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PREFACE TO THE FIRST EDITION

This little book needs no apology. While the subject is of the
greatest importance, the available literature on it is dispersed in various
journals and periodicals, Evena systematic presentation of the subject
in one place would be of great help to the common reader.

But the object of rhis essay is not limited to a merely systematic
pres2atat'on of the subjzct. I have tried to examine, as far as [ could,
the present Indian attitude towards the problem. It is for the reader
and the critic to judge how far Tam correct, and any suggestions as
regards correction are welcome,

* The subject of sterling balances cannot be discussed without refe-
rence to the kindred subject of inflation. [ have condensed ‘my views
on the subject, in Chapter Two. But for a fuller exposition of the
subject [ would request the reader to refer to the last Chapter of my
book, A History of Indian Currency.

The subject is too technical and in spite of my efforts to simplify
it, some passages might appear obscure to the general reader, 1 shall be
grateful if such passages are pointed out-and such suggestions made,
which will enable me to bring the subject within the reach of the inte-
lligent layman. ‘ :

Iin the preparation of this essay ] have received help from many
persons. [ owe spezial thanks to Mr. P. M. Shah, M. A., of the Indian
Merchants' Chamber for providing certain information, Principal L. N*
Welingkar has taken interest in this writing and [ am grateful to him
for his criticism. My thanks are due to Prof, M. R. Talande who has
been kind enough to read the manusccript and to make a number of
valuable suggestions. My thanks are also due “to three of my friends
Mr. P. K. Garde, Mr. N. M. Ketkar, and Mr. G. P. Palekar who have

helped me in various ways.

R. A, Podar College
of M. V., BHATAWDEKAR.

Commerce and Economics.

October, 8, 1944.



j’REFACE TO THE SECOND EDITION

Thls essay was published ten months back by the Padma Pub-
»llcatlons Lumted For the quick sale of the book the selling orga-
msatxon of t ébiabhshers and the growing interest which people are
takmg mlm':tt . economic are responsible. My thanks are due as
much to the pU bhé as to the publishers.

But m s 1te of the quick sale of the book it is very difficult for me
to say that the book has been well received. None of the leading
fmanaal weekhes to whem the copies were sent reviewed the book,
and, those tlj’xat rev1ewed it, Iam sorry to write, failed to see the pur-
_pose of the book. There was only one exception to the general
'revneWs that appeared in the press. The Marathi newspaper ‘Lokmanya’
not only .r}ecogmsed the fact that the book had to throw new light on
the problem but the reviewer suggested that I must supplement my
‘lrgument by pomtmg out how the present attitude is inimical to the
mteresrs of the common man. 2

Slmllar suggestlons were made by some readers and it was defini--
tely pomtedS out by my friends that without a supplementary chapter
descrlbmg 'the evils of the present attitude, the book gave an impres-
sion of an attempt to employ- the scientific reasoning in support of
'quernment action.

I am not concerned at all with the charge of taking a pro--govern-
ment attxtude ‘as long a5 it is not combined with another charge of
p=rvemng rhe truth, No reader, asfaras 1 am aware, has made that
'charge. II am, therefor\, guilty of not having given full realisation
of the truti‘x about the sterling balances as I wanted to give. I must,
therefore,;_tgxke this opportunity to bring home to every common man
how: he is vitally concerned with the problem of ‘sterling balances’.

y, SRR I
. It is. generally believed that economic phenomena are too
complex fof' the comprehension of the common man. Many times
the writings on such subjects are so obscure that a clear view of the
'problem is rendered impossible, and the belief that economic matters
are the concern of the experts only gains strength. The problem of
sterhng balances is believed to be not only economic but also tech-
nical.: Naturally, the common reader does not think that he is in any
way concerned with the solution of the problem and so the attitude
he acceptgz_tp_,waxds it is one of blank indifference.
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For this state of affairs the writings on this subject are mainly
sponsible.  The obscurity that prevails in the discussion of this subject
¢manates from wrong representation of the subject. The discussion of
India’s sterling balances was preceded by the discussion of inflation.
The increase in the amount of money that was taking place due to
the favourable balance of trade was wrongly described as ‘inflation’.
It was confused with inflationary methods that are adopted to finance
the war when the government cannot raise sufficient funds and the
usual attacks on inflation followed. Going a step further it was
pointed out 'that the issue of netes was backed by sterling securities
which are nothing but paper. These sterling securities, so was the
argument, are under the control of the Reserve Bank and since the
Reserve Bank of India was a State controlled institution, the ‘sterling
balances’ was a problem between the Government of India and the
British Government. Once this line of reasoning was adopted it was
only a next step to suggest that since sterling balances represent a
sum which the master country owes to the slave country, there was
every chance of repudiation; And if not repudiation, there was every
fear that the pound would depreciate. Much of the writing on this
problem thus centred round two points only: viz (i) raising fears of
repudiation and if not of repudiation, (ii) of a loss of value on account
qf the depreciation of the pound. |

Because of the pseudo-nationalistic character alone the argument
was bound to be popular, But since it was likely to be beneficial to
certain classes of the community it was accepted and widely
propagated,

However, since the problem of sterling balances will be soon
_pressing, this faulty reasoning should be thoroughly examined and
abandoned once and for all.

To have a clear understanding of the problem, the point should
be firmly grasped that sterling balances are nota problem between
the British Government and the Indian Government. It is essentially
a problem between the Indian people and the Government of India.
When His Majesty’s Government were in need of goods and services
the Govarnment of India undertook the responsibility to make purchases
on behalf of the British Government. In order to secure goods from

~ the Indian producers, the Government of India were required to pay
hard cash in rupees. It was not necessary for the Government to tax
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the Indian people to raise the rupee sums. After all the goods which
would be sent to England were paid for by the British Government:
But the payment was to be made in stetling. The problem before the
Government was, therefore, to secure rupees for the sterling which they
were receiving. Since the problem was that of conversion of sterling
into rupees, the Government had to resort to the usual procedure:
All the sterling sums were offered to the Reserve Bank and it was
required to pay in rupees. It was a statutory obligation on the Reserve
Bank of India, to give rupees in exchange of sterling and even
though many such demands on private accounts could be ruled out,
the Government demand could always eatisfy the requirements of the
exchange control, The Reserve Bank, therefore, using its power (0
issue notes against sterling, could satisfy this demand on the part of the

Government. N i i
Once this mechanism of issuing additional currency is caretully

understood many points become at once clear. Since the Government
of India are required to pay stetling to the Reserve Bank of India they
had to see that the amounts were secured from the British Govern-
ment. Thus for all purchases not only were the Indian producers
adequately paid, but the Government of India also were paid. The
sterling balances thus do not represent a sum which British Govern--
ment owe to Indian Government. If the sums are thus paid out, it
should be clear that it is no longer a problem between the two
governments,

Similarly, because the Government of India have paid the
Indian producers, these sterling balances no longer remain on
their account; they have, therefore, no ownership rights over
these balances, The major part of these sterling balances is held by the
Reserve Bank in the form of sterling assets, and these assets will be
utilised only in fulfilling the obligation to pay back in sterling whenever
rupees are offered. B

Now, it should become at once evident that all those people who
can afford to offer rupees to the Reserve Bank will be able to acquire
these sterling balances. The industrialists and the traders knew very
well that, they alone had the rupee amounts and they alone would be
able to acquire sterling balances whenever they will be released.

But an early release was in the interest of moneyed classes. There
was every possibility that national government might be established.
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Such a government at least to a certain extent was bound to pursue
a policy that would not allow these people to utilise these balances for
expanding their own private concerns but might use these sums for
establishing such industries as would be government-owned and
governmenr-controlled. If the sterling balances had been released
immediately it was certain that this ‘class would have acquired those
sums and succeeded in turning this national property into private
rroperty.

The writings on the problem were directly helpful to this class to
achieve this objective. There were possibly two difficulties. Since
people were made to suffer in order to accumulate these balances they
would oppose this policy of releasing sterling and making it available to
one class only. Raising the fear of total repudiation was useful to
prevent such opposition to immediate settlement. No Indian could
have objection to the gain of this class if it averted the possible loss to
the country.

But the second difficulty could not have been overcome by this
argument, It was not possible to bring pressure on the Government to
telax the exchange control by saying that there was possibility of
repudiation. To induce the Government for immediate release it was
pointed out that the pound may depreciate in future and it would
involve loss in value. It was, therefore, necessary to release these
balances as early as possible.

Since the actitude taken by the writers on the problem was thus
favourable to the capitalist class it should be no surprise that it was
accepted and popularised by such a financial weekly as the  Eastern
Economist °,

In spite of all this propaganda, however, the conditions of the
Exchange Control were not relaxed and as yet these sterling balances
have not been converted into ‘private property’. It is not late, there-
fore, for the common man to realise his position even now and esta-
blish his own claim.

Once the truth is known rhat there is no possibility of repudi-
ation and that it is not a problem between two governments the entire
attitude towards the problem changes. In order to accumulate these
sterling balances expansion of currency was necessary. This continuous
expansion caused enormous profits and the incomes of the richer
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class:s were increasing day by day almost beyoud’ measure. Hence
in spite of rising prices the vicher classes did not suffer at all In
fact, they gained all the advantages of the so-called inflat'on while all
the losses had to be suffered by the masses. Becuse of the rising prices
it was not possible for lower classes to keep up their ordinary consu-
mption and they were even required to sacrifice the bare necessities
of life. The creation of sterling balances thus owes its origin to the
vast sacrifices which were imposed on the masses. And it is only
natural that those alone who have suffered should gain the advantage
of the accumulation, ‘

Any move on the part of the Government whereby sterling would
be made freely available to the richer classes should be strongly
opposed by those who have suffered because of * inflation”. The
problem of sterling balances can be said to be ‘satisfactorily solved’ -
only when these balances are used for the amelioration of the masses.
With this view in mind only I have sugeested means whereby it would
be possible for the Government to acquire Rs. 500 crores worth
sterling without any withdrawal of currency. The Government should
proceed to spend such money on developing hydro-electric power,
irrigation schemes, building dams, and building railways, etc. They
will be of far greater help in stimulating the general economic deve-
lopment in the country and the resulting increase in the employment
and the income level will be much greater. '

Apparently the sugoestion does not bring out any striking
difference in the solution of the problem of sterling balances. After
all, it might be argued, the private individual who will get the
sterling will utilise it for expanding the existing plants or establishing
new industries. Such a procedure also is bound to result in increasing
income-level and employment. There is thus no reason to decry the
demand for removing the exchange control and releasing the sterling
balances freely to all the individuals.

There ate two important reasons which should gain support for the
policy outlined in this essay. In the first instance, the new nation
building industries will ever remain the property of the nation and
the dangens of capital accumulating in the hands of the few will be
averted. Secondly development of these industries will give a stimulus
to general economic development. Many new industries will be started
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and our trade and commerce will flourish. The increase in employ-
ment and income~level is bound to be far greater than what private
industries such as automobile industry or machine tool industry can
provide.

1M

Having made it sufficiently clear why the book was written for
the common man, for the remaining part of the preface I can indulge
in the academics of the problem.

. For my own part, I have only succeeded in proving that there is
no budgetary problem in connection with our sterling balances,
Normally, there are two distinct problems connected with such pay-
ments as are to be made by one country to the other. Usually such
transactions take place between two governments and the debtor
government is reduced to that position mainly because of two reasons.
A government might raise loans abroad and thus may place itself
under the obligations of making payments to the other country
or countries, or it might be required to make such payments because
of war indemnities imposed upon it. Whether it is war indemnity or
loan of capital from one government to another, the government,
which owes the sur and has therefore to pay the annual instalments, is
required to raise the sum by way of taxation or public borrowing.
Thus the government must suk:cged in making provision in its annual

“budget of a sum equal to the value of the instalment to be paid to the
creditor govetnment. Now it may mot be always possible for the
debtor government to raise the necessary sum, There are limitations to
taxation and borrowing, and as it is likely to happen in case of war
indemnities, the government will be unable to manage its huge budget
and pay the necessary instalments, Again, even if the magnitude of
the instalment may not be exceeding the limits of the budget, due
to extraoradinary circumstances, e. g. long and severe depression,
the revenue of the government might suffer and the same result
will follow. When the budgetary problem thus becomes unsur
mountable the only course open to the debtor government is to default.
Precisely such a course was followed by England with respect to
America when His Majesty’s Government declared their inability to
pay owing to the severe economic depression.

In the case of India the problem does not arise at all, For all the
purchases of goods and services which they have made His Majesty’s
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Government have paid the sums and will not be required to have
recourse to taxation and borrowing, The Government have already
taxed the people 50 as to enable themselves to make these purchases.
They are free from all payments and have not to face any budgetary

problem. Hence there is no possibility of budgetary problem.
This indeed is an advantage of the peculiar mechanism that was

adopted to secure goods and services for His Majesty’s Government.
This advantage was never seen by the Indian Economists and they
made suggestions which would have added to our difficulties. It was
suggested in the manifesto issued by twenty-one Economists that in
order to check and prevent inflation, Government of India should tax
the people and increase public borrowing to find out the necessary
tupee amounts, [t was further suggested that a loan should be given
to His Majesty’s Government, In all these cases, the payments, because
of the sub-ordinate position of the Government of India, would have
been postponed, and we would have added one more. problem viz,,
budgetary problem, to many others which already exist. It is indeed
gratifying that these suggestions which amounted to creating problems
for the country were not accepted by the Government, Because of
the fact that the same arrangements were continued today we find that
at least one of the two problems is already non-existent.

The second problem is often referred to as “Transfer Problem.”
This term was used by Lord Keynes while discussing the problems of
German reparations. In his article ‘ The German Transfer Problem’
in the Economic Journal he pointed out that even though the debtor
government succeeds in raising the required monetary sums it may not
succeed in discharging the debts. Ultimately international payments
are made in terms of goods and in order to achieve it the country shall
have to create surplus export trade. e will be possible to create such
surplus export, only if the production of export industries is increased
and for increase in production it will be necessary to transfer some of
the labour and resoucces from home industries to exportindustries. In
a capitalist economy such transfer can be brought about only by
reducing the wages in home industry. Lord Keynes wanted to contend
that even if the budgetary problem is solved there are certain circum=
stances in which reduction in wages becomes diffcult and even
impossible and since increase in production of export industries
becomes impossible the country cannot succeed in making the payment
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in terms of goods.  He gives the circumstances in which wage-reduction
may become impossible. He writes, “Such a reduction becomes dzﬂicult
and may be even impossible in the following cases, *

“(i) Wheze the output e. g personal services or buildings cannot
be exported anyhow:

“{ii) Where the world’s demand for England’s goods has an elasti-
city less than unity i. e. where a reduction in price stimulates demand

less than in proportion so that the greater quantity sells for a less
aggregate sum:

_"(iii) Where England’s foreign competitors fight to retain their
present connection by reducing their own rates of wages pari-pasa:

“(iv) Where England’s foreign customers, reluctant to allow
Intensive competition with their own producers meet it by raising
their tariffs, ”

In order to find out whether the transfer problem with respect
to our sterling balances presents difficulties which carnot be surmoun
ted it must carefully be examined whether any of the above.mentioned
conditions are present. The problem would be difficult or even
unsurmountable if one or more of these conditions are in existence.
On the other hand, if on’ the application of these principles, it is
tevealed that none of these conditions is present it must be said that
there exists” no Transfer Problem in the sense that the necessary
changesin the production in export industry can easily be accomplished

’ (i) T am not quite clear as to what is suggested by the first condition
But it seems to me that the condition only indicates that the exports
of these two items are incapable of contributing substantially towards
creating a surplus to the desired magnitude and consequently they
will ever remain items on which a country cannot depend to create a
surplus.

" Lod Keyncs was writing with special reference to Germany and
there it was natural to think in this way. However, it should be made
very clear that the export of personal services is not as unimportant
in case of India as it would be in other cases.

4 Economic Journal-March 1929 - page 5.
1 have substituted Englasd for Germany so as fo make the guotation more
suitable for the discassion of Sterling Balances.
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At present there are 72,000 English men in the services of the
Government of India. §. .The number of such people employed in
private services e, g, in factories, banks etc. is not known. Further in
years to come there will be rapid economic development in the country
and for that India will be required to import ‘skilled labour’ along
with many other items, Taking into consideration this additiona
‘export of personal services’ in future, it may be said that it will turn
out to be of considerable importance, ‘

There might arise one difficulty in the repayment of sterling
balances in the case of ‘export of personal services. If all the income
which the foreigners receive is spent in this country it will only have an
effect of not creating demand for sterling balances. It will not reduce
the volume of the sterling balances and the interest payment shall have
to be continued, _

To get over such a difficulty a definite plan shall have to be
followed to reduce the volume of the sterling balances and consequen-
tly the burden of interest payment, His Majesty’s Government will have
to compell these people to subscribe to the national debt, They will be
required to surrender to the Reserve Bank a definite percentage of
their income and the Reserve Bank will transfer sterling securities of
equal amount to them. Thus in course of time the balances will be
reduced and the problem will be solved to that extent.

ii} No elaborate argument is necessary to prove that the elasticity
of demand for English exports is not less than unity. Almost all of
England's exports consist of manufactured goods and such goods do not
have inelastic demand.

It must be remembered that substitubility is not the only factor
which is responsible for elasticity of demand. Among other factors
changes in income and the distribution of it are far more important,
The demand for a commodity might be increased more than prorortio-
nately by slight reduction in the price if by that reduction the commod-
ity is brought within the reach of classes having lower income. Similarly
the demand for a commodity might increase even if the price remains
the same provided that the income of the lower classes is raised. The same
result will follow even though the distribution of income remains the
same but the income of the community increases.

+ ‘Imperialism In sction’ by Margsret Pope.
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The last two are likely to be the possibilities in India.” The distrib-
ution of income may slightly change in favour of the lower classes. But'
more certainly the income of the community will rise. Due to develop-
ment of industries in post-war years employment and income in general,
are bound to increase and this increase will result in greater demand for
English goods, even at the prevailing prices. There is thus no difficulty
in the way of creating surplus export trade because of the nature of
demand. On the contrary the nature of Indian demand is such that it
would make it very easy for Great Britain to create a surplus export
trade, : :

iii) For want of sufficient statistical data and other information
itis very difficult to say whether the competition of other countries
would prevent Great Britain from increasing her exportsto India. But
some of the factors which indicate that there will be no great difficulty
of this sort might be stated.

The only powerful rivalsto England are Russia and America. Both
these countries are less interested in India and their keen competition will
be felt in Central and Western Eurore rather than in India. No doubt
the percentage of these two countries inour foreign trade will increase:
But that means nothing. 1In the first instance, India's foreign trade is
not in a static condition, so that a gain by these two countries must
necessarily mean loss to Great Britain. On the contrary India’s
foreign trade will be growing rapidly. In these circumstances to draw
a conclusion that Fngland will not bte able to increase her export
trade with India it must be assumed that (1) England will not be able
to capture even a per cent of our additional imports and (2) that even
those surplies which India secured from Germany and Japan and
which it is impossible for her to secure from these two countries in near
future, will be provided by Russia and America. When these factors
are taken into consideration it seems almost inevitable that India’s
imports from Great Britain are bound to increase by a considerable
amount.

In spite of all these factors if the costs are lower in Russia and
America, no doubt it will be difficult for England to increase her
export trade to the extent to which she can do so otherwise. No infor-
mation regarding the price=structure and cost-structure of Russia is
available. The economic structure of that country s entirely different.
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In a planned economy as that of Russia the whole system is concentrated
on home industries rather than on export industries.- Normally the
planning authorities develop such export trade only as is necessary for
internal development. At present the country seems to be more busy
with the internal problems and it seems very difficult that the planning
authorities would change the internal structure in order to secure foreign
markets on which the country does not depend to any significant extent.

The economies of U. S. A. and Great Britain are alike and the
New World has increased its productive capacity so much that
development of foreign markets is essential. It does not, however,
seem likely that America will be required to lowet the cost structure
in order to capture the Indian market or other foreign markets. For,
in the first instance there are many other Asiatic markets which
America can develop without any competition from Great Britain,
Recourse to the markets where English goods have already penetrated
will be necessary only if other markets turn out to be insufficient for
the increased exports of America, Again it should be remembered that
Great Britain has succeeded in keeping her cost-structure on 3 low
level by adopting various controls, The White Paper to which a
reference has been made in charter four, indicates that Britain’s costs
are actually lower than that of America. If this report is true, a
reduction in American costs would only mean, in the first instance,
enabling that country to achieve parity with Great Britain. In any case
it might be safely concluded that England’s competitors do not create
difficulties which would make it absolutely impossible for England to
repay her debt. '

(iv) The last factor deserves a more careful consideration because
it is generally feared that by using the political power such goods
alone would be forced on India as would kill the existing Indian
industries. If one takes into consideration the composition of our
imports in pre-war days this belief gathers strength. The major part
of our imports consisted of consumers’ goods such as cloth, pastes,
powders, drugs etc. Almost all these goods are now produced in the
country and hence if additional goods of these types are imported it
is Likely that demand for home industries would suffer. Would not

the repaymient of sterling balances, it might legitimately be asked, be
detrimenral co our industries ?
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It is not possible to find out a final answer to such a question
unless the way in which the repayment of sterling balances will be
effected is fully understood.

At present almost all our sterling balances now worth about
Rs. 1,300 crores are invested in the sterling securities. They will be
released only when rupees are withdrawn, not otherwise. The actual
total amount which England will be required to pay will be determined
by the amount of currency which Indian people will be prepared to
withdraw. There seem to be two different methods of working out
the magnitude of the probable withdrawal. The simplest and the
easiest to follow is the one which is employd in making the calcula-
tions in Chapter four.? Assuming that the people are inclined
towards the pre-war price-level the quantity of money needed for
increased production will bein the neighbourhood of Rs, 300 crores.
At present notes in circulation are over Rs. 1,100 crores, which means
that almost Rs.800 crores might be presented to the Reserve Bank in
exchange for sterling. But this method cannot be relied upon as the
safest method because it rests on the crude form of the quantity theory,
ignores the possible increase in production in the next few years which
might increase the demand for money, does not take into consideration
hoards, and attaches too great importance to psychological factors.

Another method to work out the magnitude of currency withdra=
wal is to work out the surplus demand for foreign goods. There will
be a greater demand for imports in post-war years because both the
firms and the individuals had to live on capital during the years of
war. The probable demand on the part of industries is worked out at
Rs, 150-225 crores.x  The various assumptions that have to be made
are explicitly stated in chapter four. Here it is necessary to mention
two more points. It ignores the machinery that has been imported
during war-years, and the probable additional demand that might exist
due to various schemes of expansion of industries. Due to want of
information about the new schemes it is very difficult to calculate such
demand. However, from the news that are published every day it
might be said that the additional demand on account of new schemes
would more tharr compensate the ignored imports of machinery during
the period of war. Taking these two together it might be estimated

t See page 20 x See page 21
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without much error that the demand on behalf of industries would
be varying between Rs. 300 and 350 crores.

Inthe caseof individuals itis very difficule to calculate such
demand. In big concerns and factories regular procedure has to be
followed in replacing the old machinery.. Such regularity is not
maintained by the individuals. No doubt men had to go without
houses, vehicles and many other durable commodities. But there are
no regular depreciation funds set apart and it cannot be said that there
will be additional demand equal to five times the average annual
demand. However if 50% of this demand that has gone unsatisfied is
regarded as likely to arise from the replacement of individual capital
goods, the figure need not be considered erroneous,

The average post-war demand ( 1918-39 ) for vehicles, instruments
apparatus and appliances, hardware, building and engineering mate-
rials was Rs 17,63,92,000. So that the additional demand which is
likely to exist in immediate future may be somewhere Rs. 44 crores.
Following the method adopted in case of industries, it cannot be said
that because of higher price-level the total demand would be Rs. 132
crores. However, it may safely be said that individuals would be pre-
pared to purchase goods at double the pre-war prices. So that the total
demand fo what might be termed as capital goods might be estimated
round about Rs, 400 crores.

According to the first method the probable withdrawal would be
about Rs, 800 crores while according to the second one it would be
Rs. 400 crores. The difference is indeed too great and while consi.
dering the dangers of repayment to our existing industries this fact
must always be borne in mind. -

Before proceeding further one important point must be stated,
As long s the whole payment is not completed India would be receiving
from England payments on two different counts. Since all our sterling
balances are invested in securities we shall be receiving payment by way
of interest; and when the balances are released we shall be receiving the
sums as the payment of principal. Even at one pet cent rate of inter-
est the interest charges would be over £ 11,00,000. So that we shall be
importing goods in payment of this sum and in addition to that goods
equal to the value of instalment which would depend upon how
quickly the debt is repaid. Reasonably speaking it might vary between



(xvill)

£ 50 million and £ 100 million,. Of course as the principal is repaid
gradually the interest payments would be scaled down,

When the position as regards the different payments due from
England is clesrly understood it becomes obvious that we have to
decide two different questions. First we must try to find out how far
England will go in forcing consumers’ goods in payment of these sums.

* Clearly so far the demand for capital goods is concerned England
should have no objection to give capital goods which are needed for
replacement. Before this war these goods were supplied by England
and since replacement of capital is essential and it does not mean
expansion of Indian industries, there will be no restriction on such
imports. But if the demand begins to exceed Rs. 400 crores it means
that it is for further Industrial development and such 1mports may not
be allowed.

There is no reason to suppose that any rigid restrictions of this type
will be found in practice. Afterall it has been realised that development
of Indian industries is in the interest of Great Britain. But for the
sake of argument assuming that the old policy of checking India's
industrial development is pursued, a policy might be adopted whereby
sterling will not be released if it is likely to be conducive to the indu=
strial development of India, :

In such a case the calculations made with regard to withdrawal of
currency according to the first method must bé remembered. If the
demand is just equal to Rs. 400 crores there is no problem. But if it
begins to exceed that limit it is likely that the political power might be
used and there would be danger to the existing industries.

To determine whether such a course would be seriously dangerous
the way in which these renayments will be realised must be understood. *
The interest payments will be received by the Reserve Bank of India. It
means that the profits of the Reserve Bank will increasz, as all the
profits-after due deduetions (the dividend is only 4%, or ‘it might
be increased to 5% }- are taken over by the Government, In effect,
therefore, payments on account of interest charges will go to increase
the revenue of the Government and it will depend upon the gover-
nment action whether they would create any- trouble to Indian
‘ndustries.  If the government decide to give relief to the tax-payer
by way of reducing indirect taxes, the income of the lower classes
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will increase and since consumption will increase Pari passu, even
if consumers’ goods are given it will not affect the Indian industries.
Again if the government decide not to give relief to the tax-payer but
use such sums for public works programme the same result will follow.

As against this if the gavernment decide to give relief by .reducing
taxes such as supertax or if a policy of reducing the public debt by the
same amount is followed, the income of the tichet classes only would
be increased. It will only mean that there will be a greater propensity
to save and it may create some trouble, Since it is assumed that only
consumers’ goods can be had from England there will be a tendency on
the part of these classes to shift their demand from Indian industries to
English industries. But, after all sush a Joss will not be.of a serious
nature because such demand shall be confined to - articles of luxury
only. England cannot suprly foodstuffs and the other demands of
these classes were never largely supplied by Indian industries.

More probably, however, it will lead to hoardings. With higher
Incomes consumption does not increase in the same proportion as the
income and there will be a greater tendency to invest the increased
savings. But since by the assumption import of capital goods is prohi-
bited it will mean sterilisation of our savings or mcreased speculanve
actmty on thc stock exchange,

Similar eﬁ'ects would follow in case of addmonal payments of
principal Finding that nothing but consumers’ goods can be had there
will be a tendency not to import these goods beyond a certain limit.
The magnitude of the balances will continue to be more or less the same
and interest charges also will be the same. How long such blocking
will be contiaued is not the point at issue, It has been partly discussed
in Chapter Four. From whatever has been said it is clear that repayment
of these balances does not mean a great harm to our existing industry.
Therefore, there will be no need of raising the tariffs to protect our

industries and from that source there will not be: any dnfﬁculty of a
serious nature,

Reviewing the whole dumssnonof the four facmn we find that
the first three are almost non-existent. So far the fourth is concerned

there will be some difficulties but they cannot be regarded as rende-
ring the whole transfer problem impossible of solution.



(xx)

v

Uptill now the argument with respect to the Budgetary Problem
and Transfer Problem was developed with a view to pointing out how
extremely difficult it is for England to effect repudiation of our sterling
balances. It was necessary to develop argument in this fashion because
of the common belief that England is sure to repudiate these sterling
balances, As it has been already pointed out, the writings and uttera-
nces of officials and non-officials in England were largely responsible for
such a belief. As a matter of fact English writers have always exaggerated
difficulties of England and given rise to undue fears. Hence to
complete the argument it is necessary to study the post-war position of
Great Britain and find out whether the difficulties imagined by the
British writers are really serious and whether it is in any real sense a
hatd task for Great Britain to repay these sterling balances,

First of all it is essential to have a correct idea about the Sacrifices
which Great Britain will have to make in order to pay off these sterling
balances. The national income of that country is estimated to be over
£7000 million. The external debt of England amounts to £ 3000
million. Supposing that England is required to liquidate all her sterling
balances within ten years, the sacrifice which the country shall have to
make comes to 4 per cent and a little more. If the calculation is
confined to India only, it may be said that Britain will be required to
pay over £ 600 million. On the supposition that the payment is spread
over a period of ten years, Britain will be required to sacrifice hardly
1 per cent of her national income. When the actual sactifice involved
in the repayment of sterling balances is so little, any argument attempt-
ing to give an impression that it is rot possible for England to pay off
these balances and hence they ought to be scaled down, must be
regarded as almost meaningless.

To give further support to this conclusion it is necessary to point
out the additions to her national income which Britain is sure to make
in years to come, In working out the magnitude of Sacrifice which
Brirain shall have to undergo it was assumed that the external debt
would be paid out of her own national income earned by internal
production and external trade and investments. The enormous gain
hich England has secured by way of reparations from Germany in
this war was not taken into consideration.
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The actual amount in terms of pounds is not known. But from
the principles of Potsdam Agreement it is clear that it is found to be in
millions of pounds, Even if Britain decides to pay off sterling balances
out of these reparations a large portion of her external debt would be
paid off. Ty x b

In all these considerations the real national income has not been
taken account of, Before the war the national income of Great Britain
was about £ 5000 million. It might be questioned whether there is any
increase in the real national income of Britain or whether the rise is
due only to higher prices. - If it is due to higher price-level then the
whole argument loses its force. - For, ultimately England can pay off
her external debt only by increasing her export trade and thus creating
a wide margin between her exports and imports, and the capacity of
England to create a surplus export trade finally depends upon the
" increase in the productive capacity of England. ‘The true importance
of having an idea of an increase in the productive capacity of England
can be realised only when the peculiar position of England is taken
into consideration. It is a well known fact that Britain has to import
almost all the raw materials which she requires for her exports. If ex~
ports are to be increased it follows that imports must be increased,
If, therefore, England decides to pay £ 300 million annually she will
have to increase her export trade by a greater margin. The probable
productive capacity of England is, therefore, the most important
question which must be answered satisfactorily.

Unfortunately it is not possible to secure the ‘necessary statistical
data. However, from the information that has been made available it
seems beyond any shadow of doubt that the productive capacity of
England has greatly increased. Even agricultural production which
could not be removed under ground was increased by 707, With
respect to industrial production World Economic Survey { for 1941.42
states, “1n the United Kingdom the unemployment was down to under
150,000 persons in march 1942, having been about 1} million in the
same month of 1939.........The number of industrial women workers
has been increased by 4,000,000...... As a result of all these measures,
war production was doubled in the year from June 1941 to June 1942."

Tasgus of Nations Page 83,
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Recently the London Times has published, ‘A Record of British
War Production.’ In this supplement Rt. Hon. Oliver Littleton writes,
“Of all the munitions used by the armed forces of the British Common
Wealth and Empire {8} million men in all) since the beginning of war
no less than 707/, was produced in the United Kingdom itself.”

To have a further idea as to how this increase in industrial
production was achieved, vse of the official division of industries
might be made. The first group represented engineering and allied
(munitions) industries. The second group included the basic essentials
such as public utilities, transport, shipping and food, The third group
comprised the civilian industries such as building, textiles, clothing,
distribution and professional services.

The numbar of workers in the first group increased from
3,100,000 in 1939 to 5,200,000 in 1944, that in ‘the second group
remained same while in the third group it decreased from 9,300,000 to
6,000,000. It need not be supposed that increase in employment in the
first group was secured at the cost of the third group. For, “the
number of men and women employed in the forces, whole time Civil
Defence and the women's auxiliary services rose from 550,000 in 1939
to 5,250,000 in 1944” v -

_ - To sum up, taking into consideration increase in the agricultural
production and gains from German reparations there is no room for
any doubt concerning the productive capacity of England. It is absolu-
tely easy for England to increase her exports so as to create a surplus
export trade to the desired extent, and the policy advocated by the
Labour party of increasing exports is in the right direction.

The conditions of international trade also seem to favour Great
Britain in making it easier for her to pay off these sterling balances.
During the Great Depression and the years that followed it the agricul-
turzl production increased more than proportionately in comparison
with the industrial production of the world. This tendency is likely to
be strengthened in the post-war years, Eventhough it is a fact that
industrial production in U. K. and U. S. A. has increased it must also
be remembered that agricultural production has increased almost by the
same percentage in these countries.  In addition to that while the agri.
culrural production in Canada, South America and Australia has
increassd by a larve percentage two important industrial countries
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Germany and Japan have been defeated and plans are being prepared
to turn Germany into an agricultural country and to kill Japanese
industries. Generally speaking while the agricultural countries of the
world have not been directly affected by war almost all the industrial
countries were adversely affected by the war. The result is inevitable.
The increase in agricultural production is bound to exceed the increase
in mdusmal production and the terms of trade will go against the
primary producer. In such circumstances it will be possible for England
to secure greater amount of raw materials and food stuffs for the same
quantity of exports. Thus it will be possible for England to create the
necessary surplus export trade without "increasing her exports to any
great extent. When this fact is taken' into consideration it becomes
obvious that the difficulties of England are a product of the lmagmatxon
of the British wnters on the subject. ) L

Lastly, one more factor which has some bcarmg on thc problem
might be mentioned. Any one who has read the famous teports of
London Chambar of Commerce and Federation of British Industries will
be convinced about the revolutionary change that is overcoming the
British industrialists.  They have not only realised the fact that indus-
trialisation of the Eastern countries is essential and inevitable but they
are prepared to help such a process by supplying capital goods. Two
reasons are responsible for this changed outlook. Firstly it is realised
by them that to en:ure increased demand for their greater productivity
the purchasing power of the Eastern countries must be increased.
Secondly for technological reasons, it ts easier to carry outa change
from war production to the production of capital goods. It is only
natural that British industrialists should now be prepared to supply
capilal goods when conditions are almost forcing them to do so.

Reviewing the whole discussion it appears that it is extremely easy
for England to repay these sterling balances and any attempt to scale
down these balances is without any basis. We should not allow
oursclves to be carried away by the systematic propoganda of the
financial press in England and America.  On the other hand we must
be on our guard to defend our position and trn down any demand
on the part of England to reduce these sterling balances under one
plea or the other.
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The preface has been too long.  But in view ot the fact that the
original essay was of a controversial nature, it would have been contra-
1y to tradition to introduce changes in the body of the essay. Without,
therefore, an apology for the monstrous length of the preface, it would
be more appropriate to thank various gentlemen who have helped me
in bringing out this second edition with the addition of this preface.

Dr. S. K. Muranjan of Sydenham College and Prof. N. A.
Mawalankar of Fergusson College were kind enough to spare consi-
derable time for discussion and I am grateful to them for their criticism
and valuable suggestions. Mr. P, M. Shah, B, Cow. of Indian Mercha-
nts’ Chamber supplied. information whenever 1 sought it and my
indebtedness to him cannot be adequately expresed. Mr. G. V.,
Mahashabde, B, Com. has given considerable help in correcting proofs
and getting the book ready in a short time, I tecord my thanks for
his unsparing efforts. -



OUR STERLING BALANCES

CHAPTER ONE

INTRODUCTION

Not only the views expressed in this essay but even the title and
the choice of the subject are likely to provoke some criticism; many
other subjects, such as inflation, the methods of war finance, etc, will
be discussed in the body of the booklet even though they may not be
directly suggested by the title of this little book. The choice of the
subject is likely to come in for criticism for to many readers the subject
has become quite out-worn and they believe that no subs}antial
addition can be made to what has already been said and written. In a
sense it is true that this subject (and especially the allied subject of
inflation ) has been discused so often that it has lost—if not its “signifi-
cance, at least its novelty. In spite of these facts a keen interest has
becn aroused in this subject recently and once more articles are pouring
in, in varjous economic journals and periodicals.

The cause of this sudden interest is to be found in the recent
events. The international monetary conference was held at Bretton
Woods and news flashed in the daily papers that India’s demands in
respect of sterling balances were turned down. Soon after the Confe-
rence, when questioned in the House of Commons, the Government
of Britain chose to remain silent on this issue. Besides, the speech made
by Lord Keynes in the House of Lords and the general trend of articles
and notes thut appeared in the Ecoromist have brought about a com-
plete changz in the Indian outlook on the question of sterling balances.

The recent articles on the subject are an expression of the changed
attitude.

It would not be far from the truth if it is said that Indian opinion
on the subject has always been a reflection of and a reaction to the
British attitude towards the war debts of England. The sterling bala-
nees began to attract attention of the British people when the accumu.
lation reached a figure thar decidedly changed the position of Great-
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Britain from a creditor country to a debtor country. In June 1943 a
leading article appeared in the Economist boasting of the generosity of
the financial settlement between India and England. There was a
reaction in this country against this attitude because the losses which
the Indian people had to suffer due to inflation, not being very perce.
ptible, were not taken into account at all. There was a general feeling
in the country that the cost which India has to bear had already reached
the maximum of her capacity and this feeling is to be found embodied
in the scientific and convincing book Financial Burden of War on India
by Prof. C. N. Vakil,

The inflationary method of financing war in India was continued
and sterling balances went on increasing in magnitude. The total
accumulation was in the neighbourhood of £ 2,000,000,000 of which
£ 1,000,000,000 were credited to the Indian account by June 1944. This
figure did not fail to create anxiety in Great Britain about the mounting
war debts and instead of a fecling of generosity, there was now a feeling
of nervousness and worry and the general attitude of the British
politicians and the press underwent a change. There was a general
demand for, the revision of the financil sgttlement between Great
Britain and India and it was further argued that since a part of the
expenditure for defending India from Japanese invasion was incurred
by His Majesty's Government, India should bear the cost of defence
on this account. The city editor of the Manchester Guardian said,
“On balance India has become a creditor of England not through
normal process of trade and investment but through negotiated division
of defence cost. The Indian Government drove a very hard bargain
with the British Treasury only justifiable by regarding India as a semi-
neutral ”t Complaining about the agreement the Economist wrote,
“ India only pays for the cost of air-fields constructed in India if they
are regarded as necessary for the local defence of the country. The
Asia Command and those which are used by British forces are not

provided for in the Indian budget estimates. This repatriation of
" financial costs—the true costs are in any case borne currently by India.-
was agreed upon before Japan entered the war and before the scale of
military operations in and around India could possibly have been
foreseen. The financial agreements can hardly have contemplated a
situation whereby the expenditure of the British Government alone in

) Eagtern Econcmist— 3-7-43, page 213.
{
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India would very considerably exceed the total Indian Government
Budget.  x

These articles did not fail to create suspicion in the minds of the
Indian people as to the genuine desire of Britain to pay those wat
balances. One of the monthly notes of the Journal of the Indian Mer-
chants’ Chamber was entitled ‘Repudiation?”’ in which the writer says,
“ The speech of Lord Keynes in the House of Lords has created and
rightly-a sort of righteous indignation in the Indian Commercial World
over the question of our sterling balance . . . It would seem from the
above observations of the Economist that the repudiation ball was set
rolling before Lotd Keynes openly said it in the House of Lords.”t
The Eastern Economist in its leading article comments, “Further in
recent weeks, the danger of these balances being frittered away under
one plea or another and under one arrangement or another, which had
been somewhat remote is threatening to be imminent, "=

A general feeling of suspicion and distrust with regard to sterling
balances is only natural, considering the fact that India is a subject
nation that has not been given a fair treatment on many occasions.
But this is only one aspect of the Indian attitude towards this question,
The other is more positive. It is generally believed that though Britain
may not repudiate the debt she will yet give such goods in repayment
of it as are not wanted by Indian people. After all these balances have
been created by sacrifice and therefore, India must be able to use these
forced savings in any manner she chooses. For the economic develo-
pment of the country India needs capital goods which she should be
able to secure with the help of these sterling balances from Great
Britain; and if England cannot supply thcse goods at competitive prices,
India must be free to change her sterling resources into any foreign
currency and purchase goods in any part of the world. In short it
is considered that these sterling balances are the private property of the
Indian nation and the country must be free to use it in any way that
she thinks best. Voicing these feelings the Eastern Eccnomist in its
leading article writes, “ The second problem to which however greater
attention has been given is how to ensure that the sterling balances are

X Feonomist—35-8-44.
t Journal of the Indian Merchants' Chamber, June 1944,
= Eaitern Eonomist, 3-7 43, page 213,
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available when we want and in the manner in which we want them
and how to ensure against their depreciation in value” ¥

The purpose of this essay is to examine critically the correctness
of this attitude and to see whether it requires any further modification.
In order to arrive at the right conclusion it is necessary to examine in
detail (i) whether it is possible for the British Government to repudiate
all the sterling balances, (ii) whether even if there is no attempt at total
repudiation—there is any likelihood of loss by way of depreciation of
these balances in value or through enforced sales of goods which we do
not want and (iii) whether there should be any restrictions on the use
of our sterling balances or whether we shuld be quite free to use them
in any way we like and at any time we choose. However, before any
direct consideration of these points is undertaken, it is absolutely

essential to sketch in bricf the origin and the nature of our sterling
balances.

CHAPTER TWO

ORIGIN AND NATURE OF OUR STERLING
BALANCES

On the 3rd Septeraber 1939 England declared war on Germany
and without the consent of the Indian people India found herself invo-
Ived as a partisan in this war. Participation in the war on the side of
the master country meant without doubt that all co-operation would be
offered by the Government of India to the Allied powers. India was
not direcly threatened, and therefore the help which she could give,
was naturally confined to the provision of supplics and men for the
putposes of war. India was an important market for His Majesty’s
Government for the purchase of goods from Indian manufacturers and
agriculturists and for the services of recruits. But to make these pur-
chases in India it was essential for the foreign government to pay in
terms of rupees to the producers of goods and to the men who were
ready to serve. The British Government, however, had no rupees.
Normally, in peace time. purchases of goods alone were made and they
could find the necessory rupees because there were at the same time

‘g Eastern Economist, 2-7-43. page 218,
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Indian importers who were ready to pay rupees in exchange for pounds
sterling, which they needed to pay to the English merchants from
whom they purchased the commodities. It was essentially a two-sided
bargain in which, in the first instance, rupees were exchanged for
sterling and finally Indiar exports were paid for by English exports.
But this mechanism could not work during the war because English
producers being engaged in the production of war goods, the Indian
people were unable to find the goods which they wanted. As there
were no exports from England, exports from India also stopped; the
Indian exporter would not have parted with the gcods unless he was
paid in rupees, annas and pies. The English importers would not have
been able to find the necessary rupee amounts because there were no
imports into India and there was no supply of rupees against the
pounds sterling. It would have been impossible for the English imrot-
ters to secute the necessary commodities from India, But this conti-
ngency was avoided by the Government of India by their undertaking
to provide the necessary rupee amounts. The Government of India
now act as agent for the British Government and make all the
purchases on their behalf from the Indisn preducers paying them in
cash in Indian currency. But when the Government of India, so to
say, re.sell these goods without profit to His Majesty’s Government,
they are not paid in rupees but in pounds sterling at the rate of 1s. 6d.
for every rupee,

When the Government of India receive pounds sterling fiom the
British Government they deposit the whole sum with their bankers,
viz,, the Reserve Bank of India. The pounds srerling, therefore, first
appear in the Banking Department of the Reserve Bank as ‘Balances
held abroad.” If these balances are held in liquid cash they do not
vield any income and therefore they are constantly invested in Treasury
Bills issued in England or in securities of the British Covernment. The
sums which are thus invested figure in the accounts of the Banking
Department as Investment. At the same time the Government of India
have to pay to the Indian manufacturers from whom they have purcha-
sed the goods.  These payments are made by cheques on the Reserve
Bank of India. When the cheques are presented to the Reserve Bank
of India through the banks it has to pay out of its own till If the
sums which are paid thus are pretty large there is a drain on the cash
portfolio of the bank which is vequired to hold at least 10 crores of



(6)

tupees. When it tends to decline below that level some of the securi.
ties, needed to replenish the till, are transferred over from the Bank.
"ing Department to the Issue Department as sterling securities against
which new notes are issued. By a continuous repetition of $uch
transactions sterling securities are increasing simultaneously causing
expansion of the Indian currency,

One point must be made clear before proceeding futther, It cannot
be said that against every pound:which the Government of India
teceive, there is a cotresponding expansion of currency in India.
Suppose the Government of India make purchases on behalf of His
Majesty’s Government of goods worth Rs. 1,333-1/3 for which at the
current rate of exchange they will be paid £ 100. Now it is not at all
necessary for the Reserve Bank to expand the Indian Currency by
Rs. 1,333-1/3 the moment it receives a deposit of £100 from the
Government of India if it has a surplus sum over and above the 10
crores which it must hold as minimum cash; in such a case even though
the payment will be made in rupees, there will be no addition to the
existing notes. Notes are not therefore issued against all the sterling
balances which the Bank holds, but against only a part of them. This
part of our sterling balances against which notes are issued ceases to be
liquid and in a sense is frozen because it will be released only when
free individuals in India will tender notes asking for exchange and
even then the relcased sterling amounts cannot be commanded by the
Reserve Bank or by the Government of India because the Reserve Bank
shall have to pay these amounts to the holders of the rupee notes and
they will therefore be the owners of these sterling amounts. This part
of our sterling balances is therefore quite important because it is of
an entirely different nature from the rest. It is held as an asset against
the notes issued and is therefore described as sterling assets as distingui-
shed from sterling balances. The Reserve Bank has no right of owner-
ship over these assets and it cannot tamper with them. They are
owned by those who hold notes issued against them and who will be
in a position to tender notes asking for exchange. The major part of
our sterling holdings is sterling assets. QOut of the estimated £ 1,000
million approximately £ 800 million are held as sterling assets and
£ 200 million as balances and investments.

Just as the Government are required to find the rupees first and
are paid afterwards in the English currency for all the purchases they
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make in India, similarly in the case of services, the expenditure is first
made by the Government of India and then they are paid by His
Majesty’s Government in pounds sterling. But calculations are not so
easy in this case. Very often soldiers are trained and equipped by the
Government of India for their own requirements but have to be sent
abroad whenever necessary. It is thus impossible to distinguish the
expenditure incurred on behalf of the British Government, A settle-
ment has been arrived at between the two governments whereby that
portion of this expenditure which is to be reimbursed from the British
Government to the Indian Government was determined. This settle.
ment lays down principles according to which the sum to be debited
to the Indian account is to be determined. According to this settle.
ment India has to bear (1) a fixed annual sum, representing the normal
net effective costs of the anny in India under peace conditions, plus
{2) an addition to allow for rise in prices, plus (3) the cost of such war
measures as can be regarded as purely Indian liabilities by reason
of their having been undertaken by India in her own interests and
(4) a lump sum payment of 1 crore of ruprees towards the extra cost
of maintaining India’s external Defence Troops overseas, It is quite
plain that these clauses are capable of being interpreted in a way that
is more favourable to England. It is this settlement that has provoked
the British people to complain against its supposed generosity and to
clamour for its revision. In the summer of 1943, the Finance Member
raid a visit to England but finally it was decided that the settlement
should not be disturbed and that new items of expenditure should
be adjusted by an elastic interpretation of the principles of the settle-
ment. It is in accordance with this agreement that the cost of aerodro-
mes and other defence costs are met by the Indian Government because
these measures are necessary for defending India against Japanese
aggression, Because of this new interpretation the military expenditure
of the Government of India has increased from Rs. 50 crores in 1939-40
to Rs. 182.81 crores in 1943-44. The point to be emphasised is that
the sterling balances accruing on  account are flexible and their size
can be controlled or chinged by changing the finagcial settlement,
while the amount which accrues on this account of purchases of
goods is determined by the prices of goods produced in India and
have to be paid in full by His Majesty's Government. They cannot
esaape it In fust every tim: purchases were made in India, Indian
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producers were paid in hard cash, and the Government of India also
have been paid in cash, and therefore at present there is no payment
which is to be made in future by His Majesty’s Government. All
transactions have been cash transactions.

This mechanism which made goods and services available to His
Majesty’s Government without any trouble has its bright side inasmuch
as payments are made in cash and are not postponed without any secu-
rity. The inevitable increase in the Indian currency to which it gives
rise is the dark side of it. It was only natural that the dark side has
become a target of criticism in this country, But it should not be for.
gotten that the weakness of the Government in raising funds here
alone, has led to accumulation of our stering balances, If there
had been no inflation our sterling balances would not have existed in
the from in which we see and have them today.

This brighter side of the picture has never received due attention
and to have a clear idea of the advantages which it has to confer on
us, it is necessary to contrast it with the alternative suggestions
for meeting war finance in thiscoutry. Since it is well known that
inflation has had its evil effects, nobody can deny that it is a bad way of
financing war. But what were the other methods available whereby
this huge expenditure could have been \mét ?

Various methods have been suggested.? But taking a most realistic
view of the situation it must be said that few of them were practicable.
The most popular suggestion was that India should have been paid in
gold rather than in sterling. This is objectionable on the ground that
it forgets the subordinate position of India. But even then did gold
have any advantage except by way of providing a better cover for our

% The other methods suggested are (i} asking the British Government to find the rupes
finanece for themselves in the Indian market (ii) pavment to India in durable assts
{ii1) rupes loans to U. K. and {iv) liquidation of British assets in India. Except the last one,
Bone of the measures need be considered because it would have meant asking the
British Government to du something which would have directly interfered with the prose-
cution of the war, The last one of course was a right suggestion because it should have
svouded inflation both in Evgland and India.  However it must be remembered that this
was god 8 parmanent cure, The British asscts in India are valued at 300 million pounds
which comes w 400 crores of rupees.  Their liquidation would have postponed inflation for
400 dayvs. But this was & considerable period during which Indian people would have
sufered ks and British people would have secured goods at lower prices,
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currency? If we were paid in gold at the rate of 1s. 6d. per rupee, that
would not have altered the situation in any fundamental respect. The
Gevernment of India would have received gold instead of pound
sterling and currency would have been issued against addition of gold
instead of against the addition of sterling. That would not have
avoided inflation at all If we had not been paid at this rate bur at
the market price of gold, there would have been less inflation but thete
would have been the danger of gold depreciating in value; for war.time
price of gold is bound to be higher than its normal value. here was
a third course open. Gold should have been imported and sold to
the Indian people, so that there would have been no possibility of
inflation. But it is a very moot question whether the people would
have reduced theit consumption and bought gold worth 1 crore of
tupees every day. In any case this was not possible because England
had no gold to pay and India had no independence to ask for it.

Realising the impracticability of receiving gold it was suggested
that the necessary sums should be raised in India by taxation and
borrowing and that purchases should be made with the sums thus
raised. | Even this would have meant suffering for the people because
sacrifices would have been imposed upon them through reduction of their
incomes while at present it is imposed by keeping the incomes more
or less fixed but by increasing the prices. (Of course it will be said
that if proper methods had been fol'owed, there would tave been an
¢quity and & justice which inflation lacks. Whether proper methods
of direct taxation would have been followed by the Government
which had to flacate the Indian capitalists is very doubtful That
nothing of the sort could have happened is plain enough when one
notes that the Government are not even prepared to raise excess profit
tax to cent per cent. ) o

But the change which such a mechanism would have caused in
the very nature of the sterling balarces is of fundamental importance.
Let us suppose that instead of the present inflationary mechanism, the
Government of India had raised funds by taxation and borrowing. In
that case there would have been no necessity for the Government of
India to ask for cash payment in pounds sterling from the British
Government. In such circumstances the British Government, anxious
to avoid strain on their reserves, would have postponed the payment
and the Government of India could not hove taken any objection to
such a course. In the normal sense of the word Britain would have

{ Mauifesta issved by Indisa Foonomists { Published on 13-4-1%3 ),
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been indebted to India, Goods would have been delivered to Britain
without receipt of any immediate payment and there would have been
a mere pledge that Britain would pay these sums at the end of the
war—a pledge without any security from a master country to a subject
nation ! In that case . it would have been very easy—if past history is
any guidance to future events then it would have been a dead certainty
—for the British Government to repudiate the whole debt by observing
complete silence ovet the issue,

To illusteate still more clearly the fundamental distinction in the
very nature of our sterling balances in the two cases, an analogy might
be useful. Let us suppose that there is a tenant occupying a flat in
Bombay, that he is not on good terms with the owner of the house and
that there is no Rent Act. Let us further suppose that in these days
when rationing is in force the landlord with some genuine excuse comes
and asks for rice, The tenant cannot refuse because he is in a subordi.
nate position and therefore gives up the lictle quantity which he has
secured on his own ration card. That he has to sacrifice his desire to
eat rice is plain enough and that the owner is indebted to him is equally
evident. Now the transaction may be effected in two ways. When the
owner takes the rice he may offer the tenant the cash price or give him
an oral or written promise that he will pay at some future date. Now
in the first case the tenant suffers loss and has to sacrifice $omething
due to his own subordinate position but he can use the cash obtained to
purchase any other goods he needs. There is thus no chance, once the
price is paid, of repudiation. But in the second case if the owner just
keeps mum or does not pay, what course can the poor tenant follow ?

His debe is completely repudiated for he receives nothing in return
for his rice,

The transactions between the Government of India and His
Majesty's Government are of the first type. The Government of [ndia
have been paid in cash and in their own turn they have paid the Indian
producers in cash. So that even if there is sacrifice and loss involved
in it there is no possibility of complete repudiation. [f the Government
of India had sold the goods to His Majesty’s Governrgent without any
immediate payment they would not have been able to recover the
mouney from them at 2 future date. It is, therefore, 2 decided advan.
tage—to see the best in the present mechanism—that Britain cannot
repudiate our stetling balances.
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Under normal conditions, when the war ends and England is free
to sell goods which India normally imports, the Indian importers will
go to the Reserve Bank to demand sterling in exchange for rupees. It
is a statutory obligation—suspended at present because of war condi-
tions—on the Reserve Bank to pay steeling in certain amounts, if rupees
are offered, at a fixed rate of 1s. 6d. So that those people who possess
surplus Indian currency can acquire English currency which is legal
tender money in England and can purchase any goodsthey require subject
to the limitations of the market, If they do not receive the goods they
demand they can exchange sterling into dollars or any other currency
availahle in the foreign exchange market and purchase goods in any
part of the world they desire,

The peculiar characteristic of the sterling balances is that they do
not represent a sum which His Majesty’s Government owe to the
Government of India, for they have paid it. Neithet do they represent
a sum which the Government of India owe to the Indian public because
the latter have been paid in cash. What remains to be done is not
payment but conversion of sterling into gocds; and to this, at least
under normal conditions, there should be no obstacle. , There seems to
be no loss because the goods which will be purchased by these importers
will be the goods, which they feel, will sell in India because they are
desired by the Indian people. PBut how is it that there is such glib talk
of repudiation and loss and imposition of poods which India does not
want ! This is because, behind all the argument elaborated here there is
an assumption that as soon as war is over the normal mechanism will
be restored. But it may be argued that if the present restrictions
continue and the Indian note.holders are not allowed to convert notes
into stetling there is a likelihood of repudiation and loss What are
those extraordinary circumstances that can be created and what will be
the possibility of repudiation or loss on account of such changes?”

CHAPTER THREE

POSSIBILITIES OF TOTAL OR.PARTIAL
REPUDIATION

The strangest characteristic of Britain’s war debt to India is that it
has been paid in terms of money. It differs from the ordinary loan in
that even the monetary paymentis deferred in common loans. As
long as, therefore, the pound continues to have some purchasing power
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jn Great Britain India will be able to acquire some goods. There is
thus a possibility of some loss because the second step in the Interna.
tional debt, viz,, conversion of money into goods is yet to take place.
-But the first step, that of making payment in currency, is over and
hence there is no possibility of repudiation!

. The typical Indian mind févolts against such a conclusion which
seems so strange and which it is never prepared to accept. It immedi-
ately raises the question ! ‘Is it impossible for the master country to
repudiate the whole debt?” The answer to such a question can be one.
*No: it is not impossible for Great Britain to effect complete repudi.
ation.’ In the realm of possibilities everything has a place by itself, But
why repudiation alone? Everything is possible under the Sun. The
British Isles may sink in the sea due to an earthquake and wemay come
to grief. 1t is also possible, provided there are 400 million bullets ard
a few machine-gun operators to kill the entire populaticn of India and
we shall lose our sterling balances since we ourselves will be lost.
There are possibilities which ought to be accepted for the sake of
argument and yet everyone knows that nothing of the sort will ever
happen. While considering total repudiation, therefore, such possibi.
lities alone must be considered as have earthly chance of occurrence.
And unfortunately such possibilities do exist even though they may be
quite remote and n'clgd not be expected at all to be realised.

All the sterling which ihe Reserve Bank receives is invested mostly
in the securities of the United Kingdom. This practice is followed
because liquid cash earns no income while the securities yield scme
income. - All the money which is received by India is thus a part of
the public debt of Great Britain which is well over £19,592 million at
present. - This is indeed a huge debt which they cannot pay. Even the
interest charges to be borne by the treasury would be too heavy. Espe.
cially if there is any socialistic revolution in Englard, the Government
may repudiate the whole debt and along with the other holdersof
£18,000 million securities India will come to grief. But there is no
- likelihood of such events occurring.

Thete isalso another possibility. If His Majesty’s Government
succeed in imposing on the Government of India a forced gift equal to
£1,000 million to be paid, out of taxation, as contribution to war it will
mean virtual repudiation, because Great Britain will be paying to India
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a sum which they have already managed to secure from this country.
It would really mean a payment of £2,000 million by India of which
£€1,000 will be returned. It means nothing short of total repudiation of
the existing debe.

To support this it is generally pointed out that during the last war
2 gift of £100 million was presented to the foreign power. But are the
circumstances unchanged after 24 years] And will they continue to
remain unchanged ! ‘What happened 24 years before is not likely to be
repeated because even the present memberts of the Viceroy’s Council
may not acquiesce in it. The sum also is so big that such taxation shall
have to continue for years together during which the Indian Legislature
and Government will not remain so weak as they are now presumed to
be. Even during the war the revision of the financial settlement was
opposed by the Finance Member because it was thought that the maxi-
mum possible taxation has been reached in India. Taking into consi-
deration these factors and especially the political advance of India after
the last war, it is not likely that the Government will succeed in any
such attempt of total repudiation. Undoubtedly, however, a partial
repudiation is possible if this country is forced into making a gift.}

There are other ways also through which partial repudiation might
be attempted. At present, according to the Reserve Bank of India Act,
the Bank is required to maintain 40°/, gold equivalent as assets against
the notes issued, The existing gold is valued at 8-47512 grains of fine
gold per rupee, which comes approximately to Rs. 20 pertola, The total
value of gold is 44 crores of rupecs. If by changing the Act, this gold
isrevalued 2t a higher price, say Rs. 40 (allowing for the probable fall

¥ [t is desirable that an estimate of tha time required for such repudistion ahould
be given. The Budget of 194445 estimates the central revenua to ba over Rs. 570 erores,
The pre-war expenditure of the Government of Indis was Ra. 120 crores. Ths plans of
demobilisation that are published indicate that the Government are bent on reducing their
expenditure.  If they succeed in maintaining the taxation at the same high Jevel and
reducing the expenditure to the pre-war level it is possible to make s gift of Rs.1100 crores
within five years. However it should not be forgotten that in post-war years when the
trade-activity would bs slack revenue camnot stand ¢ this high lavel. Nor will it be
possible for the Guvernment to reduce their expanditure to tha pre-war Jevel. And yet
the fact remaing that recentls Governmeut have made it cloar that there will be no
relaxation in taxation snd that is sufficient to arouse suspicion unleas statement is issved
maling it clear that the surplus thus erestod will not be utilised for making a gift so
His Mujosty's Government.
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in the price of gold), the same gold can act as cover for additional
Rs. 44 crores of notes. There will be thus a surplus of sterling securities
worth Rs. 44 crores which the Government might give up as a
gift to the British Government! But fundamentally this surplus,
thus created, is under the ownership of the Reserve Bank and if the
Central Board stoutly opposes such a course of misusing power, it is
not possible for the Government to dissolve the Central Board and
utilise the surplus for giving the gift. Of course the Reserve Bank of
India Act does make a provision whereby the Governot.General in
Council may set aside the decision of the Central Board. But if the
Central ‘Board is dissolved it will shake the faith of the people in the
Indian Currency and the whole monetary machine will come to
a standstill. A crisis of this sort is as ruinous to the British Gover-
nment as it would be to the Indian people,

The same conclusion ernerges even if we consider the other way
of releasing sterling balances with a view to making gift. Accordingto
the Reserve Bank of India Act, the proportion of gold and sterling
to-gether must be 40%, of the total notes issued. - At present this
percentage is far above the minimum. It is over 93%,. It is possible for
the Reserve Bank to replace sterling securities by Government of India
securities because the orjginnl limit of Rs. 50 crores in the act has been
removed by a special ordinance. But such a course though possible is
not feasible because the proportion of sterling is not to be determined
by legal requirements only. The stocks of sterling securities must be
sufficient to enable the bank to fulfill its obligation to pay back
sterling. If sterling securities are replaced by Government of India
securities it is likely to lead to such demand for conversion of rupees
into sterling that the reduced stocks of sterling would turn out to

be inadequate to meet the demand and confidence in Indian currency
would be shaken.

It is again feared that by manipulating the exchange rate at least a
partial repudiation will be effected. Clearly there are three courses
open for the Government : (1) The exchange rate might be maintained
at the existing level of 1s. 6d., (2) The exchange rate might be lowered
to 1s. 5d.441.-3d,, etc,, or (3) The exchange rate might be raised to 1s.
7d.84. etc.

Very often it is asked whether the Reserve Bank will maintain the
existing exchange rate or not. It is difficult to give any definite answer
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to such a question but what is likely to happen is evident when we
examine how far it will be possible for the Government to repudiate
debt through manipulation of the exchange rate. Before that, another
question which troubles the Indian people must be settled. It s
doubted whether it will be possible for the Reserve Bank to maintain
the existing exchange rate. The inability to maintain the prevailing
exchange rate during the years that followed the last world-war is
largely responsible for this suspicion. But there is no possibility of this
kind in future because the management of currency and exchange has
undergone a great deal of change.

Even in the most unsettled conditions of sudden rush the toral
demand for conversion of rupees into sterling will be Rs. 9,45,58,00,000.
Notes in circulation’® +Rs. 128,01,00,000 absorption of rupees+Rs.
41,08,00,000 absorption of small coinf==Rs. 11,15,67,00,000. As against
this issue of currency the Reserve Bank possesses stetling securities worth
Rs. 995,93,00,000 4 Rs. 44.42,00,000 gold coin and bullion=Rs._ 1040,
35,00,000. The gold which the Resetve Bank holds as asset is valued
at a low rate of Rs, 20 per tola and hence in times of danger like the
present sterling securitiesand gold at market value would be quite
sufficient to enable the Reserve Bank to maintain the exchange rate at
Is. 6d. Normally there will not be any such demand because the
demand for sterling which will exist on account of imports will be
more ot less balanced by the supply of sterling on account of imports
from India. The supply of and the demand for sterling will: not be
exactly halanced and there will bea greater demand for sterling because
of the capital consumption during the past five years. Enough funds
have been set aside for the replacement of capital. With the help of
these funds orders for machinery will be placed. An estimate of the
depreciation that has taken place is extremely difficult. But supposing
that it is 50", of the total capital invested in this couniry, the demand
on this account should not exceed Rs. 500 crores. Again all the orders
will not be placed simultaneously. Hence it would be quite possible
for the Reserve Bank to maintain the exchange rate at Is. 6d.

& Reaveve Bank of India Suatistical Summary—August 1944,

{ Beport on Currency and Finance fur the vear 194344, page 5% This figure takes
into comsideration abeorption during war pears only. It won't ba unreasonable to think
thiat more than this amount may be withdeawn in the extreme circumstanoes for the
figurcy of previous absarption have not been taken into consideration.
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But whether it will do so or not is quite a different matter. For
lowering the exchange rate will help the Government to enable them
to make agift to the foreign government. If the exchange rate is
lowered to 1s. 3d. or even more the necessary cover for the notes will
be much less in amount and once more there will be a surplus sterling
with the Reserve Bank. At present the sterling securities which the
Bank holds are worth Rs.'828,32,00,000. At ls. 3d,, 16-2/3% of these
securities could be released and the necessary cover at that ratio will be
provided. A total of rupees 138 crores worth sterling securities could
be thus released. Of course once more the Reserve Bank possesses the
right of ownership over these surplus securities and how far partial
repudiation could be effected depends on the ability of the Central
Board to take up a bold stand. If the Board does not take up a bold
stand then we must have only ourselves to blame.

Thus while the lowering of the exchange rate is profitable for the
Government the raising of the rate is not. Besides if the rate is raised
and if it is to be maintained it will need additional sterling resources
and how is the Reserve Bank to command these resources? Clearly
there can be no direct gain in raising the exchange rate as there is in
lowering it.

But raising the exchange rate means depreciation of the pound and
a higher rate is more favourable for imports into India. Besides it
means that since the pound is depreciated our sterling balances also
suffer a loss in value. In terms of real goods England shall haveto give
less and therefore it is often believed that the exchange rate after the
war will be at higher level. We will discuss later the grounds on which
this belief is based. But clearly raising the rate does not enable partial
or total repudiation. For, the word has been used throughout this
booklet in the sense of refusal to pay cither in part orin full. If Mr.
A gives Mr. B Rs. 100 and, say after 3 years when prices have risen he
recovers the sum back, we do not say Mr. B has repudiated the debt
because Mr. A is getting less in terms of real goods. The co-operative
societies are to-day recovering their dues from their members because
they receive better prices. These loans were givenin pre-war days and yet
this transaction cannot be described as repudiation because the co-ope-
rative societies happen to receive less in value. ‘

There is still one source from which stecling assets can be released.
In February 1943 the maximum limit for Government of India’s
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sccurities to act as cover for currency was removed by an Ordinance,
The Reserve Bank may be forced to increase the proportion of Indian
securities and lower that of sterling securities. At least at present that
does not seem to be the intention of the Government of India or the
Reserve Bank because the percentage of gold and sterling to the total
notes issued is 92.35. Such a high proportion is kept only because the
Government of India are only too sure of the fact that if the proportion
of the Government of India’s securities is increased, the currency system
in India will be in danger. ’

The possibilities of repudiation are thus not many and therefore
they need not cause us any anxiety about sterling balances.

But what matters to India, whether through repudiation or loss in
value, is the loss incurred on this account and therefore maximum
attention must be directed to the possibilities of the various means that
might ke devised to give India the least possible in the forms of goods.

CHAPTER FOUR

POSSIBILITIES OF LOSS

It has been made sufficiently clear that if the normal procedure is
followed and if any extreme course of action which will bring the
monetary machine to a stand-still is not postulated, then there is no
possibility of repudiation or even of a lossto any great extent. If,
therefore, any attempt is going to be made at repudiation or at giving
less in terms of real goods, it must necessarily assume either exchange
control or political control, manipulation of monetaty policy of England
with objectives which will not be in the interests of India, interference
with the monetary policy of India and such other things. No definite
answer can be given as to which of these devices will be employed to
effect indirect repudiation or inflict loss in value of our sterling balan.
ces. Provided there is a definite gain for Great Britain, any one of
these devices ot even all of them might be employed. It is necessary
to examine carefully the possible loss on account of our sterling
balances, which will result from the adoption of such controls.

Inasmuch as payment in terms of money has been made, there is
no possibility of repudistion. But no international payment is finally
completed unless goods actually leave the boundaries of the country.
The conversion of sterling into goods is yet to take place and by making



(18)

cenversion difficult it would be possible for England (i) to make it
compulsory for India to confine all her purchases to England only, (ii)
to compel this country to purchase only -such goods as England would
be willing to part with, and (iii) to manipulate prices in England in such
a way that the real sacrifice which England would be required to make
would be reduced to the minimum, There will be thus qualitative as
well as quantitative loss. P ,

The last should be taken up first, It is generally believed that the
pound will depreciate and it will mean a loss in the value of our sterling
balances. When it is said that the pound will depreciate two things are
hinted at, In the firstinstance it may be argued that the sum which we
command is fixed while the purchasing power of that sum is liable to
fluctuations.  If the prices in England rise in future, we shall be able to
secure only a small amount of goods. The value of sterling balances is
thus bound up with the value of the pound sterling and that beirg
inconvertible paper currency its value is liable to wide fluctuations.

There is no doubt that keeping our balances in sterling may involve
some Joss. But a disadvantage of this sort is bound to exist in any
circumstances. The only alternative to holding balances in sterling is
to convert it into goods immediately by an agreement., Since it is not
possible to purchase and import goods at the present moment, to avoid
loss due to fluctuations in the value of the pound, an agreement might
be made today with Great Britain fixing the total quantity of goods
which England should give us in future. But such an agreement is not
a simple matter and may turn out to be disavantageous to India. Sup-
posing the quantity of goods is fixed today and that the pound-
appreciates tomorrow, we shall be getting much less in terms of goods
because of the agreement. Again such an agreement will mean giving
a promise to England to make all purchases out of these balances from
herself alone. This is highly undesirable. A future opportunity to

change sterling into foreign currency would be completely lost by such
an agreement.} '

1 The Bombay Chronicle of 27th Beptember publishes the news that ‘A mission to
London to discuss the issue of sterling balances is expected to leave India as soon as
arrangements for discussions are completed both in London and New Delbi. I¢ is
emphasised heve that the issue is largely of goods and not so much of money. The mission
i3 expected to consist mostly of officials with non-official advisers’. Whether the sentence
1o malics means an agresment of the sort that we have been discussing is not clear. But
therq need 1ok be any surprise if it means the seme thing. When there is a question of
bolding such balances our preference undoubtedly must be for the most liquid assets and -

Bk goods !
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Secondly the argument hints that the monetary policy will be so
controlled by the British Government that there will be a deliberate
devaluation of the pound.. To lend support to thisargument it is further
added that Great Britain shall have to create a surplus export trade to
pay off these war debts; and for creating such a surplus a lowering of
the exchange rate would be the most desirable objective.

This atgument is not assound as it appears. The payment of thesg
war debts will bea slow process. Reasonably speaking it will extend
over a period of 25 to 30 years. The advantages of a lower exchange
rate are short.term advantages and to maintain the surplus export trade
England shall have to manipulate her monetary policy in such a way
that the exchange rate will be continuosly falling for the period of 25 to
30 years. There is hardly any likelthood of this happening because the
stability of the exchange rate is an essential condition for England’s
monetary and economic system, Besides, if the price levels of difierent
countries are compared,} it will be at once noticed that there is no
likelihood of the depreciation of the pourd ; and when the price-level
in England is so low (in many cases by 100 points) there is no necessity
of lowering the exchange rate in order to create surplus export trade.

There are two possibilities with regard to the depreciation of the
pound The rupee-sterling exchange rate might be raised from 1s.6d. to
1s. 7d., Bd., 94,, etc. which will mean depreciation of the pound in
terms of tupees,  Or there is another possibility. The rupee sterling
ratio might be maintained at the same level but the cross-rate will go
against the round. In such a case the pound will depreciate in terms
of all other currencies though it will not depreciate in terms of rupees.
But clearly there will be some loss even if the pound depreciates in
terms of dollars only. Because in that case with the same amount of
sterling we shall be securing fewer dollars. '

To say that the exchange rate will be ata higher level is tantamount
to predicting the future exchange rate, It is very difficult to anticipate
such things. Both the currencies are paper currencies and the exchange

¢ On tha basis of IV 1939—100 the wholesale price index numbers for different
countries for November 1943 were reported as follows : Iraq 692; Iran 495; Paleitine
325 Egypt 291; India 818; U, K.167; Cansda 140; Australia 188; South Africa
Lid; U8, AL 135, These figures are tsken from the Eastern Economist, 18th Angust
1344, For the comparizsion of U, 8. A. and U. K. price levels and the dollar-sterling
parily an exteaot from Commerce is quuted elsswhere which is more velishle,
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rate must express the purchasing power parity of the two currencies.
Due to war restrictions even though the old rate is maintained it bears
no relation to the purchasing power parity of the two cursencies at the
present time. Whether future circumstances will justify this ratio or
not depends on the relative changes in the price levels that will take
place after the war. As compared with the pre.war six months, the
index number in England was 167 for November 1943 and in India it
was 318. The exchange rate must be below 9d. to have some televance
to the purchasing power parity. But it is erroneous to work out the
rroper exchange rate on the basis of war-time inflated currencies. To
get some indication as to the future exchange rate some attempt must
be made to calculate the probable changes in the two price-levels.
Taking into consideration the small increase in the price—level and the

difficulties and dangers of a deflationary course which she has learnt
during 1922.31, it is unlikely that any fall in the price-level will be
allowed in England. While in India, unless some positive action is
taken to counteract the effects, there will inevitably be a tendency for
deflation. Assuming that the present rise in prices is solely due to the
addition to the quantity of money, the probable fall in the price level
might be estimated by the probable withdrawal of currency. There are
two pointers, Assuming that people are accustomed to the pre-war
price-level and would like to return to it, the quantity of money which
will be withdrawn will be determined by taking into consideration the
quantity of money in circulation before the war and the additional
quantity necessary for the increase in production. The second method
would be to estimate the demand that will exist on account of the

depreciation of the machinery during the past five years. The total
number of notes in circulation for the three years preceding this war
was 208, 214 and 207 crores respectively. Taking 210 crores as the base,
the index number of notes in circulation is 347 for June 1944, The
index number of prices was 300 for June 1944. The increase in
production is estimated at 60°/p by the end.of June. Assuming that the
people are inclined to reach the pre-war price-level, the total notes that
would be required for the current production would be 350 crores. On
this basis there would bea fall of 177 points. There will be a heavy
fall in the price-level but it will not be a proportionate one. The rise
in the price-level has not been proportionate to the increase in notes.
Besides the velocity of circulation will increase in post-war days. Hence
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there would not be a corresponding fall in the price-level Depending
on pure guess with the support of commonsense only, it may be said
that the price-level may fall by 100-125 points. But with this much fall,
the price-level in India remains at a higher level and there should not
be any inducement for Great Britain to raise the exchange rate. If
there is a proportionate fall in the price.level then alone will there bea
price-leve] that will necessitate a manipulation of the ratio to create a
favourable balance of trade. Otherwise, there is no ground to expect
a deliberate depreciation of the pound.

The same conclusion emerges, and with greater force, if the
probable withdrawal of currency is estimated by measuring the extra
demand thae will exist on account of depreciation of machinery. If the
prewar import of machinery (this includes machinery imported for
starting new industries, but t0 argue on the safe side no such distinction
is made) is taken as the index to depreciation, normally, machinery
worth Rs. 10 to 15 crores was imported every year. Taking imports of
machinery to be zero for the duration of the war the total depreciation
comes to 50-75 crores of rupees and calculating it at the present high
price level the total demand comes o Rs. 150-225 crores. The fall in
the price level, in this case, will be much less than is anticipated and
there will be no necessity for raising the exchange rate.

Similarly there seems to be no possibility of a fall in the value of
the pound in terms of dollars.d  In one of the articles publised in the
Commerce of 12th February 1944, the writer says: “For some time past,
there has been considerable speculation in London about the sterling-
dollar parity in the post-war period. The conclusions arrived at by
some of the foreign exchange specialists in Britain on the basis of index
numbers should be somewhat startling to those who believed that, after
the war, sterling was bound to depreciate in terms of dollars. Foreign
exchange experts in Britain have been contending that prices in U.S.A.
have gone up to such an extent that the purchasing power of the dollar
has suffered heavily and that in consequence, at the present rate of
4.02; dollars per pound sterling is undervalued. The White Paper publi-
shed by the British Government on reciprocal lend-lease disclosed that
the cost of war material was 50%, higher in U. S. A. than in Britain.
On the basis of calculations made on this statement in the White Paper,
some of the foreign exchange pandits, not excluding the Economist have
b«n  stating that the correct parity today is $6 b6 pet £

. "Soe lostioia on poge 19,
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It should now be examined how farit will be possible for the
British Governmentto compel India to purchase all goods from England
alone. There are many points that need clarification. Why will there
be any desire to enforce a bilateral transaction on India? The only
relevant argument that could be advanced is that if multilateral cleating
is allowed India may not purchase goods in England but may convert
her sterling balances into dollars and import goods from America. But
what will America do with the pounds which she thus acquires?
Pounds are useful to Americans only because they give command over
English goods; and if America uses these pounds for importing goods,
England should have no cause to complain. But Americans can use the
pounds for other purposes than imports. They may use the sterling
which they acquire from Indians for investment in England! American
investment in England is an extremely intolerable prospect, especially
to a country that is accustomed to send capital abroad ! !

The best way to restrict India’s trade to England only would be to
block the sterling balances. Nobody would be allowed to convert his
currency into sterling without licence and special permission. A list of
various goods and commodities would be prepared and if the applicant
is going to import goods and commodities from those in the approved
list then he would be allowed to convert his rupees into sterling, other-
wise not. If such blocking takes place the opportunity to convert
rupees into dollars would be denied to India and the danger of Ameri.
can investment in England will be avoided.

What would such an “exchange control of the type that was insti-
tuted by Hitler in Germany, mean to India? Apparently this would
enable England to force any goods on India. In this way aloneit
would be possible for England to give all consumers’ goods to India
and not capital goods. The second point is thus bound up with the
first but its consideration must be postponed.

Does such blocking render India quite helpless? If the Indians are
not allowed to utilise their sterling balances {or imports they can reta.
liate against such a measure by getting sterling for investment purposes.
Rupees will be tendered here to the Reserve Bank and with the sterling
amounts that will be received from the bank shares of English compa-
nics will be purchased or property will be secured or if there is enough
enterprise new Indian concerns will be started in England! To prevent
all this, even if it is supposed that sterling would not be released for
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such purposes, it would only mean that all our sterling balances are
invested in UK. securities. Even at 19, rate of interest England will
have to pay £ 10 million annually as interest charges to India. A f:lgure
which well compares with our “Home charges™ in the years that are
now past!

Avoidance of American investment is not the only objective for
such an exchange control After the war our import trade from
England will consist of goods imported asa payment for goods exported
from India to England and of goods which will be given as a payment
of a part of our sterling belances. If England finds herself incapable
of delivering the goods which India needs, there will be a change in the
direction of our foreign trade. Before the last war our trade with
England formed a major part of our total export trade.  After the war,
in spite of all the attempts of Imperial Preference and commercial
agreements, our trade was diverted to U.S.A, Germany, and Japan.
After this war we can get goods worth £50 million or over from
England without sending any goods to that country. If England proves
herself incapable of providing the geods which India needs, India will
export goods to U.S.A. and import most urgently needed goods from
that country. If England isat all concerned with maintaining her
trade with India the only way open for her is to give those goods which
India needs and to give them at competitive prices.

Great Britain may not be able toachieve this in the first years after
the war. Much destruction has been caused by bombing and much
capital has been consumed. As soon as war isover England will be
anxious to put her house in order and will be unable to spare produ-
ction for foreign markets. For the duration of such a transition period
England will block the foreign trade of India to retain it in her own
hands. During such a period the accumulation of sterling will be
continued and simultancously expansion cf Indian currency will also
be continued  But the process cannot go on indefinitely for if the
inflation is carried on to dangerous limits, it will mean that the mone.
tary machine will come to a stand-still.  And Britsh Government is
not prepared for this because such a crisis may mean not merely the
ruin of British trale but that of the British Empire in India!

A complete Flocking of all of our sterling balances is thus a remote
possibility almost next to an impossibility. A more logical step would
be 1o achieve partial blocking by distinguishing war debts as a scparate
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category. The normal export and import trade will not be interfered
with, but so far as conversion of the war balances is concerned an
exchange control of the above mentioned type will be instituted. The
list of goods and commodities which England can spare will be drawn
up; and such a list may contain items of consumets’ goods only. They
might be goods such as Bata shoes, Valet blades, Maclean tooth paste,
etc. It is a natural desire that these balances should be used for
purchasing machinery that will enable India to manufacture machines
here, If, therefore, the dominating power is going to adopt such controls
as would permanently retard the fulfilment of such a desire it may be
legitimately complained that we are going to incur loss on this account.

The point needs serious consideration. Is it really a fact that we
do not need consumers’ goods at all? Before the war there was no
compulsion on India to purchase any goods in England and still we
imported so many consumers' goods from that country, - It can never
be seriously maintained that no consumers’ goods should be imported
from England. If all our imports are to consist of machinery, are we
in the meanwhile to go without consumers’ goods? -As Sir Ramaswami
Mudaliar recently suggested, in the first few years when we shall be
concerned with building up of capital goods, there will not be enough
production of consumers’ goods and there is nothing we should
complain about orbe sorry for if a part of the goods which we will import
are not capital goods.

It shall at once be agreed that nobody seriously wants to maintain
that all the goods in the list will be of the type of shoes and pastes.
The list might as well include tractors and fertilizers, No objection
can be raised for such goods. For they are goods which India needs
at present, And after all where is the line to be drawn between
consumers’ goods and capital goods? If mill-machinery is imported it
might be said that we want such machinery as would enable us to
manufacture that machinery and for such reasoning there is no end.
The truth is that there is no hard and fast line between consumers’
goods and capital goods. But granting that such an attempt is made
what would be the loss which India shall have to suffer?

In the post-war years our import trade will consist of two items.
We shavll. be importing goods which constitute payment for the goods
that wiﬂf be exported and secondly we shall be importing goods on
account of the payment of sterling balances. If the latter part (which
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alone can be regulated) is so regulated by exchange control that we
cannot import anything except consumers’ goods, we shall import
consumers’ goods on this account and cent per cent capital goods on
account of normal exports. In the past since there was no such surplus
dye to India our total exports  used to pay for consumers’ goods and
capital goods. Now all our exports can be used to pay for capital
goods. Thus by regulating imports of goods on account of sterling
balances it will not be possible for the British people to impose consu-
mers' goods at the cost of capital goods. There is one difficulty in
such a procedure.  If the annual instalment of the payment of sterling
balances is, say, £ 50 million while the country needs consumers’ goods
worth only £ 40 million will it mean loss to the country or not? Of
course in such a case the rest £ 10 million would be turned into invest-
ment and either England will have to tolerate Indian investment or
modify exchange control. If England chooses investment inasmuch as
it involves refusal to allow India to import capital goods it is certainly
a loss to India. ‘

Itis worth considering whether England will be able to export
goods equal to the normal Indian exports and a certain amount of
£00ds as a payment on acoount of war debt. While considering the
capacity of England, in the absence of knowledge of conditions
prevailing there, it is very difficult to say anything positive either way.
Howevet, it may be pointed out that a country that could not only
maintain but increase her production even when bombing was going
on with a view to causing total destruction, will certainly be able to
increase her production in peace time and pay off her debt. Ifitis
supposed that the payment of sterling balances is spread over a period
of 20 years, every year Britain shall have to export goods worth £50
million on Indian account and another £50 million for other countries.
A country having a national income of £7,334,000,0007 should not
find it difficult to pay £ 130 million.

It may be argued in case of sterling balances, as it was argued by
Lord Keynes in respect of German reparations, that to creaté a surplus
to this tune, wages in England must be Jowered and there is a limit to
the reduction in cost. It is said, in recent years, that wages are sticky
and the price structure is growing more and more rigid. Without

—

{ An Atlas Hiatory of tae Second War p. 97,
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entering into the details of the Keynes-Ohlin controversy over the
German Reparations, it may be said at once that it has been now
acknowledged that Keynes was taking into consideration only the
supply side and even if the other extreme cannot be reached by saying
that all the adjustments are brought about by a shift in the demand
schedule, the truth lies half way. Cost reduction, therefore, need not
be necessarily undertaken to a very great extent and to a certain extent
costs can be reduced. When it is, therefore, known that not all the
adjustments will be brought about by reducing the cost in England, it

will be very difficult to demonstrate the inability of England to pay off
the debr.

The financial settlement between England and India has been the
subject of displeasure for the British people. Even though it has not
been disturbed till today it does not follow that it may not be revised
at the end of the war when the need to appease Indians will be less
urgent. The revision will be so managed that not only will there be
greater burden thrust over India but the arrangements will be applica-
ble with retrospective effect. To the extent to which this burden will
be accepted by the Government of India, our sterling balances will be
reduced. The Government of India shall have to pay back this sum
to His Majesty’s Government which was paid through mistake com-
mitted in the original settlement. If any such revision is agreed upon
it will be a clear loss. For, it is only another way of compelling the
Government of India to make a gift to the British Government. It is
only a partial repudiation disguised in the form of revision -of - the
settlement.  If any such trick is played, India is absolutely helpless.

What will be maximum possible loss which she will suffer through such
revision? ‘

In the second chapter a distinction was drawn beiween the sterling
accumulating on account of goods purchased by His Majesty’s Govern-
ment and the sterling accumulating by way of payments for services of
troops.  The financial sertlement is applicable only to the latter part.
If, therefore, the surplus of exports during the war time is known it
would be possible to find out the magnitude of sterling balances that
cannot he affected by the revision. The value of total surplus expor:
trade by the end of February 1943, was 329 crores and the increase in
notes by the end of that period was 657 crores. This indicates that
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about 50° accumulation of stetling is on the account of services.}
The percentage need not have undergone any fundamental change in
the past five months. If, therefore, the revision is brought about and
even if all the burden is throws over to Indian Government, the
maximum possible loss would be £ 500,000,000/-. It is impossible that
the revision will be such asto transfer all the cost to India and the
actual loss will be much less than is contemplated here. But in any case
the probability of loss has to be reckoned withand if such an attempt is
made there does not seem to be anything in the power of India to reta-
liate against such a measure. Since this seems to be the only way in
which the debt can be repudiated, let us hope that Britain will honout
the pledge of her newly created Lord of Tilton and shall not attempt
repudiation in this mean way.

CHAPTER FIVE

DISPOSAL OF STERLING BALANCES

Inspite of what is said by the British news-papers, the impartial
reviewer of our sterling balances must come to one conclusion only.
They have been created by an immense sacrifice by the Indian masses,
of the bare necessaries of life such as food and clothing.  After all, the
richer classes had not to undergo much suffering because they had
enough money to be able to live luxuriously even at higher prices.
And if they have suffered any loss it has been fully compensated for by
the huge addition they have made to the quantity of money of which
they already had had sufficicent stocks. Tt is therefore, quite natural to
feel that these sterling balances should be used to effect a permanent
improvement in the lot of the masses.

It is undoubtedly the property of the nation and the country must
be free to use it as she chooses. But this freedom to use the sterling
balances need not lead us to believe that we arefree to use them at any
time we like and in any manner we choose. First of all, the way in
which these balances will be urilised will be determined by the above

+ The ealeulation is based on the increase in notes in circulation only because it is
not far away from the truth, The correct calculation must be bused on stetling holdings
of the Reserve Rank.
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mentioned objective, that of improving the lot of the masses. But apart
from this desirable limitation, we shall not be free to use these balances
at our own sweet will. It must be our concern to see that we get
maximum possible goods for the sterling amounts, If the maximum
amount in terms of real goods is to be secured the desired freedom (i)
*0 use as much of these balancesas we like at any time and (i) to
purchase goods outside England, will necessarily be limited.

Suppose that India is given full freedom to use hersterling balances
in any way she likes. If India rushes to use big sums by way of regis-
tering demands for machinery since the supply of it cannot be increased
suddenly, the prices will be forced up and we shall receive less amounts
of goods. Instead of Great Britain raising prices by devaluing the pound
we shall raise the prices by a shift in the demand curve. Of course it
must be admitted that inasmuch as the adjustment in international
trade is brought about by a shift in the demand curve, to some extent
the natural factors will force us to pay higher prices. But we need
not aggravate it by our own folly. If, therefore, any attempt is made
to spread the payment of sterling balances over a period of 15 or 20

" years there is nothing in it to which India should object. The extent
of the period shall have to be determined by the capacity of England
to lower the prices and the need of additional capital which can find
profitable employment in India. The above mentioned figure is only
illustrative. ,:

Similarly it is incorrect to believe that if Britain cannot give
us goods in sufficient quantities we should change our sterling into
dollars and purchase goods in America. The exchange rate between
the pound and the dollar is determined in the London foreign exchange
market, If therefore India will begin to supply pounds over and above
the normal needs of the market, due to an over supply, the value of the
pound will fall in terms of dollars and with the same amount of sterl.
ing we shall be getting less amount of dollars. There are thus natural
restrictions on our power to utilise these-balances and if in addition to
spreading the payment over a period of time there is a bilateral agree-
ment for the payment of a part of our sterling balances, not much loss

- will beinvolved. Our sterling balances, because they are the property

- .of the Nation, cannot be used in any way we like and we shall have to

impose on ourselves two testrictions while using them. The first one
would be of not raising prices to any appreciable extent. The second
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one would be of converting only such amounts of these balances into
dollars or into any other foreign ¢urrency as would not entail loss on
account of changes in the exchange rate,

Starting from what the British Government will do the aroument
has come down to what we should do. While advancing the argument
it has always been presupposed that the political position of India isgoing
to remain unchanged and that provided there is some gain for the British
people, any mechanism or controls will be resorted to, to secure that
gain. It is now necessary to change this assuraption even though it is
not suggested that this change is going to come definitely. But events
are fast developing in 2 manner which does not make us appear
foolhardy for making assumption of Independence—at least in the
matter of dealing with monetary policy and sterling balances. Japan
is yet to be defeated and as India is the only base for the offensive
America is very much concerned in gaining Indian support and it may
not be quite possible for the British Government to ignore the Ame-
rican demand. Recently we received news that for the first time that
there has been a clear majority in England in favour of reopening talks
with Indian Leaders, in the ballot that was conducted by the_British
Institute of Public Opidion. It is for these reasons that although it may
turn out to be a dream it is necessary for us to assume the independence
of India and outline a policy as to how we should proceed to utilise
the:e sterling balances.

It is impossible to give the outline of a policy for using the sterling
balances without saying something about the rost-war monetary policy
to be pursued in India. The first issue with which India will be faced as
soon as she is left free to determine her monetary policy, willbe whether
the existing sterling link should be continued ot not. Thisis not the place
to discuss the disadvantages of the dependent standard and the advan,
taes of the independent standard. India has suffered so greatly owing
to the dependent standard that she would no more like to continue
the rupee-sterling link. Even the London Economist remarked that
India would like to support her currency by gold rather than by sterling,
This change might be desirable but it must not be forgotten that a hasty
step will not be without its adverse effects.  For the time being at Jeast
it should not be the objective of our monetary policy to discontinue
the rupee. sterling link altogether. There will not be any serious disad-
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vantages in adoptihg the link because it is to bé adopted for a short
while only and during the first years at least, after the war, the predo-
minant part of our foreign trade will be with Great Britain for which
reason stetling.lick will be advantageous, It will also facilitate the
process of the conversion of sterling balances. Since we shall require

Ngterling to act as cover for our currency there will not ke a sudden
demand for conversion of sterling into goods. o

The other objective of the monetary policy to be- decided in - the
immediate future, is about- the quantity of money in circulation, At
present there is a good deal of surplus currency. Should the monetary
authority adopt a deflationary policy?- Whatever the disadvantages of
inflation may be, deflation s hardly a cure for them. During the years
of the war, people have been suffering as a result of inflation, In postwar
years they need not be made to suffer by deflation. Deflation produces
its own evil effects, It means low prices, less production, reduction in
incomes and unemployment, Many countries tried to deflate, after the
last world war, and they did not succeed in putting back the- clock of
history. Those attempts only created a monetary chaos and the great
depression, the effects of which are still not defaced, It would, therefore
be a mistake to adopt a deflationary policy.

If a definite policy of keeping the same quantity of money in circu.
lation is to be followed how is the release of sterling to be brought
about? We can get the cue from the previous analysis given in Chapter
Three,

First of all the gold that is being held by the Reserve Bank as 'an
asset should be revalued, At present it is valued at about Rs. 20 per
tola and the total value is over 44 crores of rupees. If it is once declared
as an avowed policy of the Reserve Bank to maintain the existing
quantity of money in circulation the price of gold will be almost as high
as it is to-day. So gold may be revalued at Rs. 50 and the total value
will be 110 crores of rupees. There will be now the same gold acting as
cover for an additional sum of 66 crores of rupees. and sterling to that
extent can be released. ’

Again if the present quantity of money is maintained the price
level also will continue to be high and therefore there will be a great
disparity between the internal value of the rupee and its external value,
at the present rate of exchange, But keeping the rupee sterling.link
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does not mean keeping it at this rate only. The present exchange rate,
therefore, might be lowered almost w 1 shilling for a rupee. The
lowering of the rate has got one important advantage. For every rupee
the Reserve Bank shall have to keep only one shilling as. reserve and
not 15, and 6d. asat present. For every rupee, therefore 6d. will be
teleased. The total amount which can be thus released will be about Rs.
280 crores. . ' . S

The lowering of the exchange rate has far reaching consequences
and it must be considered more fully. Since the existence of a National
Government is assumed and since the entire sterling debt has been wiped
out, the Government cannot have any objection to such a course of
action, Normally it is presumed that at least in the short run lowering
of the exchange rate has a favourable effect on the exports of the
country while raising the exchange fate increases imports and diminishes
exports. Such practices are generally criticised because the advantages
are only temporary and an attempt to thrust your own commodities
on the other nation is bound to result in retaliation. But, in spite
of these short.lived advantages, this means has been tried by advanced
countries when the short term advantage which it gives can be utilised
to capture the market. When goods are once introduced in the market
people begin to buy them and they continue to sell even when the
advantages of the lower exchange are no longer continued. India is not
an economically advanced country and therefore lowering the exchange
rate for simply getting first into the market would not be
justifiable, But the short term advantages cannot be denied and that
one cannot be a gainer in the long run is no argument for his not being
@ gainer in the short run, }

To this it might be objected that in the immediate future, especially
in the first years after the war, such lowering of the rate is of no use at
all.  “For some years after hostilities cease, there will be a world shortage
in almost all those goods which India will be in 2 position to0 exporr and
as such there will be a good demand for Indian Goods™} India can
export only food articles and raw matenials and since Europe will be
willing to purchase it at higher prices, there is no necessity for India to
induce Europe by offering lower prices. Further there will be certain
othet disadvantages also. The writer from fwhom the above quotation

t Comneros 12 February 1944 Pagze 909.
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has been taken has enumerated all of them.’ He argues that lowering
the exchange rate means that the cost of imports will increase and this
is not at all desirable because India needs huge imports of capital goods
in the immediate futute. It will also increase the cost of replacement,
A reductionin ‘the imports will mean a fall in the revenue of the
Central Government. Weighing these disadvantages against the
advantages the writer draws the conclusion that “A careful considera-
tion of what has been stated above will show that depreciation of the
rupee in the early post-war period, as suggested by M. Bal Burcau, may
not be quite advantageous to this country.”

It is indeed very strange that after having clamoured for almost a
century and a half for a lower ratio, today when there seems to be no
opposition from the Government, we should come to the conclusion
that the lower exchange ratio is not desirable! One is almost tempted
to ask what are those revolutionary changes effected by this war so as
to suddenly reverse a conclusion that was applicable for such a long
time? Surely there is 2 fundamental change in the respective position
of the countries. ‘Shortagé of raw-materials will give rise to a_higher
demand and India will not be in the same position as she was, in to far
as she will not be required to cater for foreign markets by using artificial
methods. Further, it also seems that India need not think of exports
in order to increase imports because there is now the accumulated
credit on which she can legitimately draw. Besides, since there is no
need to rely on exports only, the prezent exrorts may be used for feed-
ing the Indian populaticn that is starving and famine-stricken today.
Again, rapid industrialisation will create an internal market for raw
materials and India need not derend upon the foreign markets. All
these considerations strengthen the conclusion that India needs no
lowering of the exchange rare in the immediate post.war years,

Maintaining the existing ratio without any deflation is an impossi-
bility and it has been shown that this course is not advisable. But the’
new ratio of 1 shilling that has been suggested is not strictly speaking
lowering the exchange rate. It will be a rate that will only be nearer
purchasing power-parity of the two currencies. On the general price
level the ratio will be somewhere 9d. Even if the othet index numbers
are taken intd consideration the ratio shows a range between 9d.-12d.
There is no sanctity about the prewar exchange rate and there is no
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sense in making attempts to reach 1s. 64, once more by heavy with.
drawal of currency. Again the proposed ratio will be slightly higher
than the purchasing power parity ratio and India should rest content
with whatever advantages this margin has to confer. Variation in the
exchange rate has its advantages but for that reason an extreme variation
of such 2 margin of 6d. for 1s. 6d., almost 33%, cannot be advocated.
There seems to he no cause to fear any serious loss on account of the
lowering of the exchange rate to 1s. from 1s. 6d.

The National Government whose existence is assumed will differ in
one important respect {rom the present Government, It will command
the confidence of the Indian people. The present Government in
defining the assets, had originally to limit the issue of paper currency
against Government securities to 50 crores only. Even- though by an
Ordinance in February 1943 this restriction has been removed the
percentage of gold and sterling to the total notes is 92-35.  Such a high
percentage has to be kept because if currency is issued against Govern
ment of India securities only, a complete collapse of the monetary
machine in this country will be within sight, The National Government
need not fear any such contingency. There will be a third source for
releasing sterling securities, It will be possible for the National
Government to increase the backing of the govt. securities without any
adverse effects,  The necessary high percentage need not be maintained,
It is very difficult to guess with any precision how much sterling the
Government will be in a position to release, in this particular manner.
But considering the obligation to maintain the rupee-sterling link at
Is. it may be safely inferred that at least Rs. 150 crores worth sterling
could be thus released. ‘

Government will thus be able to command almost Rs. 500 crores
worth sterling without any withdrawal of currency. It will thus be a
sum which Government can proceed to utilise for the amelioration of
the masses by importing those goods which are of real use to India. It is
not suggested that the entire sum should be immediately spent. It shall
have to be used continuously with a- view to getting the maximum
rood out of it.

Such a policy has one important advantage. Since the Government
will have it in their power to import any goods they choote, thete will
be no necessity of instituting an exchange control to see that the Indizn
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capitalists import only capial goods and nothing else. Even granting
greater freedom to the Indian importers to import any goods it would be
possible for the country to import capital goods.

If there is thus a National Government not only will the loss be
avoided but the sterling balances will turn out to be a real boon to the
country and she can soon afford to forget the sacrifices she had previously
to make, It must, therefore, be the sincere desire of every man that our
Breat leader should succeed in his endeavour to solve the present
deadlock and win independence for the country.
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author has also paid attention to the question of linking the rupes with sterling or
gold............in regard to the second question, namely, the linking of rupee with gold
the author's coneclusions are noteworthy.” [Commerce’

“In fact the book forms an interesting study not for University students alone but
for the Registered Acconntants and Secretaries who have to deal with these problems
practically in their day-to—day practice. We suggest themn to read this book in order to
gain real insight of the Indian Curveney Problems.” The Indian Aceountant &
Secvatary | . Rs. 3-12-0.
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