NOTE

Iuﬂatbn isa nationa! orisis, All the elaments of odr’ 800+
nomio life wrst, thersfore, in time make a consoious and conoarhd
stfor} to combat’ it. Complata cooperation among a1l intereats - on
the bn.sls of a clear perspective of the problém oan Alons. make
this affort & gucopss.

In the inberest of public knowledye the Eeonomic and Politiosl
Tonearch Department, A. I. G.'C., is issuing this balletin, whkh
traces in hrief the development of this orisis and tha ateps ihe
Government of Indis Las taken before and aher formrulaging its
polioy to svert it.



COMBATING INTLRYION

INTRODUCTION;—The infiationary pressuce through whmh
India is passing to-day originated during the war, The fo!lomng
igares would indicaté the gradual development of what may ‘be
mfled the firat phasa of this inflationary riga of prises.

NOTE IBSUE :

MARCH, 1942, MARCH, 1943
RBs. 381.73 crores. Bs.643.58 orore

BUDGET DEFIOITS

1941-1942. 1942-1943,
Es, 206.69 orgres Bs. 437.65 crores

Through Government's war expenditure, while money euné_
sonring into the market, goods vanished as rapidly. And soom,
the chamctaristic phase of inflation became evident.; too mush mo-
aoy began to pursue too.few goods and the whole-aale price index
moved up by about 100 points within a oouple of years,

1941 19432 1943
122 149 215

The rise in prices filled $he pockets of the manutacturers and
big farmers. The flourishing blsck-market enriched tha traders buk
B impoverishad the lower middle clasa, incromsed the distross of
factory workers and brought untold misef¥ t0 the small pessants,
lsoiiess cultivators and agricultural workers. Of coarse, in organised
industries, wagos rose; but it did nob rise proportionately to tho rise
in prioes, This Ied to the gradual deterioration of the relation bet-"
sresu the . matacemsnt and Izbonr.



Introduoction -of pricq comirol and’ ritioning, hawever imper.
fectly - administered, and of anti-inflation measuores in 1943 and
1944, arrested to s great extent*the upward swing of prices
The prices remained relatively stable till the end of the war in 1945,

Bince 1946 began the ssoond phase of inflation. With the
oessation of hostilities theve was a reduction in defence expendi-
ture leading to s welooms fall in the budget defieit from Rs.
4920 million to Re, 856 million., But currency expansion
contivued unahated, The volume of notes in cireylation rose from:~

1944-45 o 1945-46 1946.47
Rs. 969 croros ©  Ba 11A8 crores Ra. 1233 erores

Betwoeon 47-48 there was a considerabls volume of nobe isete,
The note iasue, however, dropped to Re. 1180 crores in September,
but steadily went up till the peak was’ reached in April, 1948 at
Rs. 1812 crores<-an increase of Rs, 233 crores in 7 months.
Since April, there has, however. been s droo bv Be. 100 crores
in note issue,

This period of cuUrrency expansion synchromsad- with &
specially oritioal period in industrial production. This contribu-
ted %o a domblo movement in the {actors intensifying the infla-
tionary spiral.  Neither the withdrawal of E.P.T. nor the lifting
of price control, which according to a section: of businessmen.
operated as an impediment o producticn, could stimnlate the
business world to produoe mora. Tha slogan ‘Produce or Perigh’
proved an empty slogan. The removal of control without elimi-
nating the inflationary potential gave a fillip to the upward march
of prices throngh increased blackmarketing and hoarding, The
disturbances following tha partition of the country, mass movement
of population and the wanton violation both by management and
Iabour of the INDUSTRIAL TRUCE RESOLU TION put cne
wpoke after another into the w_haols of the ooun_try 8 production.
The following figures would give a clesr ipdication how production
fall by leaps and bounds,



products including food articles, rabber and rubber produets 180°7.
‘InJme 1948 they moved up respectively o 151'9and 134'7.

_ Though the Reserve Bank Govm, Sir C. D. Deshmukh, in
his address at the 14th Anpual Genersl Mesting of the Bhare-
bolders, essured that despite the ahnormal increass in prices,
shere would appear to be no need of takinga panicky view ol
things, it was generally folt that tha eituation created by the
inflationary nse of prices, unless checked in time, may go out ol
control and the seething discontent among the people might
have sorious, and wide political repercussions. The Deminion
Parliament had one full day debate on’ inflation and prices, Tha
Govt. assured the House that after consulting-the various inter-
ests, experts and others it wonld declars shortly its policy regard-
ing anti-inflation measures. ‘

The Goverment consulted economists, industrialists, labonr
lendera and bankers, The following is the summary of their re-
commendations-

ECONOMISTS VIEWS * The eeconomists in' their resom.
mendations Buggest that ramaedial action would require joint action
by the Grovernment of Indis and the Provinces. As regards the
‘action by the Government of India, they suggest that a supple.
mentary budget should be introduced in October to give effect to
anti-inflation measures; grants to provinces out of central
budget should be discontinued unless it could bo demonsimated that
they would 'add to the production of essential commodities in » shorl
period, refund of Excess Profits Tax in déposits should be postponsd
all capital expenditare should be financed by genuine borrowing,
stringent measures should be devised to prevent tax evasion; the
rats of business tax should be increxsed to 95%; steeply graduated
Doath dnties should be introduced.

Rogarding borrowing, the 6COnOIUSES BUEZEST LTDAT -LTOASUryY
Bills of six months’ and cns year'a duration st slightly higher ratos
of inbereat sbould be introduced; sttractiveness of small savings
ehould be nugmented, terminable Government loans- whioh mature
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should not be paid immediately, if under the forma of the lean
repayment could be postponed; Agricultural income-tax should
be extanded to all provinces and a gradusted surcharge on pay-
ment of land revenue by holders paying morethan Rs 2,000 ss land
rYevenuo per sunum shonld be introduced by all vrovincial Govern.
ments,

Modiﬁoa.ticn of controls on the present system of eapital issues
for industrial purposes has been suggested, continuation of control
of allooation of esgential materials, and preference to importa of
essentlal consumer goods has been recommended, sxeept the eon-
trols should be exercised with a view to enabling the country to
implement ahy bilateral trade agreemsnts whish have boen entered
info for securing import of easential goods. Dividends declared by
companies should be Limited to the aversge of the last two years’
dividends and in the case of mew companies, they shonld not
exceed 6%. Personal incomes suc}h as wages, salaries and dividend:
should. be frozen and a rebate from taxation should be given a8 ar
incentive to indusirial expension.

As a common action by the Government of India and the Pro-
vinces, the economists suggest rigorous retrenchment of the war.
time snd post-war growth of staff in various departmenss, limita.
tion of expenditure on social, educational and welfare activifies;
fixation of & ceiling price’for all food grains, control of prices and
distribution of cotton and oloth shonld be elaborated, if necessary
‘on the lines of state monopoly. Government should lay down for
each major industry & prograrame of production and the system
of prodnetion bonuses should ‘be introduced as far as practicable,
“The present offorts foincrease agricultural production should be
further intensified. The maximum of the total value of notes
issued by the Resorve Bank of India should be limited o the sxis:
fing amouxt.

Swall-Scale and. eotiage industries have a special rols in the
prosent emergency and should be fully developed with a viaw to
.mitigate the essential shortages,



INDUSTRIALISTS' VIEWS:. The foollowing are the principal
recommendations submitted by the industrialiats:-

(1) immediate abolition of the capital gains tax wnicn nas
proved most detrimental to fresh investment,

(9) attempts shbould be made as far as possible to balance
the Central and Provincial budgets,

(8} any unusual items of expenditure such as loans on the
rebabilitation of refugees and the Kashmir operations
should not be made out of revenue expenditare but from
borrowiegs,

(4) In order to augment the central revenues, the purchase
tax om luzuries and a Bpecially graduated surchargs on
railways, shippings and air fare, should be imposed.

Oonsidersble economy in governmental expenditure thould ba
effocted as far as posmbla

Machinery of tax assessment snd oolleehon should be smproved
and arrears realised.

While long term projeots of a productive character need not be
shelvad, sxpenditure on project should be cartailed to the minimum
possible, all new expenditure on social services should be avoided
in the immediate future, '

Irrespoctive of the merits of the prohibition poliey, its imple-
mentation should be delayed or suspended to enable Provincial
Governments to restore tha budget squilibrium. The Government
shonld definitely put a csiling to wages, prices and profite at the
present levels., This does nob mean that wages, prices and profits
should be established on thess levels. In fach the intention should
bo to bring down by gradual stages and in the meantime not $o
permit any inoresses, Industrialists undertske voluntarily not to
distribute dividends above tha average of the last three years, In
the case of companies which have not yet paid dividends or bave
paid dividends less than 6% they undertake that dividends distr-



bubad shalt be limited to 6%. If the Governmant is nob satisfied
with the implementatioh of shis underbaking by industry they’
should take such achion ag to eﬂoetivély enfotos the proposed
lumtatlonn

Imposition of oe:].mg of prices mvalves control of essentisl
sommodities. Pmdnctmn both in agriculture and industey abould
be increased. For increasing agricultural and industrial prodaction
the fo!lomng mensutes.ate DSOSRRAPY s

Uniformity of labour legisiation throughont ¢ha sountry,
Improvement of transport,

Bationalisstion of lsbour:—the. overall employment of
labour is disproportionately large and the attitude of labour
is to resist any atbempt at rabionalisation, Governmsnt
itervention is therefore heceasary.

Inbroduction of a $rd shift whetever possible aud Pparbie
tularly in the cotton textile industry and regular supply
of coal and essential raw materials-to aahive - this.

Bpecia] deprecistion allowances should be granted to meet
the higher replacement cost of plant and machinery both.
for expansion of the axisting indastries and for creation
of new onsa.  In cass of new industrles relief trom ine
9ame tax shoald be graxited in the first fiva years.

The Government's industrial policy should be reenuneis
ated in order to restors public confidence snd in particulss
‘the declarstion of the Gavarnment that it “would review
the position in certain bagio industriss at the end of 10
yours with a view to consider the possibility of futher .
aationalisssion should be deleted.

A vigorous savings campsign showia ve ocrgamsea vn &
countrywids bsis to atiract surplus money from farmers
and factory workers. National savings ocertificatos



sbould be roade available o them in snitable denomina-
ions at convenient ecentree throughout the country and
krough a greator number of egencies. The ocertificate
thould be printed in differomt regional langusges and
thould provide for easy and ready encashment, Indus-
rial workers should be encouraged #o invest their annusl
bonuses in some form of savings,

There it no need to raise the bank ratd or to float _pew
3overnment loans on higher rates of inderest. = Buch
whion will only disturb the investing mnrkeb

L
Pressury Bills of maturity varying from 313012
months anid in lower denominakions should be introduced.

The Reserve Bank should bes empowered to restrict
sredit in any locality 8o that such resbriction is necee
sary 30 keep prices "under control. The Government
should make an unequivocal apnouncomept that it
has no intention to devalue ourrency, freeze bank
deposits or damonetize 100 Bupee notes. ' -

Imports of commodities which really enter into consump-
tion of the masses ( food, keroseme oi! ebe. ) should be
gradually liberalised. Similarly imporbs of capital goods,
sbeel, scarce minerals and esseutisl raw nisterials of
industry should also be liberalised,
Statistical organiestion” of the Government should bx
strengthened.
A small Committes pregided aver by the Prime Minister
shocld be set up to sc-ordiamte Govarnment policy in
economic matters. This committes shonld be assisted by
Standing Advisory Committes or Commitbess, represent.
ative of sconmmiets, businessmen and labour,
IEWS OF LABQUR LEADERS;—Among other thingt
Kbandu Bhai Desai suggests freosing of some portion o




surplus oredit and some autrenoy bringing down pricas of essential:
commodifies to 150% abovs the pre-war level. Piohibition of
specialisation of essential commodities, opening of fair price shops
for food sfuffs by the Government, freeaing of 1/3rd of the deposits
or investment in banks or Government ssourities by farms and
wutilisation of sterling releases by the Government alons.

- BANKERS' SUGGESTIONS :—Among the recommendations of
the bankers are:—an all ont inerease in prodaction, mopping up of
surplus purchasing power, restriction of grants of oredits by banks
and increase in the rita of intarsst, The binkers appréciate. bhe
‘administrative diffioulties of reimposing oontrols and are sceptical
of the ability of the Government to nndertaks large-seals public
enterpriss, They suggest that the Government shounld take s
short term point of view snd adhere to conservetive economio
_policics,

. VIEWS OF SHRI JAI PRAKASH NARAIN :—While empha-
sising an all ouf effort to incresss production, the socialist leader
euggests that both import and export trade should be made a state
monopoly. The State should try to attract foreign capital and even
foreign entreprenours in order to accelorate induetrialisation on
terms that may not be against national intarest sud spacial ampha-
sis should he aid on incressing agricultural prodmetion throngh
organisation of mulh-pnrpooa oo-operatives md resuscitation of
village Panchayats.

On the monetary side, Shri Narain desires raieing of tbe bank
rate, control of bank credi§, imposition of a capital levy $o mobilise
essontial capital resourses and a purchase tax on luxuries, securing
black-market money for State investment and a schema for promo-
tion of compulscry savings.

SHRI E.G. MASHRUWALA ON INFLATION:.—3hri K.G.
Mashruwala, writing in Harijan on September 19 om inflatfon
and high prices obssrves:—




"Inflation and high prices have bean engaging the sericus atbari-
tion of the Government and the public. Government of India
invited, in a oonference, industrialiats, economists and experts to
suggest & way oub of the difficulties. They are no doubs inbelti-
gent, learned and capsble men. Thay are well posted with statis-
tics and undersiand international trade and nolitics.

But the fact is that hardly any ome of those who have been
called %o advise is much the worse personally by reason of the evils
he is asked to vemedy. Several of them indeed have so far profi-
ted by what sppoared o the general public as calamifies. x x X
x X x PBationing has pok seriously affested their prewa: mode
.of life, x X x x x x Subjectively several
of them are inberssted in things going on a8 they are. Howsoever
honestly and sympathetically they might attempk to thifk  their
-instinet of self-preservation will not persuade them to regard any
remedy as “praction] proposition” if we will subject their claas to
s vonsidarable redustion of their gains and efforis. b ¢ x

x x x % The second fact is that it is the political
industrial and peonomic theories and policies of these political and
industrial magoates themselves that have created the present'
impasse . x x x The third fact is that whatover the
University Professors say in their text books on economics, the
ruling economio theory all over the world is gtill “meroantile theory"”

X X x x X ' x The suggestions mada by
industrialista and economists suffer from the drawbacks pentioned
above,"”

.Bhri Mashruwala sums up bie guggestions thus:-

“The nation must wind up ite present industrialism which thrives
on wars, foreign trade at the expense of the nation, specuht.ion;
inorease of luxuries and destructive weapons and lavish way of
tiving. It must not raise augmentation of debts whether called
national or private”. He suggests a new system of currency by
whioch all 100 rupee and 10 rupee noles should be replaced by



frosh jssue boariiigh & now dede of: isene gnd that thede nobas may
automatically be reduced by, say, 1 auna per rupee at the end of
the year if deposited in & bank during the Iast month of the year and
that ‘'sueh rediction may be repeated at the ond of each wyear.
Thus, & 10 rupee nobe issued in 1949 would lose 10 sunas in 1950
it still in circulation but would fetoh $he tull value i deposited in
a bank before the ond of the year. It would be further reduced
by-a rupee snd four annas in 1951 &nd 50 on

~ RECOMM ENDATIONS OF THE CONGRE3S LEGIS.
LATURE PARTY SUB-COMMITTEE:- The Congross party in the
Dominion Parliament on September 2, 1948 appointed & 25 mem-
ber sub-committes with Prof. N.G. Ranga as the chairman.” The
Committes submitted its reccpamendafions in s report of 45
sections on September 7.

The following is the sammary of roeommendahons of tho
report.

(1) FISCAL AND MONETARY MEABUBES — The budgets
in the centre and the provinces should be balanoed snd if possible
atbempts should be made to have surplus budgets. Strictest
‘econorey and retrenohment of superfluous staff should be made
and if there ig kil s gificit it should be made by azation.
Grants o ' provinees may be reduced but such reduction
.should mot be made ab the expense of any activity which may
increase production of essential commodities. 1t may be desirable
to spread thepo grants over a longer period instead of stopping
them suddenly which may causze disloeation to the plans already in
hand. Refund of E.P.T. deposits should be postponed exvept

. where such refands are demonstrably required for replacing or
adding to eapital equipment or increaging the productive capacity
of plants calculated to add to the production of essential articles
in the near future. An Expert Commities cf high level should
be appointed fo review the grants to provinces as well as to deal
with “spplications for refund of E. P. T deposite and tc ensure
that deserving casea are fairly dealt with' while utmoat eoonomy
is achived.




Capital expenditure shonld. be financed as far ss possible by
gentine borrowing, With & fow exceptions production projects
should bo pushed throngh at any oost even if they may taka 8
fow vears hefore they can sdd to prodnmon ’

Vigorous attempts should be made to ocollect all" n.rrearsoi
inoome tax, super tax aud business tax and Income-tax Investiga-'
tion Commission should be armed with such additional powers
a8 it may desire to snable i¥ to commplete its work quickly and
successfully. The newly enscted poction 34 of the income-fax
should bs used to the fullest extent to maximise colletions.
Death daties should be imposed a8 early as possible. The other
items of direct $azation mentioned .by the econowists msy be
considered at the time of the next budget and their imposition
at the present time through a second budget is not deairable.
Excise and customs duties on luxvrise ‘may be raised. _The
Majority of Members considersd that possibilities for a capital
lovy should be explored: Treasury bills of 6 months and
one year's duration on higher rates of inberest should be intro-
dnced and the interest rahe pohoy on Governmant borrcwing
should not be ohanged. :

- While the atiractivences of small saving for voluntary invest-
ment should be increased by all ‘possible dsvices and a popular
oampaign inaugurated for its promotion, it should be an auxiliary
%0 a scheme of compulsary saving which will ensura gufficiont
fands for Goverament expenditure and mop up a fair mnount of
$he surplus purchasing power,

As collections for Mabatma Gandhi roemorial fund would have
the sams effect as savings, the Committee, in sharp contrast to
the recommendations on this point by the sconomists, recomended
maximam efforts to promote sach collections.

The following scheme for compulsory saving wee Teoon-
mmdeﬂ —_

{(a) all wages arid salaries of employees of Governmont. looal’
suthorities, -industrisl and commervial firms eto, should



pe pma 1 satings cerbiticates of ~ 3 years’ to 10 years duration
and carrying a fair rate of intersst-to the following extent:

Wagee and salarios of Ra. 517+ to Be. 300 per month 33%

do - 901/- Rs. 500 " - 5%
3o 501/- Rs 1000 , TH%
do- 1001/- ° Bs. 9000 - ". 10%

9001/- and above " 30%
These amounte shoold be collseted on a slab system.

(b) Persons with professional or business income who do not
pay super fax and who are not subject to compulsory
eavings ander ‘A’ ahould deposit in savings cortificates
50% of the amount of the income.tax paid or assessed in
in ihe previous year.

w) 50%of the banuses .eammed by perosns whoss salaries

are sbove Ra. 5,00 per month should he deposited
gimilarly,

(3) Psttedarsin ryotwari aress and teuants in zamindari
and malguzari areas should deposit in savings certificates
half 38 much ap their Iand revenus or rent, provided
that suitable exemption limits may be prescribed by -
the Provincial Governments.

{e) Zamindars and Malguzars should deposit bebween 5% to
25% of their gross revenue as may be fixed by the
Provincial Goveruments aoeordmg to looal conditions.

(f) 25% of all dividends should be paid in savings certificates.

The committee recommend hat the daily sgbsistance allow-
nce paid from public funds be cut by 133%. The Reserve Bank
should not aliow any further inorease in the note issue and should
as far a8 possible reduse it without causing any dislocation. .
Banks should bo required to hold a larser vpercentase of total
Habilities in Government sacurities.



VUNLKULS:- Eilicient administaration of cofitrol is regatded
as the very basis of price controls In deficit provinses or areas
statutory mioning of foodgrains in cities and as faf as possible
in other searcity areas and in self-sulficient and sarplus provinces
or areas & system of partial rationing Limited o low income
groups with freedom to supplement from the open market, fair
price shops in as many placs as possible in non-mtioning aress
and secuting of adequate quantities of foodgrains of import and
local procurement by the Central and Provincial Governments
are noeded. The commmittee advocates compulsorv levy of food

-grains after leaving enough grains for peasant’s family, agricultural

Iabaur, and seeds ete, from all agricultorists having more than the
minimam acreage as prescribed by the Provincial Govornments,
This procurement must ba m#le ata prise attractive enough to
induce peasants to grow food orops in prefersnce to other crops
snd make'it easy to enforce the procurament polioy,

Fixation of & floor price a little below the procuremeut price
but reasonably profitable to the cultivators, state purchase of
grains at the floor price, fixation of a ceiling price somewhat above
tho proourement prioss are also needad, Peasents, however,
‘would be free to sellin the open market surplus grain after their
ocontribution of the quota according to -the procurement scheme.
So long as the grain is sold between she floor and ceiling prices
complete freedom of movement should be ensured. Procure-
mon} prices should be announced wall hatore the harvess,

The scheme of oloth control recently adopted by the Govern
ment is approved, Production of finer cloth should be restricted
88 far as possible, and production of varieties and durable cloth
peedsd by the masses showid be maximised. Dividends deolared.
by the Companies should be limited to the average of the last
two years, For those who have been declaring dividend more
than 6% and for the rest no dividends above 6% should be declared
Distribution of reserves in $he form of bonus shares or otherwise
should be prohibited. Payment of salaries freo from all incomes
tax should be prohibited and a msximum of -Re. 50,000 & yeer



should be subject toincomo—tu.x fixed for salaries. Any amount
paid to any perBO ar Rs. 50,000 sball be treated as part of
profit and taxed rﬂinglyi UAllowatioas of any kind including
conveyance, enterfainment efc. should not exceed 20% of -the
salaries. Froe housing and other amemtlas shuuld bs sva.luated
and Tneluded in these’ ailowanees

IMPORTS & EXPORTS —Attompts gshould bs made to
‘dmport gold and silver particularly the latter and 8ell it to the
imarketas an eEfacﬁwe means of abhsorbing sarplus purchasing powar.
Import progra.mme ‘should be so arranged that sterling releass
under the recent agresment may be fully utilised. For "exporis
the principle should ba that only minimum gquantities of essential
commodities which are necessary for consumpbion in . India
§houl_d bq. promotad in exchange of ‘obher imported goods.

.. Every poseible effort should be - mada to eliminate eorrt_lptioﬁ.
‘in the issue of licences for imports and exports and some impartial
machin‘ery should be devised for this purpose.

PBODUCTION The inorease of Agricultural pt;lggjtlm should
___gl_ven top-most priority, Prompt and adsquate supply of fael,
irot, cemant, timber, cattle-foed, manures ste. to tha poasanis at
_rea.sona.ble pnces should be ensured.

Smn.lllmgmon schems such as tube-wells. “tanks, ord:mry
wells and repairs of minior irrigation works should be undertaken
directly by the provincial Government to tbo,utmost posgible
extent. : ' ' e

- - Nation-wide competition in agricultural production limited to
somll and medium holdings should be started. Attractive prices
should be offered for the best producers of food grains in every
villaga or group of villages, This is likely to yield much better

-regelts than the monsy spent on advartmemanta in Enghsh news-
papers on Grow More Food ‘Campaign.

Digtribution of manure, seeds, implements etc. a8 also consus



mer goods like cloth, kerosens should be secured through Village
Panchayats or Food Councils as part of the campagin for increased
production. Development boards and agricultural finance eorpo-
rations with adequate representatives of small. peasants, startibg of
& machine tool plant, factory for prddnction of electrical require-
ments, & factory for production of industrial combusion engines’

are aleo needed.

COTTAGE INDUSTRIES ;—The encouragemant of such
cobtage industries ascan be orgenised quickly and particularly,
hand spinning, is of the greatest importance and the Comittee fesls
that wherever possible, this should e done on eo-operative lines.
There should be no hesitation in providing substantial subsidies
for this purpose and it should be preferable that they should be given
in the-form of tools aud raw materials ab reduced rates. Central
and provincial Cottage Industries Boards with adoguse fands
should be set up, Adeguate pumber of establishments for the
manufactare and supply of necessary tools for cottage industries
and for agricadure should be organised. The respective spheres
of production for cottage, medium and large-scale industries
should be decided. ' t

PROHIBITION AND ZAMINDARIS:—The Committea do
nat like that schemes of prohibition should be stopped or post-
poned. They have moral and political implications which may
not be subordivated to mere economic exigencies.

The same is the cage with the' pchemes for the abolition of
zamindaris but compensation should be paid ' in such a way that
considerable amounts of ready cash are not made available for the
imrmediate present. '

" MACHINERY FOR IMPLEMENTATION AND CO-ORDI-
NATION OF ECONOMIG _POLICY:— A separate Ministry.
5f Economic Affairs with adequate statistical and other organisations

i3 rocommended " which should implement and watch the offect
of the proposalg which may be adopted and should formulate
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comprehensive 6B a8 5000 88 _tli'he_ danger of ifflation ha
‘boen removed, - e talnol

} THE STANDING ECONOMIC COMMITIEE OF THI
ALT, INDIA CONGRES3 COMMITTEE:—The standing Eco
nomic Committes of the ALC.C. met on September 3, 1948, ir
the Prime Minister's Room, Council Houss, Pandit Jawaharla
Nehru presiding, Except Shri J.C. Kumarappa, all the merbers
sttended. The Committee sppointed a Sub-Committee consisting
of Sbri G.I,, Nanda, Shri AP. Choudhry and Shri K. Mitra &
review the economic situation in Indis in the light of the recom:
mendation of the economists, industrialists and labour leaders on
inflation and rise of prices and make its snggestion to the
Commniittea,

The fotlowing notes were suomisted by Shri J.C. Kumarappa
Shri Annada Prasad Choudhry and Shri G.L. Nanda, :

* “NOTE BY SHRI J. C. KUMARAPPA "

M ost of the advisers appear to approach the subject from a
purely materislistic point and betray a complete lack of social

sense. For instance they consider prohibition a8 a “'sentimental”
teform rafher than s an essential nation building; activity.

..} This Committes waa appointed by the A L C.C. in its messior
in- Bombay in April with a view to consider the imple.
mentation of the general programme (Economic Programmi
adoptted by A.I 0.C. in the same wsession) more especially
in regard to priorities and make rocommeandations from
time to time to the Working Committes. The Comamittee
oonsists of ;—

Pandit Jawsharlal Nehru {Chairman) BSbri Rafi Abmed Kidwai
8bri Shankaerrao Deo, Prof. N. G. Ranga, Dr. Pattabbi Sitara
mayya, 8hri Jegjiwan Ram, Bhri Guizarilal Nenda, Shri J. C
Kumarappa and 8hri Annada Prasad Choudhry.

* T his note was recetoed after the meeling of the Standing Ece-
nomic Committee-




We canpot afford to ignore eogial values. In an emeigemcy the
need for it is all the greater. We can afford to do without great
many things, but we cannot afford to send some of - our fellowr:
beings inbo the gutters under the ples of ~monstary needs.

The Government plans are overlighted on the side of large-
gcalo industriss, ‘When we take the production of agriculture
and village industries, the output of large-seale industries is
infinitesimal. Therefore, if we want to increase the production,
even o slight improvernent of agriculture and village  industries.
will prov"ide a great lever for banishing inflation. But this factor
of production has been almott ignored.

The improvement of the siliua.tiouil.ies Il proaucing consumser
goods by methods which will bring in quick results. At the
present tima capital goods are not avalable and therefore even as
a ratter of exigency, we have to turn to eottage indostries. ‘

. The bankers have stated that the pureha.mng power has . gone
intothe hande of the farmer and the inctory worker and obhars
geem to feel that the rural indebtedness has been practically wiped
out. These are one-pided truths. Whatever the increased agricultural
prices may have meant to the few surplus producers, it has not
brought relief to tha bulk of the agriculturista who are in the deficit
economy. ‘Though the agricaltural prices have rlsen, thosa of the.
manufactured articles, which these agricultusists have o buy,
had also risen, thus the apparent advantage has been illusive. '

QOne has to remember that the large meassure of this inflation
is due to the spend-thrilt nature of this Government whiehin jt-
palf is sn outcomea of a fall in a sense of values in the income and
expenditure on Governmental affairs. The remedy for this cause_
of inflation weuld be to increase the value of money while reducing
the quantity that gets into any particular hands. For instance,
s man with Rs. 10/- in his hands has a certain valus for bis $enth
rupes while another with one lakh at his disposal would have com-
panatively little or no ?&u& for his last rupes, To meet this differ~



ence in the unifary valus of money ab margin, it is necessary fio
cut down the funds available to any Government Depu.rtmenb
The simple way of doing this is to decentralise both the revenya
collection and dispersal«of expenditures. We have fo developa
system of local administration which will resuscitate the ancient
methods of village republice. Untill this is done, fighting inflation
will bo merely dealing with symptoms and not the diseass.

" Similarly the use of money must be largely restrieted by in-
troduction of certain amount of exchange in commodities in local

transactions by the instrumentality of multi-purpose co-operative
socistios,

 'These reforms under conditions provailing to-day may lead to
a certain amount of loosoness in administration, But we bave to
“face thia problem 80 as %o educate the villagers to shoulder res
ponsibility. Centuries of foreign rule have brought uato the
present state of a diminished sense of public duties, To build
up this civic character of the people, it may fake some decadss
_but this is & period which has to be gone through before the people
can be expected to take up the responsibilities of Swaraj. '

7 Development of charactor and. discip.lina is the first pre.
requisite. In this the Government itmelf should sef the example
and turning the search-light inwards. should set its own honse
in order. Princely salaries to members of (Government, Misis-
ters of Provinces and other high dignitaries should all be sealed
" down ruthlessly to be in consonance with the sconomic status of
the common half starved citizon. Unless it does this it will bave
B0 grounde to ask ofhers to belp in its effort of setting up the
economic structure of the country on a sound basis. The monl_
appeal given by an example is mush greater than all the preaching
..from the house-tops.

" In regard to currency, the i_uggea!;iops- made of withdeswing
the monoy in circulation by issuing Government paper, ncless
sush funds were made availableworearmarkéd for specific purposes,



such as agricultural development, will ba a danger if Isft in the
hands of what has proved to be a. spendthrifé government. Here
wo may mention that notes in cireulation have gons np several
orores in the last few months. If our expenses are to be met by
the printing press, no sttempts at deflation will ever sueceed.
The sooner we brirg the improvident government to base its
ourrency on valuable seeurities, such as gold and silver bullion
the better it will be for the country. It will increase the credit-
worthiness of the Government. '

As regards production, az wa have repeatedly stated, we agrea
that village and cottaga industries should be stepped. up and agri-
culture should ba made to produce all that we need in the form of
prime nocessities. Foreign trade should be restricted to surplusea
only and the use of money should be confined to ezchange of
commodities .to abmparatitely distant places, while local ex-
change should take place as far as possible through multi-purpose
co-operative societies on the basis of barter. Agrioultural prices
themselves should be fixed not ae a derivative from- manufactured
articles and indices worked up by a-consideration of soch prices,
but they should be ealoulated independently on the basis of effor
and energy put into production of such commodities. TUnless this
is done, the old slogan that ‘agricultura does not pay" will aseert
itgali.

It is time that the Government took » realistie approach to
this problem and exerfed itself to get out of this financial morass
to which its own follies have driven. Unless & well-definad and
thoughi-out economic pclioy is forth-coming with the necessary
ccarage to implement it, it is fatile to hope to remedy evils
that face us to-day by mere patch work supported by propagands,”

“NOTE BY SHRI ANNADA PROSAD CHAUDHURI”

1, Eoomomids should be effected in all Goverment Depart-
ments including the pay and allowances of the Governors and the
Governor-General, With the inoreaga of the Bailway Fares and
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the frequent nse of Aifways,the allowanoes ot 12 fares as travelling
alowance fo Government servants needs revision, In Bengal,
an 1.C.8. who is to draw, say Re. 1,600 aceording to the Becretary
of States Service Rules, draws Rs. 2750 when he is appointed as &
Secretary. This difference is gront with the Central Government
also. In Bihar, the Secretaries get only an allowance of Rsa. 500
or g0 in addition to their service scale pay.

2. The economies effected in the allowances of the Governors
and the Governor General and the higher services may not be
financially very great. But it will create a moral effect on tha
publie, and the lower grade services for voluntarily foregcing a
part of their incoms &o be converted into Savings Certificates,

3. There is necdssity of producing more, especially food and’
cloth. It has been proved that although in village scale manu.
facture, the output per unit of machinery is lese -although the in-
come per capita of worker ig less than in big scale manufaocture,
the total output in village indpstries for the same eapital investe
ment is nearly double of the outpubt in big scala operations. Be-
sides, there is difficulty in importing machineries and in bailding
up factories now. Therefore, could not the All India Spinners’-
Association be‘réguested to go back to their old method of Khadi
production for sale at least for tiding over this period of cloth
crisis, If nocassary, subsidies may be paid, and capital advanoes
may be made ss loans. Similarly, the All India Village Indus-
tries Association may be belped to stock oil seeds and. step up
village production of oil. Both the AISA and the AIVIA may
organize this production through co-operative societies.

4. Now thera is a large sum of monsy in the rural areas.
This can be utilized in improving the housing conditions according
to plan, if ccal, cement, etc, can be supplied to the villagers.
There is large stock of coment available with the mannfscburars,
as algo coal, But these articles cannot be made available for wank

- of transport. Transport should, therefore, be given high priority
and funds provided for repairs and replacement of wagons and



Railway stock. Tt is only by rughing available stock of cement,
coal, and gimilar articles that the purchasing power of the villagers

can be utilized for tha nreful burpose of improving the honsing
sonditions,

5. About thres-fourths of the currency notés issued by the

vernmet are in ecirculation. This is abnormal. These nobes
are probably being hoarded as incomes from profiteering or black-
marketing. All noles may be recalled for a new type of notes by
& partioular date. By this action alons, much of the ocurrency so
hoarded may be frozen, and those who will present for exchAnge
will mostly’;l be taxable for the evasion of tax in the past,

6. In big sealo industries, the labourers are now paid._bomlé
of three to fonr months salary. This bonus can be accumulated,
_and converted into shares in the industry in which they work.
If thig practice is earried on for 3 or 4 years, the capital invested
in that partionlar industry will be Iargely increased. Not ohly
will thig help in combating inflation but it will at the same day,
help the industry in inereasing capital for repairs and raplacéQ
ment and expansion snd alse allow the labourers o be ‘ghare-
'holdera in the mdustry.

“NOTE BY SHRI GULZARILAL NANDA.

10 provide material for discussion, I am jctbing down my views
regarding the lines of action which might prove feasible as well
a8 effective in tackling the problem of infiation in fbe country.
The obvious approach to the solution is by way of (1) Controlled
_ distribution, (2) mazimising the production and supply of essential '
commodities, (3) reduction of cost of production, (4) bringing down
public and private expenditure, i. 6., the demand for goods and
sarvicos, (5) curtailment of active money by (a.) immobilising the
drawing away the surplus purchasing power, (b) cheek on the
expansion of currency, (6) adequate system of economie intelli-
gence, sdvice and adsistance, (7) oresting (s} a foeling that prices
will be pressed down by all available mesns, (b) a sense of



emsrgency evokifig moivl onétpy “and effort of the. psople TO UAKS
up Government’s policy in this behalf

The stress may vary according 50 as the measures under consiag.
mbion ara (a) immediate, {b) short-term, . {¢) long-term In
the case of () controllad distribution, diminishing the voluma of
active money -and creating an expectation of & fall in the prices,
wonld taka pracedence over othoras, With .regard to (b) increase
of production of essential commodities, reduction in costs and
keeping down sxpendifure would call for greater attention.

LCortain precautions may be kept in view (1} No drasiic
sotion should ba taken capable of provoking wreactions whish
mighé be difficult to control (2) for any measures to be adopted,
there ghould be avallable s suitable adminisirative machinary
{3) Reliance should be placed on combined and cumulative effect
of many remedies operating on different points rather $ban on
very stringent acéion in any particular direction (4) No socially
retrograde step should be taken under the pressurs of n sense of
emergency, (5) There is to be no abandopment or postponement
of any schems if on that account fubure recovery might be re-

1 wish to pmphasise the fact that the situation which confronts
us involves a, inoral problero, and cannot be success{ully dealt with
on the. sconomic plane only. Every thing posslbla should be dope
tio touse the Istent mdtal foree of the people to gensmte a spirit of
discipline and saerifice and to make amtenty a pabriolic duty.
There is'a ¢all for wider contacts between the leader-ship and tha
poople snd for some tarn of things which should purify the mﬁnl
atmosphere of the country. )

' OONCRETE ACTION :—'The aim Is to bricgdown ths whols-
sale. price index by 60 points in the course of the next six months
snd 100 points by the end of a year.
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CORTROLLED DISTRIBUTION :—

(1}

9

(3)

(4)

(5)

(6)

There should be extensive price and distribution sontrof
on cereals, pulses, cloth, kerosene, charcoal and bulldmg
materials liks eemont and irop.

Tham may be rationing in roral aveas but the pries control
of the aforesaid commodities must be all embrasing.

The price of cotton and coal should also bs controlled.
Prices of other raw materials entering info production of
the cssential eommodities listed.

Fair price shops and co-operative retail trade should be
gxtended to the utmost. Special arrangoments shoyld be
wade for provision of agricultural implements, manure
ofe. ab reasonable-rates preferably through the agency oi
cooperative societies, '

A large supply of kerosene, salt, sogar, cattlefeed nnﬂ
manure ete. should be assured for rural areas. -

Procuroment from rural aress should be organised ira-
medistely. If an adsquate quantity ig mot drawn with-
out on & volunbary basis, a levy should be jtnposed on &
moderate seals to begin with, which may be stiffened as
need arises.  Differential rates may be paid to induce-a
darger cutfiow, (The rates for procursment may very
between the pre-decontrol rate for the purpose and s cei-

* ling which stands bal-way between the. prasenl; prico and

m

the floor.)

Rigorous contrel of import and export should be mtro-
duced and progrgsswe gters should be taken to create s
State monopoly of impert, which should begin with selected
trade. Autonomouns corporations should be created for this

purposa.

(8) Tmports of non-easential arvicles should be reduced o the

barest minimum and that of all the basio matesials and



eapital goods necegsary for producmg essential consamer
goods should be enlazged. No ossential commodity should
bo exported unless absolutely un-avc_sdn.ble.

(9) Spsoulation apecially in essentia]l commodity shonld be
sliminated, -

(10) Close attention should be given to nationalisation of transs
port g0 as to remove bottlenecks and readjust priorities
on & sodnd basis and in a coordinated manner,

(1) Oompet‘,il:ion between different departments of Government
and the various Governments in the country should be
avoided by integrating their schemes and programmes in
relation to the available vesources of gaterials and man-
power and by co-ordinating the execution of these schemes,
This is particularly necessary with regard to the prog-
ramme; of construction involving the wuse of scarcs
building materials.

(12) Machinery should be immediately set up for eolleoting
statisties of prices of a Iarge number of commodities and
services in all regions. Continuous study of trends and
fluctuations should be maintained for the purpose of inter-
protation and action. It may take time to create a full
organisation, Meanwhile, something should be devised on
an Ad Hoc Basis. -~

1. INGREASE OF PRODUGTION AND SUPPLY :

(1) Production contro! to begin with articles under distribution
and extended to the entire field of industry should be established
on & scisntific bagis, both in respset of quanbity and qualify. The
purpose would be to maximise the production of selacted variatie;s,'
secure reduction in costs and cutting down of wastes of all kinds
snd at all sbages. Targets should be fized in all directions. Full-
st information should he obtained and for this purpose returns
should be standardised, Arrangement should be madd for scrutiny.



[he establishments whiéh fall below cortain mininum sfandards
should ba examined and set righ{ and if neceseary, taken ovar.
Those which exceed should be accorded recognition.

(2) The idea of produetion comodities in industrial -establish-
ments has been accepted but has pot been seribusly pursued,
There should be gimilar committees for regions and mﬂusmea.

{3}  Production control should not be of & negative character
only. Production suffers often on acoount - of delays and diffi.
culties which Government ean help to remove, Adnce and assis.
tance in ramovmg ohatructions wilk go very'fari in inoreasing tha
yolume n.nd speeding un tha flnw of produetion.

Government agency should be set up to achiéve the aforesaid
objectives in collaBoration with the Production Committee.

(4} The whole system ur rewuuerauon or muour can and
should be readjusted to creste incentives for increased production.
Apart from monstary rewards, other forms of recognition shouild
be introduced to stimulate social emulation for rmaising produstion,
The tripartite organisation set up for implementation of the fruce
reaclution should immediately evolve a suitable schome,

(5) A ceiling should be pub on dividends which may not for the
present exceed 6 per cent of capital reserves, This ceiling may
be lowered in oourse of time.

{(6) There is delay in implemeonting terms” of the truce reso-
lntion. No concrete steps have yeb been taken for deter-
wmining fair rates of wages, profits ete. No headway has been made
in respest of industrial housing. Provision of houses for the
working class is of the highest importance from the stand point
f increased production. It wonld not be inflationary i its
wtal effect.

(7) By organised effort, appraciable addition to the supply
i goods oan ~be mecured through coftage industries, bat the



stiempt would e worth making only if a defined portion of
‘the industrial field is Teserved for cottage industries on ihe
{ines Inid down in the Congress Hoonomic Programmes.

!II CUB','[QIDMENT OF PUBCHASING POWEI

(1} Gomputsory savings should bs mtroducad in raapacti of
'pe_:sona.l incomes, incinding dividenrds. The rates may he az
follows .—

Ezsmption upto Rs. 60/- per month

2% percent between Rs B and Re. 200 per mopth
5 4w . w Be.300 and Re. 500
%, " Bs. 500 aud Rs. 1000 ,,
10 .+ for amounts between Ks. 1000 & Rs. 2000 per month
20 " " exceeding Re. 2000 -  per month .
20 '»» for all incomes accruing from dividends per month, .

Interest uptn 21% may be paid, the ra.ha of interast decmmg
a8 the amount of savings rises. ’

(2) Payment out of the declared dividends should be limitad
to 6-percent of paid up capital or three-foarths-of the aversge
post-war petiod whichever is higher, The . remaining amount
‘should be treated as compulsory savings. . '

- (3} TUndistributed profits should also ba dealt with as compul-
sory savings and refund of Excess Profit Tax should be held in
abeyance. A portion of the saving under both thess heads may .
be released - for the purposs of purchase of ca.plta] gooda to pro-
'dme essential commodities, :
(4) No chsnge in the tax structure and sdles should be
“jntroduced as an emergency meagnre now, bub the guestion should .
‘be dealt - with on merits on the appropriata time.

{5} Combuisore eavinds mav slan ba inkmdn&ad in mrwl



areas and collested with land revenues from landholdsra whoso
payment of reveanue excseds a cerbain minimum.

(8) Fifty percent of the bonusss reseivable by workers
should be convaertad into savings certificates.

(7) A vast eampaign of national savings should ba launched
by official as well as non-official agencies. Non-negotiable bonds
and savings certificates for 3 and b years with bigher rates of inte-
resb for the laber should be issued, The rate of interest for
these bhonds and certificates should be made more attractive.

(8) ‘Wuﬂges should ba stabilised along with prices allowing for
the rectification of existing disparities and anomalies.

(9) The issue of bearer bonds should be favourably con-
sidored.

(1Q) Treasury bills of 6 months and one year's duration ab-
glightly higher rates of interest should be introduced.

{11) No further expansion of currency should be permitted.
The presant figure should ba deadline for nofie issue,

The credit resourses ot the disposal of the investment agenc-
jes should be controlled and diverted so as to effect the objectivea
of an anti-inflation policy.

(12) 'Thers should be no increase in the rate of interest for
Government horrowing, The bank rate should nob be raised.

_IV REDUCTION OF PUBLIC AND PRIVATE EXPENDITURE

{1) Al cabital expendibure should be financed from current
revenues, and genuine borrowings.

(2) Qranta to provinces in respect of expenditure on desirable
schemep and programme should not be held up or pestponed as
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long as it does: not . DOPOMNS - WeCAEEAry t0 expand curTancy on
thie aceount.

(3} No expenditure, of social, educational and welfare nature
capable of yielding positive and quick results inimproving the
bealth, capacity and the character of tha people sbounld be post-
poned. This applies to prohibition also.

Al this is gubjeet to over-riding consideration that no expans
sion of currency occurs on this aceouns, ' ‘

The Standing Economic Committes re-assembled on September
6 in the Prime Minister's Room, Couneil House, Pandit Jawsabar.
Inl Nehru presiding. The members considered the notes subrnit-
ted and took up the note of Shri Gulzarilal Nanda as the basis of
digoussion and the following conclusions ware arrived at :

_ “The Committee agress with the lines of approach and the
safeguards recommmended in the note and attaches special impor-
tance to the moral aspect of the guestion,

The Committes has examined the order of importance of tha
suggestion for concretie action, as arrapnged under the following
four heads'—(1}" Controlled Distribution , (2) Inerease of pro-
duction and supply, (3} Curtailment of Purchasing Power and
(4) Redution of Public' Expenditure.

L. Io respect of Controlled Distribution, the Committes looks
upon itern Nos, 1,2, 4 and 6 covering the question of price™ con-
trol, rationing, fair price shops and procurement as of firsb grade
importance. Regarding item No. G the guestion of the rate to he
paid for procurement was left open. The next in importance are
item Nos. 7 and 12, i.e. the control of import and export trade’
and setting up of machinery . for the continuous study of price
trends and fluctustions. The Committee agrees with the other
recoramendations under this head, i

II. - "Wikh regard to increase of production and impnly ‘$he -



Committee attaches the greatest impottance to fixation of targets
under item No. I and regards item No ‘4, 5 and 6 i.e. the question
of remuneration of labour, dividends and implementation of the
tarm of Truce Resolution as being next in order of importanoce.
Under item No. 5 the Committes is further of opinion that the
question of fixing a eciling should be treated asan emergency
step and the actual rate should be decided by the Government
after consideration of relevant facts and statisties. The-Com-
mittee a.émes with the other recommendation under this head.

IIL : Wish regard to eurfailment of purchasing power the
OGm[mttae agreas with the proposal of stabilising wages under
itern Nos. 1,2, 3, 6 and 6 voluntary saving under item No 7.
The Committes belives that along with an intensive drive for sav-
ing a total atop to any expansion of currapey is of t.he hxghsst
importanee in bringing down the price lavals. ‘

The Committos agrees to the proposal of stabilising waged
under Item No 2, subjeat fo the condition that a ceiling is also
fixed for dividends and other measures $o bring down prices are
put inbo operasion. '

As recommended in Ttem Noe: 4 and.12 thers should be po
change in the.baxation poliey for the present and also in the rate
of inferest and bank rate.

The Committes considered the propossl in favonr-of issue of
Besrer bonds ia item No, 9 and felt that no immediate step
should be taken but the possiblity in this direction mav be
explored.

. IV. The Committee agrees with the recomendations reger-
ding, oapital expenditure, grants amd expenditure om ?relfam
schemen.

ANTIINFLATION POLICY OF THE GOVERNMENT OF INDIA

The Government _‘declt.,re(l,i.t‘s polioy in the_ foilom'hg comg~.
menigue :—



The Governiient of Tndis have had- under adtive consideras
tion for sometima the measures to be taken to combat the threat
'pf growing inflation, the most significant indieation of which
bag'beon the continuous rise inprices during recent months.
'Phey have had the benefit of consultation with Provincial and State
ministers, economists and representatives of industry and labour.
After n careful consideration of the problem in allifs aspeots
theay have decided to take certain immediate steps so.improve the
position,

' The Government's policy in dealing with .fhis problem is
dictated by certain broad considerations. Tha first is to take all
possihle steps to keep the Government expenditure  as low a8
pussible consistent with efficency, and to increse revenue by all
available means. The second is o make a concerted effort immedi-
atoly %0 ensure that thers is mno further rise in prices
and the cost of living. The third is so to order future policy as
%o secure, in the shorbest possible tima, a progressive reduction in
prices to roasonable levels anl the supply of an increasing
volums of goode and servieas, Lastly, wherever poesible, every
endeavour should be made to curtail the purchasing power in _ the
bands of the community and to pravent any addition thersto.

[

1In the field of Government expenditure it has bésn decided thak
the budgetary gap between revenns, and expenditure $his year
shoold be reduced as far as posmbla both by tha Provinoces and tha
Centrs and that for next year avery effort should be mads te pro-
vide surplus budgets, All avoidable expenditure will forth-with
be postponed and all economies copsistent with the mainbenance of
efficiont administration will be enforesd. It is not the Govern-
ment’'s intention $o hold up devlopment but in fhe pressnt eorisis
!ﬁ is absolately vita! to avoid all uoproductive expenditure. o

A Uommlbtea of the Cabinet has been set up to earry out an
urgent review of all dovelopment plans, both Central ind Provia-
cial, with a view to de’aermunmg the relative priority ¢f accepted
schemes so that expenditare pn sach of them a8 are not productive
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or conld be posiponed -or slowed down, withouf detmument to
the national welfars, might be deferred or curbailed.

Provincial Governments have also been warned that in preuanb
circumstances they oan oxpect no financial assistance from the
centre in the implemsentation of their plans for the a,bo].lhon of
zamindari or for prohibition, and that in trying to finance the
cost of thess schamas they should see that ths Cantra’s borrowing. -
programme is not affectad. Provineial Governments ara slso being
advised to strangthen their finances by the lavy of an agrical.
tural ineome-tax whére ib is not mow levied. The progress
of the bill for levying an Estate Duty, the entirs proceeds of which
will go to the provinces and which is now before the Cantral
Legislatare, will also be expedited.

£ rogacay pOges, L0Y  PUULG ATe awarg that the poliey of .
decontrol adopbed last Decembsr has recently been reviwed, and
thae revised poliey regarding control of food grains and textiles
has besn announced. The Government hope to securd by tha
roviged policy an equitable distribution of food grains and cloth at
reasonable prices well below the existing levels, When the rovised
policy comes into full opertaion there should be ' marked decline
in the present level of prices, The Govt. have also under consi-
deration the gquestion of securing = reduction in the price of sugar
and & better distribution of other essential commodities like
keroaene, iron, stesl and cement and they hope to be in a position
shortly to announee their poliey.

One of the main canses of the present crisik is the existence
in the bands of large sections of the community of purchasing
power far in excess of the available supply of goods resulting in a
a progressive increase in prices. The position will naturally
improve if the public invest more in Government losns and in’
savings schmes. In order to stimulate investments the Govern.
ment perpose, in co-cperabion with the Provincial Governments and
Spates, bo intensily the campaign for small savings.  Thev have
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nso decided bo efford widar tacilities” fot investments by bhe small
investor in post offices. Tho muximum permissiblé limit for ine.
vestments in postal savings banks will ba raigad from Rs. 5,000

¢o-Rs. 10,000 and in National Savinga Ceriificates from Rs. 15,000

to 25,000. The Government have also dacided bo issus Treasnry
Daposit Roceipts on favourabls berms  for six, nine and twelve
tmonths to cater for institutivnal investors seeking shorb term
investrments and details will bs announced shorily by the Reserve
“Bank.

In the field of imnduatrial prodaction, the Government have
oome to the conelusion thab in the present circumstances some
specil steps should be taken to stimulbte production, and they
have, therefore, dacided to grant the following concessions. Firs,
‘he present rules ragulating allowance of depreciation oz plaat
and machinery for income tax purpases will ba libstalized. Second-
1y, new industrial undertakings will be ezempted from income-
tax for a spocified period. Thirdly, raw materials and plant
and machinery imported into the - eountry for induabrial
purposes will be granted s relief in respect of customs duty to the
extent that this may be practicabls without injury to Indian
manufecturers of similar goods. Details of the concessions will
be puiblished shortly.

"The" QGovernment abtach the utmost importance to
iforeasing the financial resources available for industrial deve.
lopment and: at tha same time pravenbting any addition to exisk.
ing purchasing power, as an essential proliminary Le futther
meagures to- check inflation. As a first step in this direction’
some form of limitation of dividends is necessary and it has been
decided that for public companies the amount distributed as
lividend should not éxceod the average of the two years ending
March 31, 1948, or six percent on paid-up eapital whichever ig
hlghar.

It hasalso been decided to postpome the repayment of the
Excess Profits Tax deposits and of refundable E. P. Tv fora



further period of three yoars. Refunds will, however, be allowed
for financing purchages of capital equipment. The Government
also propose to take action to secure in consuliation with the
Reserve Bank to regulate the grans of advances by bankg should
ba utilised to prevent speculation in commodities,

The Governmens are convineea of the imperative need for uni-
formity in legislstion rogarding industrial disputes and its appli-
cation. = Divergent policies and anco-ordinated action in this
matber can résult in embarragsing repercussions on the economy
of the country at the present juncture;  Alongside, therefore, of
the Government's declared policy in this matter, they intend to
take measures by legislation aud otherwisa to ensure thab uniform
principles will be adopted, under the overall control of the Cent.
ral Government, in the reference of dispufes to adjudication, and
fhe provision for the review of awards by a statatory authority.

i

" The QGovernment of India trust that tha meast}l;es now
snnounced will reassure the public and restore a spirit of confi-
dencs in all sections of the community. They have under consi.
deration cerfain other measures on which they hope to arrive at
an early decision and which it is expected will go far towarde
consarving this spirit.

MEASURES TO IMPLEMENT THE ANTI-INFLATION POLIC.

Measures to implement the Auti-Inflation Poliey of the Gover-
nment of Tndia have beon announced in the following sommunique
and ordinances.

In the Press . Communique issued on Ootober 4, the Govern
ment of India announced their intention to grant certain concess.
ions to industry in order to stimulate production, and it was
mentioned thab the details of these concessions wonld be announe
ded shorlly. The Government have since worked out the details
of thess concessions, and they are now published for the 'infor-
mation of the public,



The rules qgnla.tm,g the allowanee. of depreciation on plant
and ma.chmnry for mome-tu .purposes are being liberalized.
Commencing with the assessment for thh year 1948-49, deprecia-
tion will be.allowed on new buildings, glant and machinery seb
up on or after April 1, 1948, at d uble the existing rate for the
tivot five yoars and thereafter at the prescribed rate, subject to
the condifion that the total amount of depreciation does not
excood the original cost pf the assats. For factories working on
triple shift, additional allowances will also be given up to a maxi-
mum of ecent per cent of the normal.

Il Oraer W Ppromote ene mngtauation of new machinery, it has
beed decided to give s further concession, If affer a period of
five years tke price of machinery falls- below the original ecst,
the differonce between the writtendown -valus of the assst and
the corresponding valus at the reduced price will be allowed as
additional depreciation. -

For new industrisl undertakings of specified categories whieh
commence production in India within & period of three years from
April 1,1948, exemption of income-tax will be allowed for a period
of five years on the profits up to a limit of 6 per cent per annum
of the capital employed in the undertaking. 1f in any parbicular
easa the period of three years within whiek production should
commence proves inadsquate, Govarnment propose to oonsider
the guestion of extending it at the appropriate time. '

_Government also announced their intention of granting some
relief in respect of customs duty on raw materials and plant and
machinery to the extent to which this can be done without
injury to Indian manufscturars of similar goods. It has been
decided to reduce the present import duty of 10 per cent on
pla.nf and machinery to 5 percent, except in the oase of certain
items whare it is proposed either to lavy a proteetive duty or
to refar the matter tothe Tariff Board. The reduction will
apply to all items of machinery in- the tariff egcopt ‘electric
motors, belting and steel belt lacivg, grinding wheels and seg-



ments and certain items of textile mhchinery, namely, spinning
rings, wire, healds, pickers and hobbings.

" As regards industrial raw materials, the entire duty on kraft
paper, smorSy and synthetic graiﬁ[s uged by the manufacturera
of coated abrasives will be refunded.- The import duty on
totton varn will bs abolished and the duty on rough lens blocks
unrought optical glass in blocks moulds and sheaths and spectacle
crown shoet glass will bo redaced from 30 per cent and valorem
to 20 per cent =d valorem. The existing dutiss ov iron and
steol sorap ball clay and graphite olectrodes will ba abolishod..
The possibility of redacing the duty on certain otber items is
under examination. '

With regard to the sehme for the limitation of the dividends
of public companies, details are being worked cut and an ordinance
amending the Indian Companies Act and embodying these deci-
sions will ba issged in the course . of next week, It is Govern-
mant's intention to limit the present schemse in the first instance
to » period of two years from the dabe of the Ordinance. -

~ Legislation to implement the decisions relating t6 income-tax
reliefs will be undertaken in the ensuing budgat - ession of the
Iegiglature . The orders giving effect $o the proposed changes
in the custoims duty on raw materials and plant and machinary
have been issued under Section 23 of the Sea Castoms Ach,

The following is the text of Ordinance No. XXIX of 1949,
published in ‘“Gazette of Indis Extraordinsry,” dated the 2Bth
Oectober, 1948:—

Whereas an emergency has arisen which makes it necessary
to limit the dividends which may be paid by public companies;.

Now, therefore. in exercise of the powera confarred by seetion
42 of the Government of India Act, 1935 (26 Geo.5, .3}, the
Qovernor-General is pleased to make and promulsgte the follow-
ing Ordinanoe;— '



PRELIMINARY

1. Bhort title, ‘axtent and commencement:—

{1} This Ordinance may be called the Public Companies
‘Limitation of Dividends) Ordinance, 1948,

(2) It extends 6o all the Provinees of India, and also to every |
Aeceding State to the extent to which the Dominion
Legislature has  pewer to make laws for that State as
raspects the matters dealt with in this Ordinance,

(3) It shall come into force at once.
3. Definitions:—Tn this Ordinance, unless thers is anything
tepugnant in the subject or context,—

(a) "Comf;anies_’&ct;_" means the Indian Companies Act, 1913
(V11 of 2913);

{b) “‘Company” mesns a public company as defined in clausa
{13A) of section 2 of the companies Act‘and includes—

(i) the Tmperial Bank of India constituted under the
Imperial Bank of India Act, 1920 (XLVII of 1920);

(ii) any trading, benking, ineurance of finace corporation
constituted by or under any other law in forece in
India, provided that such corposation, if it has been
registered as & company under Companies Act would
not have been a'‘private company'’ within the mean.
ing of that Act; and - - : -
{iii) any other incorporated body which the Central "
Government may, by genarsl or gpecial order, dsclare
to be a public company for the purposes of this
Ordinance, but does not include a oo-pperative



socieby registered or deemsed bto be registered under
the Co-operative Societies Aet, 1913 (II of 1913),
or any other Iaw relating to eco-operative societios in
foroa for the time being in any pa.rt; of India;

5) “financisl yoar” mesns she year commencing on the lav
ﬂay ol April

LIMITATION OF DIVIDENDS

3. Dividends nob to exteed certain limits;i—No company shall
after the commencemet of this Ordinace, distribte as dividond.
during suy financial year, any sum which exceeds, or whioh,
when taken with any sum already distribnted as dividend during
the same year whether before cr after the commencement of this
Ordinance, will oxcoed-- -

{a) -six per cant of the paid-up capital of the comipany as on
the 1st day of the period in respect of which the dividend
is distributed, after deducting from such capital ‘all
amounts attribatable to the capitalisation, on or after the
18t day of April, 1946, of one of more of the following,
na2mely, regerves, profits and appreciation of asseta, or

{(b) the average annual dividend of the company, , determined
- in the mnanner speclﬁed in sections 5 to 7, whichever
is higher.

4. Limit of six_per cent %o be exclusive of income tax paid
by company—The ljmit of six per cent, specified in clause ()
of seotion 3 shall be applied to the amount of dividend distributed
by the company among its sharsholders, payments made by the
company by way of jucome-tax being ignored. '

5. Dividends spd periods fo be taken into account for deter-
mining average snnual dividend: The average annual, dividend
refrered to in clause (b) of section 3 shall bo determined with ref- -
e o— '




) #ﬁerb@t@-’hna diyidends auEmbated. Y 1guCh: COMPAnY
‘ (otherms? than 8’? wa.yuof Bonus shares) dunng ths
o ~period of two yeass commeneing ontha 1st day of Bpri}
71846, and - endlug _ mﬁl_l tha 3let dqy of lMa.rch‘_’ 19&8
and' - e T C j_-

(b) $he botal of I:lm pannds in respect of whwh each ﬁucl:
dividend has been disributed, no pendd howeVer bemg
' eount»ed oTe tha.n ongo ; . B A

.‘.,

meded that whare an mf;enm dlv:dend for u.m;r perlod hhf
been dlBtﬂbutﬁd befors tho 1st day of April 1946, and a finad
dlﬂdancl has besn d.lstnbutcd in respect of the eame pericd on . &
after that date buk on or before the 31st day of March, 194¢
-sueh interim dividend shall be a.dded to the total of the dw:dends
, relerred to in olause {a) : 7

Prondad further thab where an interim dwldend For any paﬂad
!;ha,s boen distributed on or after the - 1st day of April, 1946 and or
or before the 3lat day of March 1948, and a . final d:wﬂenc
has been or is distributed in raspect of tha sa.me permd u’.!hor thu.i
fatber dase, then-. " ce e O : s

T'.

(i} if the final dividend was distributed baiore tha 5&
day of - Ocbober, 1948, it shall be added to the tolia]
oi t‘.be dividends refarrad to in clause (n.) !

{ii) - it the final .dividend was or is dlsf.nbuted on of
_&fter the 5th day of October. 1948, the interim divi:
dand and the period in réspect of which it was
‘istributed shall not be taken into account for. tha
.purpose of this seckion; but it shall be opsn to thﬂ
_nompény- to claim that the interim dividend (but not
the final dividend) shall be added to the total of the
dividends refarred to in clause (a), in which caso the
period in respect “of which such interim dividend
wae distributed shall be taken into moaunt l‘ortha
‘purpose of clanse (b),



Data of distribution of dividend:—TFor the ‘parposes of ting
‘Ordinance, a dividend shall be deemed  to have haendasbnbutaﬁ
by a company on the date on which the shareholders or thmr
logal representatives have a right to receive it from the numpnn’y :
whether or not it has been mtua.lly pmd - R

7. . Provision for increasa or reduction in pmd-up cap:tﬁ-—

{1).(a) iWhem, subssquent to the distribution byneomp'mj
of any dividend which heg to* be taken into- account for
the purposes of clausa (b) of section 3, its paid'-up';
eambal is increased by any mounts actually paid :n
cash, or : "

(b) where, before the distribution of any such dividend, the
paid-up capital of & company is increased by any amounts
-actually paid in cash, but the amouuts so paid are on-
titled to the benefit 6f such dividend, and every prior
dividend which has to be taken into account for the pur-
poses aforesaid, shall ba deamed to have been augmenﬁed-,—i

{i) pro rata, if the increase took place befora the ao:n
' mﬁncemenﬁoi this Ordinance ; and T

(i) by asum equa! to six per contum per annum of tha
emounts paid in cash as aforesaid, if the increase
took place after the Commencement of this Ordinance.

(9) (») Whero subsequent to the distribution by » company
of apy dividend which has to be taken info agcount
for the purposes of clause (b) of section $, its paid-up
capital i is redaced, or

(b} whera. before the distribution of any such 6iv;idand.fﬁhf¢?;
paid-up capital of & cowpany is reduced, but the whols
of the capital a8 it stood before such reduction is etitled to
the benefit of such dividend, and every prior dividend
and which has to be taken in-to sccount for the purpese



aforegaid, WML be: deepged .40, have - besn dummishedt  prc
rata.

“The limitasion of -dividena for naw concarns at % and limit-
sation  of dividends for established conosrns ab the average of the
Anal ﬁw& yoars profits ending March 1943 might lead to the efi.

“tnination of the firms which: are recently eebablished which may
be regsrded a8 “representative firms—from. ‘effeative competiticn
“mth the esfablished concorns. It is not unlikely that the elimi.
‘n&tmn of such compebition might lead to creation of monopoly
“gonditions and it wonld not be anti-inflationary in. character -bes
cause it would not reduce the lavel of prices. On the oontrary it
may raise the level of prices.”

APBEFEBENCE SHARES

9 _Special provigion for preference shares: ~Nothing con-
tained in $his ordinance shall be deamed to limit in any way the
dividend payabla on preferencs shares issned and subscribad {for,
‘before the commencament of this Ocdinance,

9. Prohibition of issus of praference at more than six per

‘ent -—No company shall after the comroencement of this Ordi-
pance, isaue grefomneé shares earrying a right to a. dividemi
af o rate exceading six percontum par annum.

MISCELLANEQUS"

10 Power to make rules:—

:.{1") The Central Government may, by not_iﬁcatioh in the
Official Gazette, make rules to carry out the purposss of
‘this Ordinance.

{21 “In partionlar snd without prejulice to the generalty of
the foregoing power, such-rules may provide for—»

() the daptation of the provisions of this Ordinanda



with a view to their application to all or any of the
bodies declared to be' public companies under sub-
clause {iii) of clauss (b) of seétion 2;

{ii) the prevention of the evasion of the provisions of. this
Ocdinance, and the removal of diffizulties in giving effeet
thersto,

11. Powoer to make exempt;'ions, ate :—The Central Governmens$

muy, by natification in the Official Gazette, exempt any ecompany
or clags of companies {rom all or any of the provisions of thisg
Orﬂinance;‘ or make any modification in the application of the
ssid provisions to any company or class of companies

12, Pemalty:— Any director, managing agent, manager or other
officer o employee of a company who contravenes or attempts
to contravene, any of the provisions relating bo the distribation
of dividends, cr issue of pneference shares contained in this
Ordinanee or in any rule, notifieation or order issued there-
under, shall b punishable with imprisionment for a term which
may extend to two years, or with fine, or with both. '

In their press communiguss lasued on October 4 and chober,
99, 1948, the Government of India announced their policy indicat-
ing $he measures to be taken to combat inflation u.nrl sbeps propo-
sed to stimulate industrial produtxon.

One of the most important measures that was envisaged was to
increase the financial resources available for industrial development
and at the same time to absorb surplus purchnsing_ powaer.

Heavior tazation of luxuary goods is a step which will achieve
both the above objectives. The Government have promulgated
an ordinace giving effect immediately on certain increases in the
import tariff.

The main items aflected are articles of luzury consumption
such a8 ale, beer, brandy, whisky and other gpirituous liguors,
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tchacco, both nifnnfactured: - lrnd unmanufactured, cigars and
ciga.ret.tés and a number of miseellancous articles like gold plated
or gilver plated ware, toys and games requisites, ete. for which
the existing import duty will be increased by about 25 per cent
ad_ valorom. -

The overall surcharge at present levied on certain obhet
]'u'xury ifeme like fabries of silk and arb silk, partienlarly tex-

tiles codtaining 50 i)ar cent or more or eifiher of thess materials,.
will be increased from one-fifth to half involving a net ad valorem
inerease of 25 per cent over the existing rates,

The Government also consider that the import duty on motor
cars and taxi cabs could stand an incresse. The standard and
preferential rates of 50 and 42% percent ad valorem have acgord-
ingly been increased to 60 and 50 per cept ‘respectively. Having
regard, however, to gensral trapgport necossities, the duty on
other motor vehicles like motoreycles, omnibusses and transport
vehicles will remain unaffected.

.~ In consonance with the anti-inflation policy already énun-
ciated, the Government will place on the Open General Licence,
which is applicable to soft currency countries, "sach of the above
mentioned items regard to which restriction on imports are still
in fores.

Roresentations have bhesn made recently that the expord
duties on cotton textiles and export duties on oils and oil-sesd
particulla.rly castor oil and castor seed, have been acting detri-
meutally to the interests of our export trade. The Government-
after examining the matter in all its aspects, and -a8 a nocessary.
measure of relief to our industry and trade, have decided finally
to reducs the export doty on cotton bextiles from 25 per oent
ad valoram to 10 per cent ad valorem and to abolish with immae-
diate effect the export duty on eastor oil and castor seed, which
commodities alone in their opinion, merit shis concession..



ANTLINELATION ponmi REVIEWED:

‘Note of Shri K. Mztr& Secmta.ry. Ecommm & Polltﬁcal
Baseareh Department, A. I.C.C. - T
D D o
. The following note reviewing ’hhe Govemment oi Ind

Antx Inflation Policy and the measnres to implement the pohcy
was sddressed by Shri K. Mitra, Sacretary, Eecongmia . and Poli-
tica] Research Depattment to the members of the Sta.nd:.ng
Eeommm qommmae on October 21,'1948. . = .

LY

Tha eoﬁaumque of the Finsnce Mmlsﬁ&ry snnouneing Govh
anti-inflationary measures are immedistely steps to improve the
'poaition.' The Glovernment hava wunder consideration eertain
ather measures on which they hope fo arrive at an early
decision and which, it is expacted will go far towards oonse‘rvmg
th:s sprit. -

The view of this, final judgment on the Govemment 8 anbl-
inflationary policy, as a whole must perforce be suspended. b [
is, however, necessary to the 'refer to the decision a.lready baken
and to ovaluate it 80 tha$ the farther measures or the rulas to ba
framed to implement the present dec:slon may fill upthe gapa
m the a.nt.x-mﬁfatlon poliey.

'.l'ha following are the fundamental ba.ses of tha propossls

1. “"To takeall possible steps to keep the Govemment ex-
penditure as low . as possible conslstent with aﬁwmnuy n.ndto
1mraaaa revenue by all available means."” ] o

-

2. “To make a anncerted offort unmedmtely to ensure thnt
there is po further riss in prices and the cost 'of living,” ;

. 8. "o order future pohoy %0 a8 to secnre in the shorbest po-
ssible time progressive reducﬁlon in prices to reasonable levels and
tha supply of an increasing volame of goods and sorvices” and

-4, “Foocurtail £he purchasing power in the hande: at #hn



tostimanity. s tdilivest datEkeey B83ition bitharto.

+ Befors - aoming to & ‘Gatision the Government bad the bemefi§
b! eonsuibatmn with provincial- and State Ministers, Eeonom:sts
md representatwes of Induséry and labour. It may be poted tha.t
hhe Glovernment declaration hag réceived the unanimous a.ppmva.l
af ﬂ:e Induﬂtnahsts, the atock-excha.nge at Bombay and Calcutta
mponﬂeﬂ well. Ta.ta Deferred ]umpad from Re.1495 to Bs-1 520,
There is nothing wrong in the favourable reaction of the. 1ndusbr1-
ahsi:a As ultimately this "crisis’ has to be resclved by - mcreaae&
pmductmn, restoration of tha confidence of the mdustna.llsts is
Eme o{ the keys to this economiec impasse, But ikis only one of
ﬂy} many kaYE.

. A8 & matter of fast the Government's policy statement. gives
the impression of dsa.hng with the symptoms rather than the
omsas of the economic crisis, The actual measares suggested in
;_he Govamment declaration fall far nhort of khe mlmmram

BALANGED OB SURPLUS BUDGETS—'

"In the field of Government espenditure the: budgetary gap
betweeu revenug and expenditure figures this year should be
redueed as far as possible both by the provinces and the Centre
a.nd for the next year every effort shonld he made to- prowde
m}'ﬂus budgetis ”o. : .

i By way of an automat.xc cheek the eeonomists, the sub-comuzi-
tﬁee of the Legislature Party and the Standing Eeonomioc Committea
that there should be a ceiling to the issue of notes by the Resarve
Bank The contention that accepbance of such & ceiling may lnwe
h: be viclated more often than not due $o frequent unforeseen
axpen&:tnre on s large-scale has really no. strong foundation. We
do not plan on the assuinption that earthquakes, famines and
‘his-scale military operations are normal occurences

14-bas boon decided that “all svoidable, expanditure will fordy



with ‘be postponed and all economies cops is tent ‘with efficer:
2dministration will be enforced,”

- Fconomy in Government -expenditure is an ideal t4 which
professions of devotion are as quick and spontanasus a8 ultimate
delections ai'a inevitable. 8hri J.'C. Kuma.ra.ppa. wiites in a rocent
insus of Grmm Udyog Pmtrtka. bhus "During .the last ons yem
bha Gwe*nmant expsnsas -have goma up by nzarly 80 ccores.‘
These are la,rgely to ba-founi in the Deparhmants of Informxbmn
and Broa,dcastmg. Extornal Affairg, Aviation and Road-Building.”
Government Daparments ara crowdod with recent a.ppomﬁmenbs‘
snd there oan be no reasonable doubt that widespread refrench:
meunt both hers and in the Provinees is possible. A vested:
interest is not less vested because it resides safely within the
Government’s _breast. Some disquieting press reports;' a.bouf.{'
insdequate co-operation of Glovernment Departments fo the’
Central Beonomic Cowmmittea are responsible for sush _!a,'ﬁ.‘”_épl'__
prehensfon that ultimately the axe of economy would be blunted:
by the phrasies in bhe Government daclaration—“'avoidable expen-
diture” and “consistont with the maintenance of efficient- adminie

4eation.”

" 'The nsed of the hour is not mere economy bub austerity and
QImhty of sa.cnﬁce. A Commitbee of the Cabinet will determine:
the relative pnonty of scheme of development with a view $o
postponing or alowing down expenditure oo schemss whmh Are.
not productive and which could be pcstponad " without dtﬂiculty 4
While it is essential that the Government should be exorcised
of the Tennessey Valley Authority .mentality, greatest cu.utioia“
is needed to attain in regard to developmental expenditure, s
proper sense of proportion between the long term valuse and the.
values of the near view.

Showld not sho princely salaries of the Government officials
be sealed down and the expenses on account of hundred - and ona
missions abroad be ruthlessly stopped befors the wolfare sche~



3OS WOICT BIEFLY mymmggm&n matérials, are axed

Mg

by tlie Cnhmat Gomm.lt’tee?

In fact, more drastio steps may b raquired to cartail expendi.
m'a and. a.vonues for more ravenne other than thosa auggested
n the sbatemont may have to be tapped, if the goal envisaged
in the statomentb, of surplus budgets from mext year, is to be
,reached.’ Quite contrary to the advice of tha eoonomists She
Government have not sought any ramedy in taxation except Agri-
cultural Income Tax and an Estate Duty Biil -which no one
in princip'le could opposs. Both thedh sources of revenus wounld,
howsver, be provinsial sources. Asan anti-inflationary measure
Agricultural Insome Tax with such high exemption limit as
Re. 3,000 would touch vary faw agriculturist producers. -A sur-
charga on land revenus of rant paid by the a.griculturist who do
ot pay, agricultural income-tax bat ‘have holdings bigger thm
eeomrmc holdings, is an urgent necessity.

Ths suggashon of the euommmts and the Bub-commitbas of the
Lagsla.ture Pnrty that Incoma Tax -Invesfigation Commission
ghould ba armed with greator powers and it work should be
oxpedited may wall be considered by the Government. This 'is
‘necessary to overqome tho “erisis in confidence” . Income-tax
assessment method should immediately be amanded so Shat many
crores of rupeés- of taxes due may not rema.in uncoliected .
WABNINGTO PBOVINGES——-ABOLITION OF ZAMINDABI

’ AND PROHIBITION :

"Provincial Governments have also been warped that in
progent circumstances they can expect no financial assistance from
the Cenre in the implementation of their plans for the abolition of
eamindazis or for Probibition and $hat in trying to finance the oost
of these schomes they should see that the Centre’s borrowing
programme is not affected.”

- Disappointment is expressed fhat the sttitude of the Central



Government with regerd to Zamindari” Abolition and Prohibition
in the Provinces is one of warning instead of taking them into
confidences and evolving by mutual agreement & way out . It is
doubtful if the last Finance Ministers’ conference  could really
resolve the Stalemate Specially in the matter of Zamindari
Aholiton ,

Wisdom suggests that economic sails should be trimmed to the
political elimate.Abolition of Zamindari and Prohibition are the vers
corner stones of the socia]l and economic philosophy of the
Congreas Party a.-;xd ta keep up the sfock of the Parby the Go
ernment should sbrain every nerve to implement these two pladges
as far as poseible, The 26-man Congress Legislature Parby sub-
committes rightly recommended, “they have morsl and political
implications, which eamnot be subordinated to mere economijt
expediencies”.

8o far ag Zamindari Abolition is concerned, this period of higt
prices and low incidence of rent is the most opportuns moment of
turning the State, and the rent collector directly from the tenants
Besides, if the Zamindars are entitled to draw only interest o
long-dated non-negotiable bonds (which may be negofiable unde:
special conditions}, Abolition of Zamindari would be definitely a1
unhi-inﬂationa.ry measure due to the following reasons:—

1, Zamindars would enjoy & very small parcantsge of thei
present incoma,

2. A sobstantial part of rent collection may be spent oo
minor irrigation works and other agrieultural improvement:
which would increase production of food and raw materinls
and the taxable capacity of the agrioulfurist.

If the Zamindars want, they may use these bonds as capita
for starting industries under a Btate-sponsored Industrial Corpo
ration. Thus the bonds may be given limited negotiability withou
disturbing the money market. This would solve the loga



diffioulty, if any, $hu% azjpeq in pa¥itg sompensation in non-negob:
able bonds. It may also be considered if Sec. 299 of Government of
India Aot 1935 and Sae. 94 of the Draft Constitution should be sc
amended that there is no difficulty in paying compensation through
tlong- dated non-nagobiable non-transtarabis bonds.

In some provinces where the Zamindari Abolition Bill kas ndl
yet been framed or the Bill has not mads much progress in the
legaslature the Bill may be amended to prmude only B8fate mans
goment during this period of amergency.

As raga.rds Prohibition, in some prcv:ncas abolition o Zamin-
dari would bring in some addition to provincial income. In
others new sources of income like sales tax in U.P. {the reported
ineome on this abcount this year being near about Rs. 1 crore
may be found, - Besides, the fiscal apd ecomis implications o
Prohibition require sympabhetic investigation. Prohibition need
not bs a mere social but economic reform, Ikis’ not improbable
that on account of prohibition Government’s own -receipts frem
onbortainment tax may improve substantially.® Instead of post.
poning the introduction of the scheme of Prohibition the fempc

_of progress may ba slowed down so that the losa of revenune majy
be made up by soms fresh income, may be sales tax or surchargs
on 'land revenua or insoms oub of share of Estate Duty.

MOPPING UP SURPLUS PUCHASING POWER

Limitation of Dividend: It has boen decided fhat inm the
case of public companias th.e amotunt disbributed as dividends
should nob exceed the average for the two years ending with
March, 1948 or 6% on paid up Capital, whichaver is higher. _

The table, below, gives an indication as to the maximum level
of dividend which some of the well-known companies mentmnad
therein could declare in 1946 and 1947.*




Government with regard to Zamindari” Abolition and Prohibition
in the Provinces is one of warning instead of taking them into
confidences and evolving by mutunal agreement a way ont. It is
doubtful if the last Finsnce Ministers’ conference could really
resolve the Stalemate Specially in the matter of Zamindari
Aboliton . \ ’

Wisdom suggeste that economic sails should be trimmed to the
political climate.Abolition of Zamindariand Prohibition are the vert
corner stones of the social and economic philosophy of the
Congress Pﬁrhy éi,nd to keep up the stock of the Pariy the Go
ernment should strain every nerve to implement these two pledges
a8 far ag possible , The 25-man Cobgress Legislature Party sub
eommittee rightly zecommended, "they have moral and politica
implications, which cavnot be subordinated to mere economi
expediencies’.

8o far a8 Zamindari Abolition is concerned, this period of higl
prices and low incidence of rent is the most opporbuns moment ol
turning the State, and the rent collector directly from the tenants
Besides, if the Zamindars are entitled to draw only interest o
long-dated non-nagotiable bonds (which may be negotiable unde
spocial conditions), Abolition of Zamindari would be definitely a:
anti-inflationary measare due to the following reascns:—

1, "Zamindars would enjoy & very sma.ll porcantngo of thei
present incoms,

2. A substantial part of rent collection may be spent or
minor irrigation works and obther agricultural improvement:
whisch would increase prodaction of food and raw maberial
and the taxable capacity of the agriculturisé.

If the Zamindars want, they may use these bonds as oapita
for eterting industries under & State-sponsored Industrial Corpe
ration. Thus the bonds may be given lig:nited negotiability withou
disturbing the money market. This would solve the lege



difficulty, if any, fhak -anises ki pE¥Fing oompensation in non-negobis
able bonds. It may alsobe considered if Sec. 299 of Government of
India Act 1935 and Sec. 34 of the Draft Constitubion should be go
amended that thare is no difficulty in paying compenaskinn khransh
“long-dated non-negotiable non-transferable bonds,

In some provinces where tha famindari Abolition L tae o
yob been framed or the Bill has not made mueh progress in the
legislatux:e the Bill may bs amended bo provide only Sfate mana-
goment during this period of omergensy.

Ag regards Prohibition, in Bome provmcea abolition of Zamin-
dari would bring in some addition to provincial income. In
others new sources of income lika sales tax in Tf.P. (the raported
income on this secount this year being near about Rs. 1 crore)
may be found, - Besides, the fiscal avd scomie implications of
Prohibition require sympathefic investigation. Prohibition need
not be a mere social but economic reform. It is' not improbable
that on account of prohibition Governmeot's own ‘receipts frem
entertainrent tax may improve substantislly.® Instead of post-
poning the introduction of the scheme of Prohibition the tempo
of progress may be slowed down so that the loss of revenue may
be made up by soms fresh income, may he sales tax or sarcharge
on land revenus or incoma out of share of Estate Duty.

MOPPING UP SURPLUS PUCHASING POWER

Limitation of Dividend: It has been decided. that in the
casa of public sompanies the amount distributed as dividends
should not exceed the avaraga for the two years ending with
March, 1948 or 6% on paid up Capital, whichever is higher. _

The table, bealow, gives an indication as to the maximum laval
‘of dividend which some of the well-known companies mentioned
therein could declare in 1946 and 1947.%




" Amount distributed  Rate pereent -

as dividend o8 cepital Paid-uy
' Ceiling ~ . > - Ceiling

1m 147 dropossd. 1948 1947 proposs

COTTON TEXTILES—

Bowmbay Dyelng = 16.81 15.06 15.68 26 12 138
Central Indin 2.81 5.6 4.00 6 11 85
Finlay 6.00 6.00 6.00 15 15 150
Gokak 7.03 664 6.00° 18 17 174
Rohinoor 11.25 9,00 10.12 35 18 101
Now Great 262 150 2.06 17 10 69
Simplex 420 420 4.20 830 20 200
Bwadeshi 810 660 7.5 27 23 123
JUTE INDUSTRY:—

Anglo India 107 7.38 9.923 225 15 187
Birla 7.60 7.60 7.60 25.0 .25 25.0
Champdany 7.10 532 621 120 "9 106
Eamarhatty 8.40 8.40 8.40 350 35 195
Kankusrrah 900 9.00 9.00 30 - 30 Ni
COAL MINING:—

Bengal Coal 14,00 18.05 18.08  32.0 270 276
‘Burrakur 7.09 3.04 5.07 175 7.5 125
Dhemo ‘Main 1.00 102 101 6436 75 69
IRON AND STBEL:—

Bteal Corporation 1572 Nt 7.86 50 Nit 69
Ordinary 36.00 49.00 57,05 24 187 920
Deforred 49.07 81.07 40.07 836 216 280
Tisco . _

TEA PLANTATIONS:-

Dhunseri a7 .85 .48 .78 156 11,0
Hattikhirs 157 1.80 1.68 200 17.5 16,7
New Docan "800 330 810 1500 40.0 9.0



amount awstriouisa  percent Rate

Ceiling ceiling
1945 1847 proposed. 1948 1247 proposed

'BANKS:
‘Ienparial 78.75. 78.75 78.75 14,0 140 140
Central _ ‘15,70 43.99 29.9 - 6.0 14.0 9.5,
Idin - 2L0 210 210 140 ‘14 105
MISCELLANEOUB.— S EEE
Air India 90 90 . B0 8D
Associnted Cerments - 55.39 39.65 47.5 70 50 5.5
Belapur Bugar 6.76 9.02 7.9 18.0 24.0 17.0.
Kanpur Suger - - '2.25 325 235 150 150 15.0
Bongal Papsr 405 296 3.4 450 83.0 8,0
Dnnlop Rubber - 80.0 20.0 20.0 40.0 40,0 40.0
Hicdustan Sugse -~ 1.5 1.5. 1.5 150 6 5.3
Sone Valley Cement 3.0 3.0 3.0 40 40 40
Titaghur Paper 105 "15.95 18,1 7.5 20 187
Tata Ol -7 560 560 660 8 8 840

Wimeo .~ 18.48 1848 1848 12 13 120

* Fagtorn Eoonomista, Ootober, 39, 1948,

" The Government announcement doea nob elearly state whether
:shch bonuses as are included in the dividends of Gokak ng@
*'Wimcos in 1947 should be taken into account for calculating the
- aversge of the past two years . Besides it 'is nob mmde: clear:
.'whathet dividends whish are to be taken as the ba.ms of
" ealculatiod of the average of two years ended March 30, 1948‘
_ghould be dividends which are declared during’ that period or
~dividends which were paid in respect of profits esrned during that
: period . Somp companies have not yat announced their dividends
-for the balf year or year ended 31 Mareh, 1948 and such eoncern -
: would appear to have a clear advantage over others by reason of .
. being able to make & higher distribution than they would have .



done if the Government's intentions had not been announced. It
is presumed from the statement that companies which have come

into existence sinee 1st April 1946 and which have paid only one
dividend during the two years in question will be restricted to
distribution of 6% per annum in the furture, Some couipa.nies nob
having been in existence sufficiently long paid only one dividend
of 10% during the period 1st April 1946 to 31st March, 1948, and
can nob therefore avorage fature’ dmtrﬂ)uis:o::\aafr over two Years.
Tt is not cléar whether the dividends of these Companies should
be restricted to 6% only.

It may also be noted that while the Anti Inflation communique
mentions 6% on paid-up capital as one of the ceilings, the
Committee on Profit-shariug has recommended 6% on paid-up
capital and reserves held for business purposss would be a fair
return to the capital

The erux of the matter, however, lies in the fact that 6% would
operate as ceiling dividend only for comparativaly new comcerns
but for established -companies this would work as guaranteed
floor. Besides, the 6% oceiling of dividends would discourags” new
concerns which have heen assured elsewhere in the declaration
a number of facilities like exemption from income-tax for five years,
relief from payment of customs duties in respeet of purchasa of
naw metrials ato,

By limiting dividends to tha average annual amounts distributed
in cash in the two years ended Mareh 1948, the spanding power of
thosa who have already earned their dividends remain in tact ani
gince any profit not distributed will remain with the industry and
be available for its development tﬂa prassura of undistributed
profits on prices continues. Tf tha phrase— “in ca.lculalsmg the
avoraga amopnt distributed “in the past two years, nd]ustments
will be made for any alteration in the paid-up capital”’——means
thet dividends will be paid on watered-down capital at the sams
percentage as before than spending power of existing dividends



tners will incresadd. - Boside§ 184vIBE the price structure and
industrial outpnb unaffeeted the dmdend hnml;nhon ordma.noe
ma.y o&use traﬁh speculahon in old compa.ny shares,

. Tt is stated bhat the fundamental pohcy of the Governmant is
to increase the financial resdurces available for industrial develop-
ment and at the same time for prevepting additions fo exisbing
purchasing power. Drless a detailed investigation into the amounts
of dividends declared by. varions companies during the year
19 46-48 (reference Standing Feonomic Committee of the A.1.C C.%s
recommendation in this connection) be taken np by the Government
and proper adjustment is made in the policy, it is difficult to say
how far the present ordinance limibing the distribution of dividend
would implement the fundamental policy of the Government in
+his direction.

COMPULSORY SAVING:

The least convincing part of the Governmeut’s proposal is bhe
one relating to Sayinge. The maximum limits for investment in
Postal Savings Banks and National Savings Certificates have been
raised, bub was it becase the limits were low that these forms of
investinent proved unatiractive in the past? Tressury Deposit
Receipts on favourable terms are offered as new avenues of invaes.
tment for institutional investors . Would these institutional
investors seck such investment in preferénce to the specalative and -
ioflationary activity to which they are now so well used? Besides,
the issue of T. D. R, on favourable rates may oreate difficulty for
the Qovernment’s cheap monsy policy or is the Government
wanting to reverse the Cheip money policy and the issus of
Treasury Deposit Receipts is the thin end of the wedge?

_ Burely the task before the Government is not to bring about s
' pre-concewed ratio batween the volume of goods and the volume of
.mmulahon but to rega.m equilibriuzn at a point at which the
economio life can go forward with a ne_w dynamics “of its own .,



But the taxation and the —hun poliey of the Government cutlined ia
‘the present declarabicn is “@efinitely inadequate to mop up the
anrplus purchasing power . There has bsen no-drastic provision “ta
starilise the black monay circlating in the economic system . Of
oourse, the Reserve Bank bas been empowered to ration credit bn
little is known how such controls. will -be operated . Tho sugge-
stiou 6t Economists and the Legmlatura Party Bub committee that
ail banks lhnuld be~reqmred to hold Government seourities o thie
extent of 25 % ot their tobal. dam_and. Liabilities is worthy of
conisideration

- Under the efrcumstances some form of compulsory Bavings
oould be introduced with advantage . Bonuses to workers in
factories and employees in offices conld he given in the form ol
cash cortificates . Similarly undistributed profita of comananies in
excess of dividends which are now lmited, should be Eaken
generally as compulsory deposits with the Government

A oceiling to wage like the ceiling of profits %ud note issue ¥
ostential to lowering of prices which will autoratically i increase
the real wages of workers , The Government shquld give a lead in
this matber by stopping all inorease of salaries during the period ol
emergenay.

PRICE CONTROL:

While the general policy under this head fs unimpeschable
expeditions implementation alone would bring reéal relief. The
tontrol measures sbould siso be both foolproof and knaveproof.

STEPPING UP PRODUQTION:

It is true that the present crisesis the emd produet of
production-lag. Aud the incentives to production in the shape
of income tax exempbion for five years for new concerns and
others reliefs are stepsin the right direction, yet to produce
the desired result such . concessions should be licked with &



ﬂm -provision “ragarding ‘Lberalisation. of the' allowitiss *5f.
Whmn on plat a.nd ‘machinery for- -income tupuf o
3 _Id a.lso be’ ‘based on’ _the aonsxdemtmn of ma.lnng up .
ghnt&ge of esqntml goods Thare is no reason why &heqa
{asdilitios . ghonld. be extended . £y industries _produsing luxusy:
goods.:

Th i’ rathee etravgs the mmin soutce of production” nmmely.
Lgmultune and villags industrios is covnpletely iguored bhougb t!ﬁ
bé‘ammx sts, t_ha Sub-Committes of the Congress Legialature P;y:;'
nﬁ the Stan&mg EoonommCommlttaa of the A, 1o 0 stroﬁglf
ml‘.enmfica.twn of presant offorts %o pr.!omm pwodis:
ﬁm through sgriculbure and viliage mdustrien

+"\What 16 nedod ba fight thia crisis is 0 forgd & “new ' driva Ly
mereue production - with a spacml appeal 8 the worlnng Py
the form of peo:]ucluon bouue and perhapa evan to the mduaﬁ-5
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