Industries carried on in the homes of
the workers, which we have desig-
nated as ‘‘cottage industries.” In
these the geale of operationsis small
and there is but little orgamnisation
8o that they are, as a rule, capable
of supplying only local needs.

"{b) Organised industries carried on in
workshops and factories, which vary
in size from gimple rural factories
‘carrying out a simple operative
process, to the big textile mills and
enginooring workshops, employing
thousands of hands and possessed
of complete’ organisation both for
manufacture and trade. e

These organised industries may be sub-
divided into two classes.. In the case of the
first, the interests involved are mainly of a
provincial character. Inthe case of the second
the industries have markets extending far beyond
the boundaries of & single province or even of
India, and their inception and management give
rise to questions of inter-provincial or even inter-
national trade, which can best be handled by an
imperial organisation. As examples of these two
classes of orgavised industries, we may cite, as
belonging to the first, engineering workshops,
tanneries, sugar factories, rice mills, Bome textile
mills, cement works, glass works, wood distillation
plants. distilleries and breweries, and the mn]orxty
of the miacellaneous workshops engaged mainly in



810 INDIAN INDUSTRIAL DEVELOPMENT

manufacturing for a local market. In the
second class will be included industries usually
carried out on a very large scale and involving
very high capitel expenditure, such as * heavy”
chemical works, iron and steel works, electro-
metallurgical and elecro-chemical works, ordnance
" factories, factories for the manufacture of
explosives, and the larger metalliferous mines
with their associated metallurgical works.

It will, we think, be obvious from the outset
that each oi fhese syatams will require separate
treatment, and the manner in which they can
be ass:sted will be most  easily explained by a
reference to examples which have come to our
notice.

207. Owing to their lack of conbact with
Helpto cottape indus the outside world, new
triea. P ’ ideas do mot readily ocecnr

. to these small workers, and
they can receive material help from the supply
of new patterns anfl designs, an example of
which we saw at the Amarapura Weaving School
near Mandalay, where the popularity of the
school was almost entirely due to the new designs
introduced by the Superintendent. Much useful
work can be done by bringing to the mnofice of
artisans labour-saving devices, or even such
complex pieces of mechanism as the jacquard
machines for weaving intricate patterns on hand-
looms. The processss employed by metal
workers are especially susceptible of improve-
ment in this way. .In most parts of the country
they are ignorant of the use of patterns for
easting work and of the advantages of stamping,
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pressing, and spinning metal. Where considerable
colonies of these artisans exist, their status can
be raised and their output greatly increased by
the establishment of small auxiliary factories
- employing machinery to carry out operations
which invblve much time and labour, when carried
out by hand. These may be started by private
individuals, by Governmen$, or by co-operation
among the artisans themselves, assisted by
Government. Some attempts in this direction,
we found, had been made in Madras, Nagpur and
the United Provinces ; but equipment was Iacking
and the attempts were not properly carried
through...... . )
208. In the case of the existing larger
- organised indusfries, there
will seldom be any call
for fechnical assistance, as
they are under the control of competent experis
who will only lock &0 Government o conduct
gcientific researches and to provide accurate
economic data, including such information as it
will be the duty of the Commercial and Industrial
Intelligence Department to supply. In the
inception of industries of this class which are
new to India or $o a particular area, Government
can render much aasistance, both by way of
conducting preliminary investigations regarding
the raw materials available, the conditions under
which the industry may be carried on, and the
markets open to its products, and by the supply
of technical advice in regard to the location of
the factories, the design of the buildings, the
arrangements for water supply and the selection

Help to large organised
inﬂus‘hriesn
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of the ma.chmery to be employed. To oa.rry ouf
this work, the services of industrial experts, who
would be .msinly. mechaunical engineers. with
special industrial expetience, would be :necessary
and the imperial ascientific services would be
drawn upon to provide the mere -highly special.
ised forms of scientific and technical assistance.
Preliminary enquiries will frequently involve the
examinabion of raw msaterials- by an analytical
chemist, and, in- each province, there would: be
required at least one man dcawn from the Indian
Chemical ‘Service, with & staff of assistants and
a properly equipped laboratory, to deal with this
work and to advise on' ordinary local questions
guch -as - the- quality of the ‘water supply, the
oalorific value of the fuels available and the
disposal of refuse.

209. We have already emphasised ' the
importance’  of small
organised industrial under-
takings, and have explained
the difficulties which confront them and the
reasons why they have so largely failed to attract
support. The industrialist operating on a small
scale frequently embarks on & venture, being
imperfectly acquainted with the nature of the
business, and, at the very outset, handicaps him-
gelf by laying his limited eapital on wuwnsuitable
plant and machinery. There are no consuléants
to whom he can go for advice, and wsually he
oopies blindly what he has seen working some-
where else. It is desirable to provide competent
technical assistants for such a man......

+ Help 10 small organised
industries.



INDIAN mnus'rnm. DEVELOPMENT 313

212. 1ln our chapter on the industrial deﬁ-
ciencies of India, we bave
Industries of natiomal iven some- account of the
nnportunoe
. work which will have to: be
done $o place Indis on a firm basis -of economic
self.sufficiency and. of self defence ; and it-is clear
that, from fhis point of view, there sre strong
srguments for & policy of direct Government
asgistance in respect of essential and new industries,
‘We contemplate that only in exceptional . circums
gtances will Government itself carry on industrial -
operations onr & commercial scale; but it is
necessary to establish and maintain Government
factories for the manufacture of lethal munitions
and to exercise some degree of control over the
private factories upon which dependence will be
placed for the supply of military necessaries.
This, in most ¢ases, could be obtained in .refurm
for guarantees to take over a definite proportion
of the output, and should be exercised only to
engure that adequate provision is made to mee$
the prospective demands of the country in time
of war......
213. The foregoing description of the
methods to be adopted by
Gf,’,"g‘i,“,:,’:,f:f‘;g" giﬁdtke Government in assisting
above duties. directly in  industrial
. development will show the
neceamty of an extens;ve adminisérative machinery,
Nearly every provincial Government has et about
eatablishing . & . Department . of Industries; and
the bulk of the executive work will naturally fall
10 these departments, ;which should have at. their
heads experienced industrial experts. They will
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require in most of the provinces a large staff of
officers with special qualifications. Those direcbly
associated with organised industries would be
men of seientific attainments, who have specialised
in mechsnical engineering with a view to its
technological applications, whilst a staff of skilled
and experienced crafismen would be required for
the assistance of cottage and minor industries.
Already in Madras it has been found necessary
to appoint district officers in places where indus-
trial developments are procesding apace, in order
. %o providq for the efficient supervision of new
undertakings, end to ensure prompt assigtance
to those in operation, whenever accidents occur
or difficulties crop up that are beyond the capacity
of the management. Tte volume of such duties
is rapidly increasing, and may probably grow
even faster under the stimulus of the measures
which we propose in this report.

CorTAaGB INDUSTRIES.

255. Apsrt from the beneficent changes

v brought about by $he cotton

ot uaeridon o mnill, $he rice mill and the
flour mill, modern industrial
enterprise has left Indis in substantial possession
of its cottage .industries. The imports from
abroad and the products of Indian factories have
been absorbed by the largely inoreased demands
of the country. Nevertheless, it must be
admitted that the condition of village artisans
is far from satisfactory, in that they are, in
earning ocapacity at any rate, in an inferior
position to the employees in organised factories.
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Tt must be assumed that cottage industries have
gurvived because they are so far adapted to their
environment, The artisans produce commodities
which are in demand and so far have not been
displaced by factory-made goods, and they work
under conditions which they prefer to factory life.
It must not be imagined, however, that the -
-artisan of to-day is wholly uninfluenced by the
industrial changes of the past century. His
methods remain the same, but in. some insfanges
he works with superior raw materials and in
others with better tools. The weaver has taken
to mill yarns, the dyer to synthetic dyes, the
brass and copper-smith to sheet metal, the black
smith to iron rolled in convenient sections, in
each case with advantage to himself from the
lessened cost of production, which has greatly
extended his market, In some districts in Lower
Bengal, the weavers use the fly-shuttle slay
oxtensively : and they have recently adopted it
in large numbers in the coasst districts of the
Madras Presidency; while it is also gradually
coming into use elsewhere. The tailors invariably
employ sewing machines, and town sartisans
readily take to improved tools of European or
American manufacture.

A general review of the evidence tendered to
us, supplemented by numercus inspections in
towns and villages that we have visited, confirms
us in the conclusion that cottage industries are
a very important feature in the incdustrial life
of India ; that they are by no means sv primitive
as they are usually depicted ; and that there is
no real ground for belief that they are generally
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in a decadent condition. We have besn unable
{0 obtain accurate stsbistics regarding the actual
number of workers in the various cottage
indusiries, bus in every town . they sfill form e
iarge percentage of the population, and they are
. to be found in almost every village, 80 that their
numbers are still vastly larger than those of the
operatives emploved in organised industries,

286. Of these coftage industries, the most
important is hand-loom
‘ weaving. It is believed

that between two and three million hand-looms
are at work in India, and their annual - gross
earnings must amount to something like fifty
crores of rupees. HMand-spinning  has enbirely
-died out ; accurate statistics are available for the
production of yarn, tho output of cloth in Indian
milla, and weaving shede, and the imports of
yarn info  India; and it is thus possible to
ascertain how much yarn is absorbed in the hand-
loom industry. Calculations have been made
which show congiderable fluctuations from year
to year, but, on the wheole, & tendency to an
~ereased rather than to a diminished consump.
enten, Thers is some roason to believe that
of ' iving from coarse yarn is declining, while the
abroad m and fine weavers are chiefly responsible

been absincrease,
of the ocNext to hand-loom weaving, metal work-
admifted thau ing is the most important
is far from & cobtage industry ; buf there
earning ocapacs ascertaining aceurately the num-
position $0 the eifi’he goldsmibhs are flourishing; the
workers have undoubtedly felt

Hand-loom Wenving.
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the competition of imported enamslled iron ware,
glass and crockery ; -but the greater purchasing
powers of the people have enabled them. to
absorb fhese domestic novelties and. to pubstitute
brass and copper vessels for village pottery.

2568. Sericulture based on the mulberry
L ., treeor shrubis an import-
"E‘;‘i:f“ltm sd sl gt cottage industry in
2. . s
certain districts of Bengal
and Mysore. It also flourishes under State
control in Kashmir and Jammu. Otber forms
of sericulture dependent on the eri, tasar and
muga silks worms, are widespread in Assam,
Chota Nagpur and parts of the Central Provinces.

The indigenous methods, of silk reeling are
érude............ Indian silk weavers largely use
imported silk, while th¢ Indian silk is exporfed
from the country for the manufacture of velvets
and silk hats The locel silk ig full of knots and
loose ends, and is of very unequal! strength.
Consequently, it gives the weaver much trouble
to prepare it for the loom, and ‘he prefers the
wore even re-reeled silk impovted from China.

259. The indigencus dye industry bas felt
- 'probably more than any

other the effects of modern
technical progress. When colouring matter was
derived chiefly from - vegetable. sources, the
processes were lengthy and:laborious and the
results uncertain ; the use of imported synthetic
dyes greatly shortened and simplified the opera-
tion and gave more ‘certein results, ' thus:

Dyeing.
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enormously reducing the cost. Many dyers had,
porforce, to seek other means of livelihood, and
- the attempts made since the war to replace the
' gynthetic dyes bave established the fact that
vegetable dye-stuffs are, and always must be,
incapable of meeting the demands of the industry
on its present sosle, both as to quality and
quantity. Further, the change in taste brought
about by the brighter synthetic dyes renders it
difficult to find a market for the thinner and
duller, though perhaps more pleasing, cclours of
vegetable origin.
260. The cottage industries of* India are
Suggestod romodies for man{_; ao;ne t(l)af themture
: ition, , Poculiar to the country;
defects of prosent position but the great majority are{c;
be found in some form or other all over the world.
It is needless to emphasise the artisan's con-
gervatism, lack of ambition and present inability
to appreciate a higher standard of living. They
are very ignorant, and obviously the first step
towaxrds their improvement is to educate them.
In most cottage industries the children can be
employed at an early age, and it often falls to
the women $o take a full share of the work. The
eare of children is, therefore, apt to be neglected
and they are put to work much to0o soon with the
view of adding %o the family earnings. Every
gradation of skill and oraftsmanship is found in
these cottage industries, and where a higher
standard of comfort exists, the necessity for some
eduoation is recognised...... .
Our enquiries force us to the conclusion that
the crying need of industrial India at the present
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time is the provision of much greater facilities
for the education of the ariisan population.
Apart from such general measures as Govern-
ment may find it possible o introduce in the
nesar future, we have recommended the establish-
ment of an efficient system of industrial education
in special industrial schools under the control of
Departments of ‘Industries.

The industrial school in India has achieved
little in the past, yet. it seems capable of being
vendered -efficient for educsting the workers
in cottage industries in the future. But no
matter what steps are taken to improve the
. instruction given in the schools, the results will
" be negligible, unless the pupils can be induced
to go through the whole course, so that their
training is complete when they leave. The
cheapness of living in India is & powerfu] weapon in
international competition ; but it is of little avail
if the labour is inefficient and unorganised. There -
is no likelihood of cottage industries becoming
extinot ; but improvement in the condition of
the workers is not probable, unless better tools
and plant are employed and an intelligent sub-
division of industrial processes introduced. . There
is & ftendency, which will probably be
accentuated, o organise small factories, and this
ghould be encouraged. Such a result is, howsver,
more likely to arise from individual capitalist
effort than from anything like co-operation
among the axtisans. '

261, In each industrial school provision
ghould, therefore, ba made
for instruction of & smal]
number of pupils of a higher

Training of master
workmen.
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class with betfer educational attainments an¢
with prospects of being able o command sufficient
capital to start eventually in the trade themselves.
In the case of weaviug, something in this direction
is being done at the Government Weaving Insti-
tute at Serampore, where & considerable number
of fairly well educated young men are wndergoing
a course of instruction, which is intended #o fit
them ultimately 0 become master weavers. Tha
scheme, however, fails to produce satisfactory
results, owing to the sbsence of opportuuities to
acquire practical experience in the control of work-
men and in the management of a commercial busi-
ness. There are no hand.loom fsctories or village
associations, in which such training might be ob
tained, and it is necessary $o arrange for a few
small undertakings on these lines, if possible
under private control, with assistance from Gor.
ernment in whatever form proves most suitable,
to serve as demonstrations of work under commer.
‘cial methods. Failing private enterprise, a purely
commerciel section should be attached to the larger
weaving schools, with the avowed object of supply-
ing the training, other than purely technical,
which a master weaver must poasess before he can
hope to start in business ‘for himself.
262. We think that attention should also be
Financial _ assistance - concentrated on' helping the
. ¥ LDANQL . individual workman to escape
o coftage,workers: . from the clutches of tll:e
money-]ender and to obtain eredit on easy terms.
We mske certain nudgestlons to this end in the
following chapter, but, in- cases which cannot be
reached by the orgamsa.tlon for co-opemt:ve credit,
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Directors of Industries may well be empowered
to grant small loans and to supply tools and plant
on the hire-purchase system. The difficulties ex-
perienced in desling with this class of worker are
well known, and the power to grant such loans
must be exercised, cautiously; but, while the
terms on which they are to be recovered should be
easy, the margin between the cost of providing
the money and the rate at which it is lent should
be sufficient to render the business profitable, as
the ultimate aim should be to band over such
transactions to co-operative societies or gthe’r
agencies.
264. An essential feafure, in fact, of any
attempt to develop cottage
mg}:‘;t‘ fg'o;i;?:m g{ industries in Ir;dia. must beikthe
: . opening up of new markets
cottage indusirise ic?r the pgctt:'da produced.
Many of these industries bave survived because
of their ability to satisfy the strongly marked
local demands for special designs. Bul where
productions go far afield, it is through the agency of
middlemen and merchants, who, however, have
so far shown little enterprise or originality in the
necessary directions which we have indicated above.
‘We need only mention the oy industry of Germany,
the straw-plaiting work of Luton, and the
many cottage industries of Japan, s examples of.
what can be dcne when enterprise and organisa-
tion take in hand the marketing of goods. This
really pressing problem confronts any one who
would try to put the cottage industries of India
on & better footing. Wbhere a greafer demsand
for their yroducts has been created, the artisans
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have almost invariably sought on their own ini.-
tiative to improve their means of production; bud
it requires capital to establish new markets, and
id & subsequent chapter we make specific sugges-
tions for dealing with this problem....... '
The little that has been done in India in this
direotion is full of promise. But it is almost en-
tirely for internal trade. From the great centres
of indigenous weaving and metal work, goods are
sent far and wide, but usually only throughout
¥ndia. The staple products of Benares, Aligarh,
Moradabad and Madura, to mention but a few of
the larger towns where these industries flourish,
are found in most parts of the country, bus little
ok no attiempt is made to cater for foreigm
markets. The nature of their demand, actumal or
potential, is unknown and there is no one tq
direct attention to their possibilities. It is true
that in the douth of India there is a considerable
export trade in what are known as Madras hand-
kerchiefs and Singapore lengss, both products off
hand-loom weaving and both specialities whick
find no sale in India. But Indian merchanis have
undoubtedly neglected tha potentialities of cottage
industries, and have dome nothing to egcourage
the workers to- produce goods of » class which
would find & ready market outside tha country.
' 9294, Waoonsider that preliminary investi-
 wn  in Gotion and’ expert advice by
,ﬁ;{m mm&“;mmnt' Government will inspire con-.
fuancial assistance may. fidenoce and render possible
ho g*"l‘!'ﬂ"i‘d“‘" the starting of many indus-
o - trial enterprises, for which, in
axisting ciroumsiances, private funds are not forth-
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coming. But' there willl still, we recognise, be
occasions] cases in which this will not be so, and
more direct Government aid will' then be.asked
for. The advisability of giving such aid depends
on the extent to which the etarting of the enter-
prise in question will be of benefit to the public,
and not merely on its probable advantage - to the
promoters of the industry., Thus, the starting of
a new or the improvement of an existing industry,
when such a measure is required fo supply an
existing deficiency in the 4interests of national
safety, is clearly a case for direct aid. There
may also be a few cases where a new industry or
process will have such an important bearing on
the economic development of the country as to
deserve Government help. Finally, it may evem
be found that the extension of an existing industry
to a new locality will benefit local consumers or
producers so markedly asto merit Government
assistance, We think that in' the majority of
instances private funds will be forthcoming with-
out direct Government aid, to finance proposals
put forward under any of the above oconditions,
if Government &dvice and technical assistance are
freely utilized. But where private enterprise is
unable to obtain funds without Government aid,
and where, with such aid, prospects are promising,
we think that, in the circumstances described-
above, it should be given.......
295. Government assistance may fake the
Nature of Govern. form of guarantees of divi-
went financial ssmistance dends on loans of money, or-
to large industrial wn. of undertakings  to' purchase
dertakinge. output, 88 may appear' most
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suitable in each case. Thua gusrantees may be
appropriately given in the case of large industries,
in which the dividend-earning stage is likely to be
teached only after a comparatively long period.
As a genersl rule, any sum paid by Government
by way of guarantee should be refunded from the
subsequent profits of the enterprise, when these
have reached a cerfain predefermined percentage ;
and the gusrantee should be only for a limited
number of years, and at-a somewhat higher rate
‘than that which Govesnment paper can be bought
to yield. Loans are especially suitable in the
case of concerns with assets of a comparatively
liquid nature, but need not be oconfined to these,
if Government is fully satisfied as to the prospects
of the wundertaking, Agreements to purchase
output may be freely given to concerns manu-
facturing articles not previously made in the
country, and, in other cases, with greater caution
and with due regard to existing interests in India.
Such agreements should be limited in point of
time, and should be accompanied by suitable con-
ditions as to quality and price. The output must,
of course, be of articles which Government requires
for its own purposes. There may be a few indus-
trial ventures which Government may counsider
of importance to national safety, but does not
desire to undertake by its own agency, though if
thinks it necessary to have a continuous and effec-
$ive voice in their management. In such cases,
espegially where sufficient private capital is not
forthcoming, Government might contribute directly
townrds capital resources as a shareholder. ‘The
goneral effect of the measures suggested will be
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greater and will be in the direction whera it ig
most needed, if ventures of moderate extenmt
receive preference and the requirements of com-
paratively undeveloped districts are nof over-
looked.

296. Before giving assistance which involves
a charge on the public funds,
Government should sabisfy
1tself regarding the finanocial
status of the promoter and the economic and tech-
nioal aspects of the proposed industry. The
latter information may be collected cither by
Government or by the promoters, so long as the
agency employed is of & nature to command con-
fidenca. Where any form of GotYeriment
financial assistance is given, we consider it desir-
a.ble that Government supervision should at least
include gudit and inspection, and that it should be
secured by suitable sgreements that the objects
aimed at by Government will be fulfilled; also
that, where guarantees are offered, unfair encroach-
ments on the earnings of the undertaking should
not be permitted to other interests.

297. In certain cases it may be desirable,.
especially in the early stages
of an undertaking, to appoing
a Government director who
need not, however, be an official. ......

801. Assistance may also be given by way

of loans to small or cottage

Special recommends- industries and to co-operative
3‘;‘:‘1';5::&;:3“%’;?:& societies. This class of loans
eottage industries. should be made by the De-
partment of Industries .to

Government  saper-
vision in such cases.

Appointment of Gov-
ernment Lirectors. -



326 INDIAN INDUSTRIAL DEVELOPMENT

persons or bodies whose® finanoial position and
character are found on local enquiry to be suit-
able. Other forms of security than landed
property might be accepted, but in such cases a
stipulation should be usually made that applicants
should find a fair percentage of the total outlay
from their own resources. ......

It should be a condition of the loan that it
dhould be spent on approved types of plant and
the department itself might, when desired by the
applicant, purchase the plant. There are numer-
ous types of plant suifable for the purposes of
agriculture or of small industries, which.could be
made available by Government on the hire-
purchase pystem. This system has already beem
followed with some degree of success in Mysore
by the State Department of Industries, and by
private concerns elsewhere.......

802, Wae consider that some maximuam limit
must be placed on the amount of individual loans
advanced and on the value of plant supplied
tnder this system, hut it would be for the Liocal
Government to determine the figure to which the
powers of the Director of Industries should extend.
We are further of opinion that advances of this
kind, whethaer in cash or by way of hire-purchase,
should be made under-a special Act providing suit-
able means for the recovery of ontstandings.
In the absence of such provision, the
difficulty of recovery will tend unduly to res«
trict the giving of advances. The Land Improve-
ment Lioans ‘Act and the Agriculturists’ Loans
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Act do not cover the granting of loans for pur-
poses unconnected with agriculture, nor do they
permit of the loan taking the form of plant made
over to the recipient on & hire-purchase system.

For these reasons, we think that fresh legislation
would be required.



INDIAN RAILWAYS.

The existing system of railway manage-
ment in Indis may be described as a compo-
gite system, under which some railways
belong to the State and are worked by the
Btate ; others, which are owned by the State
are worked by companies ; while still others
are owned as well as operated by companies.
The question whether the existing composite
system is the best, or whether there would
be edvantage in transferring all railways to
State management has been much discussed
in India. The question may, in a sense, be
said to be a practical one, for the contracts
of two of our important railways, the East
Indian and the Great Indian Peninsula
railways are terminable in the near future,
1924 and 1925 respectively, and a decision
about their future management is immedi-
ately required. The general question
of the future management of our rail-
ways was considered by the Railway
Committee appointed by the Secretary of
State in November 1920, buf, unfortunately,
.the report of the Committee on this question
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is not unanimous. The difference of opinion
among experts on such an important subject
is much to be regretted, but one of its
results, which no student of economics will
regret, has been that the case both for and:
against Government management has been
fully stated and discussed from every point
of view. .

The terms of reference instructed the
Committee “To consider as regards
railways owned by the State, the relative
advantages, financial and administrative,
in the special circumstances of India, of
the following methods of management : —

(a) Direct State management ;

(b) Management through a Company
domiciled in England and with a Board
gitting in London;

(¢) Management through a Company
domiciled in India and with a Board sitting
in India;

(d) Management through & combination
of (b) and (c), '

And advise as to the policy to be adopted
when the existing contracts with the several
Railway Companies can be determined.”

The Committee unanimously rejected
management either by English companies or
by combinations of English and Indian com-=
panies. As regards the alternative between
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‘management by Indian companies and
management directly by the BState, the
President and four members of the Com-
‘mittee, including two Indian members, the
Hon'ble Mr. Sastri and Mr., Purshotamdas
Theakurdas, recommended State management.
The other five members, including Sir R. N.
Mockerjea and Sir Henry Burt (some time
President of the Indian Railway Board),
recommended company management.

THE CASE FoR STATE MANAGEMENT.

The advocates of State management
condemn the existing system as essentially
unworkable. “ Our experience and investi-
gations in India,” they say, “bave led us to
the quite definite conclusion that the system
has never worked satisfactorily, and cannot
‘be made to do so.” The reason is that
power and responsibility under the present
system are divided between the Government
and the company, On the Board of each
company there is & Director nominated by
Government who has power to vetn any
decision of his colleagues. The Government
control is enforceable in other ways also.
The company hag no control over its own
revenue receipts or over its expenditure. Tt
appoints its staff, but it cannot create & new
appointment carrying a salary of more than
Rs. 260 & month without the sanction of
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Government. “Insa word, the Company
does not, and cannot msnage the under-
taking ; it cannot, without the permission of
Government, break new ground in any
direction. Neither does the Government
manage ; it only controls and restraints.”

Government control, further, is of &
negative character. Government can give
orders only in cases where public safety is
involved. If it is & question of adopting new
operating methods, or of improvements in
plant and equipment, or of a modification
of freight rates to encourage new traffic,
Government can merely propose and
suggest.

The advocates of State management
contend that the substitution of Indian for
English companies would not improve
matters. Government would have a pre-
dominant interest in the new companies, and
itwill eppoint one-half of the Directors.
Responsibility would be divided as at present.
The old system would continue only under a
new name. ° And that system, in our opi-
nion, is essentially bad.”

An incidental advantage of 8State
management would be the absorption of the
QOudh and Rohilkhund by the East Indian
Railwey, which would enable both lines to be
worked as a single system.
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CoMPANY MANAGEMENT.,

The five members of the Committee whe
favour company management recognise thai
for many years to come the present dual
system of management must continue tc
exist. For strategical reasons company
management cannot be advocated for the
North Western Railway ; while in the case
of the Bengal Nagpur Railway, the contract
is not terminable before 1850. But they
propose & scheme for creating Indian domi-
ciled companies to manage the Kast Indian
and, possibly, the Great Indian Peninsular
railways—the cases of other railways to be
congidered on their merits when the con-
tracts become terminable. They urge that
railways are primarily commercial under-
takings, and therefore they should be manag-
ed on a commercial basis so as to secure
-economy.and efficiency, that is to say, by a
company With & Board of Directors. Under
State management there are (1) constant
transfers of senior officials resulting in lack
of continuity of policy, (2) the tendency to
give promotion on the grounds of seniority
alone, which does not encourage merit,
(8) disregard of public opinion, and (4) lack of
‘initiative. These conclusions are supported
by facts showing. the existing condition of
certain State mansged railways in foreign
countries. It is also contended that com-
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parisons in economy and efficiency invariably
prove advantageous to company management.

The advocates of company management
emphasize the fact that in the past Govern-

_ment have not been able to find sufficient
funds for railway construction, and they see
no reason for thinking that Government in_
future will be able to provide the large sums
needed for railway purposes. They object, on
political grounds, to the State being the
employer of a vast labour force, which must
be the case under State management of rail-
ways.

For the scheme under which Indian domi-
ciled companies will be created to manage
the East Indian and possibly the Great
Indian ,Pem’nsula.r Railway, the following
advantages are claimed : —

(1) Money will be readily sattracted
frorn the Indian investing public.

(2) The appointment of Indians to
higher administrative posts and the promo-
tion of specially meritorious Indians from
subordinate to higher grades will be better
secured under this scheme than on State
managed railways. ~

Publie opinion could not be. disregarded
under the Reformed constitution. Any com-
plaints about unduly favourable treatment
of foreign trade in competition with internal
trade could be referred to the Tribunal whick
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the Committee have unanimously recom
mended should be set up. ,

To the charge that the existing guarsn
teed company system has not worked satis
factorily, the reply of the five members i
that if the system has not been a complete
success it is due to the financial difficulties
which have bampered its working; that the
system of company-management devised and
adopted in the latter part of the last century
was an eminently suitable one and profitable
to the Government ; that the English domi-
ciled companies rendered valuable services
to Indis in undertaking railway construction
at & time when capital in India was not
available for the purpose; and that the
defects of the system are capable of elimina-
tion—they are not inherent, in the system.

CONCLUSION.

The foregoing discussion shows. that the
problem of railwey management is not
simple. Neither system is free from serious
defects. The advocates of company manage-
ment have tried to prove that in point of
efficiency State management is infericr to
company mansgement, but the evidence
oollected by the Committee shows that the
charge of overcrowding and inability to cope
with the traffic applies to all railways, whether
compenymanaged or State managed. Company
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management and State management im India
are both equally efficient or inefficient. The
reference to foreign countries proves verylittle-
— it furnishes very little ground for thinking
that company management under Indian:
conditions of divided responsibility will be &
puccess. Again, very few people in India
will believe that company management will
better secure the appointment and promotion:
of Indians in railway adminigtration. Facts
show that the percentage of Indians employ-
ed in the higher services on, most of the
company managed railways is so small as to
be negligible. As regards railway finance, it
is true that Government in the past have
somewhat neglected the railways, but the
separation of the railway budget from the.
general budget of the Government of India,
which is proposed by the Committce, will
make more funds available for railway pur-
poses. The president and four members:
have also recommended that more money
should be raised even at to-day's prices;:
that the whole of the capital for the future.
development of Indian railways should be.
raised directly by the State by means of
sterling loans in England and rupee loans,
which might be earmarked for railwsy pur~
poses, in India ; that funds should be raised:
in periods of easy money in excess of imme~
diate requirements, so that it may not be
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necessary to borrow much when money i
difficult to obtain, and that the masses o
India should be encouraged to subscribe t¢
Government loans— all very sound proposals
Lastly, Indian public opinion is decidedly ix
favour of State management. On the whole
it may be concluded that while both systems
have their faults and limitations, the balance
of advantage lies on the side of direct
management of railways by the State.

NEED FOR THE SEPARATION OF THE
RATLWAY BUDGET FROM THE
GENERAL BUDGET.

The separation of the railway badget
from the general budget has been wunani-
mously recommended by the Railway Com-
mittee. “We do not think ", they seay,
“ that the Indian railways can be modernised,
improved and enlarged so a8 to give to India
the service of which it is in crying need at
the moment, nor tbat the railways can
yield to the Indian public the financia’
return which they are entitled to expect
from so valuable a property, until the whole
financial methods are radically reformed.
And the essence of this reform is contained
in two things :— (1) the complete separation
of the railway budget from the general
budget of the country, and its reconstruction
in a form which frees a great commercial
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business from the trammels of a system
which assumes that the concern goes out of
business on each 318t March and recommences
denovo on the lst of Aprilj and (2) the
emancipation of the railway management
from the control of the Finance Depars-
ment.” o :

Under the existing system the 'net
receipts from the State railways (worked by
State and by Companies) form part of the -
general revenues of the country, out of which
sllotments, varying from year to year, are
made for capital expenditure. The Mackay
Committee of 1907 emphasized the need for
adopting & steady annual rate of capital
expenditure which could be maintained even
in times of difficulty, and they suggested
Rs. 18'75 crores as & standard. But the .
flgures given below show that actual capital
expenditure has generally been much below
the standard recommended by the Mackay
Committee :— -

Capital Programme
Crores of Rupees.

1908-09 y . 15,00
1909-10 . 1500
1910-11 16,30
1911-12 .. 1495
1912-13 w 13,60
1913-14 ... 18,00

1914-15 . we 18,00
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Capital Pr’ogmmme

‘ «  Crores of Rupe:s,
1915-16 - 12,00
1916-17 o 4,50

1917-18 - 8,40
1918-19 v 6,30
1919-20 .. 26,55
1920-21 we 21,98
1921-22 - 17,82

' The stoppage of railway developmert
doring the war was inevitable, but even in
pre-war years the allotments were below the
rmodest standard recommended by the
‘Macksy Committee. The consequences to
the railways of this policy have been serious.
“There are scores of bridges with girders
unfit to carry {rain-loads up to modern
requirements j there are many miles of rails,
‘bupdreds of engines, and thousands of
-waggons whose rightful date for renewal is
-long overpast.”
The Committee unanimously recom-
‘mended that the whole of railway receipts,
after paying the working expenses and
interest on capital borrowed by the State for
railway purposes, should be at the disposal
-of the railways, to be devoted to new capital
requirements (whether directly or as secarity
for new debt incurred) or to reserves, or to
be utilised in the form either of reduotion of
rates'ot improvement of service.
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OTHER RECOMMERDATIONS,

The principal unanimous recommend-
ations of the Committee regarding railway
administration are given below :—

“ We propose great changes in the constitu-

tion, status and functions of the Railway
Board. We recommend that at the head of the
Railway Department there shall be a Member of
Council in constant touch with railway affairs;
and we suggest that with this object there shall
be created a new Department 0f Communications
responsible for railways, ports and inland naviga.
tion, road fransport (so fer as fhe Central
Government deals with this eubject) and posts and
telegraphs. We think that the Member in charge
of Communications must be an experienced
administrator and able to represent his Depart-
ment both in the Legislature and with the public.
We do not think he nsed be -expected to be &
technical expert.
' ‘We recommend that, on the one hand, the
reconstituted Railway Department should delegate
considerably increased power of day to day
management to the local raillway administrations,
and, on the other hand, should be relieved from
control by the India Offico and by the Gov-
ernment of India, except on large questions of
finance and general policy.

‘We recommend, that, subject to independent
audit by the Government of India, the Railway
Depariment should employ its own saccounting
staff, and be responsible for its own accounts. We
think that the present accounts and -statictics
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should be thoroughly overhauled and remodelled
with the assistance of sxperts familiar with recent
practice in other countries.

We rocommend that the iitle of Railway
Board be replaced by the title Railway Com-
mission ; and that under the Member of Council
for Communications there shall be a technical
staff consisting on the railway side of a Chief
Commissioner, and four Commissioners; that of
ghe four, one should be in charge of finance and
the organisalion and staff of the office, and that the
ghres other Commissioners should be in charge of
ghree rospective geographical divisions, western,
eastern and southern. The Divisional Commis-
gioners, while normally engaged at headquarters,
ghould devote a substantial portion of their time
$0 personal vigits to their divisiona. )

With the object of giving to the Indian
‘public an adequate voice in the management
. of railways, the Committee recommended the

establishment of Central and Local Railway

“Advisory Councils representative of various
interests. It also recommended the forma-
‘tion of a Rates Tribunal with jurisdiction over
“all questions of reasonableness of rates and
-of facilities. The Committee proposed a
“ repsonable ’ general increase in rates and
‘iares.
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RAILWAY SmATISTICS.

Main resulls of the working of all Indian
ratlways treated as one sysiem..
1819.20
Mileage open at the close of the year 36,735
Total capital outlay in lakhs of '

rupees .. 56,637
Gross ea.rnmgs in lakhs of rupees ... 89,15
Total working expenses in lakhs of

rupees 50,65
Percentage of working expenses

groas earnings. Per cent. 56'81.
Net earnings in lakbs of rupees ... 88,49
Pecentage of net earnings to :

total capital outlay. Per cent ... 6°80
Unit-mileage of passengers (in

crores) Unit-miles ... . 2,061
Freight* ton-mileage of goods (m

crores). Ton-miles ... . 2,040
Averege miles a ton of goods was

carried. Miles - . 23233
"Average rate charged for cerrying.

a ton of goods one mile, Pies ... 4'43

Average miles a passenger was carrud.
1st Class .., .4 139718
2nd Class ... 8563
Intermediate Class 7585
8rd Class ... . 40:78
Beason and Vendor’s tickets 9°18
Total . §9-64
Average rate chargsd per passenger per mile.
1st Class ... o  16°04

2nd Class ... 7*59
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Intermediate Class 4-21
8rd Class ... 2 -4
-Beason and Vendor’s t:cketa 154
Tofal 309
Passenger trafic.
1818-20,

1st Class No. in hundreds 11,082

» Barnings in 1,000 Rs, 128,80
2nd Class. No. in Iundreds 64,391

» Barnings in 1,000 Rs.’ 217,94
Inter. Class. No. in hundreds ... 102,006

»+ Earnings in 1,000 Rs. 169,68
8rd Clags. No. in hundreds ... 465,03,058

» Earnings in 1,000 Ras. e 2,76,894
Season and Vendor’s tickeis. No.

of trips in hundreds ... . 419,737
Earnings in 1,000 Rs. 3,096
Tetal No. in hundreds ... ... 5,200,274
Earnings in 1,000 Rs. ... 33,16,29
Other coaching traffic earnings in

1,000 Rs. ... e 5,97,87
Total coachmg traffic earnmgs in

1,000 Rs. ... .. 89,06,98
Total goods traffic: Tons, in thou-

sands . 87,630
Earnings in 1 000 Bs. ... . 4,711,60
Total gross earnings including other

evarnings in 1,000 Rs. ... 89,15,33

Mileags open on the 31st Marh 1920.
Miles.
1. State lines worked by the State ... 7,33898
2. State lines worked by companies .,. 19,019°42
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8. Branch linecompanies’ railways
under guarantee terms.
(8) Worked by the branch line.
company 16826
(b) Worked by the ma.m Yine ... 91-16
4. Brauch line companies’ railways
under rebate terms.
(a) Worked by the Branch line
company 8586
(b) Worked by the maln line ... 1,68785
5. Branch line companies’ railway
under guranfee and rebate

terms ... e 100768

6. Companies’ lines subsidized by’
the Government of India e 2,169°28

7. Compsnies’ lines subsidized by
~ Local Governments 137-02
8. Unassisted companies’ lines 11031
9. District Board lines ... . 287708
10. Companies’ lines subsidized by '
- District Boards 80752

11. Indian State lines worked by
Indian States e 2,595°42

12. Indian State lines worked by
the main line .. 1,822°58

13. Companies® lines guarantaed by
Indian States . 759°9¢

14. Linesinforeign terntmy worked
by British Indian railway com- *
panies ... 7360

Grand Total, all railways ... 86,73496
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LY.

Eztract from the “ Adminisiration Report on the
Railways in India > for the year 1914.15.

TRE BELATION OF THE GOVERNMENT TO THR
RAILWAYS IN INDIA.

One of the special features of the Indian
Diversity of relations Railways is the diversity of
batween the State and conditions that prevailsin the
Railways. relation of the State to fhe
various lines in respect of ownership and control.
Of the important lines situated in British India,
or in which the Government of India is interested,
three (the North Western, Eastern Bengal, and
Qudh and Rohilkhard Railways) are owned and
worked by the State; eight (the East Indian,
Great Indian Peninsula, Bombay, Baroda and
Central India, Madras and Southern Marhatta,
Assam-Bengsl, Bengal-Nagpur, South Indian, and
Burms) are owned by the State but worked on
its behalf by Companies enjoyirg a gusrantee
of interest from the Government ; three important
lines (the Bengal and North-Western. Robilkhund.
and Kumaon, and Southern Punjab), and many of
less importance, are the property of private com-
panies, sgme being worked by the owning Com-
panies and some by the State or by the Companies
that work State-owned systems; several minor
lines are the property of District Boards or
enjoy a gnarantee of interest granted by such
Boards.
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The diversity of conditions is in certain res-
pects less important than might at first appear
for the fellowing reasons :—-

The Government of India exercises under
the Indian Railways Act, 1890, in respect of all
railways in British India (and also by virtue of
srrangements with Native States, in respect of
the chief railways passing through such Btates),
cerfain general powers. Thus, a railway may not be
opened until &8 Government Inspector Las certified
that it kas been constructed so as to comply with
requirements laid down by the Government and
can be used for the public carriage of passengers
without danger to them. The Governmeni of
India can also, in the interest of the safety of
passengers, require & railway, to be closed, or the
use of particular rolling stock to be discontinued,
or may prescribe conditions for the use of the
railway or the rolling stock. They can appoint a
Railway Commission to investigate complaints on
certain matters such as the witholding of reason-
able traffic facilifies or the grant of undue
preference,

In addition the Government of India (or .in
some cases Liocal Governments) exercise under:
the provisions of contracts detailed control over
the management of all railways in British India,
greatly exceeding that which is secured by #the
Indian Railways Act. They also have a certain
financial interest in all Companies in British
India, and & preponderating interest in most of
hose which are of the first importance.
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The main causes which have led to the present
History of relations diversity of conditions in
of the Government and regard to the agency by which
Companies. railways are managed, and
the relations of the Government with the various
<lasses of Companies now in existence, are sum-
marised in the following paragraphs:—

The firat propossls for the construction of
of railways in India were submitted in 1844
to the Xast India Company in England by
Mr. R. M. Stephenson: afterwards Chief En-
gineer of the East Indian Railway, and others ;
and included the construction of lines by railway
companies to be incorporated for the purpose and
the guarantee by the East India Company of a
specified return. A contract for the construction
. by the East Indian Railway Company of an ex-
perimental line of 100 miles from Calcuita
towards Mirzapore or Rajmehal at an estimated
cost of 1,000,000 I. was made in 1849, and a
return of § per cent was guaranteed by the East
India Company on the capital; and a similar
contract was made in the same year with the
great Indian Peninsula Railway Company for a
line from Bombay to Kalyan at an estimated cost
of 500,000 {. But the policy of entrusfing gene-
rally the construction of Indian Railways to
Guaranteed Companies was not adopted until
1854 on the recommendation of Liord Dalhousie,
who, in a minute dated 920th April 1858,
explained his reasons for preferring the Agency
of Companies, under the supervision and contro}
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of the Government, to the construction of lines
on behalf of the Government by its own officers.
He held that Hngineer officers should make
railways as well and possibly as cheaply and as
expiditiously as companies; but that the with-
drawal from other duties of the large number of
Enginear officers required would be detrimental
to the public interest, that the conduct of com.
mercial undertakings did not fall within the
proper functions of any Government and least of
all within the functions of the Government of
Indis, since the dependence of the population on
the Government was in India, one of the greatest
drawbacks to the advance of the country, and
that the country would therefore benefit by the
introduction of English energy and English capital
for railway purposes, with the possibility that
such energy and capital would in due course be
encouraged to assist in the development of Indis
in other directions. .
The policy supported by Liord Dalhousie was
adopted, and between 1854
Old Guaranteed Rsil- and 1860 contracts for thé
waya. construction of railways in
India were made by the East India Company or
{after 1858) by the Secretary of State for India
with the East Indian, Great. Indian Poninsula,
Madras, Bombay, Barods =and Ceniral India
Bcinde (afterwards the 8eoinde, Pumjab . and
Delhi), Eastern Bengal, Great Southern of
India (after wards the South Indian) and
Calcutta and BSouth Eastern Railway Com.
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panies. Under these contracts the Railway Com-
panies undertook to construct and manage
specified lines, while the East India Company {(or
the Secretary of State for India) agreed to provide
land and guaranteed interest on the capital, the
rate fixed being in various cases 5, 43, and 4} per
cent. asccording to the market rates prevailing
when the various contracts were made. Half of
any surplus profits earmed was to be used towards
repayment tofthe Government of any sums by which
it bad been called upon to supplement the net
earnings of any previous period in order to make
good the guarantee of interest ; and the remainder
was to belong to the share-holders. In practically
all matters of imporfance, except the choice of
staff, the Companies were placed by the contracts
under $he supervision and control of the Govern-
ment, which had power to decide on the standard
and details of construction ; the rolling-stock to be
provided ; the number, time, and speed of trains;
tho rates and fares to be charged ; the expenditure
to be incurred; the standard of maintenance;
and the form of accounts. The railways were to
be held by the companies on leases ferminating at
the end of 99 years, and on such termination the
fair value of their rolling-stock, plant, and machi.
nery was to be paid to them. But provision was
also made to enable the Government to purchase
the lines after 25 or 50 years, on terms calculated
to be the equivalent of the Companies’ interest
therein, and also to enable the Companies to sur-
render their lines to the Government and io
receive in return their capital at par.
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An attempt to secure the construction of rail-
Early attempts to Ways in India on terms more :
seoure fundsfor Railway favourable to the Government
Construction without & than those of the contracts
guarantes; with the original guaranteed
companies was first made in 1862, when a subsidy,
but not a guarantee, was granted to the Indian
Branch Railway Company, Similar assistance was
granted later to the Indian Tramway Company
which made & short line in Madras. In 1864, the
terms granted to the two Companies mentioned
were taken as & standard for gemeral adoption
with & view to the encouragement -of similar
companies. The chief provisions wsre that the
Government, besides .giving the necessary land
free of cost, would grant an annual subsidy for
20 years af a rate not exceeding 100 I per mile
of line, with an addition in respect of large
bridges costing more than 10,000 !, These terms
failed to attract capital, and the two unguranteed
Companies which had bhegun work found them-
selves efter a few years unable to proceed without
further assisfgnce from the Government. Con-
sequently, in 1867 a contract was enterel into
with the Indian Branch Railway Company (which
. soon after changed its name to the *Oudh end
Rohilkhand Railway Company ) by which the
Company was guaranteed interest at 6 per cent.
per annum on the cost of certain lines to be
- carried out by it, on conditions similar to those
laid down in the contracts of the period 1854—
1860. Similarly the Indian Tramway Company,
after having been given in 1868 a guarantee of
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An sttempt to secure the construciion of rail-

' Early sttempta to W8ys in India on terms more ’

sécave fundsfor Kailway favourable to the Government
Oonstrustion witbout & gthan those of the contraots
guaraes. with the original guaranteed
compsanies was first made in 1862, when a subsidy,
but not a guarantes, was granted to the Indian
Branch Railway Company, SBimilar aszistance was
granied later to the Indian Tramway Company
which made a short line in Madras. In 1851, the
terms granted to the two Companies mentioned
were taken as a astandard for general adoption
with a view fo the encouragement of similar
companies. The chief provisions were that the
Government, besides giving the negessary land
free of cost, would grant an annusl subsidy for
20 years at a rate not exceeding 100 I, per mile
of line, with an addition in respect of large
bridges costing more than 10,000 I. These terms
{ailed to attract capital, and the two unguranteed
Companies which had begun work found them-
selves after & few yoars unable to proceed without
further assis{ppce from the Government. Con-
sequently, in 1867 a coniract was entereldl into
with the Indian Branch Railway Company (which
soon after changed its mame to the *“Oudh and
Rohilkhand Railway Company ") by which the
Company was guaranteed interest at 5 per cent.
per annum on- the cost of certain lines to be
- carried out by it, on conditions similar to those
laid down in the contracts of the period 1854——
1860. Similarly the Indian Tramway Company,
‘aftor having been given in 1868 o guarantee of

-
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three per cent per annum, went into liquidationin
1870, and became absorbed in a new Company
called the Carnafic Railway Company to form tge
Bouth Indian Railway Company with which the
Secretary of Btate entered into a contract guaran-
teeing interest on its capital at 5 per cent per
annum. In 1869, Sir John Lawrence summed up
the result of the experiment of the construction of
railways by guaranteed Companies as follows :—
“The Government of India bas for several years
been striving to induce capitalists to undertake
the comstruction of railways in India at their
own risk, and om their responsibility with a
minimum of Government interference but the
attempt bas entirely failed, and it has become
obvious that no capital can be obtained for such
undertakings otherwise than under a guarantee
of interest fully equal to that which Government
would have to pay if it borrowed directly on its
own accouns.”

The attempt to encolirage unguaranteed Com-
panies haviog thus been unsuccessful, it became
necessary to decide whether the 81d practice of
relying on guaranteed companies of the type
that had provided capital for, and had constructeds
the first railways in India, should be continued-
'The Government of India expressed their objecr
tions to this course. They doubted whether theid
power of control over such Companies secure.
the greatest possible economy -in construction
They also disliked the arrangements under which
they guaranteed the intorest on the oapital
of Companies, and” thus became responsible for
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loss on working while having only a comparatively
remote prospect of profiting by the result of
successful working. Two important changes were.
consequently made in the practice that had been
followed since the beginning of railway construe-
tion in India:— :
1. Arrangements were made with some of
the most important of the guaranteed Companies
that, in lieu of the provision that half of any
surplus profits was to be applied in repayment of
sums advanced by the Government under fhe
guarantee of interest, half of the surplus profits
for each half year should be the property of the
Government. In consideration of this modifica-
tion, the Government relinquished, in the case of
three Companies, the Great Indian Peninsula,
f$he Bombay, Baroda, and Central India, and the
Madras, its right to purchase the lines ab tne
end of the first 25 years from the dates of the
respective cortracts.

"~ 2. 1t was decided by the Secretary of State
that the time had arrived when in both raising
and expending such additional capital as might be.
required for new lines in India, the Government
should secure to itself the full benefit of its own
credit and of the rheaper methods, which if was
expected that it would be able to use. Accordingly
for several years after 1869 the chief capital
expenditure on railways was incurred direcs by
the State, and no fresh contracts with guaranteed
Companics were made except for small extensions.
Among the lines constructed or begun by State
agency and State capital between 1869 and 1580
were the Indus Valley, Punjab Northern,
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Rajputana, Malwa, Northern Bengal, Rangoon
and Irrawaddy Valiey, and Tirhout.

By the end of 18794, e, in about 25 years
from the infroduotion of rail-
ways in Indis, 6,198 miles of
railway bad heerr constructed
by Companies, which had expended approximately
97,872.900 L. (These figures include the Caleutta
and South Eastern and Nalhati Railways, which
are congtructed by Companies but were purchased
by the Government in 1868 and 1872, respective-
ly). By the same date 2,175 miles of railway
had been constructed by the Government zt a
cosb of 23,795,226 1

In 1880, the necessity for great and rapid

extension of the railway

Introduction of modi- gystem was urged by the
fied guaranta: term3. Paming Commissioners, ap-
pointed after the great famine of 1876, who
estimated that at least 5,000 miles were sitill
necessary for the protection of the country from
famine. It wag held by the Govornment of tha time
that a limit was nacessary on the capital borrowed
‘annually ; and it was clear that the limit fixed
was not high enough to allow of such progress
in railway construction as was desirable. With
‘reference o this difficuliy the Famine Commis-
gionera remarked  that there would be manifest
adventages in giving free scope to extension of
railways by private enterprise if it were possible; -
and, though the original form of guarantee has
been condemned, it may not be impossible to find
gome substitube which ghall be free from ifs
defects, and may secure the investment of capital

Progress in the eon-
struction of Railways,

[
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in these wundertakings without involving- the
Government in financial or other lisbilities of an
objectionable nature.” :

Action in the direction suggested by the com-
mission was taken by the formation of thres Com-
panies without a guarantee (the Bengal Central in
1881 and Bengal and North-Western and the Rebhil-
khund and Kumaon in 1862) and three new guaran-
teed Companies {the Southern Mahratta in 1882,
the Indian Midland in 1485, and the Bengal-Nagpur
in 1887.) The Bengal and North-Western and
the Rohilkhurd end Kumaon Railway Companies
are referred to more fully in a later paragraph;
‘The Bengal Central Railway Company’s operations
were not su:cessful ab the outset and a revised
contract was entered into with the Company,
with effoct from the 1st July i885, under which
the Becrstary of State guaranteed interest a
34 per cent. on the Company's capital, the
balance of net earnings remaining after payment
of interest on advances by the Secretary of State
and debenture capital (but not on the shars capital)-
being divided between the Secretary of State and
the Company in the proportion of three-quarters
to the former and one-quarter to the latter. The
new contract gavs the Secretary of State the
right to take possession of the line on the 30th
June 1905, or subsequaintly &t intervals of 10
years, repaying the Company’s capital at par.
The rate of interest guarantesd to the Southern
Mahratia Railway Company was also 3% per
cent., in this case the balance of net earnings
remaining after payment of interest on advances
by the Secretary of State (but not on share or
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debenfure capital) was divisible in the same way
as in the case of the Bengal Central Railway
Company. The guarantee to the Indian Midland :
snd Bengal-Nagpur Railway Companies was 4 per’
cent. and the Secretary of Btate waas entitled
‘to three-quarters of the surplus profits in excess
of all interest charges. The lines constructed by
the three Companies last mentioned were declared
to be the property of the Sucretary of Siate, who
bad the right to determine the contracts at the
end of approximately 25 years after their
respestive dates, or subsequent intervals of
10 years, on repaying at par the capital provided
by the Companies.

The Assam-Bengal Railway Company was
formed on similar lines in 1892, except that any
surplus profits were to be divided bebtween the
Secretary of State and the Company in proportion
to the capital provided by each. Tke rate of
guarantee in this case was 34 per cent. for the
first six years and thereafter 3 per cent. The
Burma Railways Company was formed in 1391
to manage and develop the line in that province
that had been constructed by the State. Interess
at 2} per cent. was guaranteed on the share
capital raised by the Company, and the surplus
profits were originally divisible in the proportion
of four-fifths to the Secretary of State and one-
fifth to the Company, but since 1908 the
division has been proporiional to tha capital
invested by each in the undertaking. The contract
with the Burma Company is terminabla by the
Secrotary of State im 1925 and on subsequent



INDIAKX RAILWAYS . 355

occasions on repayment of the Company's capitak
af par. . )
The terma of the guarantee giver to the
Companies formed since 1880 have thus been
much more favourable to the Government than
in the case-of the Companies formed before 1869.
Ip dealing with the guaranteed Companies
. formed before 1869 and with
tr:':tmif":l:mld*’f cr:nn: those formed in 1881 and
tend Companies. subsequently, it has been the
practice (except in the .cases:
mentioned sbove, when the purchase of some of
the old guaranteed lines was postponed in order
to secure to the Government a share in surplus
profits to use in some way or other at the
earliest possible date the right reserved by the
Government of terminating the contractas of the
various Companies. The method of making use
of this right bas differed in different cases. The
Eastern Bengal, Oudh and Rohilkhand, and
Scinde, Punjab and Delhi lines were purchased
and transferred to State management, the last
named now forming part of the North Western
Railway.  Similarly, the Bengal Central line
was purchased and made part of the Eastern
Bengal Railway. The Madras and the Indian
Midland lines were acquired but left, after
acquigition, under the management of Companies
working other lines with which it was advantageous
to amalgamate them. In all other cases (East
Indian, South Indian, Great Indian Peninsula,
Bombay, Baroda and Central India, Southern
Mahratta and Bengal-Nagpur), the course adopted
has been to arrange for the continuance of
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mansagement by the original Company (or by a
new Company closely related to the old- ome),
but to secure more faveurable financial eonditions
for the State by one of more of the following
methods, viz. *—reduction of the amount of
capital retained by the Companies in the under-
takings, reduction of the rate of interest guaran-
teed by the State on such capital, and modifi-
cation in favour of the Government of the
alauses relating to the division of surplus
profita. .

The relations between the Government and
Arvangements between She guaranteed Companies
the- Governmest snd now working railwaye may
Companies at present,  hg guymmarised as follows :—

The lines that they work are the property
of the State:

‘The greater part of the capital is the property
of the Government, either through having
heen originally supplied by it or through the
acquisition by the Government of the greater
part of the Companies’ interests on the termina-
$ion of old contracts. ’

When funds are required for further capital
expenditure, the Governmens has the option
either of providing them or of calling on the
Company to provide them. The-Company receives
guaranteed interest at a fixed rate on its capital;
and similar payments out of the earnings are
made to the Government. If, after these have
been made, surplus profits remain, they are
divided between the Government and the Com-
peny in $he various proportions ‘provided for by
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the contracts. The Company’s share is in all
cases only a small fraction of the Government’s
gshare.

. All the contracts, except one, which is for
s fixed torm of 25 years, are terminable at the
option of the Becretary of State, at specified
dates; and on termination the Company’s capital
is payable at par (except in the case of the Hast
Indian Railway Company, which is for special
reasons to receive a terminable annuity instead
of a cash payment).

The administrative control exercised by the
Government over the Companies is as follows :—

The Company is bound to keep the line in
good rvepair, in good working condition,
and fully supplied with rolling-stock,
plant, and machinery; to keep the
rolling stock in good repair and in good
working condition; and o maintain
a sufficient staff for the purposes of the
line; all to the satisfaction of the
Becretary of State.

The Secretary of State may require the
Company to carry out any alteratiom
or improvement in the line, or in the
working, that he may think necessary
for the safety of the public or for the
effectual working of the lire.

The Bacretary of State may require the
Company to enter into agreements, om
raasonable termg and conditions, with
the administration of adjoining railways
for the exercise. of running powers, for
the supply to one another of surplus
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rolling-stock, for the interchange of
traffic and rolling-stock and.the setile-;
ment of through rates, and for additions!
and alterations to, or the redistributicn.
of existing accommodation in junctions
or other stations in view to their con-
venient mutual use,

The train services to besuch as the Secretary
of SBtate may require. In order to secure a
general control over the rates quoted by Com-
panies the Secretary of State has retained power
%o, pettle the classification of goods and to
authorise maximum and mmxmum rates within
which the companies shsall be entitled to charge
the public for the conveyance of passengers and
‘goods of each class.

The Company has to keep such accounta as
the Secretary of State may require, and these
are subject o audit by the Secretary of State.

In all other matters relating to the line, the
Company is made subject to the supervision and
- control of the Secretary of State, who may appoiné
puch persons as he may think proper for the
purpose of inspecting the line, auditing the
acoounts, or otherwise exercising the power of
supervision and control reserved to him. In
particular the Secretary of State has the right
to appoint & Government Director to the Board
of the Company, with a power of veto om all
proceedings of the Board. All the monies
received by the Company in respect of the
undertaking, whether on ocapital or revenue
account, have to be paid. over to the Seoretary
of State.
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LVI

Eztract from the Report of the Mackay Commitice
on’'Indian Railway Finance and Adminisira-
tion, 1908.

What additional amounts may properly and.
advantageously be raised for railway construction
and equipment?

13. In our opinion the prudent policy for
the Government to adopt is to fix periodically a
standard of annual expenditure. For this purpose
two questions bave to be considered :—

(1) What is the average of the annual expendi-
ture that can be advantageously and profitably
incurred ?

(2) What is the average annual supply of
capital that the Government can count on being.
able to procure ?

14. On the first question there is consider-
able diversity of opinion. Wae consider it safe to
assume tbat, for agood many years fo come, the
smount that might with advantage be spent on’
railways in India will exceed the funds which will,
on the average, be available, so that the effective
limit of the amouut to be spent in any year will
be the amount that can be provided.



360 INDIAN BAILWAYS

15. Inanyatiempt to form an estimate, the
most important factor is the amount which it may
be assumed that the Becretary of State for India
cay borrow annually in London.

On this point we have had the advantage of
hearing the opinions of Lord Rothschild, Lord
8waythling, and Mr. H. A. Daniell. Lord Roths-
child in reply to the question—* Then, in regard
to the amount of money the Becretary of State
can raise in any one year in Liondom, you are in-
clined to think that an average of 8 or 10 millions
would be about the fizure 7, remarked, “ I think
he might get it, especially if it were distinctly
stated that it was for railway purposes.” Liord
Swaythling considers that, in normal conditions,
the Bécretary of State would be able to raise
10,000,000 &. annually in Liondon for expenditure
on productive public works. His Lordship
remarked that borrowing for Imndian railways,
which are highly remunerative works, would be
quite favourably received, as if is altogether differ.
ent from borrowing, as many ecountries do, for
such purposes as the construction of vessels of
war and armaments. Mr. Daniell’s estimate was
lower thon those of Y.ord Rothsohild and Liord
Bwaythling.

‘A-careful consideration of the evidence leads
us to the conclusion that it would not be imprue-
dernit for the Becretary of State to contemplits
raising in London, ik notmal years, as much as
9,000,000 L.
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16. The amount that in normal years may
be expected to ba provided in India for' capital
purposes may be estimated ag follows :— ,

. Lakhs,
Rovenuse surplus- ... 100
Annual  appropriation

from Revenue for re-

duction or avoidance of

debt e 5
Savings bank deposits ... 100
Rupes loan .. 325
Moiety of profits of coin-

age ... 150

“ 750=>5,000,000 1.

17. The total smount that can be provided
in England and India by or on the credit of the
Becretary of State for capifal purposes may thus
be estimated for the present at 14,000,000 %L a
year. DBut a portion of this sum will not be avail-
able for outlay on railways. Provision must be
made for expenditure on irrigation works, which
may be estimated at 1,000,000 I a yesar, and
other oxpenditure may have to be met from
borrowed money ; moreover, the money market
msay nct always be favourable. We think it desir- .
dble to recommend an annual rate of expenditure
on railways which there is & reasonable hope of
msintaining, even in difficult times, and we accord-
ingly advise that the Government of Indis bs
authorised to prepare their annual railway pro-
gramme on the basia of a capital expenditure of
12,600,000 i,



862 INDIAN RAILWAYS

LVIL

Extract from the Report of the Railway
Committee, 1920-21.

FINANGE AND FINANQIAL CONTROL.

28. The defects mentioned in the last
chapter are due primarily to
the failure of Government to
provide the railways with
adequate funds for capital expenditure on develop-
ment and extensions, and even for the essential
operations of renewal and repairs, They are the
inevitable results of a paralysing system which
has not been adapted and developed 10 meet the
requirements of what is essentially a commercial
enterprise of the first magnitude.

Demand for financial
ﬂf(ﬂ' .

_ 29. Asfo the necessity for great financial
reforms, the evidence placed before the Committee
is practically unanimous.

30. Witness after witness told us that the
present financial methods need drastic revision,
and that the basis of the reform is the complete
separation of the railway budgst, in respect both
of capital and revenus, from the general budget
of the country. The Associated Chambers of
Commerce of India and Ceylon expressed the
general opinion in the following resolution, which
they passed at their annual meeting held in Cal-
cutta on the 24th and 25th January 1921 :—

“ That this Association is strongly of opinion
that the present method of financing .the annusl
ocapital expenditure programme of railways in this
country, and the general system of control exercised
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by Government over their administration, are in
urgent need of revision and reform. This Confer-
ence further considers that, as an essential con-
dition precedent to such reform, immediate steps
should be taken to render the railway adminis-
tration independent of the provisions of the
general budget and to secure for them a =reparate
budget of their-own.”

31. This resolution uwnder both its heads
embodies conclusions at which we have independ-
ontly and uranimously srrived.......

70. The Great War is an explanation, if not
‘an excuse, for many practices which no one would
defend under normal circumstances. We cannot
think that even the war is sufficient to explain
the treatment of Indian railway revenue in the
last few years. Till quite recently India produced
hardly any of the supplies that ber railways
require. Liocomotives, carriages, wagons, or ai
~ least their component parts, rails, signalling work,
bridge work, all were imported from Xurope.
Even now India produces oaly a very small pars
of what she needs. At an early stage of the war
it became difficult to obtain froma Europs the cus-
tomary -supplies. Later on it became practically
impossible. The inevitable result was that
maintenance and renewals fell seriously mhc
arrears from 1914 to 1918..

71. Obvicusly the expandlture was only post.
poned, and had to be faced
later on. An ordirary com-
mercial concern would, as a matter of course,
bave carried the money so underspent to a reserve
for renewsls, to be spent when the materials were

Diversion of reserves
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again available. The ihdependent railway com-
panies did this, Not so the State's. The money
was ireated as part of the ordinary revenue of the
Government in the year in which it was nob gpent,.
with the result that the net profits of the State
railways are shown in official returns as having
risen steadily from 4-54 per cent. in 1914 to- 7°07
per cent. in 1918-19. The apparent gain wag not
real. Had there been & separate railway bu%get.
the money underspent would have been earmarked.
in it as advanced to the Government for general
purposes. It was indeed announced at one time:
that & reserve was being made, or would be made,
The end of the war bas come, and the money is.
not there ; other liabilities had been too strong
for the Government of India and so the reserve
fund vanished. The railway machine is in urgent
need of repair, and funds to put it right are not
forthcoming. The posgition at present is this =
maintonance is lamentably in arrears. The cost .
of materials of all kindais far above the pre-war..
level. Wages likewise have advanced steeply.

72. Indian railway rates and fares have
always been among the
lowest, if not actually the
lowest in the world. They
have only béen advanced in the last few years
very slightly as compared with the rest of the
world. A general and substanfial increase ia
overdue. Witnesses from all parte of India have
agreed in recognising that rates and fares should
be ingreased, and saying that they will be ready
to pay the increases, provided a reasonably
efficient service is given in return, One of bhe

Need for increased
yates and fares.

4
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)
most importans railway companies applied many
monthe ago to the Railway Board for permission’
to intrease itd rates beyond the maximum hifher-
to authorised. It met with a refusal.

74. We now proceed to discuss the manner
., 'in which reform should be’
;Ne%dg"' :‘Pmt“ wile  oarried out. At the dfitseb
way bacget we wisgh to disclaim any idea
that the railway organisation should be inde-
pendent, an imperium in imperio. This is quite
 out of the question. The Indian Government owns
the railways; the Indian Government must control
them.... Whab we proposa is in outline that the
:ra.ilwa.ys should have a separate budget of f heir own
and assume the responsibilities for earning and
expending their own incoms. The first charge
on that income, after paying working expenses,
is inkerest on the debt incurred by the State for
. railway purposes. The amouunt of fhies debt is
known—we may oall it roughly 252,000,000
The annual liability of the Indian Govegament
for interest is 8,700,000f, Whether the railways
should pay precisely this amounb, or a larger
amount in consideration of the fact that in early
yoars taxation had to be imposed to meet that
portion of the interest which the railway ‘peceipts
did not cover, or a smaller amounf, in ‘consider-
ation of the expenditure which the railways have’
since incurred for non-railway purposes, is a matter
for argument. We have no wish to express a
" positive opinion, though we think there is muéh
‘$0 be said for lebting bygones be bygones and fizing
the payment to the Government at the ‘same
sum that fhe Government has itself to find af
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the present time for interest on the railway debt.
The point is that the Railway Department,
subject to the general control of Government,
once it has met its liability to its creditors,
should itself regulate the disposal of the balance,
and should be free to devote it to new capital
purposes (whether directly or as security for
new debt incurred), or to reserves, or to dissipate
it in the form either of reduction of rates or’
improvement of gervices. '

75. We have expressed our own view that
the only-payment by the railways to the general
Exchequer should be the interest at a fixed rate
on tha capital advanced. But we desire to point
out that this is not necessarily involved in the
separation of the railway budget. It would be
possible, however undesirable, for the Govern-
ment to impose & surtax on railway traffic such
as is now in force, or even (o call upon the
railways for an emergency contribution to the
necessities of the State,. Neither method would
involve interference by the Finance Department
with the Railway Department's control of its

own, internal finance.

149. It is an Indian grievance of old stand.
o ing—it was voiced in the
Allegations of andue 7§, .qis)ative Assembly =t
preforence. Delhi in 1915 by a distin-
guished Indian, now a Member of the Exscutive
Council of Bombay, Sir Ibrahim Rahimtoola—
that the railways fix their rates to suit their own
pecuniary interests—if indeed it be mot to suit
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the inferests of European merchants-—regardless
of the effect of these rates on the native industries
of India. And we have no doubt that the charge
ie accepted as proved by a large proportion of
Indian traders.

150. Charges based upon motives are difficult
to prove or to disprove. It was not our duby
to investigate specific cases in detail, nor would
the time at our disposal have permitted us to do
so. Unquestionably, low exceptional rates exist
for traffic to and from ports, especially the great
ports of Calcutta and Bombay. But exceptional
rates such as these exist in every country, and.
are justified on the ordinary grounds, not only
of the economy of handling goods in large volume,
but also of competition between railway systems
serving the same distributing or consuming
Ao,

151. In one respect, at least, the Indian
railways have refrained from following the
‘accepted railway practice in other countries. If
is usual in most countries to concede for export
traffic through a seaport rates which are not
availabls to that seaport for local fraffic; and
vtce versa, in countries which adopt a Free Trade
policy, to fix'lower rates for the carriage inwards
of goods imported through a port than for goods
produced locally at the port town. This practice
18 not, so far as '‘we have been able to ascertsin,
followed in India. Bombay receives from up-
couniry large quantities of raw cotton, part of
which is worked up on the spot and part exported.
Similarly Bombay distributes to up-country
points large quantities ' of cotton cloth, part jof
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#t locally manufactured and part imported. Th
raw cotton rates down to Bombay port and i
Bombay town are the same, and so are th
manufactured cotton rates upwards. The sam
principle, we understand, iz applied elsewhere
in the case, for instance, of the great Calcutte

jute trade.

167. We received many complaints regarding

. ., SRetreatment of third clase

dg:e;:;:::;nf tird  acsengers. Their grievances
. -are of long standing and have
.often - been recognised. BStress was laid upon
them by Sir Thomas Robertson in his report
of 1903, and—more especially with regard to
mela traffio—by the Pilgrim Committees of a few
years ago, whose reports showed plainly that
even with the insufficient meahns of transport
available more might easily be done for the
passengers’ comforts; it might, for imstance, be
necessary in exceptional circumstances for
passengers to travel in trucks, but the trucks
could at least be cleaned beforehand. We may
quote 'the following sentence from the letter
dated 27th September 1916, from the Sanitary
Commissioner to the Government of India,
submitting the reports of the Pilgrim Com-

mittees :— .

“The Government of India can hardly be
aware of the mmount of ill-feeling and ill-will
towards themselves that these two conditions
Avis. (1), overcrowding of ordinary trains and
pilgrim specials, and (2) the use of goods wagons
to carry pilgrims) engender.”
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168. As voiced before us, the complaints
of the third class passengers still continue under
the following heads :—

(@) Overcrowding, to the extent at times of
double or even more than double the
approved carrying capacity.

(b) Inaccessibility and insanitary condition
of w. c.’s in third class carriages for
long distance journeys.

(¢) Dirty condition of third class carriages.

{d) Inadequate water supply on  railway
platforms.

(¢) Inadequate food supply arrangementa.

{(f) Inadequate waiting sheds or waiting
YOOINSE.

{¢) Insufficient booking office facilities.

(2) Uncivil treatment by railway staff.

169, In India, with itsa vast population,
normally sedentary, but at intervals—sometimes of
months, sometimes of a year, somefimes of several
years—flocking in enormous numbers to melas
{fairs or fétes) or on pilgrimages to holy places,
occasional overcrowding is inevitable. To con-
struct and equip the railways so that on rare
oceasions they should be able to accommodate
without inconvenience traffic out of all propor-
$ion to the normal is evidently impossible. And
so long as the present shortage of funds persisis
serious hardship is unavoidable. But when if
comes to overcrowding as a constant everyday
affair, carried to the length that Members of the
Committee have seen with their own eyes—
passengers by regular irains perched in the
luggage racks and in suburban services hanging
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on outside or squatting on the steps of the
toaches, it is amother matfer. Serious measures
must be taken fo deal ‘with ‘it. It cannot be
done away with till funds are provided on a
large scale sufficient to allow of railways being
brought up-all round to a much bigher standard of
efficiency. But -evenr with restrictfed facilities
gsomet hing-inore might be done by measures such
as borrowing stock to the ubmost possible extent
from other lines t6 meet exceptional Ilocal
pressure, and by .strict supervision of matters
sucn as enforcing cleanliness and the provision
of -drinking waber. Wa coneider that in such
ways as these the utmost - efforts should be made
to minimise the inconveniences to which the
lower class passengers are subjected.

170. We 'were told by the Agent of the
East Indian Railway that the Railway' Board,
had recently disallowed - any capital expenditure’
even: to provide such things as installation of
additional water supplies or ‘ersction of waiting.
sheds, 48 they did not directly improve the
movement of -traffic. 'Whatever the shortage of
funds, we cannot think that if an order so sweep-
ing ag this was given it was in the general interest.’

17t. The view has been urged upon us that’
the third class pa.ssengers suffer relatively more
than": other users of the railways from the lack of
gdequate facilities, and §bhat, though they contribute
by ar " the greater ' part ‘of the couchmg earnings’
and nearly one-third of the entire railway revenue,’
theif requirements bave received- less attention
than those'of the organised traders and more vocal
" .clasaps-of passengers.- - Fhere s o ‘strong- feeling’
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on the part of the Indian public that the
improvement of the conditions under which the
mass of the passengers travel has a priority
claim.

172. In this connection we may refer to the
existence on a few lines of a special class of
officials, known as Passenger Superintendents,
who are engaged at some of the principsl stations
in looking safter the comfort and convenience of
‘the lower class passengers. These officials
are usually retired Indian Army Officers, who
_give much assistance to travellers. The evidence
given shows that their services are appreciated,
. where they exist, and we recommend an extonslon
,of the omployment of such officials.
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, The Famine Commission of 1901
emphasgized the need for the establishinent of
agricultural bankas in India. The Govérnment,
the Commission said, could not finance
agriculturists all over Indis, and as for
the sowkar, “far from being a help to
agriculture, he had become, in some places,
an incubus upon it.” . . -
Practical effect was given to the re-
commendstions of. the, Commission in 1904
when the Co-operative Credit Societies Act
was passed, giving legislative sanction to the
creation of rural and wurban co-operative
credit societies. This measure was necessary
s the old Companies Act of 1882, with its
numerous seotions, was unsuited to the
societies proposed to be established. The
Aot was amended in 1911 so as to make it
applicable to Unions and ofther forms of
co-operation than co-operative credit. A

new basis of classification of societies wasalso - -

adopted. The progress of co-operation was
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reviewed by the Maclagan Committee appoint-
ed by the Government of India in 1915.
The Committes made & number of important
recommendations regarding co-operative
methods and finance. - A brief summary of
" the report of the Committee has been given
as it has not been found possible to include
extracts from the report of the Committee in
the present volume.

The extracts from Sir F.A. Nicholson's
report trace the history of co-operation in
the country of its origin— Germany.

Present Position—The progress of co-
operation during the last 15 years is shown
by the following figures :—

Total number of
societies for
all Indis.

Total number
of members
(thousands).
tal (in lakhs
of rupees.)

Working capi-

Average for 4 years
1906-07 to 1909-10 161 63

Averaze for 5 years _
1909-10 to 1914-15 | 11,786 548 5,48

[
[1=}
o
=3

1915-16 - | 19,875 | 865 10,32
1916-17 ... | 23,038 960 12,92
1917-18 . eee | 26,485 1,061 14,40
1918-19 ... | 82,439 1,285 17,66

1919-20 ...} 40,773 | 1,521 21,40




374 CO-OFERATION.

There were in British India,- including:
Burma, in 1919-20 six Provincial Banks,
with & working capital of 237 crores of rupees,’
and 354 Central Banks. In 1915, the niumber
of apex banks in India was only 3, one each in
Burma, Bombay and Madras, and of Central
Banks, 200. The need for the ¢o-ordination.
of co-operative finance by means of Provin~
cial Banks was pointed out by the Maclagan.
Committee, and. it is satisfactory to note
that the work of the Committee is bearing
fruit. The total amonnt of loans made by.
the Provincial Banks in 1919-20 to individuals
and societies was 15 lakhs and 121 lakhs
respectively, as compared with 7% and 110
lakhs in the preceding year.

The figures quoted above show that the
co-operative movement has made rapid
progress during the last 15 years. It is
beyond question that co-operative societies
are doing very useful work in our villages.
The rates of interest charged by them on
loans, as the Maclagan Committee recom-
mended are “substantial,” though very much
lower than the usurious rates charged by the
sowkar. With the exception of Assam and
Coorg, where the conditions seem to be
exoeptional, the nsual rates of interest onloans
made by societies vary between 98§ per cent.
in Madras and 15§ per cent. in Behar and
Orissa. Co-operative credit societies have been
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auccessful, not merely in supplying capital to
their members at reasonable rates, but also in
teaching them the lessons of thrift and self-
help. It is wuseful to remember that co-
operative credit societies’ are Dot merely
cheap money-lending concerns ; one of theix
chief objects is the moral uplift of the agri-
cultural classes. Praiseworthy efforts have
been made by scciefies in several districts of
the Punjab to discourage extravagance,
gambling and litigation among their members
and to encourage habits of economy  and
industry. A case is reported from Gurgaon
of & member whose credit was assessed by, his
society at the low figure of Rs. 30 as he spent
too much timme in & mosque and too little
on his fields. Cases are reported of people
who have given up & criminal profession in
order to qualify for membership of a society.
That the advantages of co-operation are
appreciated - by the agriculturists, and that
their interest in the movement is increasing is
shown by the following psssage taken from.
the Report on the working of the Co-operative
Societies in the Punjab for 1919-20. The
Registrar says :— : ' X

“ Generally it may be said that the movement
is having a distinct effect in instilling into the
people the ideas of hope and progress. -The
members are becoming more business.like and
their apathy towards education is giving way to
gomething approaching aciive interest. To ome
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change I can personslly testify ; when nearly five
years ago I joined the Department, I found few
members attending my inspections; my duty
fhen was to reprimand defauiters and warn the
Committee members. Now crowds come slong;
questions are asked showing intelligence and
understanding ; the fact that they are collected to

* discuss measures for their own welfare and better-
ment is realised. The Committee members no
longer have to be dragged from their homes, they
show their books with pride.”

Co-operation in India owes its mltmtmn
and success entirely to official inspiration.
The movement being essentially one of self-
help, based on self-reliance, it may be
regretted that it bas not developel inde-
pendently of the State, and that official
propaganda should have been found necessary
at any stage to popularise it. -But to judge
from results, the movement has succeeded
in bringing help and relief to the poor
agriculturist of which he stood in great need.

Other Bocieties,.— Co-operative credit.
societies are not the only, though the most
important, form of co-operative effort. 'There
are, in the Punjab, Supply unions, which sell
goods to their members; Demonstration and
Seed societies, the object of which is to improve
agriculture ; and Sale societies, which arrange
to sell members’ produce. Other forms of
co-operation are arbitration sociefies and
societies for the consolidation of holdings.
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The growth of co-operative arbitration -will
be watched with great interest by all true
friends of the agriculturist. The movement
to consolidate holdings by co-operative efford
has already yielded striking results. “In
Saila Khurd (Tahsil Garhshankar) "', we learn,
“each owner has been allotted one solid block
of land in one place. The number of fields
has been reduced from 425 to 5, while the
average size of a field has been increased
from 3 to 35 kanals. In Ghazikot the owner
had 31 acres divided into 40 fields scattered
in 26 different places. He received Rs. 6 an
acre rent. Consolidation has given him one
- polid block; the same tenants have offered
Rs. 10 per acre rent and have also expressed
their willingness to sink two wells and recoup
the cogt by annual deductions from the
rent.”

The repartition is made with the approval
of two-thirds of the members of the society
for a period of four years.

Arbitration societies and societies for
the consolidation of holdings are admittedly.
expériments, but experiments full of hope and
fr?llinise for the future .of agriculture in

ndis. :

oro-eport on the werking of Cooperstive Suieti, Pusi,
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The growth of co-operative arbitration -wili
be watched with great interesi by all true
iriends of the agriculturist. The movement
to consolidate holdings by co-operative effort
hag already yielded striking results. “In
Saila Khurd (Tahgil Garhshankar) ", we leazn,
- “gach owner has been allotted one solid block
of land in one place. The number of fields
has been reduced from 425 to 5, while the
aversge size of a field has been increased
from 3 to 35 kanals, In Ghazikot the owner
had 31 acres divided inte 40 fields scaitered
in 26 different places. He received Rs. 6 an
acre rent. Consolidation has given him one
solid block; the same tenants have offered
Rs. 10 per acre rent and bave also expressed
their willingness to sink two wells and rq’
the cogt by annual deductions from the
rent.”

The repartition is made with the approval
of two-thirds of the members of the society
for a peried of four years.

Arbitration societies and societies for
the consolidation of holdings are admittedly.
expériments, but experiments full of hope and
ﬂmise for the future of agriculture in

® Report on the working of Co-uperative. Sccieties, Panjab
1919-205P°' . king Operative . ieties, Panjab,

N
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Summary of the Report of the Maclagan Com-
mittee, 1915.

A prlmary agricultural co-operative credit

; gociely consists of a number
, The Pru_nnry fociety. of individuals, not less than
) ten, who combine together to

‘obtain credit for their small agricultural opera-
tiong on reasonable conditions. Kach becomes
liable for the debts of the society to the extent of
the whole of his' assets. Sometimes well-to-do
persons join the society to increase its credit.
‘Generally the total assets of the members at their
nominal saleable value are in excess of the total
loans granted, bub if the assets were sold, the
value actually received might fail to cover the
debts of the society. :

“ Each loan should mean so much earning
capacity, so much productive

The essential elements  power for the individual bor-
of co-operation. rower.” Members should
carefully watch the use of

each loan and exercise moral 1nﬂuang\ upon one
anothier to prevent extravagance and ' dishonesty.
Esch society must, in thefirst place, be co-opera-

tive and must further usiness-like.

v The object of co-operation is to enable weak -

. members to improve their
. Conditions necessary capacities.  * The movement
2;0:::;::'“ soclety > s essentially & moral one.””
: The members should possess
a knowledge of the principles of co-operation,
Lioans should be made to members only. Lioans

[ [
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ghould : not: be made for speculative purposes.
The borrowers should satisfy the society that they
would be able to repay the loan. Care should be
taken to.see that money is expended for the pur-
pose for which the loan was granted. If proper
use 18 not made of 16, it should be recalled. The
constitution of the society should be. republican.
The ulliimate authority should remain in the
hands of the members. All busizess should be
iransacted with the greatest publicity possible.
‘General mestings should be held frequently.
Atfempts should be made to Wp thrift among
members. As soon as possl a reserve fund
should be built up from profits. ‘ With all this
dhera must go the clementary principles of busi-
ness, of honesty, punciuality, dlhgence and pa.y-
ment when due.”
No official propaganda in fsvour of pnmary
societies should be started, A
thgf::m““’““ ad  yrimary society should be
rogistered only after the
Registrar is convinced that the members under-
atand the principles of eo-opara.tlon. The members
should know one another. The- chief objection
t0 large societies is that they lose their co-
.operative character. .As members cannot wateh
one another, large societies generally degenerate
into money-lending concertis. ‘
The period of the loan should be carefully
. fixod; and when fixed, it
th:;:‘:g;&;ﬁ;?“ and  ghould be rigorously enforced.
Yioans should not be extended,
but Joans should not be granted on conditions of
xepayment, within too short a period. * Agrioul-
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tural finance must be based on' the agricultural
cycle, " which is frequently a matter of from $wo
to five years where harvests do not fail. Where
the harvests are precarious, ** the agricultural class
must be financed with regard to the period of
years which will cover the average cycle compris-

ing good, bad, and indifferent seasons.”
If the rate of interest is very low there is a
. danger of unthriftiness and
oniie Tats of interet o iravagance incidental to
too facile credit. Rates of
interest should be substantial. They may be as
high as 15 or 18 per cent., where the usumal rates
charged are 36, 48 or even 60 per cemt. A high
rate of interest imposes mo hardshipe on the
members, for profite go to swell the reserve fund.
(1). Ezternal capital: Deposits from members
and non-members  and
loans from cenfral financing
institntions or central banks,
(2). Internal capital: Reserve fund and,

in some provinces, share capital.

Every effort should be made to get deposite
’ » from members and. mnon-
Deg"o:i'{:‘l capital  jpembers. But oapital thus
obtained bas hitherto been

Business aspect.
Eources of Capital.

small.
The main source of outside capital in primary
Losns fo soceties gooieties consists, not i:.'|f de~
ne lo socleties; . 5gits, but in loans from
%I::‘;odn:.hmed' e of Eentral co-operative financing
agencies. Loans are some-
times made through the Regisirar. In some
cases the loans are made directly by the ceniral
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financing institutions. In other cases, but not
generally, a society, before ohtaining » loan, has
to become & member of & Union. A Union is &
body of which the orly members are primary
-societies within & circle of & radius about 8 miles.
The Union advises on the grant of loans to its
constituent societies, The Union possesses inti-
mate knowledge of the affairs of its constituent
societies and can therefore advise on the propriety
of a loan asked for by & society. The Union is
made liable to some extent for making good to
the central financing institution any loss which it
may have incurred from lending money to a society
recommeanded by a Union.

In most cases interest has to be paid regularly
each year or half-year. ‘The
mﬁ:l’:oym“‘. t°f loans  principal is, in some cases,
& souely. repayable by instalments
gpread over periods varying from one to ten years
In others it is repayable in one lump sum afte:
a term of years. On an average loans from
central financing institutions to societies ar
‘repaid within twq or three years, whether gh:
yearly instalmente or in one sum. The annua
rate of interest paid by & primary society is 7 ti
9 per cent,

The Registrar should maintain & control ove

the tobal amount that a societ;

Amesment of eredit. may borrow from every sourc
and an elastic maximum shout

‘be fixed for such borrowing. This limit shoul
include loans from a central financing - institutio
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Registrar as representing the Govérnment,
Government should sudit the accounts of ea.ch’
society once in two or tbree years, The audit i im
the meanwhile can be conducted by Umons or
¢entral banks.

The persons for whose benefit. the: co-
Need of increased operative credit societies. are
cantrol. intended are illiterate. There
is thus the possibility of the movement beirg
diverted to wrong ends if it is not properly,
controlled. The dangers are.: {1) perversion of co-
operative movement to other objects, and (2) lack
of true spirit of co-operation. The primary
gocieties fall short of the co-operative ideal.
“ There has been found a lack of true co-operation.”
It is necessary to develop “co-operabive habils
than cheap money-lending.” . :

In Burma the primary socleties receive loans

o five & direct from one bank at Man-
c-oporative finance. dglay, In all other provinces,
g‘;ﬂi’;‘l snd Provincial oy copt Madras and Bombay,
primary eocieties ' receive

loans from local central financing institutions o¢
central banks. Each of these institutions is an
independent society registered vnder ‘the Co-
opersative Sccieties Act with limited liability. - ‘I
Behar and Central Provinces jhese institntions
are formally federated under an apex bank called
Provincial Bank, which provides a certain amouns
ot capitalto its constituent banks and msirtaing
general control over them. The number of losal
nancing institutions is nearly 200 in India. They
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‘fend $0 primary sociefies and also exercise the
duties of supervision and control over these socie.
ties. The term °Provincial Bank' is applied to
the apex institulion in a province, which is
formally constituted to co-ordinate and -control
the finances of contral banks. -

The central banks raise the major portion of
their capital by inviting deposits from the publie.
Most of theso deposits are for periods ranging
from three months to one year. The money so
.obtained is lent to the societies, but loans made
10 societies are in instalments spread over three or
four years. “* It is thus obvious that if the banks
are to be in a posilion to repay deposite when
due and demanded they must equilibrate their
finances and provide an adequate amount of liguid
resources.” If a large number of depositors
wanted their money at the same time it would
not be forihcoming.

The remedy for this state of afiairs is the co-
.ordination of co-operative finance in each province
in a strong apex bank, and to ingist that the
central financing imstitutions shall have their
dealings with one another through the apex bank
only. The Provincial Bauk might salso made
the sole medium in $he province for dealing with
4he Presidenoy and Joint-8took Banks.

Deposits for periods as long as are required
Difoultics in rmai for agrioultural loans will be
tainiog o standard of ODtsinable on very dear -
foid resources.  Sorms. Where the difference
e ' bettveen the rates at which
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doposite are obtsined and at which members of
gocieties borrow is small it may be difficult to
make resources fiuid. The only other aliernative
is to provide an agency which will discount the
promissory notes of co-operative banks in $ime of
need, and thus obviate the necessity of their keep-
* ing liquid resonrces. In European countries this
agenoy is & State Bank or a specially constituted
Co-operative State Bank,
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Eztract from the Report of the Indian Famine
Commission, 1901 Section 8.

AGRICULTURAL BANES.

288. We attach the highest importance to the

. establishment of some organis-

_ The needfor_esbabh:ll.:t- ation or method whereby cul-
i et‘?lgfl”i!f;'iogzﬂ‘._ tivators may obtain, without
‘ paying usurious rates of in-
terest, and without being given undue facilities for
incurring debt, the advances necessary for carrying
on their business, Agriculture, like other indus-
tries, is supported on credit. * The sowkar is as
essential in the village as the ploughman,” said the
Bacretary of Btate in reviewing the Report of the
Deccan Riots Commission, and the statement is
true in existing circumstances. But owing to causes
which it would be tedious to trace, the sowkar or
bania, has, from being a help $0 agriculture, become,
in gome places, an incubus upon it. The usurious
rates of interest that he charges and the unfair
advantage that he takes of the cultivators
necessities and ignorances have, over large areas,
placed a burden of indebtedness on the cultivator
which he cannot bear. Passed on from father to
son, and continually swollen im the process by
compound interest, this burden of indebtedness
has become hereditary and retains the cultivading
classes in poverty, from which there is no esospe
that we oan perceive, except through state assist-
ance or the discovery of some other means by
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which the cultivator may get, on easier terms, the
accommodation that he needs. But even the
fuller measure of State aid in the shape of takavi
loans which we shall recommend, will go but a
small way towards removing the difficulties of the
whole class. Government cannot possibly finance
all the oultivators of a district, still less of a
province. In the establishment of Mutual Credit
Associations lies a large hope for the future of
agriculture in India, and from the enquiries we
bhave made there is reason to believe that, if taken
up and pressed with patience and emergy, such
associations may be successfully worked..........

LIX.

Eztract from the Procesdings of the Governor
General’'s Council, dated the 23rd
October, 1903.

Co-0PERATIVE CREDIT SOCIETIES’ BILL.

Sir D. Ibbetson said :—

One of the most difficult problems with which
. . the small agriculturist is every-
The difficultios of the o qrg confgronted is to obta.{n

agriculturist. s s
the money which is necessary
for his operations at a reasonable rate of interess.
This is a state of affairs by no means peculiar to
Indis. The petty agriculturist of Eurvpe is for the
most part financed by borrowed capital, and there
too the money-lender takes advantage of the
exigencies of the cultivator to demand exorbitant
terms. In India, however, the problem is aggra-
vated by the fact that Indian rates of interest are
to some extent survivals from times when the
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loans which we shall recommend, will go but a
small way towards removing the difficulties of the
whole class. Government cannct possibly finance
all the cultivators of a district, still less of =
province, In the establishment of Mutual Credit
Associations lies & large hope for the future of
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This is a state of affairs by no means peculiar to
India. The petty agriculturist of Eurupe is for the
most part financed by borrowed capital, and there
too the money-lender takes advantage of the
exigencies of the cultivator to demand exorbitant
terms. In India, however, the problem ¥ aggra-
vated by the fact that Indian rates of interest are
to some exitent survivals from times when the
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security which the .agriculturist had to offer was
of far smaller value than at present, and partly
perhapa by the fact that into most Indian contracts
there enters an element of oriental hyperbole, for
which full allowance is made when the settlement
i8 by mutual consent, but which our Courts
of Justice are for the most part unable to

Tecognise.
Bome fifty years ago, the establishment of
p . agricultural banks and of co-
mn‘;‘f’l""“h““ i Ger onerative societies for small
men was initiated in Germany
by Schuize Delitzsch and Raiffeisen respectively.
The exporiment passed through twenty years of
struggle and uncertainty; but eventually it succeed-
ed beyond all expectation, the institutions of both
olasses now exceeding 50,000 in number ; and the
example thus set has been imitated with more
or less modifications, in many European countries
where land is commonly in the hands of men of
smal]l means,

Madras was the Iedian province in which
: Co attention was firet turned to
1%’&25’:““"“ in Msdrae (ho gubject. In that province
, an indigenous institution called
a Nidhs had sprung into existence at about the
same fime as the movement to which I have just
referred began. These Nidhis are modelled very
much upon the lines of English building societies,
and they find their clients among a more educated
-and advanced class than that of the rural agricul-
turist, to whose needs their consiitutionis not
‘well adapted. But the fact thal, notwithstanding
.numserous failures, and much discredit attendand
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aupon & period of speculation, they have attained.
a very consideramble degree of success, since at-
present they include some £6,000 members with
& paid-up capital of 75 lakhs, is encoursging, as
suggesting the possibility of establishing true
co-operative credit sociefies among an Indian
people.

It was the Madras Government, then, who,
towards the end of 1899, forwarded for the con-
sideration of the Government ‘of India a report
upon the subject which had been prepared under
their orders by Mx. (now Sir Frederick) Nicholson, .
and which is & monument of research and a per-
fect storehouse of information ; while about the
-same time Mr. Dupernez, & civilian in the United
Provinces, published & book upon * Peoples Banks
for Northern Indis.”

The Government of India fully realised the

Government's intetest doul;ts 1:z',:.'ndddifﬁculbﬁi’:-)s w:.ﬁ:h
i ; must attend any attempt to
B SR introduce the Raiffeisen
gystem into rural Indie. But they also recognised
the enormous advantage which would result to
the Indian cultivators if by any means they could
be induced to utilise their combined savings under
a system of co-operative credit, and so be freed,
even partially, from the necessity of recourse to
the professional money-lender. They therefore.
referred the subject in its most general form to
Local Governments for preliminary consideration
and suggestiona.

After some. intermediate ' discussion, the
opinions of Liocal Governments were considered
in June 1901 by a strong Committee under the
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presidency of my Hon’ble colleague Sir Edward
Liaw; and it was on the report of this Committes,
to which attached & draft Bill, and draft model
schemes of management for co-operative credit
societies with limited and unlimited liabilities
respectively, that proposals for action first took a
form sufficiently definite to allow of detailed dis-
cussion. These proposals were referred to L.ocal
Governments for criticism, and i$ is upon a con-
sideration of the replies which have been received
to this reference that the* Government of India
now propose to take action.

‘While the subject bad thus been . wunder dis-
cussion, & certain amount of experience had been
gained from experiments which had been made
with varying success in several provinces of North-
ern India. Ir some cases failure had ensued,
or was only averted by official support; but in a
fow instances genuine success had been achieved,
and resl co-operation for the purpose of utilising
the combined credit had been arrived at among a
cultiveting community.

One thing, however, scon became apparent,

that no real advance was

‘Unsnitability of the . . . .

P _ pousible without legislation.
Companice’ Act of 1853 The Companies’ Act at present
in force (Act 6 of 1882) contains 256 sections,
and its elaborate provisions, however necessary
in the case of combinations of capital on a large
scale, are wholly unsuited to societies of the kind
whith we desire to encourage, The first thing to
be done was to take such societies out of the
operation of the general law on the subject, and
to substitute provisions specially adapted to their
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constitution and objects. In the second placs, if
was desirable to confer upon them special privi-
leges and facilities, in order to encourage their for-
mation and assist $heir operations, And thirdly,
since they were to enjoy exemption from the
general law and facilities of a very special nature,
it-Was very necessary to take such precautions
as might be needed in order to prevent specu.
lators and capitalists from availing themselves,
under colourable pretexts, of privileges whick
were not intended for them. These three
ends were the objectz which we kept in view in
framing the legislation that I am about to
propose......

Before turning to the actual provisions of the

The object of es- Bill, it will be well to define
- tablishing “co.operative &8 exactly as possible the
oaredit sacieties. Rwral precise nature of the institu.
and urbam societies, ticns which we desire to create,
and that we shall best do by defining the precise
object with which we desire to create them. That
object may perhaps be defined as the encourage-
ment of individual thrift, and of mutual co-opera-
tion among the members, with a view to the
utilisation of their combined credit, by the aid of
their intimiate knowledge of one another’s needs
and capacities, and of the pressure of local public
opinion,

The main object of our endeavours is to assist
agricultural credit, which represents a far more
important and more difficult problem than does
industrial credit. But we recognisé that artisans,
employees on small pay, and other persons of small
means residing in towns, may very properly be
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admitted to the benefits of our legislation. We
therefore provide for two classes of societies, rural,
which are composed of agriculturists (2 term.
which is not intended to include the wealthy rent-
receiver), and urban, which consist of artisans or
other persons of limited means. The members of
s rural society may live in a town: so also the
members of an urban society may live in & village,
a condition which will exclude in practice all
villages that are not sufficiently large to possess
an urban character. In the case of both classes
we provide that the members must be small men,
for we are not legislating for capitalists; that
they must be residents of the same neighbourhood,
else the knowledge of one another which is to
guide them in their operations will be wanting;
that new members shall be admitted by election
only, thus securing that mutual confidence which
is the only possible fourndation of co-operaticn;
that & man must be a member before he can
borrow from the society, and must in that capa-
city have contributed to the funds of the society,:
since our basis iz mutual co-operation; that
monay shall not be lent on mortgage, so that the
capital may be liquid, and capable of ready reali-
sation ; that the interest in a society which may
be held by a single member is to be limited, in
order to prevent an individual from obtaining
control; and that shares can be transferred
gubject only to certain restrictions which are in-
tended to prevent speculation. We provide for a
simple form of registration; for compulsory
dissolubion, subject $o appeal to the Loocal
Government, in order to meet the case of fraud,
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-or of bogus co-operative societies which may have
-obtained the benefits of the Act while not
Jpursuing its objects ; and for liquidation under a
simple procedure, aud subject to appeal to the
«Civil Courts.

In the case of rural societies we further insist
nwpon unlimifed -lability, as
best suited to the zgricultural
clasges to whom they are

confined and most consistent with the mutual
confidence which is to form their basis; we lay
down that no profit is to be directly divided
among the members, since their object is not to
aake money but to assist one another, and any
surplus that may accrue should either be carried
to a reserve fund, or be applied to reducing the
rate of interest upon loans; and we forbid the
society to borrow money without sanction,
for it would often be worth the while of & money-
lender to risk his money in order to get & success.
ful society into his power, and so to rid himself
of & rival. We probibit pawn-broking, since the
basis of the operations should be personal and not
maierial security ; but we allow agricultural pro-
duce to be received as security or in payment,
and to be converted into money at any time by
the society, which will generally be in a position
to got & better price for it than gn indebted culti-
-vator could obtain,

In the case of urban societies we allow of
'limited liability and the distribution of profits,
-fubject to the creation of a sufficient reserve fund,

‘-and we allow them to lend money to a rural
society which is situated in the same distric, and

Constitution of rural
and urban societies.
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with the circumstances of which they have there. .
fore the opportunity of being acquainted.

Having thus provided for the constitution of”
our societies, and regulated
their operations, we proceed
toconfer upon them certain
- privileges. We exempt the shares or other interests -

of membersin the capital of & society from sttach-
ment for their private debts, thus encouraging
thrift, and giving stability to the operation of the
society ; we relieve societies from the necessity for
letters of administration or asuccession certificate;:
e give them & lien upon certain forms of property
when created or acquired by means of a loan
from them, until the loan is repaid; and we
make an entry in the books of, a society prima
Jfacie evidence in a suit to recover money due to
i, We take powers for the Governor General’
in Council to exempt sooieties and their operations
from income tax stamp-duties, and registration«
foes; and it is our intention to act upon those
powers, at any rate in the firs instance,

Fineally, we provide for compulsory inspection
and audit by & Government officer, in order %o
provide against mismanagement and fraud, to-
give the members and the public confidence im
the societies, and to justify the privileges which
we confer upon them; we make Government
advances recoverable as arrears of land revenue;:
we confer a wide rule-making power upon Loocal
Governments while indicating certain heads under
which i5 will probably be advieable to exercise.
it ; and we declare that the provieions of the
Indian Companies’ Act shall not apply to-
societies registered under the new law.......

Privileges  sonferred
upon the societies,
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Eziract from the Co-operative Credit Societies
Act Amendment Bill, 1911.

STATEMENT OF OBJEQOTS AND REASONS,

The chief changes contemplated by the
-Government of India are four in number :—
_ (1) The Act of 1904 applies to eocieties for
the purpose of co-operative credit only, and not
to Co-operative Societies of other kinds, such as
tbose established for production or distribution.
_It bas in practice been found that the establish-
‘ment of Credit Societies has led to the founding
of other classee of Co-operative Sociefies also,
and it is advisable that the privileges exfended
by the Act to Co-operative Credit Bocisties
-ghould be extended to these other Societies. It
is proposed therefore that the Act as now revised
should be made applicable fo ail classes of
.go-operative Societies......

(2) 1In the Act of 1904 Societies woere classi-
fied acoording as they wexe * Urban” or * Rural”,
and the principle was laid down that as & general
rule rursl societies should be with unlimited
liability. This basie for distinction was - adopted,
mainly because it represented a classification
which bad slready been recornmended and put in
force in the initiation of Co-operafive Credit
‘Bocieties in certain parts of India, but it was at
the time criticised as unsuitable by experts,
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and it hag in practice been found artificial
and inconvenient. The real distinction is
between Bocieties with limited and those  with
unlimited liability, and it is proposed in the new
Bill to maintain this distinction only while
retaining the principle that agricultural Credit
Societies, must, a8 a general rule, be with un-
limited liability......

(8) The Act of 1904 did mnot contemplate
that Societies with unlimited liabilify should
distribute profits. It is still felt that such

" ' Bocieties do mot represent the best form of

co-operation for agricultural communities, but
this form of Society has, in practice, heen for
some time in existence in several provinces, and
Societies of this character, though not of the
orthodox type, are recognised to be capable of
useful work. Although therefore it is not intended
to give them undue encouragements, it is proposed
to legalise their existence and to permit an
unlimited Society, with the sanction of the Liocal
Government, to distribute. profits......

(4) A ocardinsl principle which is observed
in the organisation of Co-operative Societies in
Europe is the grouping of such Bocieties into
Unions and their financing by means of Central
Banks. This stage of co-operation had not been
fully realised or provided forin the Act of 1904,
but such grouping of Societies has already been
found feasible in most provinces, and it is now
considored desirable to legalise the formation of
Co-operative Credit Societies of which the
Members shall be other Co-operative Credit
Societies......
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Eztracts from Sir F. A. Nicholson's Report,
SOEULZE-DELITZSOE LOAN SocIETIES.

Herr Schulze-Delitszch was & village Magis-
. trate who, having studied the

History. working classes of the towns
and rural tracts, was called to the Prussian
National Assembly in 1864. Subsequently troubl-
ed by party intrigues he resigned Government
sorvice and devoted himself with but slight
pecuniary resdurces, to the elevation of those
whom he saw oppressed not merely with want
of wealth but with want of the power to perceive,
to strive after and to abtain better things, a
higher social, mental and moral development,
Be it remembered that the work of Schulze-
Delitzsch was in its aim no less than in its results
essentially educationsl'in the highest sense of
~ the word, and not merely material. The country
and the people were habituated to live under
Government wardship, and to look to the State
for gll improvements and for all deliverance from
difficulties and misfortunes, Schulze-Delitzsch
saw that it was eseential, if the nation was to
become worthy of the name, to turn the masses -
towards self-help, and to accustom them torely on
their own efforts and their own initiative to work
out their national salvation............He had no
universal panacea with which, in half a dozen
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years, the nation was t0 be re-created, and
poverty, tha. legacy of a series of generations,
the ofispring of centuries of error and oppression,
the result of social manners, custcms and
ignorance, the outcoms, in short, of ifs history,
was to be straight away eliminated ; he aimed at
practical education, and if his efiorts have been
crowned with a marvellous and probably unlooked
for sueccess, it is bui fhe greater proof of his
wisdom in seizing the true idea of progress suited
to tho conditions and needs of his country, wiz.,
the development of the individual through associ-
-ation, so bhat the powerlessness, carelessness and
ignorance of the isolated worker might give
place to the prudence, the thoughtfulness, the
credit, the strength and self-reliance, of banded
and disciplined groups. Moreover it was not
gimple credit that he aimed at; credit withous
a proper knowledge of its use, he rightly held
to be an error, if not a fatal injury; it was dis-
ciplined and safe-guarded credit, credit based on
‘thriff and prudence and having directly a pro-
ductive object. Nor was it credit only but all
the benefits of co-operation at which he aimed.
His first association in 1849 was a [Friendly
Bociety for relief in sickness; his second in the
same year was an associsbion of shoe-makers for
buying raw maferial; in 1850 the first Loan
society was formed with ten members, alll
artisans.......

These banks start irom the fact that capiial

L. is  necessary to  enable
Principles. labourers and honest men te
lift themselves higher in rank, tv improve their
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methods and instruments of their work, to
develop their estate, opportunities and capacity;
the object of credit is o provide the capital neces-
eary for these purposes; loans for unproductive
purposes did not enter into his idea of ‘credit.’
Credit is, in fact, the power of obtaining capital,
and capital is wealth used produchvely But |
he had also in view that self-help is the only’
source of such credit, and that capital obtained
by aid of pbilanthropy, charity, or even of the
State, except on & rigid business footing, is an
injury ; every act of benevolence accustoms men
more and more to dependence on charity; every
‘State intervention by way of favour renders men
less self-reliant, more helpless in face of difficulty.
He disclaimed all external intervention or inter-
ference, believing that men associated on his
principles were sufficient for $hemselves, and _he
proved his theory by his success

As a rule, too, these banks are loczl, and a
marked feature, if not a principle, of treir
establishment is the limitation of their area of
operation. The Schulze-Delitzsch banks do not
indeed recognise any limit, but in practice it
seems that each bank operates in a small area;
in the Raiffeisen banks this is an absolute rule.
Hence there arises that local knowledge by the
bank of its members, by the members of the
‘bank and of one another, which seems essential to
success in bringing credit to small agricultural
folk. A further principle’'is that of association
with unlimited liability—a principle which gives
the maximum of credit possible in the absence
of material pledge, compels the admigsion
only of the more prudent and thrifty, binds the
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members together in o spirit of fraternity, and
at the same time ensures that loans will only be
advanced and spent  for preductive or useful
purposes. The result of this solidarity of members
known %o be prime facie prudent and laborious,
coupled with the material results of their thrifs
in the shape of share capital and reserve, is not
-only an abundant credit as shown by the deposits,
which average about- three time the share
gapital and reserve, but & large fresdom both
from losses or from serious failure.......

RAIFFEISEN €REDIT UNIONS,

The Raiffeisen societies are due, as in the
case of their rivals, to the philanthropy, pre-
ecience, courage, perseverence and skill of one
man, Raiffeisen, a man of slight estate, a
burgomaster or village mayor, of very poor
health, with no particular property, but of
unbounded energy. ¥e has been called the
‘Schulze-Delitzsch of rural Germany, for he has
done for agriculture—though as yet on a much
smaller scale, owing to the inherent difficulties
of the case—what his contemporary did for
the towns. Struck by the misery, isolation and
want of capital among the peasantry, by the
shameless and fearful usury of the private money-
lenders, by the absence of association and public
spirit in the oultivating classes, and by their
Yised for elevation not merely in the material
but on the moral side, he set himself alone and"
tinaided, to develop a scheme for. supplying the
needs he saw. Like Schulze-Delitzsch, talking
bnd writing were with him merely subsidiary tor
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action, and that sction was his own, and vot
another’s ; he asked for no aid but that of hie
own will, his belief in his cause and his confidence
in the dormant capacities of the peasant; he
formulated no great scheme, nor called on others
or Government to do so, but began work in his
own village, with the inspiration of his own
ideas and of the needs around bhim. He had no
jdeal enfourage for his work ; on the contrary,
the country round Flammersfeld is represented
a8 very poor, the men of scanty means, ignorant,
very superstitious and overwhelmed by debt, and
his first attempt at co-operative effort was on the
occasion of a great famine *which decimated the
people”; on that occasion * {he usury was fright-
ful and bread and potatoes—the ordinary food
of the peamantry-—were not to be had.” By
personal effort he united some of the better class
in a “ Co-operative society ”, which imported
grain direct, ground, baked and distributed it and
brought down local prices by 50 per cent.; he
also obtained both for food and as seed when
epring arrived. This .-was in 1848. In 1849 he
started an association of the better classes, whe
contributed funds with which cattle were bought
by the association, ard resold to the ordinary
peasants who repaid the amount with interest
in five years by easy instalments............ subse-
quently this took the form of an ordinary loam
society, the money and not the cattle, being meade
over to the peasant, who therewith bought the:
oattle outright for eesh. In 1854 Raiffeieen’
founded @ scciety not omnly for granting credit,.
but for educating orphans, for supplying labopr
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to men out of work, {for buying catile: and for
creating @ library. This was unmanageable and
was—wound up in 1864, and in that year, the
first regular loan society, under the ruies, which
in the main, govern these Credit Uniops, was
founded at Heddesdorf, a village of the Neuweid
" Union, of which Raiffeisen was the burgomaster.
1t is only from 1864, therefore, that these societies
took their origin. Till 1868 it stood slone,
b wore thén newly started and 22 in 1869. Until
. 1869 progress was slow, but from that time the
increase has besn very rapid.,.,..... .

There is little difference between the aims
and -objects of Schulze-
_ Delitzsch and Raiffeisen, and
that which has been said above of the former
applies equally well to the latter; they differ
only in the less essential matters of method, and
in the clientele which they bad in view; the
former founded popular oredit for all classes,
but especially for townsmen, tradesmen, artisans,
&c., while the latter had in view simply the
peasantry and rural classes. As in the Schulze-
Delitzsch socisties, so in the Raiffeisen Unions,
the principles of action are those of self-help,
association, solidarity, prudence, $hrift and
public spirit, to which, however, Raiffeisen added
unselfishness, in that dividends are forbiddenm,
all profits, less fixed interest on the very small
shares. introduced only in obedience to the
law—go to & common fund to be wsed for
purposes of general utility, and not “for private:
gsin. Raiffeisen, like Sohulze-Delitzsch, demanded
ao privileges for his societies, but was content

Principles.
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to bage their success on hLonest, energetic and
prudent action...............
Tho chiof features are (i} that the society
General features. is absolutely local, the limits
. of a commune (village) being
stricily maintained as the limits of membership
and of operation, (2) that the administration is
equally local, members alone being eligible for
appointment, and 1is absolufely gratuitous,
(3) that there is but small share capital, all funds
being borrowed on the gurantee of solidarity and
eventually of the reserve, (4) that there ave,
therefore, no dividends to pay, and all profits go
to the reserve, (5) that only members who must
be residents of the commune, can get loans,
(6) that loans may be of long term, extending to
ten or even twenty years, and (7) that, as far as
possible, all funds are the result of local thrift.

DIFFERENCES BETWEEN THE SCHULZE-
DELITZSCE AND RAIFFEISEN SOCIETIES.

Both philanthropists started with the same
idea, viz. that of providing cheap capital for
those, who were debarred from i} by its enormous
" cost, chenp credit for those who were exploited
by the usurer; their object was to supplant the
individual lender by the organised bank. Both
saw clearly that &hrift is at the base of any
possible system; ounly persons who showed
themaslves able to save were deemed worthy of
credit ; saving, morecover, as the only basis of
capital, is a sine gua non. Here, however, the
two systems diverged; Schulze-Delitzsch began
to fosber thrift by rewarding it "with dividends
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and profits ag high as possible, thus placing the
interests of borrowers in opposition to that of
lenders; Raiffeisen placed the interests of the
borrowers first and sllowed no dividends. The
difference is considerable; the former tend to
hecome joint-stock societies, in which investments
seek high dividends, some societies declaring
dividends to members of 30 or even 56 per cent.
{Wolff), a resuls hardly commensurate with
snything but usury; the latter preserve intact
the co-operative idea of mutual help, and yet are
eminently successful both in attracting abundant
deposits at market interest and in helping-
borrowers, actual or possible, and there is no anta=
gonism between investing and borrowing
members...vui.easeen

Schulze-Delitzsch, again, started his societies
at any given centre with a wholly indefinite ares
of operation ; the larger the area, the better the
chance of paying business. Raiffeisen, on the
contrary, lays down as an absolufs ‘rule that the
area of operation must be small, never exceeding
fhat of a village, The difference here is radical ;
in the former societies it is far less possible
to know, much less to influence, the members
individually, %o judge of their characier and
status, to supervise the employment of the loan;
in the latter societies all members are acquainted,
. $ha bank's clientele are its neighbours; it cam
lend upon, character, upon atatus, both personal
and material, of the borrowera and their suretiee.
Usury can only ba fought hand to hand, and it
seems likely tbat only purely local societies can
succeed-—at loast as regards the peasantry.
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Ot her radical differences are as follows : in
the Schulze-Delitzch societies, which are largely
arban, only short term loans are granted, three
months being tho rule with one or two prolong:
ations; in the Raiffeisen societies, which are
wholy rural, long loans are the rule, two of thres
years being the average, and teh yesrs the
ordinary maximum. ‘The former societies do
not trouble themselves to watech over the usé
made of the loan, though they satisfy themselves
beforehand that it is to be used profifably, the
latter consider it essential fo see that the loan i&
tised productively, and every ttree monthd the
utilisation of the loans is examined by the
committee of supervisiony-the former societies
tequire repayment of their loans in lump, 'thé
return being usually speedy, and the result of
a particular operation in trade, business’ of
industrial contract, &c., the latter take their
loans, if of more than a very short term, by
ingtalments, per month or per annum; tha
former, lending only in short loans, have no rule
regarding repayment on four weeks' notice; the
latter insert, though they hardly wuse, such a
rule to provide against the deberioration of pre-
perty or the misuse of the loan; toe former do
an onormous short term business, with artisans,
tradesmen and a proportion of agriculturists, the
latter a far smaller but now rapidly increasing
business in long loans almost solely with
agriculturists.

So much for the differences between the
gystems of the two great founders of German
oo-operative effort. On the other hand, it must
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be poinfed out that their common object was the
strengthening and raising of the poor by the
moans of self and mutual help. They rejected
mere benevolence in their methods, for though
charity is a high virtue when applied by
individuals to individuals, it cannot, or rather
does not, in our imperfect conditions, succeed
when applied to the relief of classes. Yet it was
the mainspring of their own action; Schulze-
-Delitzsch devoted himself with 'such unselfishness
_to his philanthropic work that, though voted a
statue and 8 subvention, he left his widow in
narrow ciccumstances, while Raiffeisen,. who
might have pleaded sickness to inaction, used his
life so sympathetically and usefully as to win the
name of * Father” Raiffeisen throughout tha
oountry side. Ii is personal devofion alone
which effects great reforms among the poor and
helpless.



INDIAN FACTORY LEGISLATION.

The Factories Act of 1881 fixed 7 and
12 as the limits of age for children, and nine
- hours as the limit of their work. Hours of
work for persons over 12, whether male or
female, were not fixed by law. Factories
generally worked from day-light to -dark, a
period which varied from 11% to 14 hours,
with a very short interval about 15 or 20
minutes. The average of hours of work of

persons of different ages in Bombay were as
shown below :(—

BoMBaY. ENGLAND,

Male over 18 ... 123 10
Female over 18 . 11% 10
Persons between 14 and 18 123 10e
» n 12 and 14 12§ 5%
» ss - 10 and 12 gx* b¥*

" o 7 and 10 g* Not
at all*

Those marked with an asterisk were
regulated by law.
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The Bombay Factory Commission of
1885 (LX) found that while women were
treated with leniency and consideration in
Bombay, they worked very long hours in the
ginning and pressing factories of Khandesh.
They nlso considered the age for the first
employment of children, ¢.e. 7, too low. They
- recommended ‘that wno -child ' should be

employed before 9 and that adult labour
should not be exacted before 14.

The Indian Factories Act of 1881 as
amended in'1891 limited the hours of work
for children (defined as persons below the
age of 14) to 7; their employment at night
time was forbidden, and no child below the
age of 9 was to be employed. The employ-
ment of women between 8 p. m., and 5 a. m.,
wags prohibited as & general rule, except in
factories worked by shifts, and their hours
of work were limited to 11, with intervals of
rest amounting to at least an hour and a
balf. Rules were also framed by provincial
Governments under the Act for the fencing
of machinery, for proper arrangements re-
garding water-supply, ventilation, sanitation
and the prevention of overcrowding.

The conditions ‘of work in textile
factories were examined in 1906 by & small
Committee appointed by the Government of
Indig.- ‘The Committee found that the hours
of employment in some mills were excessive.
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‘The use of electric light made it possible for
-operatives to be employed for 15 hours a day
-or even longer.’ The Committee recommended
‘that the working hours of adult males should
be limited to:'12 hours a day; that: night
work of women should be prohibited ; tha
-vertificates of age and physical fitness should
e required prior- to half-time employment
and prior to employment as an adult; and
that wholetime Medical Inspectors should be
appointed.

The Indian Factory Commission, appoint-
ed in 1908, completed the work of the Com-
mittee of 19068. They recommended the for~
mation of & clags of “young persons’
between 14 and 17 years of age whose bours
-Bhould be limited to 12 ; that the hours of
work for children should be reduced from 7
to 6 ; that the hours for Jwomen - should be
-assimilated to those for ° young persons ; ,
‘and that the employment of “ young persons”
women and childrer before 5-30 a. m., or
after 7-30 p. m. should be prohibited. The
“Commission did not recommend s direct limit-
ation of the working hours of adult males as
it expected that such limitation could be
secured indirectly by the measures which it
had recommended (LXIII). :

The Indian Factories Act of 1911 shorten~
ed the hours within which children, and as

:#n-general rule,  women may be employed.
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Employment of women at night was allowed
ounly in the case of cotton ginning aud pres-
sing factories. As for textile factories, hours
of employment for adult males were limited
to 12; and for children, to 6 (subject to
certain exceptions, among which were fac-
tories worked in accordance with an ap-
proved system of ghifts). Hours withip
which work must be done, and mechanical
. and electrical power may be used, were also-
fixed.

In order to give effect to the decisions.
of the Washington Conference the Factories
Act of 1911 was amended in 1922. The chief
provisions of the Act and the report of the
commiftee of the Washington Conference
which considered the application of 48-hour-
week convention to special countries are
given below. oo

g LXII.

" Eziract from the Report of the Bombay Faclory
Commsssion, dated 6th day of January 1885,
Male adults have always been considered to-
be - outside the principle of

Houts of Wark, protection 's.ﬁgrded d by
factory law. They are supposed to be able to-
take ocare of themselves; and experience has-
clearly proved in England that they have done
80 and managed to diminish their hours of work.
morae effectually than any Act of Parliament could.
have done, and the result is that in those indus-
tries in whioh men form the majority of hands.
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employed, instancer of overwork are unknown.
Men may be worked overtime, night time, and
even on Sundsys, so far as the English Factory
Liaw is concerned, but, in practice, shortening the
hours of the protected classes (children, young
persons ond women) bas just as effectually
compelled the shortening of the hours of work
of the men as if the latter had been directly dealt
with, No doubt this is partly dus to the fack
that one work in connection with. a frade can
rarely be carried on independently of some other
in which the assistance of children, young peraons,
or women i8 needed. It is also generally recog-
nised that the Factory Acts in England would
nover have been so successful or so useful as they
have been if their operation had been strictly
limited in practice to the labour of the weaker
protected classes. We do not, therefore, recom-
mend any legislative interference with the labour
of adult males.

The protected classés in England, or those
whose labour has been regulated by the Factory
2cts, aro :— .

I.—Children between 10 and 14 years.

I1.—Young persons between 14 and 18 years.
III.—Women, 18 years and upwards.

In the Indian Factory Act we are astonished
to find that the maximum limits within which re-
gulated labour is to be taken are nobt prescribed,
and we further note that there is no mention of
women and young persons whatever. Children
only between 7 and 12 years of age are protected,
and that most inefficiently. The result of thesa
omissions is that women can be worked as long
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as men, or from sunrise to sumset--that is 11}
hours & day or 803 bours a week, 1n the ecold
- wbeather, snd 14 hours & day, or 98 hours a week
in the bot weatber, and if artificial light is wused,
they may be worked day and might for days
consecutively, and that such excessive labour is
exacted in the small ginning and pressing factories
of Kbandesh is distinctly proved by the evidence
before us.

We must add, however, to the credit of the
Cotton Mills in Bombay that, although we found
in gome cases low-caste women working on
muachinery as long as men, the almost invariable
rule is to treat women with leniency and com-
sideration, and to give them light hand work
such as reeling and  winding, which admits of
their coming later and leaving earlier than the

We find that one of the principal objects of
the English Factory Acts has been to gradually.
increase the age for first employment of children.
Thus, before 1874 the prescribed age was eight,
till the Act of that year raiscd the age to 10 for
textile factories. BRefore fhe importanst Com-
miesion which sat in 1875, and of which His
Excellency Sir James Fergusson was President,
the evidence and arguments in favour of assimi-
Iating the age, snd iboreasing it to 10 in all
factories and workshops was stated to have been
“ overwhelming ”” and the result was that in the
Factory Act of 1878 the statutory limit fixed for
all trades was 10, at which it now stands-

Seeing the higter temperature in the m:l]s
of this gountry, the weaker physical development.
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of natives of Indis, the small practical value of
the labour of & child, and the recommendation
made by the medical committee appointed by
Government Resolution No. 8183, dated 3rd
September 1884, that the ages should be increas.
ed to 10, we consider that no child should be
employed before nine and that adult labour
should not be exacted until 14 instead of at 12
as now. We recommend nine in preference to
10 suggested by the medical committee, as we
think that changes in this direction should be
gradual, so as to avoid the possible hardships
entailed by throwing a number of children out
of employment,

Between 5 and 15 is the school age; and if
ip this decads nothing elss is learnt in reading,
writing, and arithmetic, the chances are sfrongly
againet anything being learnt subsequently. We
would be glad to ses, therefore, an earlier ad-
mission to first employment, say at 13, permitted
on condition that a child produced & certificate
from an educational officer that i had passed a
suitable and easy standard or put in & certain
number of attendances at school.

If the age of children be raised in the
manner suggested by us, we do not see our way
to recommending the creation of the third class
of protected labourers, s. e., young persons under
16 years of age, suggested by Mr. Meade King..
Sufficient difficulties are now experienced in
determiniug the age of children without sdding
further complications. Birth registers and ocerti-
ficates are not to be had as guides in' India, and
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the dental development cannot be relied on with
certainty. . .

On the average 15 holidays are given
throughout the year in
) Indian Factories, while in
England, besides 10 bolidays, there are 52 Bundays,
snd 52 half-Saturdays, making a total of 88 days
altogether. The difference is striking. A feel-
ing in favour of the proposed four days’ rest was
manpifested by sall the working people, and in
the memorial signed by 5,500 operatives, and
presented to the Committee, this concession to
all hands, male and female, is prayed for.

We recommend that Government should
determine and notify the days after consulting
the Mili Owners' Asssciation, to avoid all chances
of inconveniencing trade.

Evidence of r. Rustumji Framji Wadia

“In ordinary seasomns, that is when work
is not very pressing, the engine starts between
4 and § A. M. and stops ab 7, 8, or 9 ». M. without
any stoppage during the day. 'Che hands work
continuously all these hours, and are relieved by
one another for meals. In busy seasons, that
is, in- March and April, the gins and presses some-
times work both night and day, and the same set
of hands work both night and day, with balf an
hour’s rest in the evening. The same set con-
tinue working day and night for about eight
days. When the hands have been working
.day and night for eight days, and it is impossible
to go on longer, other eets of hands are procured
Arom-Bombay if they can be found. In this case

Days of work.
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the work is distribnted between the old and new
sots of workers, half working all night.and half
working all day.- More women are employed in
ginge thap in presses. Both the men and the
women come to the factories at 3 a. m., a8 they
have no idea of the time, and they wish to make
sure $hat they are at tbe factory by -the time it
opens, 3. ¢., 4 a. m. I have 40 gins in one of my
factories at Pachors, and I have only 40 women
attending these 40 gins. I bave only 8 spare
women. I never allow these -women off the gins.
I am not slone in this respect ; it is the genarsl
system. There is no change of hands except at
mesal times.- Tha hands that work from 4 a. m.
4ill 10 p. w. are paid from three to four annas
per dey. All factories pay at this rate; some-
simes we pay our hands 6 pies as & bonus. There
is no work 1n the district in which these - poor
women can get employment.  These wemen
come from Satars and EKhandesh, and -are . of
Maratha class. 'We work these long hours from
the 15th November till the 31Ist of May, but only
about 10 days in each month. . Sometimes we
work day and night for two months, bui in this
case we employ two sets of labourers. We
employ no culdren. "When the wages are. so low
for the adults there is no advantage in employing
children. I certainly would recommend thai
logislation should be extended to these factories.
I am personally largely interested in this matter
baing a proprietor, pearetary, and btreasurer.
4 sbould hke.  to: have these -gmmng f&ctones
morked only 12 hours 'Y day ..... .

1

LR
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‘When we see that the hands are sbsolutely
tired out we.are obliged .to get others from
Bombay. The hands who work these long hours
do frequently die. Women are employed on
¢t bis business.

“I do not consider that sufficient provision
has been made in case of fire for the escape of the
{abourers. , All these factories should be required
to provide two gates and two staircases at a good
distance from ora another. This is not the case
at present.

- # 1 would recommend the extension of the
Act to these small factories. I do not know all
the provisions of the Act, and so cannot speak of
them all, but I cap say positively that t:e Act
gshould bo applied so far as .the guazding and
fencing of the .machinery, sanitation, and the
limitation of the hours of work for women are
concerned.” : . .

————r——y

LXIIL.

Eztract from the Report of the Indian Factory
: Commission, 1908,

_ Bompay, _
Out of a total of 85 cotton mills in Bombay
: island, 60 are fitted with
Hours . at presnt gloctric light installations
h'ﬁf in Indisn Fao- o413 the houre .iworked in
these mills are, in general,
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excessive, In 1905, when electric light was
introduced for the first time in a considerable
number of the mills, and when the China and.
Home markets were in a particularly favourable
condition, the hours worked in the mills fitted
with electric . light were, a8 & rule, from 5 a.m.,,
to 8 p.m. giving 143 hours of actual work. In
some cases the mills worked from 5 a.m. to
8-35 p.m.; or over 15 hours' actual work. After
these hours had continued for some months, the
matter began to attract a considerable amount
of attenfion; and the Bombay Mill-owners’
Association, at & meeting held in August 1905,
passed a resolution, in favour of an average
12 hours’ day. It was found impossible to secure
the general observance of that resolution, how-
ever, partly owing to the disinclination of
individual mill-owners to abide by the decision
of the Asscciation, and partly owing to the
sttittde adopted by the employees in several
mills when they found that a reduction in the
working hours led to a corresponding diminution
of their wages. These operatives wished to
rovert again to the long hour system, and brought
pressure on the owners in order to secure this.
The position was further complicated by the
faot that, while many of the workers were
undoubtedly in favour of the long hour day,
8 very large number was opposed toii......

It is important to note that the Mill-owners’
Agsociation was powerless 10 enforce its resolution
in favour of & 12 hour day, as against the in-
dividual members of the Association; and it ie
olear from the evidence given before us .that no
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reliance can be placed upon-voluntary combinatior
among mill-owners which has as its object the
‘regulation of working hours, if the syster
proposed does not suit the convenjence—pecuniary
and otherwise—of the individual proprietors. It
'is ‘also noteworthy that, aithough a large body of
the workers were averse to'the system in force in
J905, that system conbinued in operation fo-
some months without protest on their part.’

It will tend to a clear appreciation of the
present position if the actual working hours of
the two classes of mills are now stated -in some.
what greater detail. The mills fitted with
elactric light generally begin work about 5-20 a.m.
and continue, with thé usual half hour’s interval
about noon, to 7 p. m. A few mills begin work
about 5-40 s.m., working tili 7-15 or even 7.30
p.m., in one or two others the hours are from
6 a.m. to 8 p.m. giving 134 hours’ actual work
- all the year round. In certain mills fitted with
electric light it is customary to ‘begin work half
an hour’ later in the vold weather ¢. e., about
6 .., without postponing the stopping time to
a corresponding extent; 'in such' cases the ecold
weather day averages about 15 hours, while -the
hot weather day approzimates to 13%. hours of
actual work. The mills working daylight .howrs
begin aboub a quarter of an hout before sunrise, !
and stop about a quarter of an hour after sunset;
the averagé working time, over ‘the whole  year,

" is’upproximately 12 hours 'and 8 ‘minutes; the
shottest working day is' abont 11 hours
.~ 10 minuted from 6:55 a.m. to §-35 p.m.; and. the _
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longest from 5-48 a.m. to 7-83 pam. giving 13}
bours actusl working time. .
25, The habits of the Indian factory
operatives are determined by
1he economic p sition  the fact that he is primarily
’]':g“::g I':az:"e.“ the  an agriculturist, or a labourer
pe on the land. In almost all
chases his heredntary occupation is aonculture,
his homae is in the village from which he comes,
not in the city in which he labours; his wife and
family ordinarily continue to live in that village;
he regularly remits a portion of his wages there;
and he returns there periodically to look after
his affairs, and to obtain rest after the sirain of
factory life. .There is as yet practically no
factory population such as exists in European
eountries, consisting of a large number of
operatives trained from their youth to one
particular class of work, and dependent upon
employment &6 that work for their livelihood.
It follows thas the Indian operative is, in general,
indepondent of factory work, to the extent th&"
he does not rely exclusively upon factory employ-
ment in order to obtain a livelihood; at most
seasons he can command a wage sufficient to kee
bim, probably on a somewhat lower scale o
comfort, by accepting work on the ‘land; and
there ure also numerous other avenues of employ-
ment, more remunerative than a.gr:cultural labour
which are open to every worker in any large
industrial centre. If the operative is not marely
& landless labourer, he will in general be bound by
strong fies to the land and to the willage from
which he originally came: he can at aay time
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abandon factory life in order to revert to
agriculture; and the claims of the village where
be has “a definite and accepted position are in
practice, as experience  has shown, sufficiently
. powerful to recall him from city life for a period
which extends, on the average, to at least a
month in each ‘year. - The Bombay operative,
resident in the Konkon, probably returns to his
village for one month each year; and the jute
weaver of ‘Bengal, working longer hours and
earning higher wages, is:- not content with less
than two or three monihs, Whenever factory
life becomes irksome, the operafive can return
to his village; theie 18 probably always work of
some kind for him there if he wishes it; and in
most cases he is secured against want by the
joint-family system..........

26. In as much as the Indian factory opera-
five is in general a factory operative, pure and
simple, be is comparatively unskilled at his work;
because bis services are indispensable and difficuls
to obtain, he is, within wide limits, allowed by
his employers to perform the work entrusted to
him as and how he likes. Wa have constantiy
been reminded, during the course of our investi-
gations, of the lack of skill of the operatives;
and the numerous comparisons which have been
made with the oconditions prevsiling in Europe
place the relative inefficiency of ‘the Indian

- operative beyond all possibility of doubt......We
have also been impressed with the fact that
employers are generally disposed’ to concede
promptly all reasonable demands made by the
- workers ; and, even where -demanda made ares
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unreasonable, to treat them as proposals which
it in desirable to accede to if possible...... Great
nervousness i8 frequently displayed by employers
of labour -as to tha effect even of trivial changes
on the workers ; numerous expedients are adopted
to conciliate tbem, and the attitude of the
employers throughout appears to be based upon
the knowledge that the operatives are in fact the
masters of the situation.

But although factory labour in India enjoys

this exceptional position, it does not follow that
the lot of the factory labourers is an enviable one,
or that the laboureres always work under satisfac-
tory conditions, The history of the long hours
movement in ‘the Bombay mills, -for example,
suggests that Indian operatives are capable of
remaining quiescent under conditions which
would probably not be tolerated by @ class
of similar standing in any other country. The
, fact that the hours worked were grossly excessive
does not appear to have struck the operatives
a8 & class, until the matter was taken up by the
Government and by press...

27. The Indian 0paratwe is fond of change;
he prefers to wander from mill fo mill rather
than remain settled ; and the slightest causes are
apparently sufficient to determine him to leave
one employer in favour of another throughout-
the greater part of India ; and statistics which we

- have collected show. that the personmel of the
workers in mills in places so far apart as Bombay,
Madras, and Nagpur changes almost comnpletely
in about & year and a half, on the average, The
inducements to change are occasionally pecuniary,
of course; but as & general rule the same rate of
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psy obtains throughout each centre, and in such
cases the motive must be looked for elsewhers.

28: The Indian factory worker is, in general,
incapable of prolonged and intense effort ; he may
work hard for a comparatively short period, but
even ia such cases the standard sttsined is much
below what would be eXpected in similar circum-
stances, in any European eountry. His natural.
inclination is to sprdad the work he has to do
over a long peériod of time, working in o leisurely
manner throughout, and taking intervals of rest
whenever he feels disinclimod for further exertion.
Meals are generally eatem during the working
hours of the factory, the midday meal is some-
times devoted to sleep; and the opérative leaves
his work frequently througheut the day 'in order
to eat, smoke, bathe, and 8o on. + As the result of
cereful inquirfes made throughout our tour, we
estimate that in the cotton textlle mills in India
the average operative probably spends from 1% -
$o 2 hours each day in addition to the statutory
midday interval, away from his work..........

Facts showing that the Indian operative ina-
cotton textile factory generally works in & casual
manner are to be found on almost every page
of the recorded evidence; and we are convinced, -
from actual observation, that the statements
made as to this matter are substantially correct.
The operative in u cotton mill is, however, usually -
called upon to work for excessive hours; and we
are disposed fo think that there is some causal
connection between this fact ard the extent
to which loitering ocours; As we have already
steted, the operatives im Caloutta jute mills,
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working short hours by shifts, do not idle away
time to anything like the extent in Bombay; in-
engineering shops througtout India, where the
hours seldom exceed eight a day, thers is very
little idling ; and in some of the better managed
mills, where there is strong European supervisiun,
and the bours 4o not on the average exceed ton or

ten and 2 half a day, there is little or no :dhng.
37. While admitting that signs of physical
deterioration were nowhers
observable amongst the adult
male operatives of the textile
fretories visited by us, we consider that the past
and present conditions of work in mauny facbories
are undoubtedly calculated to cause physical
-deterioration, owing to the severe strain thrown
on the constitution by excessive hours of work
in humid and often bhadly ventilated work-rooms.
‘We algo think it possible that, if the lile history
~-of the operatives working under these conditions
could be traced to its close, there would ba
evidence of premature exhautsion. We were
oeverywhere struck with the marked absence of
elderly men from textile factories, in spitc of the
fact that the demand for labour is largely in
excess of the supply; and we conslder that ihis
points to the conclusion that the operative
becomes unable to stand the strain of work under
present conditions at a comparatively searly
;71 RN :
44, The question of the imposition of @
Restriction of workin direct restriction on the
bours of adulte. -8 working hours of adult male
factory operatives 18 the

Physical det ertoration
of fa.tory opeiatives
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most itnportant of the varions points referred to-
us, and it will be necessary to discuss it at: some
length.

.In the latter portion of the year 1905 the
Bombay mills worked for 14} hours-daily with
one set of bands. That state of affairs bappily
did not continune long in Bombay; but there is-
no guarantes that it will not recur, and we-
find it prevailing permanantly in the mills
at Agra and other industrial centres in Northern
India. We consider that it is the duty of
Government, on both economic and humanitarian
grounds, to prevent the continuance or the-
recurrence of that system. 'We are convinced
that it is impossible o work men regularly for
- 144 hours a day—even in the manner in which:

the Indian operatlves admittedly work without-
serious permanent injury to their health; and
also that any system under which they are
required to work for such excessive hours must-
necessarily be prejudicial not only to them, but
also to the industry with which they are con.
nected. Apart altogether from economic grounds,-
however, it appears to us indisputable that the
Government cannot permit a large section of the.
industrial population to be regularly worked for
14} hours a day. The evidence which has been
recorded shows that in many cases the workers.
have to walk two or three miles before arriving
at the mill in the morning, or after leaving it. at
night ; they are umable to ascertain the time
exactly; and in consequence, a lB-hour day
from start to finish may mean, and in many
cases does mean, that the operative is absent
from his home for 16 or 17 hours each day. In.
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other words, when working a |5-bour day, opera-
tives can, as & maximum, obtain only seven or
8 hours at their homes. In our opinion no further
argument is necessay to prove tlias gsuch & condition
of affairs must inevitably lead to the ceterioration
of the workers ; it must also render factory work
s0 unpopular that the labonr supply necessary for
the adequateé - development of the industrial
resources of the country will not be forthcoming;
and the abuse is of so grave a character,-so
" opposed to all humanitarian considerations, and
so fraught with serious consequencus both to the
industrial population,- and to Indian industries,
that the Government would, in our opinion, be
justified in taking any steps which experience
might ghow to be necessary in ordet to prevent
it from continuing or recurring.......

The most obvious restriction of this nature

o is & direct hmitation of the
djo";leﬂii“mt o an? working hours of adult males.
ho':f: restriction . of " We would be prepared to

‘recommend the imyposition of

that restriction, if it were clearly demonstrated
that the object in view could not be attained in
any other manner. We gare satisfied, however,
that this is not the case ; and we would strongly
deprecato any direct limitation of the working
hours of adulte until ell other restrictive mensures
of a practical character have been tried, and
have been proved inadequate. ,
, 48, The measures on which we rely for an
m'ﬁﬂ:dm;::':; [Jecom- . indirect restriction of the
Hmitation of the working : WOTking hours of adult males
hours of adult males. to reasonable limits are :—
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{1) The formation of & ‘“young persoms”
class, to comprise all young adults between the
ages of 14 and 17, with working bours limited to
12 in any onge day;

(2) the reduction of the working hours of
childven from 7 hours to 6 hours:

(3) tbe prohibition  of the employment of
*¢ young persons’, women, and children befora
$-30 A.M, or after 7 P.M.;

~ (1)  the substitution of 4 compulsory interval
-after 6 bours’ continuous work, in place of the
present mid-day interval ; and

(5) the assimilation of the resirictions
placed upon the employment of women to
those proposed for the ‘* young persons ” class....

¥ LXIV.

The Indian Faclories (Amendment) Aot, 1922.

1. “Faectory” means—

(z) Any premises wherein, or within the pre-
cincts of which, on any one day in the year, not
less than twenty persons are simultaneously
employed and steam, waber, or other mechanical
power or electrical power is used in aid of any
process for, or incidental to, marking, altering,
repairing, ernamenting, finishing or otherwise
adapting for use, for transport or for sale, any
article or part of an artiole; or

(#) Any premises wherein, or within the pre-
cincte of which, on any one day in the year, not
less than fen persons are simultaneously employed,
and any such process is earried on, whether any
auch power ia used in aid thereof or nof, which
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bave been declared by the Local Government, by
notification in the local official Gazette, to be a ,
factory. :

2, All persons as defined in clause (z) of
‘para. (1) employed in & factory lincluding the
factory compound), whether employed by the
manager or & contractor, shall be-deemed to be
“ employed ” within - the meaningd of the Act.
and sall such persons shall be subject to the
provisions laid down in the Act..... .

(4) The Act also extends to all— .
{2) Electrical gen‘emhiqg, or’ transfprming
stations, )
(o) Indigo factories; and
() any factories situated and used solely
for the purposes of a -tea or coffee
plantation.. . ) .
«(5) (e) *“Child” means a person who is
under the age-of 15 years.
{b) No child shall be.employed in any factory
for more than:.6 -bours on any one

day.
+{0) No ohild under the age of 12 years shalk
- -be employed in any factory. (This
. +does not' appdy to- any- child lawfully
employed in & factory -on, or. before
the 1st day of July. 1921).
(d) No child-shall be required to work
continuously for more than 4 hours.
(6) (a) No person shall be employed in
“ ' any facwery'for more than "60 hours
in any'ope'woeks v o
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have been declared by the Local Government, by
notification in the local ofﬁc;al Gazetts, o be a

factory.

2, All persons as defined in clause (1) of
para. (1) employed in a factory {including the
factory compound), whether employed by the
manager or a contractor, shall be deemed to be
“employed  within the meanings of the Act
and all such persons shall be subject to the
provisions laid down in the Act..... .

4)
()

®)
©)

- (8)
)

A{e)

@
©6)

The Act also extends to all—

Electrical generating or transforming:
stations,

Indigo factories; and

any factories situated and used solely
for the purposes of a tea or coffee
plantation.

{a) " Child” means & person who is
under the age of 15 years.

No child shall be employed in any factory
for more than 6 hours on any one
day.

No child under the age of 12 years shall

be employed in any factory. (This
does not- apply to - any child lawfully
employed in a factcry on or before
the 1st day of July, 1921)
No c¢hild shall be requived to work
continuously for more than 4 hours.
(@) No person shall be employed in
any fa.cucly for more t.hzm 60 hours.
in any one woek: -



430 . INDIAN FACTORY LEGISLATION

() No person shall be employed in any
factoy for more than 11 hours on any
one day.

(1) In every factory there shall be fixed
for each person employed on each working day,
& rest interval of not less than one .bour, at
intervals not exceeding gix hours.

{(8) No Woman or child shall be'employed in
sny factory before 5-30 a.m. or after 7 p.m.

(9) No person ghall be employed in any
factory on a Sunday, unless—

() he has had, or will have a holiday for a
wholg day on one gf the fthree days
immediately’ preceding or sueceedmg
the Sunday, and

(b) the manager of the factory has previous
to the Sunday or the substituted day,
whichever is - earlier, given notice to
the Inspector of his intention so to
employ the said person, and of the

. day which is to be substituted.

Provided that no such subsiitution will be
made as will result in .any person working for
more than ten consecutive days without a Loliday
{or a whole}day.

- EXCEPTIONS.

(10) Nothing in ary of the preceding paras,
namely B (d), 6, 7, 8 and 9 shall apply $o persong
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who may, by rules made by the Liocal Government
ander this Act, be defined to be persons holding
positions of supetvxsmn or management or to
persons employed in & confidential capacity. .
v-=¥(11) .Where it is proved to the satisfaction
of the Liocal Government—
iee (@) that any class of work in a factory is
' in the nature of preparatory or com-
plementary work which must neces-
sarily be carried on putside the liraits °
1aid down for the general working of
the factory ; or
(b) that the work of any class of workers is
essentially intermittent ; or
_ {c) that there is in any class of factories any
work which necessibates continuous
production for technical reasons ; or
(d) that any class of factories supphes the
public with articles of prime nec8ssity
which must be made or supplied every
day ; or '
(e) that in any class of factories the work .
performed, by the exigencies of the
trade or by its nature, cannot be car-
ried on except at stated seasons or ab
times dependent on the irregular action .
of natural forces; -
the Liocal Government may, subject to the con-
trol of the Governor-General in Council, by noti-
fication in the local official Gazette, exempf on
such conditions, if any, as it may impose—
In onse (@) such class of work from allor . .
any of the ptovmons a8 reterred fo in
pars. 6 ;. T
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in case (b) .work of the nature desoribed from
all or any of the provisions referred to-
in paras, 6 and 9 above;

m case {¢) work of the nature described from

-the provisions ' referred fo in psras. 7
and 9 above;

in eases (d} and - (s) such class of factories

-from the provisions of para. 9 above.

(2) The Liocal Government may, by generak
‘o apecial order, exempt for such’ period, as may
be specified in the order and on such conditions, if
any, as it may impose, any factory from sall or
‘any of the provisions referred to in para. 5 (d), 6
and 7 above,: on the ground that exemption is
necessary in order to enable such factory to deal
with an excepfional press of work.

(3) In suchvircumstances and subject to such
oondmons 88 may be prescribed, nothing in para.
b (d) para. 6 and pare. 7 shall apply to work on
urgent repairs.

{(12) Whers, under the provisions of clause
1) of para. 11" any factory has besn exempted
drom the provisions of para. 6, every person em-
ployed in such factory for morethan 60 hours in
any one week sha:l be paid, in respect of the
overtime, at & rate which shall'be at least one and
a quarter tlmes the :rate at which he is normally

ad. to
P (13). The Local G-overnment may, sub}ect to
the'control of the Governor-Genaral in Couacil,
by notification:int the loeal offivial Gazette, exempt
any indigo factory ov'any factory situated om, and
used sclely. for ‘the. purposes of § tea or coffee
plantation, from all or any of $he movgslons of
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paras. § (d) or 7, on such cond:tmns, if any, as it
‘may i impose. -
LXV

Report of the Committee of the Internaiional
Labour Conference (1919-20} held at
Washington, on the application of the 48
hour week Convention to special couniries.

-IKDIA.

(1) The Committee has had the advanidge of
. access to a good deal of the available informatio:
aboué Indian industrial conditions, by means l;‘
the official replies of the Indian Government and
the statements of the delegates of the Govern-
ment, the employers and the workers. But it is
clear that that information covers only a relative-
ly smasll part of the ground, mainly for the reason
that in India conditions do not approximate
to anything which is known in the western world.
The total number of persons in British India em-
ployed in organised industrial undertakings, such
as factories, mines, and railways, constitutes an
ingignificant proportion of the whole population.
Other industries are still almost wuniversslly on a
amall scale, and the predominant industry of India
is agriculture.

(2) At the same fime it appears that such
industries as exist in Indie; especially textiles,
and Government and private railway and engi-
neering shops, ére quite well organised, It is
true that the present Indian conditions are not
such as to make easy in the immediate future
either large scale factory production or the appli-
cation of western standards in the restriotion of
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workmg hours. Nevertheless, in the- mdustries
mentioned, something,bag already been done in
both dlrectwns. ~ Jndia has had three factory
laws, each law marking a subs!isnf.ml advance on
its predecessor. The Committee has had evidence
that the laws have been well administored and are
effactive.

(3) The factory law at present covers mdinly
*ﬁexﬁnes and certain branches of.railway and en-
gineering work,: and. apphes only to establish,
‘anents.in which at least 50 persons are emplayed,
though,.it is.. possible, by madmiristrative order
Awhioh has often been brought:into effect where
abuses were suspected); to bring under the law
establishments employing 20 persons.
- {4) The Committee ie' of opinipn that tbe
present conference can legislate nsefully only with
rogard fo large .industrial. ungertakings, such as
are already within the scope of the factory acts
tand minesa: 'With regard to these (f.s., all indus-
4ries at present under the. factory. acts, mines,
and certain branches of railway. and iron works),
the. Committee recommends that the Government
of India should be asked o adopt the prinoiple of
& 60-hour week.

« (6) The Committee however reeommends the
eonference to lay before the Government of India
A.very urgent. request that it should consider two
important. matters ; first the possibility of adopt-
ing a lower limit tor underground work in mmes,
and secondly, the possibility, of adopting, . in the
light of standards soccepted .in other countries, a
modified definition of . * factory”, which would re-
duce the number of workers required $o bring a
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factory under the scope of the Act. The Com-
mittee thinks that it should be .possible at an
early date $o limit the hours of underground work
in mines fo 54, or even lower; and recommends
this step o the favourable consideration of the
‘Government of India.

{6) With regard to small industries, not com-
ing under the provisions of the Factories Act, the
Government of India might be requested to expe-
dite as much as possible the collectior of informa-
fion and statistical data. And as apart from this
the Committes understands thai enquiries were
initiated several months ago relating .to the
amendment of the Factories Act with & view to
bettering the conditions of labour, the Govern-
ment of India might *also be requested to com-
municate at the earliest possible date, and if possi-
ble before the next conference, o the Interna-
tional Labour Office, the resuits of these enquiries
and the proposals of the Government for carrying
into effect tha tendencies apparent inm modern
legislation.

(7) The Committee therefore recommends the
conference to embody the substance of paragraph
4 of this report in the form of a convention, and
$o communicate to the Government of India the
observations and requests of the remaining para-
graphs.......

: @G. N. Barnes, Chatrman,
© H.J.W. Hetherington, Secretary.

I



- eHECKED
2OQ3Q8




