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PREFACE . 

...... 
I ba"e long contemplated writing a history of 

Indian finance and have devoted some attention to 
that subject. But varied preoccupations and engage· 
ments coming in the way, the idea did not materialise. 
When I had an opportunity, however, in la:;t October, 
of deli\·ering n short series of lectures at the Benares 
Hindu University, in my capacity of Honorary t'ni
,·ersity Profes"or of Economics, I 8-elected ''the begin
ning!\ of modern finance in India" as my theme, and 
the followiug pages are the outco!lle of tho~ lectures, 
cast iu a ~'Y~~ten~J'l.tic and elaborate form. This oook 
is, therefore, practically the fir~t part of a larger work 
which I hope to be able one c!ay to complete. 

I '\"enture to think that the book will proYc useful 
to all tho~ who would get initiated into the myateries 
of the finances oflndia and wish to haYe a general 
knowlel!ge of the evolution of the system. The renew 
of the ancient, medien1l and modern systems of I:c.d.ian 
taxation which has been taken in th.e book, will make 
a good bckground f::Jr the exposition of the preient 
fuJnci.:~l positbn of the Cer.tral and the Pro,incial 
GorerL::neL.b th.:~t has been rre~uted in the coucluc
ir.g C~rter. ~\o rrob!em iuvolYe~ mort rital public 



ii 

interests and bristles with more serious difficulties 
than that of national and provincial finance at the 
present juncture, and it is my humble hope that this 
book will render some assistance in its clear under· 
standing, intelligent discussion and satisfactory solu· 
tion. The book is expected, in fact, to be helpful as an 
Introduction to the study of Indian Finance. 

FERGUSSON COLLEGE,} 
POONA, 

1st January, 1922. 
V. G. KALE. 
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D!l7U OF llODERN FINANCE. 
CHAFTEl~ I. 

THE FIRST !:\DIAN BUDGET. 

fhe financial situatiou in India looked gioo~y
almost desperate-in 1860. The 1\lntiny h2d throwc 
a heavy load of debt on the shoulders cf the cot:ntry, 
and the interest charge alone amounted to £ 5 
million a year, being -about one-eighth cf the normal 
income of the Government. The system of accounts, 
audit and of £nancial management generally, \YUS un
fl:ltisfactory in the extreme; and though the Prec;ident 
of the Board of Control, and since 1858, the Secretary 
of State for India, presented to Parliament each year 
a ~;tatemcr:t cf the revenue and expenditure of IndiA. 
and there wtre reguhr debates thereon, there "·ere 
no :mnt:[ll budgets placed before such Ir:dbu legisla
ture as then exi;;ted end the reop1e ~'•hom they 
i:::ti::J.ately r.ffected. The C.irect n.ssumptiou of the 
;:;ovcn:me::.t cf this country by the Crown under the 
Act cf 1 SS 8, h:1d produced hardly ::my iir.rrovement 
i:l the admir.istration of Indian affairs. It was mere
ly a formal c.:: hang~, • and the fin:mcial management of 
Ir.cia derived no benefit therefrom. 

"I am sorry to !ey thr.t I do r:ot Eee the slit;l:.te~t rrobability, 
nr.twithetar:dir:g "~rhat tock x;lace last rear, cf ar:y cl:.aJ:t;e for the 
btlt..r, Tl:.e R:gt.c Bon. Gentltman the member for Radnor (Sir 
Gecrge Lewis) says thii\ last year the Government of India 
.-as changed in fvrm. The {act is, it wae changed only in name. 
B was scarcely changed in form. and hitherto it ba& not been in 
the leut cbangeJ in princ'plll."-)fr. J'obn Drit;ht in the HoUJe of 
Cot:1rooue on 'ith March, 1859. 
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Complaints were constantly made by critics in 
Parliament about the incomplete and unsatisfactory 
nature of the accounts pxe!ented to it by the Secretary 
of State, the inconsistencies and discrepancies which 
marred their value and the lack of any regular and 
well-thought out policy in the managment of India's 
financial affairs. Military expenditure had enorm. 
ously swollen owing to the large armies which had 
been maintained during and since the .1\lutiny, and 
there was no proper adjustment of and control over 
the expenditure of the Presidencies of Madras and 
Bombay. It was, therefore, thought desirable imme· 
diately to start a vigorous effort to evolve order out 
of the financial chaoa and to place the Indian finances, 
which had been shattered by the Mutiny, on a sound 
basis. 

Offering an exposition of the financial situation in 
India to the House of Commons on 1st August, 1859, 
Sir Charles Wood, Secretary ot State for India, gave it 
as his opinion that the financial part of the Indian 
Government had always been unsound. He thought 
that it was a serious drawback that while in England, 
the Chancellor of the Exchequer, who had to meet the 
expenditure, had also;to provide the ways and means, 
in India the department which provided money, had 
nothing to do with the one that spent it. ·.Her Majes· 
ty's Government, therefore, decided to send out to 
this country some person well-versed in the financial 
system of the United Kingdom and acquainted with 
the British method of keeping accounts, to take 
charge of the financial department of the Government 
of India. Before this· time, under the· Charter Act 
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:Jf 1833, the executive council of the Governor Gen· 
eral consisted of three civilian members and a law 
member who was a barrister from Great Britain. 
Lord Macaulay had worthily filled this last I?ORition. 
Under the Charter Act of 1853, the Law Member, who 
had previously been an executive member only when 
the Council met for legislative purposes, became a 
full-fledged ordinary member, and in 185 9, a tempor
ary vacancy of this office was filled by the appoint· 
ment of a financial member, an expert in the business 
of finance. By the Act of 1861 this innovation was 
recognised, and now there was a financial as well as 
a law member in the executive council of the Gov. 
ern or General. • 

Mr. James Wilson, an able member of Parliament, 
who had, for several years, worked at the British 
Treasury, was induced to accept the office of Finance 
Member of the Government of India. Sir Charles 
Wood said of him that 11no better man in this country 
(England) possessed the commercial and financial 
knowledge combined with the great parliamentary ex
perience cf his Right Honourable friend, cr was so well 
qualified us he was, to attain the end in view namely, 
the improYement of the system of finances in India." 
Lord Ellenborough heartily supported the appointment 
of ~Ir. Wilson as the Chancellor of the Exchequer in 
India nr.d remarked that be bad himself entertained 

•Befora Lord C:u10ing'1 time all 1ubjeeu cam"' up for deei• 

1ion be!ure tte whole Executive Council and respor.aibility forth em 
w&s not fixed upon individual memben. h was Lord Canning 
who lotroduc~d t:J.e portfolio system and ua!gned departmetts 
tJ di!!<rant me:nbers. 
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the same design some thirty years ago, but the iJefl. 
could not then be carried out. Mr. Wilson came to 
India towards the close of 1859 and immediately threw 
himself heart and soul into the very difficult work he 
had been entrusted with. He forthwith joined the 
Governor General, Lord Canning, who was touring in 
the country and went about from place to place to 
gain personal knowledge of men and things. 

On 18th February, 1860, Mr. James Wilson, the 
first Indian Finance Member presented to the Legis
lative Council oflndia, the first Indian budget, viz. that 
for the year 1860-61. The Indian legislature was, 
before the passing of the Councils Act of 1861, an 
entirely official body, consisting of the Governor
General, the members of his Executive Council, 
the Chief Judge of the Suprem~ Court of Judi
cature nt Calcutta and a puisne Judge and 
four representatives from the Provinces-B~ngal, 

Bombay, Madras and the N. \V. P. b:.l.ving one 
. member each.* Before such a Council r.Ir. Wilson 
gave a lucid and an extremely frank account efr~c~nt 
financial developments and a thoroughly mast~rl:r 

exposition of the finandn.l situation in India. He had 
been given full liberty to deal with the problem and 
wag absolutely 1nfettered by any measures taken or 
contemplated by ths Indian Government before hie 
arrival in this country. It iii no wondor if iu spite of 

0 The Councillor. 10 added to the E:neutiTe Council, were not 
"enti~led to 1i\ or Yo~• a the uid Council, exoep~ at meetings 
tllereof for making law1 ad H1ulations". See Sec~lon 22 of the 
Charter Ac• cf 1853. 
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tll the ei"iorts he had made to get into touch with the 
conc:tion of the Indian people and the character of 
the prc81ems that bad to be soln~d, Mr. Wilson did 
net gr::.s? the essentials cf the situf.tion which a 
lon6er residence in the country and a more intimate 
-::ontuct with the peop;e uloLe would have enabled 
him to C.:o. He, had, however, the advantage of a 
freFh mir.ld and freedom from bias or prejudice, and 
:;iil Lucsd opecch was a remarkable p~rformance. It 
tl:ir:::w it:. to relief b:s close r.cqunintance witJ the princi
; ~~;s ad frJ.Ctic3 of finance, betrayed the ;reat pains 
!,~ i.Ld Lken to m:1ster the problem he had been spe· 
ci,tlly H:L.t out to tackle and discovered the unx.iety 
l:e fe:lt t::> place Indian finances permanently on a 
,ecurc tusi~. He did Lot concerJ from himself and 
cthe:rs Li3 convic~ion thnt th~ financial situation was 
1larrr.ing &r.lj tbt the immediate future was the 
reverse of re:lssuring. He, therefore, s~ared no 
?nin~ to impr::ss en t:e minds of one a.nd all the 
urger..t nece~sity of adoptir:.g rro:npt and adequate 
:r.e:a~ures radic;ll]y to cure tLe dat:gerous m~lady. 

Tb! picture :~rr. \"t'ilson rresented to the gaze of 
the pu~l;;:, W:lii ideed as dark as any picture could 
J:. It s.~:ltt:::red with a blow the pleasant illusion 
indul6::d by so:n;! in England that ' 1the r.eck c! our 
tnar.ci:il C.ifficulties had been broken," and opened 
to tl:e view th~ cemon of fim.r.cial depression in all 
;ts ug:iu.es;. A succe~sion of deficits cast a gloom 
J\'Cr the w!::olc field of fnance and it was deepened by 
L:lC s::;.~0\\5 of further cificits loo:ning brge 00 the 
:.1or:z:!.l. Th~ deficiency for the ye:1r 1859-60 was cal· 
... u.,t~d to be £9,290,1&9; for tte precedir:g year 
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it was £ 13,393,137; and for the year before that 
viz. 1857-58, it was £7,864,222; while for 1860-61; 
it was feared, it would be no less than £ 6,500,000. 
Thus in four years, the expenditure would exceed the 
income by a sum of £ 37 millions. What was the 
position of the public debt? Just before the Mutiny 
commenced, at the end of the official year 185 6-5 7,the 
capital of the public debt in India was£ 55,546,652t 
and in England it was £ 3,894,400, or a total 
of £ 59·44 millions, the interest charge on which 
amounted to £ 2i million. This debt had increased 
to£ 97! millions in the beginning of 1860 and the 
interest charge to 4}' million. Thus, independent of 
other losses, the Mutiny bad cost India, in a direct 
public charge, the sum of£ 38·4 million and had 
imposed upon the country in connection therewith 
an annual burden of £ 2 million for many a year 
in tne future. 

A deficit of£ 30i million in the preceding three 
years, a deficiency of£ 6t minion yawning for the neil 
year and an addition of £ 38i million to the public 
debt-these were facts which would have made any 
thoughtful man pause. But were not Indian finances 
in a similarly parlous state before, e. g. in times of 
the Nepal, Mahratta, Burmese and other wars and was 
not the position retrieved by the strenuous efforts of 
Lord Ahmerst and Lord William Bentinck? Mr. Wil
son was inclined to believe that the magnitude of the 
difficulty he had to face was much greater than that 
of any of the earlier periods of financial troubles. 
Even supposing, he contended, the difficulty, serious 
as it was, could be overcome as it had been in the 
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past, was India to remain content with the old state 
of things as an ideal, viz. deficits alternating with sur
pluses and more deficits than surpluses? What was 
the financial condition of the past? In the period of 
46 years between 1814 and 1860, thirteen years had 
surpluses aggregating£ 8·8 million and the remaining 
3 6 years had deficits amounting to £ 72·1 million. 
From 1834, when the East India Company ceased to 
be a commercial body upto the year 1860, out of 26 
years, only 7 showed surpluses and 19 exhibited large 
deficits. Only in 15 years sine~ the beginning of the 
century, had any diminution taken place in the public 
debt, and in the remaining 44 year~, considerable 
additions had been made to the national burden. 

But could not a steady natural increase of re· 
venue be trusted to fill up the void of deficit which 
had been temporarily caused by an unprecedented 
terrible calamity? Mr. Wilson's reply to this question 
was an emphatic No. He analysed the financial 
situation as follows. Opium, which gave a net revenue 
of£ 5 million a year1 was a precarious source of na· 
tional income, being, according to the Finance Mem· 
ber, a unique instance of one country successfully 
raising a large amount of revenue from the subjects 
of another. There was no guarantee of the opium 
revenue continuing nt the above mentioned large 
figure. A nether source of inco:ne on which th':! State 
had relied too much, was the land tax; and Mr. Wilson 
stated that the efforts which had b·!en made in the 
paiit to improve that revenue, had "resulted in some 
thing bordering on oppression of the ryots and not 
leading in the lo:1g run redly to the improvement of 
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the revenue." It was dangerous, he thought, foi :i 

great Empire like India, to rely so exclusively upon 
one source of revenue at the risk of oppressing the 
people and impoverishing the exchequer. Though 
he painted an excee-:iingly dark picture of the finan. 
cial situ:1tion as he found it, the Finance Member was 
by no means hopeless about the future, and his opti
mism re8ted on the firm rock of his conviction abeut 
the unlimited pos:;ibilities of the splendid natural 
rcRourccs of India and the bright proilpcct of material 
prosj):rity the people had before them. He felt that 
Indian m::;rc!:m:1ts and bankers 'iYith many of whom he 
had fre8 int:.:rcourse, in public and in pnvute, would 
well compare with home of the most enlightened clat.S· 
es in Europ~..:, in ent.;;rprize, knowledge and sagacity, 
Only the Goverrnmmt muat be true to itself nnd to 
the people and must dev~lop India's resources for the 
benefit of the nation and the n:;.tionai exchequer. 

Th:~s:'l gen-;ral obs3rvations of Mr. Wilson 
:lppearcd to be iut~nded to prep:1re the mind of the 
public for favourably receiving the proposals he had 
to make1 regarding the impo;;ition of fresh and 
direct tax:1.tion; and nt last the preacher of the 
sermon cfl.m"l to the stage of sending the hat 
round ::u:::10:1g hi3 aud.ienc:!. He had, of cou::se, 
anticipated th3 objection:s that would be taken to 
the policy Government contemplated adopting. It 
would naturally have occurred to any one that a 
sincere attempt Rhould have been made to meet the 
national deficit by retrenchment and economy in the 
first instnnc~; and perhaps additional taxation would 
then have been' feund to be unnecessary. It would 
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also be contend~d that the people of Indh were too 
poor to be called on to bear new burdens, and the 
right course for the Finance Member to follow would 
have been to employ the existing eourceA of revenue 
in tiUCh a way as to make them go far enough and obviate 
the impoBition of ne\Y taxes. As rega.rda the first of 
thes:! two ol:'jections, Mr. Wilson pointed out that far 
fro::n bcin;:: unmindful of its duty in this respect, 
Govemmcnt was doing every thing possible to reduce 
expenciitura which ~ould not, however, be cut down 
.below a certain point defined by the interests of 
pwce, se;curity and p;osperity. As to the second 
objectio:1, he r:.::aintained that India \vas the lightest 
t1xcd country in the world. Out of a total of£ 37 
milliou of revcn~e in 1859-60, lund revenue which, 
accor<.liug to r,Ir. Wilson, was r:;nt and not a tax, 
and opium revenue which was paid by fo:-e!gn people, 
tmd other minor items e:f u like chA.re.ctC!r, accounted 
for r:enrly .t 28·6 million; and the balance amounting 
to£ 9 IJ.1illion alone was taxation r·roper, consisting of 
CUfiton.:s duties, excise, i:i.t:tmps &c. The average 
amout:t cf t:l':::ltion per head cf the population in 
In~ia, which was, by the latest c:;nsus, 132,292.000.:.., 
wa' only ls, 41 or a little more tha':lO annas as, 
agai .. st -~2 3s. a heud iu EnglanJ. 

Tuc position n.R it appeareJ to i\1r. Wilson, was, 
therefore, this: (1) The condition of Inuiau finance 
which haJ always been on;! of deficit, had re
cently become critical. The t:u~ional debt bad 
enormously increas~d and with it the interest 
ch:1rge. The existing sources of revenue would 
be ab~olutdy iuad ... quate to m~et the necessary ex· 



10 DAWN OF ~ODER~ FDl'ANCE 

penditure, and annual deficits would have to be met 
with loans. {2) While this was the pitiable state 
of public finance, on the one hand, on the other, every 
class in the community was in a condition of un
paralleled prosperity under the protection of Govern
ment. {3) The burden of taxation in India was the 
lightest borne by any people of a chilised country. 
(4) Under these circumstances, it would be the 
clear Juty of the State to place th3 national 
finances on a sound footing by asking tbe people to 
contribute more for its expenditure. Any other 
course would be shortsighted and suicidal. l\lr. \Vilson 
firmly stated that Government did not want to tinker 
with the problem but desired to deal with the difficulty 
once and for all so as to render it unnecessary again to 
disturb the public mind or to have recourse to further 
measures of taxation in the future. 

Three great principles were laid down as having 
inspired the Government's decision to adopt their 
taxation measures. They were that the measures (1) 
must be based upon perfect equality and justice to 
eTery class of the community, European and InG.ian, 
official and non-official. (2) They must conform to 
sound financial and commercial policr. (3l They 
must not offend against the religiou~ susceptibilities 
of the Indian people. With rtg!lrd to the la:'t point, 
~Ir. Wilson quoted .:\Ianu tJ show what ampL~ lati· 
tude was given by th:1t Hindu llw-giver t::> the needy 
finance minister to levy a numl.J~r of taxes on a 
variety of objects. He had, therefore, he thought, 
the highest Indian authority on nis side when he 

" proposed his measures of ad.:!itional taxation. 
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The first of the proposals of Government related 
to a change in the customs tariff, and it demonstrated 
how deeply imbued Mr. Willson was with an idea of 
the infallibility of the free trade doctrine which had come 
to be accepted in England as a potent means of econo· 
mic prosperity and international peace. Finding that 
some of the import duties had been enhanced the 
previous year for the purpOfif\ of meeting the national 
deficit, he proceeded to place several of tbe articles 
on the free list, and to reduce the duty from 20 
per cent. to 10 per cent. upon all those commodities
which bore that high impost, except tobacco. Thus 
wool, hides, flax and tea were entirely freed from all 
duties, and it was stated with respect to the last of 
these articles that Government having spent a lot of 
public money on the promotion oft he cultivation of tea,. 
it was unwi!le to place a duty on its export and thus 
hamper its development. It was, besides, an industry 
which attracted European capital and E;.tropean set
tlers to this country. 

While certain duties were thus altogether re· 
moved nnd others were t~lightly reduced, import 
duties on saltpetre and twist and yarn were enhanc· 
ed; and the net gain to customs revenue that resulted 
from the modification of the tariff, amo::nted to £ 
351,700. Almost all articles which cJnstituted the raw 
materials of British manufacturing industries and 
whictl had to struggle against the competition of other 
countries, were released from the restraints of export 
duties. :\Ir. Wilson had o:,viously one eye fixed 
upon the improvement of the exchequer,: and the 
other upon the benefit of the Britiah inJustries and. 
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Indian agriculture, in the fiscal reforms that he pro
posed. And he remarked that tho~~ measures were 
intended not so much as a means of meeting financial 
difficulties as of laying the foundation of increased 
prosperity in the future by relieving agriculture i\S 

well as commerce from restriction$ and imposts 
which were calculated to prove s:;rious impedimenh 
to material progress, · 

The main obj~ct :V1r. Wilson had to atlain, how
-ever, wrts to overco:ne the financial danger which 
huge deficits in th<; ex:chequer thre1tcned the salven· 
cy and the sta~1ility of the State ar:d to place the 
national fin:1nces on a secure footing MO th~.t the 
normal revenues might prove n.dequ:.te for the need:'l 
of the Government in the future. This end, it was 
believed, c?uld not be achieve:! only by a reduction 
of expenditure and an improvement of the machinery 
of the administration. The Finance ~.Iembcr, there· 
fore, felt compelled to propose an increase in the reve
nue by the imposition of new taxes. These were to 
be of t•vo classe:;-onc category waa intended to be 
only a temporary expedient, confined to a limited 
period, with a view to the immediate emergency; and 
the other measure was to have no limit of time and 
was to be a permanent sourc3 of revenue to Govern· 
ment. As m::ttters stood, the bulk of the revenue of 
the State was derived from land; and as the practice of 
revising the assessment of the land tax periodically bad 
the effect of keeping the cultivator at a rack rent, it wa;; 
neceBsary in :\Ir. Wilson's opinion, that the incidence of 
the ne\V taxes should b~ born·3 m"'inly by other clti~sn. 
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~Jr. WilHon was perfectly aware thaz his taxation 
poposuls would~ive rise to serious opposition in the 
country, and he repeated the saying of Burke that 
11it is as difficult t~~~.l~~,!ase, as l.!J~.!9~1?_ve 
ftnd be 'Yi~-:-A recent attempt to impose direct 

ta':'\lltion had evoked a good deal of controversy and 
resistance. Mr. Harrington bad, already in August, 
1959, introduced in the Indian Legislative Council, 
a bil! to levy license duties upon trades. It had been 
propos:td by the bill to graduate the tax and to charge 
it in proportion to the gains of trades. Partly owing 
to the resistance it had encountered und partly to the 
nppointmcnt of :Mr. Wilson specially to brir.g about 
reform in Indian finances, th:~ measure was kept in 
abeyance. It was not uow propo;::ed to revive that 
project, but it was decid~d to l:::vy the tax 
in a modified fcrm. Th~ new li::ens'3 dntr 
was to be a small an,j almost uniform irr:po03t on 
trad;:;rs cf en·ry class, high iElu low, but without any 
f1ttc1~1Ft ~•t graduating the tax. It wag thought th:J.t the 
cuty \',·ould cn~rate more us a rcgi::.tration tax than any
thin~ cls~ in .the rnujority of cnses, and that where it 
wc:..:ld really be felt as a tax, viz. by people of small 
means, for th::.t vcryreason the latter would be ex
el:lpted fro::n the rroposed income tax. The license · 
dllty wa11 to consist of three rates-(1) one rate of 
one rup~e a yeHr on artizans, including weavers, 
leather workers and persons following similar 
trades but excluding the agricultural menial 
ch'l.Hes in villages who were attached to them 
S~.nd "'ere generally paid in grain; (2) Rs. 4 per 
year on retail shop-keepers :.md small manufac. 
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turers, who worked for local retail trade; and (3) Rs. 
10 on wholesale traders, bankers, manufacturers and 
professions. The rates were to be uniform, and 
·would apply to all of each class without any discrimi
nation as to incomes or the extent of business. 

As regards the income tax, it was decided that 
it should fall on all incomes above Rs. ZOO a year. 
The principle on which Mr. Wilson proceeded in this 
connection was laid down in his remark that 11 the 
wider yoll can spread the incidence of your ttlxatioo, 
so long as a fair proportion is maintained as to th': 
means of different classes of persons, the more just 
it is as a whole." The security ensured by Govern .. 
ment extended to all classes of the population from 
the humblest labourer to the wealthiest capitalist, he 
went on to argue, and it was but just that they 
should contribute towards the expenses of the State 
according to their capacity. As it was believed that 
the combined effect of the license duties and the 
income tax would be more severely felt by people of 
smaller incomes, it was proposed that incomes from 
Rs. 200 to Rs. 50) should pay at the rate of only 
2 per cent. and that incomes above Rs. 500 were to pay 
at the rate of 4 per cent. Out of the proceeds of this 
4 per cent., 1 per cent. was to be appropriated strictly 
to local purposes, and the remaining 3 per cent. was 
to go to the pnblic treasury. Mr. Wilson felt that 
the needs of local improvement were so urgent that 
they had to be immediately and specifically provided 
for, and hence thia special appropriation of a part of 
the proceeda of the income tax to enable them to 
be carried out. 



THE FlRST INDIAN TIUDGET 15 

Incomes assessable to that tax: were divided into 
four classes :-ll) derived from real property, (2) from 
trades and professions, (3) from the public funds, and 
(4) incomes proceeding from public salaries. The 
English income tax: had a fifth schedule viz. the iu. 
comes of farmen1. Such a class did not exist in India; 
the ryots who were kept at a rack rent by the periodi. 
cal revision of q,ssessment, did not correspond to 
English farmers who were men of large resources. 
But what about the Zamindars under the permanent 
settlement who stood upon a different footing? \Y ere 
they to be exempted from the payment of the income 
tax? Mr. Wilison's reply to this question was an 
emph:1tic {:\o.' He attempted to show by a reference 
to the minutes of Lord Cornwallis that the pern.anent 
settlement was never intended to free the zamindars 
from the obligation to pay a general tax imposed by 
the State on all people alike to meet its necessities. 
For instance, landlords in England whose payment 
of the land tax had been commuted for a fixed rate 
and even redeemed, were not exempted from the 
income tax. Nor were the fund-holders. These two 
classes, it was contended, could not be allowed 
to escape the tax. on incomes in India as they had 
not been in England. A curious claim had been 
likewise advanced to exemption from additional taxa· 
tiou on behalf of the people of the Presidencies of 
Bomba} and ~ladras on the ground that as the finan .. 
cial difficulties to be overcome by fresh taxation, had 
been caused by the Mutiny and as the Mutiny had 
t:lken place in Bengal, the Provinces of Bombay and 
~liH!r:B could not, in justice and fairness, be made to 
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pay for its cost. Mr. Wilson maintained that this claim 
to exemption was utterly,ridiculous and was as absurd 
as the proposal that 'the whole cost of the crinunal 
l11.w should be defrayed by the convicts who fill our jails'! 
Thecountrywasone, hepointedout,and people in all 
its parts benefited equally by the services rendered 
by the central government ; all provinces had, there
fore, to contribute to the defence of the country and 
the maintenance of order. 

The Zamitldars of theN. \V, Provinces who paid 
to Government 65 per cent. of the rents collected by 
them, were to be assessed to the income tax only on one 
half of the amounts they paid to the State, and such 
of them as had incomes of less than Rs. 4001 were en· 
tirely exempted. This measure of the profits of land
lords fixed for the income tax was not to apply to the 
landlords under the:perpetual settlement.Each assessee 
was, further, to submit his own statement of income, 
and it was suggested that Panchayats might be ap. 
pointed to he:p the officials in examining and approv
ing the estimates of income. lu order to obviate the 
annoyance caused by annual assessment, commission
ers of income tax were to be empowered to compound 
for a fixed sum for a period of five years or for any other 
of not less than three years. This feature of the bill 
was copied from the English Income ta~ Act and was 
calcutated to conduce to the convenience of Indian 
traders. The only other tax proposed was the one 
on homegrown tobacco, and it was to be approximate· 
ly equal to the import duty upon that article. Once 
again Mr. Wilson had to meet what he termed 11 the 
pretentious set up by the perpetual settlement hold-
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ers " to the effect that you 11 cunnot tax tobacco in its 
cultivation b~cause that would indirectly be increas
ing the rent of land", and he hoped that the claims of 
that fortunate class would be put to rest for ever. • 
And he felt convinced ofthe equitable and sound 
character of the taxes he had proposed. 

But were the new taxes expected, by themselves, to 
fill up the gap of deficits? No. A margin would be left . 
to be covered which retrenchment and economy alone 
would enable Government to meet. There was, 
however, little room for economy in the expendi
ture on civil services, which would demand 
more, in course of time, for the sake of the 
country's moral and material development. It was 
only in the case of the Army that there was any 
hope of reduction of expenditure. The Army was 
admittedly capable of considerable dimunition and of 
redistribution, and the finances of the country could 
be improved to a material extent in tlul.t direction. 
Mr. Wilson, however, laid stref;B on one paramount 
requirem ::nt, and that was the establishment of central 
financial and revenue control which was quite com
patible with _the concession of greater executive 
responsibility to local authority. In writing to the 
Court of Directors in 1842. Lord Ellenbourough stated 
th~lt ••there was no one officer in India charged with 

•The echoes of this argument have be~n heard frequently since 
then. and so recently aa two years ago the contention was press· 
ed into service when it was proposed by Government to take 
agricultural income into account in fixing ~he rate ft:-r non-agri· 
cultural income. Tea plant tors also would not allow tht'ir profits 
to be taxed on a similar ~round. 

2 
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the duty of viewing the expenditure of the State as a 
-whole and of considering every proposal or existing 
item of charge, not by itself only, but with reference 
to the total charge upon the revenue" and that 
without an entire change in the financial department 
and some material modification of the system 
of carrying on government, all efforts to bring 
,about retrenchment and economy were bound to be 
futile. Mr. Wilson endorsed these remarks and 
earnestly pleaded for efficient financial control to 
be exercised from the centre of government by a 
responsible authority. A feeble attempt was made 
in this behalf about the year 1843 but it failed because 
the financial department that was then created as a· 

'remedy, did not combine power with responsibility. The 
. mistake would not be repeated, Mr. Wilson went on 
to assure the country, and that the pruning knife would 
be courageously applied to the army expenditure. 
But some time must elapse before the fruits of the 

·policy of new taxation and economy could be gathered 
in; and in the meanwhile, financial difficulties would be 
tided over with the help of the large balances in the 
exchequer which, it was calculated, would stand on 
30th April, at£ 19,600,000 as a~ainst £ 13! million 
in the previous year. Mr. Wilson's speech closed on 
a solemn note with the avowal that the finances 
of the country would be managed in a spirit of equity 
and fairness to all interests concerned and with the sin
cere desire to promote the well-being of the people. 
In order to enable the reader to obtain a clear appre
ciation of the situation of the country as regards 
national revenue and expenditure, public debt and 
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the country's foreign trade, we add to this Chapter 
a few important statements which cover a num· 
ber of years and which were submitted by Mr. wn. 
son to the Legislative Council in connection with 
his budget speech. 

I 

Memo of Surplus or Deficit in the Revenues and 
Charges of India (including Home Charges) from 

1814-15 to 1859-60. 

( The entry for 1829-30 is taken fro:n Accountant 
General's Annual Report for that year. The entry 

for 1859-60 is according to the Regular Estimate. 
The rest of the entries are taken from the 

Parliamentary Returns.) 

Year. Surplus. 
I 

Deficit. Remarks. 

£ £ 

1814-15 102,992 

1815-16 1,039,546 

lSlG-17 369,005 Nepal o.nd Mahratt~~o 
Ware. 

1817-18 792,665 

1818-19 1,3S0,059 

1819-~0 l,j616 

182(1-21 117,262 

18~1-22 610,698 

1822-23 1,743,139 
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Memo of Surplus or Deficit-( Contd.) 

Yea:, Surplus. Deficit. Remarks. 

£ £ 

1823-24 847,091 
1824-25 2,961,447 
1825-26 4,953,918 First Burmese War 
1823-27 2,3 6,320 the Siege ofBhart. 
1821-28 3,151,144 poor, : 
1828-2~ 927,629 
18~~-3) 1,070,534 
1830-31 109,199 
1831-32 207,581 
1832-33 264,332 
1833-34 49,398 
1S34-35 194,471 
1835-35 
1836-37 ~1,441,513 
1837-133 1,248,224 
183S-39 780,318 3~1,787 
183~-40 2,138,713 Affghan, Sciod, and 1840-41 1,754,825 Gwaliar Wars. 1841-42 1,776,60J 
1842-43 1,346,011 
1843-44 1,440,259 
1844-45 743,893 
1845-46 1,406,865 

l }'irst Sikh War. 
1846-47 971,3~2 
1847-43 1,911,986 
1848-,9 1,473,225 Second Sikh Wat·. 
1849-50 354,187 
1850-51 415,443 
1851-52 531,265 

J 
Second :surmes o 

1852-53 424,~57 War, 
1853-54 2,044,117 
i854-55 1,707,364 
1855-56 972,791 
1856-57 143,597 
1857-58 7,864,222 
1858-59 13,393,137 
1859-60 9,290,1~~ 
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II 

Debt of the Government of India. 

On the Interest 
80th of In India. In London Total. Payable. 

April. 

i £ £ £ 

1834 37,827,715 ;J,523,237 l1;350,952 1,959,594 
1835 36,250,297 3,523,237 39,773,534 1

1
!'l08,716 

1836 31,821,118 .3,522,92) 35,3!4,143 1,63R,68\l 
1S37 32,433,329 3,522,825 35,956,154 1,679,401 
183~ 32,2GG,553 1,734,300 34,000,853 1,589,112 
1839 22,246,573 1,734,301) 33,980,873 1,574,762 
1840 32,750,696 1,734,300 34,486,996 1,596,6'11 
1841 31,187,8!!7 1,734,300 35,922,127 1,673,795 
1842 36,670,173 1,734,300 38,404,473 1,799,824 
1843 38,744,340 1,734,300 40,478,64() 1,901,863 
1844 40,149,1~0 2,299,600 42,448,750 1,9G2,855 
1845 41,203,150 2,299,6:)0 43,502,750 2,013,688 
1846 41,592,249 2,299,600 43,891,8!9 2,032,391 
1847 H,584,62G 2,7n9,Goo 47,884,~26 2,2!8,438 
1848 45,957,614 3,899,500 49,857,114 2,337,529 
1849 47,151,019 3,899,500 51,051),519 2,416,f\88 
1850 50,035,268 3,899,500 53,934,768 2,)25,111 
18)1 51,199,815 3,8~9,500 55,099,315 2,562,tH1 
1852 51,215,19:i 3,~99,500 65,114,693 2,54~,485 

1853 52,31 :1,09! 3,893, 'iOO 56,212,59! 2,S9J,031 
1S5t 49,76~,876 3,894,100 53,657,376 2,2&0,183 
Hn:i 5l,Gli.l,927 :~,894,4!)) 55,510,327 2,330,551 
185:3 53,8!8,927 3,894,400 57,743,327 2,439,1)58 
1857 55,54G,G5~ 3,S941400 59,441,052 %,5~5,375 
18j3 60,704,08-1 R17ti9140) 69,437,!84 3,027,701 
1859 60,228,007 14,649,000 80,877,007 3,628,G12 
1860 71,:!02,807 ~G,C49 1000 97,851,807 4,461,029 
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III 

Total Annual Expense of the Military Force of 
India, in each year from 1834·35, acoordiag 

to the Annual Military Statements 
rece,ived from India. 

f Buildings, 
Work~ and 

Year. Stores and Total 
other Mi-

litary 
charges . 

. £ £ I 

1835-36 ... 1,156,005 6,847,096 
1834-35 ... 1,164,692 7,041,162 I 
1836-37 ... 1,302,242 6,885,851 

Remarlis 

1838-1839 1,239,100 7,G07,514 These entries are taken 
1837-38 ... 1,422,019 7,141,439[ 

1839-40 ... 1,461,461 8 454,208 from Statements annexed to-
1840-41 ... 11,372 353 9,006,433 the Report from the Select 
1~41-42 ... 1,404,326 9,193,745 Committee on Indian Terri-
1842-43 ... 1,469,80& 9,562,5241 tories, dated 29th Juntt 
1843-44 ... 11,730,427 9,558,306 1852, and include chargee 
1844-45 ... 1,621,789 9,634,985 on account of Military 
1845-46 ... ' 2,033,421 10,384,249 Buildings. 
1846-47 ... 2,297,021 l0,598,016 J 
1847-48 ... 2,180,325 10:932,209 
1848-49 ... 1,861,808 10,739,947 
1849-50 ... 1,701,562 10,098,926 

1850-51 ... , 
1851-52 ... 
1852-53 ... , 
1853-54 .. . 
1854-55 .. . 
1855-56 .. . 
1806-57 ... 
1867-68 ... 
1858-1859 
1859-60 Ea-

timated., 

110,715,145 ) 
:10,552,776[ These entries are takeo 
/10,963,249 from the Statements of Re· 
~11,691,465 ceipta and Disbursements 
~10,624,149 prepared in the Financial 
!10,653,135 Secretary's office and are 
lt0,8S8,963 J exclusive of Miiitaryworb 
114,746,737 charges. Rate of oonver
!19,878,935 sion into £ at 25 the Co.'a 
r6,432, 777 Rupee. 
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IV 

Statement exhibiting the Amount of C~h Balances. 
in the Indian Treasuries on the 30t~ o~ Aprl} 

in each year, from 1834 to 1859 

£ 

:-loth April of 1834 ...... . 8,441,438 
,, 1835 ......... 9,71",056 

" 
1636 ......... 10,833,146 

II 1837 ......... 1(•,514,861 

" 1838 ......... 10,662,093 

" 1839 ......... 9,518,541 
1840 ......... 9,465,676 

" 1841 ......... 8,979,795 
1842 ......... 8,430,799 
1843 ......... 9,831,414 

II 1844 ......... 11,021,357 
,, 1S45 ......... 11,537,085 
,, 1846 ......... 9,554,057 At 2s. tho Co.'s Rupee. 

1847 ......... 10,691,804 

" 1848 ......... 10,037,626 

" 
1849 ......... 11,042,456 

II 1850 ......... 12,433,234 
II 1851. ........ 12,982,174 

1852 ......... 15,03:!,078 

" 1853 ......... 15,439,134 
!I 18U ......... 13,778,608 

1855 ......... 10,049,202 
1856 ......... 12,846,222 
1857 ......... 13,611,534 

II 1858 ......... U,411,3i0 
., 1859 ......... 10,707,0!0 
II 1S60 ... Estima~d 15,0731000 



24 DAWN OF MODERN FINANCE 
v 

Value of the lmports into British lndh from the United king. 
dom and other Countriee in each year fro:n 18'll-35 to 1858-59 

I 

Merchandize 
Yl'ar . 

b'rom Umtedl From other I Total 
Kingdom · c~untriee 

I Tr .. .,,,. 

Rupees Rupees Hup~tl RupeES 
1834-35 2,68,22,216 1,57,81,849 4,26,11,065 1,89,30,233 
1835-36 s, 13,54,106 1,64,64,372 4,78,18,478 2,14,64,651 
1836-37 3,83,05,042 1,70,64,863 5.53,69,902 2,03,61,672 
1837-38 3,21,06,633 1,82,18,078 5,03,24,711 2,64,01,013 
1833-39 3,50,59,300 1,73,47,467 5,24,06, 767 3,01,09,195 

Average 
for 5 yem 3,27,29,459 1,69, 76,725 4,97,06,184 2 34,53,382 

1839-40 4,28,94,892 1,54,17,476 5,83,12,368 1,94,52,642 
1840-41 6,01,43,398 2,40,16,007 1,41~59,405 1,78,62,533 
1841-42 5,43,95,648 2,34,90,005 7,78,85,653 1,84,13,353 
1842-43 5,35,49,012 2,24,87,017 7,60,36,829 3,44,32,916 
1843-44 6,34,73,490 2,47,0~,48! 8,81, 77,914 4,79,46,781 

A erage ----
2,20,22,997 17,69,14,285 

-----
£or 5 years 5,48,91,288 2,76,21,645 

----
1844-45 7,95,21,795 2,80,18,864 110,75,40 659 3,75,24,718 
1845-46 6,47,71,431 2,61,08,363 9,08,74,794 2.49,59,886 
1846-47 6,42,04,045 2,47,G2,GOO S,S9,GG,G4512,93,9?,,2!4 
1847-48 5,79,02,284 2,80, 73,886 8,59, 7G, 170 1,97,3v,914 
1848-49 5,51,21,104 2,83,26,938 8,34,48,042 4,20,4b,033 

Average 
for 5yem 6,4S,Oi,l31 2,i0,57,t80 9,13,t~l,262.1 3,07,32,495 

1849-50 7,57,89,807 2, 72,09,079 10,29,98,886 3,39,68,074: 
1850-51 8,23, 71,44 7 2,73,69,413 11,02,40,860 3,55,69,070 
1851-52 9,13,20,777 ~ ,56,94,409 11,69,70,186 4,44,92,132 
1952-53 7,18,45,407 2,38,03,895 9,56,49,302 6,09,01,310 
1853-54 8,41,13,995 2,78,33,472 11,19,47,467 4,87' 7 4,801 

Averal\e 
or 5 yeaxe 8,11,88,286 2,63,73,053 10,75,61,340 4.47,41,077 

---- ---------·----
1854-55 9,76,87,483 2,93,46,409 12,70,03,89212,02,89,424 
1855-56 10,89,08,098 2,93,'16,354. 13,83,04,450 t1,29,38,487 
1856-57 11,29,33,550 2,75,48,373 114,04,81,923 u,a9,8t,ss9 
1857-58 11,64,64,352 3,23,80,5i5 :14,88 44,927 115,69,81,324 
1858-59 16,85,69,037 4,50,95,392 21,36,64.4i9 12 70,11,249 

Average ---
JH:~ 12,09,06,513 3,27,53,420 15,36,59,934 11,22;31.074 
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VI 
Value of the Exports from British lndi& to the United 

Kingdom and other Countries in each year from 1834:-35 to 1858-59. 

I 

Merchandize 
Year 

To United \ 'l'o other Total 
Kingdom Couttries. 

Treasure 

Hup~cs Rupees Rupees 1 Rupees 
183.t-35 3,05,69,730 4,93,64,473 7,99,34,203 1 19,47,407 
1835-36 3,97,53,038 7,13,11,917 11,10,64,955,10,81,093 
1836-37 4,91,54,702 8,32,47,130 13,24,01,832 26,39,340 
1837-38 4,35,38,221 6,88,89,580 ll,Z4,27.801 3-!,06,563 
1838·-39 4,57,31,593 7,27,16,100 112,77,·!7,6931 34,79,068 

Average ----~----------
for 5 years 4,16,29,456 1~,85,840 ll,f17,15,296J 25,10,692 

1839-40 5,96,99,519 4,89,27,937 10,8~,27,4561 4 7,05.231 
1840-41 7,05,43,881 6,40,11,961 13,4o,55,842 36,64,859 
1841-42 7,12,07,484 6,70,44,692 13,82,52,176 1 51,50,757 
1842-~3 5,82,09,G58 7,73,08,588 13,55,18,246

1

1 21,57,966 
1843-U 7.76,01,283 9,49,33,489 17,25,31,772 74,60,763 
Avera~;e ' 

for 5 years 6,74,52,365 7,04,45 333 13,78,97,G8Sj 46,27,915 
--·-

184~-4~ 1 ,~4,06,197 9,~~·92 ~121 lG,r,~,02,125JI,l0,6S,402 
184:>-4o 6,~5,89,433 1 0,3u,Q, , .. 03 I ~~·?; 186, !3~ , 81,60,28~ 
IS4G-i7 6,;,~1,16,895 8,s4 37,510 .;.~,3;.>,54,37J I 71,38,696 
1847-4S 5,&8,38,267 i,62,S5,703 13,31,23,970 I 1,42,to,380 
1U8-49 9,19,19,593 9,89,65,625 16,0B.85,018 i 2,53,97 425 
Aver~ge ----

for 5 yeur8 6,45,74,071 9,21,76,373 15,67,50,444 i 1132,05,037 
I 

18-1~-5.) 7,02,64,705 10.10,58,~87 17,31.22,993 
185G-51 7,r;Q,70,203 5,86,11,~103 12,86,81,306 
1851-52 6,27,72.181 7,17,44,519 13.49,16,700 
1852-53 7 ,02,25. 901 6,87,02,"l45 13,89,28,746 
lb53-54 6,57,74,650 10,~9,55,307 16,97,29,957 

Average 
for 5 )'t:'llrM G, 78,21,528 8,11,74,412 14,89,95,940 

------------
1854-55 6,65,26,1359 10,28,99,108 16,94,25,967 
lb55-56 8,02,VIl,633 11,32,97,939 20,25,041573 
1856-57 I 8,70,43,698 13,04,G5,709 21,75,09,207 
1857-58 9.71,17,0~9 15,29,39,034 25,00,56,063 
lb5t:>-5~ I ~,92,26,9G5 17,0G,65,038 26

1
18,91,003 

Al'er&j.)e 
for 5 ytur& 8,78,!!3,996 13,4.0,53,365 22,18,76,362 

I 

97,12,441 
37,72 015 
64,47,656 
37,98,357 ' 
80,93,027 

64,64,699 
----

!:16,99,057 
57,99,399 

1,24,27,39K 
81,94,372 
64,10,062 

85,06,057 
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\'II 

An account of the Estimated Gross Public 

Income of India. in the year ending 

the 30th April, 1860. 

Income 

it1venue, Land, Sayer and 
Abkaree 

Customs, excluaive of daty ~ 
Salt 

~ 
Sales and Ex.ci9e 3,032,049 

Sait ... Duty on Suit im· 
pv~tedintoC'alcutla 7501000 

£. 
i@ ~- the Rupee. 

21,000, 598 

2,680,703 

Opium 

.lliscellaneou e 

1-----1 3,782,049 

6,056,122 

4,176,731 

Receipts from Railway 
CompaniE~a on account of I 

Traffic in India ••• 

Excess of Expenditure over 
income in h.dia. 

I 

37,706,209 

330,700 

3,783,109 
1--

£ 41,820,018. , 
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An account of the Estimated Gross Public 
Expenditure of India in the year 

ending the 30th April, 1860. 

EXPENDITURE £ •. 

27 

Cost tf collection of Revenue, 
Com p 1 ising clmg('~,rollt:ction of 
Land, 8aytr, Abknree, Customs, 
Salt,Opium,l:'ost Office and ttamp 
revenue, also payments otht.r 
than cbarges,collection,and terri· 
tori a I and pollitical Pensions anti 
allowaLces to District andVill11ge 
officers •nd Ene.mdare, incluJing 
charitable Grants. 

~h. the Rupee •. 

CHAI!G ES 0~ REVENUE 
Interest of Debt in India. 
Military chargee in India in· 

cludicg Extra Le\'ies, and Loc11l 
Corps and Repairs and Construe· 
tion of 1.\uildingi!. ... 18,4G0,240 

Store& from England charged in 
the Indian Accounts. 1:004:,920 

Marine Chn rges in India, including 
Public Works Chtuges. 816

1
645 

Stores from England charged in 
the Indian Accounts. ... 103,MJ 

1----·-
Civil chargee in India, including 

Civil &hd Political Establish
ments, Judicial and Police 
chargt~, and chuges for Build· 
i~a, Roads and other Public 
Works, except Military aud 
Marine. ,898 ,890 

~ttAtionery, Mint and other Horee 
from England charged in the 
lnd ian Accouuts. ... 2g2,170 

Miscellaneoua Charges in India .. . 

Interest to be paid in India on 
ll&il way Capit11l guarankt!d .... 

7,317,845 

3,03i,6C7 

19,46f,tGO. 

920,305 

9,19l,OGO 
1,839,981 

~1,770,018 

50,000 

£ U,62G,018 



CHAPTER II. 

PRE-MUTIXY FI~A:\CE. 

The story of the acquisition of territorial autho· 
-rity and political power in this country, effected by 
steady steps and with consumate skill by the British 
East India Company in the course of the century that 
succeeded the battle of Plassey, is too well known to 
require more than a passing reference in this place. 
The principal aim of th3 Company naturally was to 
carry on a profitable trade under its charter and to 
earn as large a dh·idend as possible for its sharehold
ers. Its trading competition was curiously mixed up 
as much with the international rivalries of the great 
European Powers as with the internecine feuds and 
quarrels of Indian rulers; and in course of time the 
trading character of the Company came to be subor
<linated to its political functions of governing exten
sive territories and making wars and treaties with the 
princes and chiefs of India. The Company's factors 
and clerks played the roles of generals and diploma
tists and had to assume the strange functions of 
.administrators of vast territories and the framers of 
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go\'ernmental systems. This change was reflected in 
the growing assumption of control over the affairs of 
the Company by the British Parliament and in the 
loss of its commercial monopoly and the restriction of 
its trading transactions. By the Charter Act of 1833 
the last vestige of the Company's commercial privi· 
leges and operations was swept away, and it was allow
ed to hold its Indian territorial acquisitions in trust for 
the British Crown to be handed over when required" 
under the strict control of a Board of Commissioners 
directly responsible to Parliament. This 1doubl~ 

goverment' of the Board and the Court of Director;-~f 
theC,ompany, continued till the whole was assumed 
by the Crown in 1858. 

The territorial acquisitions, as they were <tdded 
from time to time, yielded their revenue and entailed 
their expenditure. The profits deriYed from conquered 
countries supplied the Company with the capital neces
s~lfY for its commercial 1investments,' and the money 
was devoted to th~ purch1se of commodities, which 
left a m:ugin of profit when disposed of in Europe. 
Conquest of territ::>ry, howeYer, meant costly wars and 
d·~ficits, and the political and the commercial opera
ti~>ns of the Company lu~d often to be carried on at a 
loss. But the shareholders or the Company who de· 
prec:tted waril that were calculated to cut into their 
e~tmingil, had to be paid their dh idends; and the con
tr~tction of debt for euP>uriug an: equilibrium between 
rcvenu~ and expenditure and a surplus for a cliridend, 
was inevitable. When the British Crown, therefore, 
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took over the government of its Indian territories, it 
had to assume, on behalf of the Indian people and at 
their cost, full responsibility for the country's debt 
and for the redemption of its capital stock. By the 
Act of 1833, all the debts of the Company were made 
(:oorgeable to Indian territorial revenues, out of which 
the Company was to receive a yearly dividend of 
£1 Ot on the capital. The nominal capital of the Com· 
pany was £6 million, and 10% on this amounted to 
£ 650,000 per annum. Parliament decided to redeem 
the dividend charge after 1874 by the payment to the 
Company of doubb the capital sum viz. £ 12 million, 
of course, at the cost of India. 

Financially, the Company was in deep waters 
in the time of Clive and Warren Hastings. The 
efforts made by the latter to increase the revenue 
and their direct and incidental results are well 
known. When he left the scene of his labours, the 
-debt had mounted up to £ B,OGO,OOO, but Bengal 
yielded a surplus of one million. The financial posi
tion in 1793 was ae follows:-

Revenue of all Indian possessions ... £ 8,225,628 

Expenditure in India 

Surplus for remittance, &c .... 

Indian debt 

... £ 7,007,050 

... £ 1,218,578 

. .. £ 8,000,000 

Lord Wellesly's administration made huge addi
tions to the Company's territory and to its Indian 
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rlebt, which stood at£ 25! in 1805. The revenue in 
that year was £ 15,403,409, and the total charges, 
in India and in England together, amounted to 
£17,672,017; thus there was deficit of £2,268,608. 
The Court of Directors became nervous and ordered 
n policy of peace and nonintervention, which result· 
ed in th~ restoration of a surplus once more within a 
few years. Thus in 1810 the revenue and the ex· 
penditure nearly balanced each other at .£15! mil· 
lions, and the debt stood at £ 28! million. The 
Nepal, Pendaree and Burmese wars once more threw 
the finances of the country into a confusion and 
there were deficits and additions to the national 
debt. The statistics given at the end of the last 
Chapter will have 8hown what intimate relation there 
was between the financial position of the country, its 
surplus or deficit and increase or decrease of debt and 
the wars which the Government waged from time 
to time. 

Throughout the first half of the nineteenth cen
tury, wu::; alternated with spells of peace, and, on the 
whole, there was more war than peace. Lord 
Amhert's administration was full of hostilities, defi. 
cits and financial difficulties. Lord William Bentinck 
was more fortunate and succeeded i(wiping off the 
deficit which had become chronic, and in establishing 
a surplus. There were now surpluses for a few years 
but the palmy days of prosperity closed with the 
declaration of the Afghan War, and it was not till the 
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year 1849 that the treasury showed a surplus, thanks. 
to the exploits of Sir Charles Napier in Sind and to 
the campaigns in the Punjab. Financial solvency 
returned in 1849-50 when the accounts showed a 
small surplus of half a million with expenditure at 
about£ 27 million. The prosperity, however, last
ed for only four years and there was once more a 
cycle of deficits which reached colossal dimensions. 
during and after the Mutiny. It was slowly dawning 
upon the minds of the people here and in England 
that the financial system of India required overhaul
ing, and that the double government which looked 
to the affairs of this country, was more expensive 
than efficient. The manner in which the accounts 
were made up and presented was confusing and there 
was little check, of a budgetary nature or of inde
pendent audit, on th~ expenditure. As one writer 
complains, ''the annual Parliamentary accounts are 
made up in a peculiar way. The Presidencies are not 
combined; the gross revenue of India is not given; 
some charges are written off from the gross, some 
charged against the net revenue, while some items 
of receipt are in a singular way written off the 
charges". Add to this the fact that the rate of 
exchange at which accounts were calculated varied 
from time to time and you get an idea of the confu
sion which prevailed in the financial po;.;ition and 
management of India. The following may be taken as a 
typical statement of the financial position oflndia, as it 
used to be presented to Parliament :-
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FIN ANCIA.L STATEMENT -1853-54. 
INDIAN FIN.lNO:S:.-1851-52. 

I-BENGAL .. 
£ 

.,, f,&8t,4S& 

... t,gsu&z 

£ 

Rnenue 
Local charges 
Local aurpl~o~a ... - 1,848,073 

NORTHW-EStERN 
PROVINCES, 

Rel"enae ... ... 1,870,111 
Local chartn '" ... 1,402,238 
LoeaJIIUlllUI ooo "' ---
)Ul.i tarr <:baret• of Bm.al 

~?:c~1orth·Wcalcm !ro-... l,«2,230 
)(et Rnmntof Ditto ... ---
Cbaun of Dlllo ... ... 
Surplus available for &meral 

PUfPOitl of India.,. .,, -

II-MADRAS, 

Jt'fC!lUt '" "' 
Cbar&u '" '" 
Surplua anllable for Gen .. 

ral purpoaca of India ... 

III-BOMBAY· 

Re•nue "' ... • .. 
Cbar&ea .,, - ... 
Surplut anllablt for Gen .. 

ral parpoaca of India "' -

Total Revmaes of the acnral 
Preafdtaclca ... .. ,., 

Total char&ea of Ditto... ... .. , 

Total Surplua of Ditto ... ... 
In tertii of Indian Debt ... 
Cbar&u dtlraved In En1&1and, 

Total cbarCea on Ind. Rneuut 
Jiurplua of lncomt our .E:z.. 

pmdlturc - '" 

-... 

... . .. 

--... 

£ 

U,t&t,to! 
8,770,$30 -
ll,f04,04ll 
8,S04,t73 -
t,888,tes 
2,847,192 

te,82f,tll8 
H,8Z2,49S 

4,484,81( 

10,906 

1,001,001 
J,»M",m 
2,506,377 

,_,,471,711 ,_ 

33 

ISI,t61 

The above statement was submitted to the 
House of Commons in August, 1854 by Sir Charles 
Wood, President of the Board of Control, and in doing 
so he remarked that it was only two years short 
of half a century since an Indian budget had been 
presented to the House, and that he would follow 
,the precedent set in former years and move certain 
resolutions on the subject of the finances of India. 

3 
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The resolutions were nothing more than assertions 
of matters of fact deducible. from the accounts placed 
before the House and crystalized the main features of 
the accounts. Sir Charles was anxious to improve the 
form of the accounts so as to render them more intel
ligible and informing, and pointed out the drawbacks 
of the existing accounts in the following words :-"At 
the same time, it is true that the accounts will not give 
an exact representation of the charges of the separate 
presidencies, because there are some general charges 
included in the revenues of each presidency, and 
so:ne which ought to be divided among the several 
presidencies are charged to one. Thus the charges 
of the Government of India are defrayed out of the 
revenues of Bengal; the charges of batta are paid out 
of the revenues of Madras, and of the Indian navy by 
Bombay, though these charges ought fairly to be dis· 
tributed between the different presidencies. In like 
manner, the retired pay and furlough allowance of 
the. whole of India are put into one general sum, 
though a portion belongs to each of the presidencies. 
I mention this circumstance to show that in the 
statement we are able to make out we do not accu
rately get the separate charges of the reepective 
presidencies, nor the general charges of the Indian 
Government as distinguished from the local payments." 

It is difficult, under these circumstances, to get a 
clear idea of the financial position of each administra 
tive division of the country as also of the net revenue 
and expenditure of government, central and local~ 
Each Presidency had its own army, and there was a. 
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good deal of overlapping in the defence operations 
and of the finances of these forces. The finances of 
the Government of India and of the local governments 
of the Provinces were not distinguished from one 
another with sufficient clearness. Bengal more than 
paid its way and left a comfortable surplus for the use 
of the Central Government. Bombay was not able to 
make the two ends meet, and Madras was hit hard 
owing to the heavy financial burdens it had to carry 
on its shoulders. The idea of decentralization of 
finance hardly occurred to the responsible authorities 
though it had begun to be referred to in the course 
of discussions of Indian finances. The position of 
the finances revealed by the resolutions adopted by 
the House of Commons in July, 1856, may be sum
marised thus :-

STATniENT FOR THE YEAR ENDING WITH 

30TH APRIL, 1854, 

Pro"ince Net Revenues C'.1arges S11rplus 

BuHral £ !1,096,682 '£ ~.200,944 I£ 3 9 .. 8 8 .. 0 N.W.P. l 5,656,674 •£ 1,574,106 f 1 j 1 I 

Madras £3,315,513 £ 3,539.~34 
Bombay £2,637,211 £ 2,S77,113 

Total £19,705,080 £16,290,933 £3,414,147 

Interest on Debt £2,195,975 
Home Charges £3,262,289 
l"ltimate Deficit £2,044.117 

Deficit, 

£223,821 
£340,902 

On account of the ~lutiny no financial statement 
was submitted to Parliament in 1857 and in 1858: the 

' Excluding military expenditure. The charges for the two 
Pro'"inoes incl1.1ding military expenditure were £ 9,774,486. 
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practice was resumed in 1859, and a review of the 
position that was then reached will not fail to be 
instructive. In presenting that review we shall 
conveniently sbow how the sources of revenue and 
the avenues of expenditure had developed in the 
course of the preceding generation or two. The out· 
standing feature of the revenue side of the account 
was the predominant position occupied by the land 
tax, the proceeds of which amounted to 60 per cent. 
of the total income of the State. Opium was the next 
big source of revenue, and the two between them 
contributed four-fifths of the whole of Indian finance. 
Land revenue had increased with the e:rtension of 
British territory and of the cultivation of waste lands. 
At the commencement of the nineteenth century, the 
laud tax yielded slightly more than £ 7t million. 
The figure rose to £ 13 million ten years later and 
wu £18,392,000 in 1859. It was agreed on all hands 
that this source of revenue was inelastic, and no in· 
crease in its proceeds could be looked for in the near 
future. • On th.e other hand, some reductions would 
be required in the assessments of rayotwari and other 
lands which had been saddled with rather heavy bur· 
.dens in the early settlements. Improvement of com· 
munications might, at a later date, raise the value of 
lands and therefore the tax levied on it, in the tern· 
porarily settled parts of the country, but the Financa 
Member could not, for the time being, expect to secure 

• "Taking the land revenue of India onr all the presidencies. 
n~ illorease can be exPected from that source for some time til 
Gome." -8ir C. Wood in the House of Commons, August 1854. 
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t~ny relief from that source. The opium monopo· 
ly of Government yielded a steadily gro'Wing amount 
of revenue. The yield was barely £ 1 million in 
1810 and increased as follows:-

1810 £ 995,996 
1820 £ 1,436,432 
1830 £ 1,553,095 
1840 £ 1,341,093 
1850 £ 3,558,094 
1856-57 ... £ 4,696,709 
1857-58 ... £ 6,443,706 

Divergent views were held about the moral aspect 
of the opium monoply. On the one hand it waa 
denounced as a 'dreadful traffic,' hideous in its re· 
suits, comparable only to the transport of Africans 
from their own country to America ;• on the other, it 
'Was defended as a perfectly legitimate method of 
raising revenue. The way in which the import of 
Indian opium had been thrust upon the Chinese 
Government, had been freely condemned, and it had 
been likewise suggested that the State opium mono
poly in India should be converted into an excise 
duty. Government brushed aside the objection taken 
on moral grounds, and Lord Stanley observed in the 
Hou~ of Commons that "whatever may be the abuse 
of opium in India, or Chma, it can hardly be greater 
than the abuse of spirits in this country" Finan· 
cially !ipeaking, however, all agreed that it was a fluc
tuating, and therefore, an unreliable source of 

• JohD Brigh&'l epeoch in &be BoUJe of Commcr.a. 7th !cgust 
l~~s. 
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revenue, and Government was not prepared to bear 
the sacrifice that would be entailed by the substitu• 
tion of an excise in the place of the existing State 
monopoly. 

The manufacture and sale of salt was, for many 
years since the time of Warren Hastings, a strict 
Government monopoly in Bengal, and it was in 1835 
that the system was given up in favour of the rule 
that a fixed duty was to be charged on all salt whether 
manufactured by Government or imported on private 
account by sea. It was a heavy duty and raised the 
price of an important necessary of life to an enormous 
extent. There are three sources from which the 
supply of salt is derived, viz. the sea, the lakes of 
central India and the mines of rock salt in western 
Punjab. Salt was manufactured by Goverument as 
in Bengal and Madras or v .. as subjected, where private• 
ly produced, to a customs or excise duty as in nor .. 
thern India and in Bombay. The duty varied from 
one part of the country to another, and the position 
of salt revenue was as follows for the year 181-9-50:-

Bengal 
Agra 
Punjab 
Madras 
Bombay 

Grol5s Rs. Net Rs. 
1,91,38,000 1,59,71,784 

47,50,000 40,53,000 
10,00,000 10,00,000 
46,45,926 38,33,312 
23,58,220 21,79,420 

Total 3,18,92,146 2,70,37,516 

The reasonableness nnd the justice of the salt 
tax were warmly dabated. Mr. Bright characterised 
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the tax on an article of food like salt as 11 posi
tively disgraceful", as economically wrong and as 
11 hideous1y cruel". Sir Charles Wood and other 
officials, on the other hand, defended it on the ground 
that it was the only tax that was paid by the mass of 
the people who were long accustomed to it and who 
did not feel oppressed by it. Mr. Wilson thought• 
that t~e duty on salt was objectionable and would 
have liked to see it abolished. But he would wait 
before touching that important source of revenue 
which it would not b~ easy for the Government to 
sacrifice. Improvement of the means of communi .. 
cation which was going on in the country, was, 
besides, calculated to lower the cost of transport, 
and therefore, the price of salt and thus to mitigate 
the hardship felt by the poorer classes. 

Customs revenue was long derived both from sea. 
customs and inland duties in the form of tolls on the 
transit of merchandise at every town and on all roads. 
The latter were abolished in the thirties and the 
forties of the last century and were replaced by cus· 
toms duties at sea ports and on continental linea 
dh·iding the British from Native States territory. The 
maximum duty on imports was 5 per cent. It was 
double in the case of foreign products viz. 10 per 
cent. Quadruple utes had to be paid on foreign 
goods if they were brought in foreign bottoms. About 
1848 the discrimination against foreign bottoms was 
remo,·ed but the distinction between British and 
foreign products was retained an:l the latter were 
taxed nt double rates. The export duty was 3 per 

• Sreeeh in the Housa of Commons. 
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cent., certain articles being exempted, and the export 
of cotton and sugar to British Possessions being 
allowed free. The whole ~of the customs revenue did 
not exceed one crore of rupees. 

The remaining sources of State revenue were 
comparatively unimportant. The Government sold 
licences to vend intoxicating spirits and the monopoly 
was formed in each district to the highest bidder.· 
Under indigenous rulers Abkaree was not a productive 
source of revenue and it was believed that owing to 
the monopoly and licence system followed by the 
British Government, the consumption of spirits tend
ed steadily to increase. Several petty taxes on trades, 
professions etc. which were common in all parts of 
the country, were abolished as they were found to be 
vexatious without being productive. The Moturpha tax, 
however, remained in Madras and was collected along 
with land revenue. There were many local taxes for 
watchmen and road and ferry funds which were, of 
course, utilised for local purposes. Stamp duties and 
judicial fees and small miscellaneous sources of reve· 
nue call for no remark. 

As regards the charges, military expenditure, 
including military charges defrayed in England, 
averaged 12 crores of rupees for several years before 
the Mutiny and amounted to no less than 56 per cent. 
of the total net re'\"enue eYeD in 1849-50. Interest 
on debt was another large item of expenditure and 
stood at 2t crores in 1849 and at 3t crores ten yean 
later. By 1854 the operation of the conversion of the 
5 per cent. debt into one bearing a maximum rate of 
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4 per cent., was completed, and the whole transaction 
-caused the country a saving of about one third of a 
million sterling. Lord Stanley attempted, in 1859, in 
the House of Commons, to show that the burden of 
the debt was, after all, not very heavy, and that 
India's position in that respect compared fayourably 
with that of Great Britain. He pointed out that in 
this country the interest charge was about £ 3! 
million on a revenue of £ 30 million i. e. 10 per 
cent. while .in England the proportion of interest on 
debt to th~ gross national income was nearly two
fifths or 40 per cent. Taking the test of the incidence 
of the burden of the amount of debt per head of the 
population ia the two countries, he said that the pres· 
sure in India was not more than 14s.; in England it 
was £ 2 8 per head. As Sir Erskine Perry pertinently 
indicated in reply to the above contention, in view 
of the inelastic nature and the small dimensions of the 
Indian revenues, the public debt was certainly large. 
The comparison was likewise not fair, it is obvious, 
owing to the difference between the two countries as. 
regards their wealth and productive capacity. 

The expenditure on public works before the 
Mutiny was about two to two and a half million a 
year. 1 Public works' was a comprehensive term, and 
"·as meant to refer to buildings, roads, canals and· 
works which were of the nature of an investment and 
calculated to produce revenue and works which were 
.unproductive or indirectly and remotely productive. • 

• •·The large expenditure on publio works must not be 
eonsidered aa absolute loss, but rather as profitable investment. 
for there oould be no doubt that the improvement of irrigation and 
the supply of other deficienoiea in India would eventually tend to 
the increase of the revenue. "-Mr. V. S:uitil in the House of 
Commons, 7th Aui!ult, 1855. 
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Railways and irrigation works were constructed partly
out of revenue and partly through private enterprise 
assisted by the State. By 1850,559 miles of rail~ 
way had been opened for traffic, and about 5,000 
miles of railway had been projected and sanctioned. 
The companies which undertook the construction of 
the lines, were given land free, and a guarantee of 5 
per cent. interest was also granted to them. The 
total amount of capital guaranteed was, in 1859, about 
£ 40 million, and of this about£ 19 million was paid up. 
The total liability shouldered by Government on the 
score of guaranteed interest came to £ 3 million, and 
the interest actually paid was £1 million. The 
Madras Irrigation Company had likewise received a 
guarantee of 5 per cent. on one million. It was a 
disputed point whether the guarantee system was not 
a wasteful sy:>tem, and its critics advocated its abandon• 
ment in the interest of economy. A good deal of at· 
tention was paid in the first half of the last century 
to irrigation works especially in northern India and in 
Madras. The Ganges and Jumna Canals \Vere re
paired and valuable work in t!Us direction was done 
in the Punjab. Improvement of the means of conunu· 
nication between various parts of the country, which 
were lacking or defective, was also considered ex· 
tremely important for the material and moral develop .. 
ment of the country. The question of funds for the 
prosecution of these public works was, however, a 
seriOUil obstacle in the way, but the extension Of 
railways was carried on with great enthusiasm. 

Other civil charges were spread over a number 
of items such as the cost of collecting revenue'" 
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the police and the judiciary, which do not require 
notice. The most etriking feature of the financial 
position sketched above wae that the two sides of the 
country's account could with difficulty be made to 
ba;auce each other and that there was little scope for 
any measures of reform calculated to require the 
outlay of funds from current revenue. That position 
refl.~cted the defects of the system on which India was 
being governed and the changes which were being 
wrought in it under the rule of the East India Com•· 
pany. A commercial body was not likely to be zea
lous in managing the finances of a conqtAered country 
with an eye solely to the material and the moral deve
lopmcmt of the people who had become its subjects. 
The cost of India's conquest was thrown on the shoul
ders of its people and the finances were burdened 
wit:1 a load whose weight it was not possible to 
mitigate without the adoption of a policy of ~trict 
justice and fairness. 

While improvements were felt to be necessary in 
every direction, th~ funds required to carry them out, 
were bcking, with little prospect of an increase in the 
revenues of Government. Plans for the extension 
of education were laid down in the famou~ despatch 
of Sir Charles Wood on a generous scale and a desire 
was always erpressed that India ought to be equipped 
with the most uptodate system of schools ar.d collegest 
law courts and public works. But few could 1\ugge&t 
any practical methods for augmenting the income of 
the Government. Existing sources were wanting in 
elasticity and new ones couU not be discoYered .. 



-44 DAW~ OF MODERN FINANCE 

Retrenchment and economy were only talked about, 
:mostly as impossibilities or as things that might be 
attempted at some future time. Additional taxation 
-seemed to be unthinkable:_ the existing avenues of 
income were not capable of greater production: re· 
:trenchment could not be effected: there was little room 
·.for economy and· no possibility of an appreciable 
surplus. What was then the Government to do but· 

-mark time and try, some how or other, to escape deficits? 
Adverting to the attitude of apathy .which was 

-characteristic of the public and the Parliament of 
Great Britain, towards questions which were vitai 

.to India, Sir E. Perry stated in the House of Com-
· mons that a welcome change had become visible 
·in that respect and he summed it up as follows:-11The 
·public mind had at length become impressed with the 
conviction that the East India Company was no more 
than any oth~r bo:iy of stock-holders, having no con
nection, moral or physical, with India. It was also 

,seen that the Court of Directors was a paid department 
of the State-a body of trustees for tne Crown for the 

:time being, their remuneration consisting partly of salary 
·and partly of patronage. :It had likewise been made clear 
·that the finances of England were responsible for 
·the deficiency of the revenues of India and the Torture 
Report had shown that the people of that country 
were very poor, and unable to bear the burdens impos

. ed upon them. It followed from these facts that the 
Indian Government ought to be as scrupulously eco
. nomical in expenditure as those who administered the 
1unds raised from the British public. The East India 
:Company, however, appeared to be blind to these prin-
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ciples, and were in the habit of treating the revenues of 
India as if they were still their own corporate funds. ,,. 

The whole financial system of the East India Com
pany was unsuited to the traditions and the condition of 
India, though there was no apparent departure from the 
system in ,·ague in the time of the indigenous rulers .. 
It was not doubted that the people of this country 
were poor and that they could uot bear the burden of the 
new administration. "It was doubtless an unfortunate 
necessity", observes Mr. J. W. Kay,• "that presented 
itself to us, but it was necessary to raise revenue for 
government. And it was necessary that in so doing 
we should subtract from the scanty means of 
subsistence enjoyed by the great mass of the people. 
It was doubtless a painful and deplorable fact, but 
benevolence could suggest no remedy for the evil 
-wisdom could find no substitute for the thing s<> 
grievom;ly deplored". The fact was, therefore, unques
tioned that the administration of the East India Com
pany was too costly for the people of India and bore 
rather too hard upon the mass ofthe population. The evil 
was accentuated by the deplorableeventsofthe Mutinn 
and the satisfactory solution of the Indian financial 
problem became more difficult as it became more 
urgent. It was a moot question whether transfer 
of the Indian government from the Company's hands. 
to those of the British Crown, would make the applica
tion of a proper remedy a practicable proposition,. 
or the change would beoneonlyin name. Mr. Wilson's 
efforts and the discharge of their new reBponsibilities. 
by the British Parliament, must be judged chiefly from 
this point of view, as success or failure ~·auld depend 
upon a right understanding of the situation in India 
and upon the adoption of just and correct measures 
to cure the admitted evil. 

• "AdmiDiatratio!l of the Eaet India Companr•" 



CHAPTER III. 

Mr. WILSON'S BUDGET SPEECH. 

It would certainly not be unfair to say that Mr.' 
'Wilson had come out to this country with his mind 
practically made up to apply a radical remedy to what 
was regarded as a dangerous financial situation which 
this country had to face. He was, of course, not sin· 
gular in taking this view; and Mr. John Bright than 
whom there was not in the British Parliament a more 
fearless and uncompromising critic of Government, 
was also of the opinion that conditions in India were 
alarming and imperatively needed a bold cure. He 
described the state of Indian finances as menacing and 
full of peril and thought that it \Vas scarcely po;;;sible 
to conceive any thing in a worse condition. The 
remedies he had, however, to offer were quite different 
from those contemplated by the Government here or 
in England. The picture as it had been painted by 
Mr. Wilson, could not naturally make the same appeal 
to all; and there was a good deal to be said for the view 
of these who thought that the case had been exagger
ated by the champions of additional taxation. It could 
have been fairly argued that the normal £nancial con
dition of India was absolutely sound and that had it 
not been for the enormous cost of the Mutiny and the 
extraordinary charges thrown upon the shoulders of the 
people of this country by those who governed it 
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without consulting the taxpayers and without consi
dering the equity and the soundness of their policy, 
there would not have been much difficulty in balancing 
the revenue and the expenditure of the GoYernment 
of India. 

In presenting a financial statement in the House 
of Commons in February 1859, just one year 
prior to Mr. Wilson's presentation of his budget 
to the Legislative Council in this country, Lord 
Stanley took a very. interesting review of the finan
cial state of India, and though he did not deny in 
the course of it that the embarrassments of the Indian 
Government at the time were grave, he felt inclined to 
take a more or less hopeful •dew of the immediate 
future. He showed that 60 per cent. or three-fifths of 
the revenue of India was contributed by land and 
sayar and abkaree, which were not elastic sources of 
state income, and left it to the Government in this 
country to find out if it was possible to make a per
manent increase in its resources by imposing suitable 
aJJitional taxes. But one of the most important 
i~sues he rai:;ed in his speech related to his opinion 
that apart from the recent disturbances, the credit of 
India h:1.d steadily improved as was eYidenced by the 
preYalent low rate of interest for State loans, that the 
public debt of the country was the direct outcome of the 
many wars which had been fought by the Government 
during the past fifty year:; and not of a deterioration in 
the m:1terial condition of India and that it was possible 
to reduce the number of British troops in thls country 
and thus to save the Indian treasury a considerable 
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amount of military expenditure. The most ticklish ques· 
tion he raised, however, was whether it was not desira·· 
ble for the British Government to lend to this country 
the help of its credit in order to relieve its heavy 
indebtedness. He did not indeed want to recommendt 
he put it rather cautiously, a change in the policy 
uniformly adopted and approved by the British G9v· 
ernment and Parliament viz. to decline all responsi
bility in regard to the debt of India, and to hold 
it as a charge only on the Indian exchequer. He was 
aware that if a change in that policy were proposed it 
was sure.to be summarily rejected. His immediate sug
gestion was, however, different and made a moderate 
and reasonable demand. He stated :-11 Observing, then, 
that I do not speak with any reference to practical 
action at present, I would ask the House seriously to 
consider how far, looking at the fact that more than 
£ 50 million has been contributed in aid of the Indian 
Government by English capitalists it would be morally 
-possible for this country to repudiate the Indian debt 
without shaking its own credit? I would likewise ask 
the House to bear in mind that, if ever the time should 
come when the established policy of Parliament in 
this respect should undergo a change, and when an 
Imperial guarantee should be given for these liabilities, 
that guarantee would operate to reduce the interest 
paid upon the Indian debt by not less than £ 750,000, 

or even £1,000,000 which, formed into a sinking fund, 
would go far to pay off the whole. At present, India 
on the one hand is paying a great deal more in the 
way of interest than with the assistance of this country 
t~he need pay; and we on the other hand, are apt to 
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coa:-.iuer that, as we ha,·e nothing to do with it, the 
amount is indifferent to us, though after all, it is a 
matter of doubt whether we are practically so entirely 
free from all responsibility as we suppose". 

I 

The claim of India to financial assistance from 
England was not so fantastic, unjust or unfair as it 
was represented to be; and it is important to under· 
stand the position clearly in as much as it had a direct 
bearing upon the solution of the financial problem in 
this country. In the first place, it could not be 
denied that some sort of ultimate financial responsibili
ty rested upon the shoulders of the Imperial Government 
for the public debt of India, in as much as if for any 
teason this country was unable to find the interest 
payable to its creditors, that Government had to step 
in to set matters right. Secondly, an ultimate Imperial 
guarantee wa8 calculated to improve the credit of India 
and saYe this country a large amount in the annual pay
ment of intcre:::.t. In the course of adebnte in the House 
of Commons in March, 185 9, Sir E. Perry suggested that 
India could be giYcn the much-needed relief by England 
at once raising £ 40 million, the cost of the Mutiny, 
and practically contrfbuting, without a sacrifice, the 
charge of the half lakh of British soldiers maintained 
in this country, which was £ 2 million a year. He 
~:>aid :-11 If they were to take the cost of maintaining 
50,000 or 60,000 European soldiers, the expenditure 
might be estimated at between .S 2 or £ 3 million; 
while the interel:lt taken at 5 per cent. on the 
£ 40,000,000 which would be required as the cost of 
the rebellion, wou:d amount to £ 2 million, Under 

~ 
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these circumstances, he asked the House as practical 
men whether it would not be better to lend the credit 
of this country at once, so as to raise the £ 40 million 
and allow the revenues of India to recover themselves,· 
without imposing at a moment like this a heavy and 
crushing burden upon its resources". 

This plea, of course, took it for granted, and we 
think very rightly, that it was unfair to saddle the peo
ple of India with the cost of maintaining a large Euro. 
pean army in this country. Sir George Lewis pointed 
out that though it was important that the principle of 
the entire separateness of the Indian treasury from the 
British Exchequer should be adhered to as sacred, it was 
the duty of England to assist India by bearing a portion 
of this country's military charges, especially as in the 
agreement arrived at between Mr. Pitt and the East 
India Company it was never contemplated that this 
country should be made to bear the charges of such a 
large army as 90,000 European soldiers. He, therefore, 
proposed that England should pay a portion of the 
expenses of the Queen's troops quartered in India. He 
said :-11That would necessarily be a temporary ei· 
pense. It is an expense, no doubt, for the maintenan
ce of British sovereignty in that country, and it ap .. 
pears to me to be the most natural and most legitimate 
means of coming to the aid of the Indian treasury in 
the event of that aid being necessary." He was not, 
howe'\"er, in favour of pledging wholesale the credit of 
England for the sake of India, and his grounds for it 
were contained in the following remark :-"If "·e, by 
the interposition of our credit and by our financial 
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as:;i:,tance, make insurrections too easy and its conse
quences too light in India, we shall be teaching the 
people of that country a very dangerous lesson; and 
however painful it may be to us to continue or increase 
the fiscal pressure upon them, nevertheless it ·will be 
a wholesome reproof to them, after the mutiny they 
have so wantonly made against this country". Mr •. 
Wilson, the future Finance Minister of India, strongly 
objected to the principle of the Imperial guarantee and 
could not 11conceive anything more detrimental to India 
itself than to introduce a laxity into its financial economy 
and transactions," which would be fatal to the good gov• 
ernment of this country. If a British guarantee were 
interposed, it was urged, it might raise the credit of 
India but that procedure would certainly depress the 
credit of England. Looking to the economic develop· 
ment of India he had not the slightest fear about the 
financial future of the country and he did not accept 
the position that the British Government \Vas charge· 
nble either with a guarantee of debt or with any por
tion of the cost and charges of India. Holding such 
,·iews as he did, is it any wonder that Mr. Wilson 
regarded additional taxation as the only sovereign 
remedy for the dangerous financial malady of India? , 

But an effective reply was gh·en to him by his 
colleagues in the House of Commons. As to his con
tention that there was a moral advantage in making 
the people of India pay the ex:pense of putting down 
the mutiny as a guarantee of future good conduct, Sir 
Er~·.kine Perry replied that from the nature of Indian 
tlxation it was impos~ible to impose the slightest ad· 
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ditional charge on the people, or at all events, ou the 
.agricultural population, who were the parties involved 
in the rebellion. He made a very telling point by 
.asking a probable question and answering it in this 
way :-11He was aware it might be asked, why should 
India get a guarantee when no other British colony 
has ever got it? The answer was that colonial debts 
were raised for colonial purposes, they were raised by 
colonies having self-government, and if those colonies 
ripened into independent states, the new country 
would take all the benefit created by the public works 
as well as the debt incurred in its behalf. But the 
Indian debt was not created for Indian purposes, but 
for the maintenance of English rule in the country. 
This debt was neither more nor less than the price of 
the conquest and reconquest of the country. If this 
were so, and the connection between the two countries 
was inseparable, why not raise the money in England, 
. by which means they would secure two advantages
. they would raise the money on cheaper terms and, 
without the slightest ultimate risk to England, allow 
India to recover itself, and a more healthy system of 
finance to be adopted, and secondly, by making it ap
parent that a defective system in India involved char· 
ges in England.'' Other members also tried to pin 
down the responsibility of India's debt, which had 
been caused mainly by the wars authorised by the 
British Government, to the shoulders of the British na
tion. Mr. John Bright, for instance, observed that 
there was no real justice in the people of England fix
ing the debts upon the natives of India. Some of the 
debts were incurred for the Afghan war, and by the 
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policy not of any one in India but by the policy of the 
English Cabinet. With regard to the Mutiny he 
thought that the £ 40 millions which the revolt would 
cost was R grievous burden to place upon the .people 
of India. 

The theory on which the financial policy underly· 
ing the government of this country was carried on seems 
to h3Ye been to make the conquest of territory after 
territory in India pay for itself. All the debts of the 
East India Company. were thrown upon the shoulders 
of the Indian exchequer and even those which had 
been contracted to give effect to the policy of the 
Imperial Government, which had hardly even a remote 
connection with the interests of the people of this land. 
From moral, if not from other considerations, England 
was, therefore, bound to come to the rescue of the trea· 
sury of India and to shoulder a portion of her financial 
burden. The Mutiny was the work of the disaffected 
part of the native army and the Indian people as such 
had admittedlr nothing to do with it. On the contrary, 
the bulk of the people supported the Government in 
~;uppressing the revolt, and it was e::~..tremely unjust 
and unfair to saddle the country with the cost of the 
rebellion. It hH.d often been asked, even by men in high 
authority, 14 'Yhy should England give financial help to 
India? What had England gained by the Indian con· 
que;;t except orportunities of trading with that country 
which OI'!portunities Enghnd enjoyed even with refer· 
encc to other and independent countries?" Lord Stan
ley ga,·c a gooJ reply to these questions in Parliament 
in Augu..;.t, 1859. He ~aid:-11But in examining the 
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:financial relations of the two countries it is impossible 
to overlook the fact that for half a century past an 
immense number of Englishmen have been employed 
and supported out of the revenues of India; that those 
who go there are for the most part persons without 
fortune; and that they return, not all with great wealth, 
but still with a competence derited from Indian re
sources. I believe the amount of contribution, not to 
public, but to private necessities, from the people of 
India to the people of England, can not be taken at 
less than from £5 to £6 million sterling. Now, that 
is a sum which, in striking a balance between England 
and India, we can not fairly leave out of sight." 

It will occur to any one that if such a view had 
been taken in England and if that nation had realised 
its obligations and responsibilities to the people of this 
country, the problem of Indian :finance would have 
imm3diately lost all its terrors and could have been 
solved without much difficulty. Mr. Wilson's tusk of 
reorganising Indian finances would have been rendered 
easier if the country had received from England the 
relief which was India's due. As it happened, Mr. 
Wilson had not a word to say in his :financial state· 
ment regarding this important question, except em
phatic!llly to deprecate; an Imperial guarantee and to 
preach financial independence and he proceeded on 
the as.mmption that the Indian tax-payer must :find the 
extra money that was needed to cover whatever deficit 
there might arise in the exchequer after such economies 
as he thought possible had been effected. 

II India was to be thrown entirely on her own 
resources and left to make the most of the situation, 
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it was necessary that every effort should have been 
made to curtail expenditure before additional taxa
tion was proposed. And the first item of expenditure 
that <:lemanded attention was the Army. The postition 
in this respect was this:-"The amount of troops in 
India before the mutiny was of Europeans, including 
the officers of Native regiments, 45,5·52; of Natives, 
2,49,1 53, making together 2,94,675. The amount 
of troops in August 1859, was, of Europeans, 1,10,320; 
of Natives, 2,07,765, making together 3,11,085, to 
which must be added police militarily organised, 
89,829, giving a total of 4,37,914. Adding to 
this the soldiers in . depots in England, viz. about 
23,000, we get the grand total of a force of 4,31,600." 
It was certainly intended to reduce the European as 
well as the Indian troops steadily, but it was made 
quite clear that the number of European soldiers could 
not be restored to the pre-mutiny level. On the con
trary, it was made plain that a larger number of those 
troops "·auld have to be maintained in this country. 
The toL~l expenditure for the Army, military police, 
new bvie:;, police and military public works was 
a.-, followi'i:-

1856-57 £ 13,213,454 

1857-58 £ 17,215,674 

1858-59 £ 24,717,638 

1859-6(; £ 21,732,681 
1860-61 £ 19,465,160 (budget) 

::\lr. Wilson felt sanguine that a great reduction 
tould be :n:::ce, not indeed in the p(ty an<.l emolum~nt:i 
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of either the officers or the men but in numerical 
strength by a better distribution of the force;;, by the 
enforcement of strict control in the commissariat and 
military expenditure, where supervision was weak. 
and diffuse, and by reducing army finance to order. 
He suggested several directions in which reforms 
could be effected and laid particular stress on the 
tmperative need of central financial control. The 
native part of the Indian army was being slowly 
disbanded and a strong police force was bein 
organised. The reduction of the number of the 
European troops appears to have been regarded as 
unsafe and in June, 1861, a member of the House of 
Commons complained that the maintenance of a force 
of 80,000 European troops in India was wholly 
unnecessary and that 50,000 would be amply sufficient 
to presen·e tranquillity 11 if only the country were 
governed with justice and moderation, and endeavours 
were made to conciliate instead of to exasperate the 
inhabitants". He was also of opinion that the pay 
and emoluments of the officers and the soldiers mu1t 
be lowered if the numbers were not going to be 
reduced and pointed out how when a regiment went. 
out to India, the pay and allowances were at once 
doubled and the pay and emoluments of superior 
officers increased fi'fe or six times." 

A~ to chil expenditure, far from holdmg au~ any 
hopes of reduction, Mr. Wilson, believed thatin no 
other country was the civil administration conduct• 
ed at so 11mal1 a cost and therefore thought that the 
chil cost of the government was more likely to in· 
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crea,e than to decrease. In the course of the debates in
Parliament the possibility of the reduction of the sala
ri~~ of the civil servants had always been denied on 
behalf of Government when pressed upon it by it&· 
critics. Mr. Vernon Smith, President of the Board of 
Control, had himself, in 1856, put in a strong plea for 
the reduction of civil salaries in India which, he decfar·
ed, were higher than in any other country, and the
arguments about disadvantages arising from distance 
from home and unhealthy climate, were shown to be· 
hollow. "He kne\\'- of no other service in which a 
young man of twenty could enter at£ 350, or in which 
a per~on could rise from£ 350 to£ 4,000 per annum, 
and did not think that a reduction would be followed 
by peculation." At this distance of time his views may 
be rc;\d \Yith great interest, and his reflections pro,;de 
ample food for thought. He remarked :-"Economy· 
was a ,·ery offensive '\'irtue everywhere, but especially 
in India. Financial reformers had in England the sup-
port of the House of Commons and the public press; 
whcre:J.s in India the only public opinion was that of 
the l:i..,·il r'cnice itself which was naturally aYerse from 
a reduction of its own salaries. It might be said, in· 
deed, that the only person whose duty it was to preach. 
economy was the unfortunate officer who bore the 
title of the President of the Board of Control." 

Critics of the Government then pointed out a a 
they have been doing ever since, that the higher ser· 
vice !I in India were paid unnecessarily large salaries 
and cited the instances of Ceylon and other countries 
where equally good work was done by the servants 
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of Government for a lower pay. Mr. Bright said that 
·-"the civil service of the Indian Government, like every 
thing privileged and exclusive, is a pampered body", 
. and thought that except for a few good men, the l!ervice 
did not deserve the loud praise which was so frequently 
heard awarded to it. The substitution of the Indian 
agency f.;)r the European, was Ruggested aR a remedy 
for economy and as a measure of justice to the children 
of the soil. But the reorganization of Indian finances 
which Mr. Wilson was specially sent out to accom· 
plish, did not include this obvious reform. It ,,•ould 
have gone against the grain of the mentality of the 
average member of Parliament and British citizen. 
An inquiry which had been ordered into this question, 
had resulted in a recommendation for an augmenta· 
tion of civil expenditure rather than its dimunition. 
Mr. Wilson had certainly not allowed the grass to grow 
under his feet and had set on foot investigations into 
expenditure, military and civil ; but he was not pre· 
pared-he was not expected-to go into the funda· 
mental question of meting out just and generous 
treatment to India._ 

Due credit must indeed be given to Mr. Wilson 
for the courageous effort he made to envisage Indian 
:finances as a whole, to bring to bear on their impera• 

-tive reform all his technical knowledge, his long 
:financial experience and his trained judgment. \Vhen 
his appointment was discussed in England it was 
wd that the first Indian Finance Member of the Gov
ernor General's Council would be armed with extra
ordinary powers which would enab1e him to supercede 
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the public officers of the Finance Department of India 
and to defy even the Governor General. It was, 
however, explained that Mr. Wilson would b~ "a 
member of the Council of the Governor General, 
taking charge of the Financial Department; but the 
Governor General and the Council would be respon
sible for his acts, because he would do nothing 
without their sanction and concurrence." Being sent 
out for a specific purpose and being specially qualified 
for the labour of love undertaken by him, Mr. Wil· 
aon was very properly given a certain amount of 
latitude and enjoyed freedom to think out and apply 
what remedies he thought best for the troubles of 
Indian finance. 

He endeavoured to reduce to a system what was 
only a chaotic mass of ill-assorted and out-of-date 
financial practice. He applied scientific theory, test· 
ed by British experience, to the consideration of the 
complicated problems of Indian's financial and eco-
nomic development. He was anxious to equip India 
with the latest and the most approved mechaniRm of 
financial management and to introduce into it a sya
tem of efficient internal and external checks. Finance 
is a powerful lever with which material progress may 
be promoted as it is a political weapon which may be 
beneficially used, or abused. Mr. Wilson realised this 
thoroughly and tried to act with a full consciousness 
of it. He may have misjudged certain things and failed 
to accomplish what he sought to achieve. But his fame 
rests urou the :foundation& he laid in this country of 
modern !!identific finance, on which his successors grate~ 
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fully built. We quote with hearty approval the follow-
ing compliment paid to him by Mr. Hector• :-11Since 
the time of Mr. Wilson, no Finance Minister has grasp
ed as he did the principles ofindian Finance. All that 
is best in the utterances of his successors, is but the 
echo of what he said. The extrication of the finances
from the chaotic insolvency in which they were left 
by the Mutiny, the introduction of a sound system of 
note currency, and the settlement of the relations· 
between Government and the Presidency Banks were 
no small achievements for a single year; but even 
more in.portant than these measures were the broad 
lines of policy which he laid down, and on which he 
would have worked had he lived." 

The breadth of Mr. Wilson's vision and the 
extensive sweep of his imagination are visible as 
much in the reforms he launched as a practical Fin· 
ance Minister as in the speeches he made and the 
minutes he wrote. His introduction of a paper cud 
rency in India is an important landmark in the history 
of the finances and the trade of this country. It 
was a significant illustration of the spirit of reform 
with which he had been seized. Before that time 
the right of issuing notes was exercised by the Pre• 
sidency Banks and a few Agency Houses, and their 
paper, which was not legal tender money, circulated 
within a very restricted sphere. By Mr. Wilson's bill 
which became an Act in 1861 and came into opera· 
tion in 1862, Government issued notes from various 

* "Indian Fiscal Administration." 
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-circles to the exclusion of every body else. The 
speech he delivered in introducing the paper cur· 
rency bill before the legis1ature, is another example of 
the remarkable lucidity of his exposition and of his 
thorough mastery of economic and financial Eubjects. 
Mr. Wilson did not indeed favour the intioduction of a 
gold standard in this country, which was advocated by 
a large body of public opinion of his time and was warmly 
supported by; his contemporaries and successors and by 
other high officials. He thought that a gold currency 
could have been considered as a question of practical 
politics if India bad to write on a clean slate in that 
connection and that a change from the existing silver 
to a gold standard was likely to be attended with grave 
disadvantage than otherwise. Mr. Wilson had been a 
practical man of affairs, a publicist of repute, an offi
cial and a member of the British House of Commons. 
He had been associated with controversies relating to 
the Corn Laws, Currency Reform and other questions of 
public economic interest in England, and had he been 
spared longer, he would have assuredly done greater 
things in the realm of Indian finance. But as fate 
would have it, he passed away at Calcutta on the 11th 
of August, 1860 after a brief sojourn of less than nine 
months in this country. • 

• $1'e Findla1 Sbirras: "Indian Finance and Banki11g." 



CHAPTER IV 

ON THE ANVIL 

The proposals which Mr. Wilson had made regard
ing additional taxation, especially taxation of incomes 
and the licence duties, were not expected to go un· 
challenged. The novelty of the proposed taxes and 
their comprehensive and far-reaching sweep which 
would not let even the humblest classes of the com· 
munity to escape, were bound to make them extreme· 
ly unpopular. The taxes would, besides, come as an 
unpleasant surprise upon every one except those 
concerned in hatching them. The Mutiny had shaken 
the fabric of Indian society and government to their 
foundations. Large armies had been created and 
maintained at an enormous expenditure, and a huge 
public debt had been incurred in financing the su
preme effort to quell the mutiny and to restore order• 
The nightmare had, however, passed away and the 
country had resumed its normal appearance. Every 
one, therefore, expected that the national finances 
would resume their old course and that the losses and 
the deterioration caused by the 1\Iutiny, would be made 
good by the natural process of recuperation and im 
pro-rement. People wanted peace and tranquillity and 
the restoration of the status quo which had been dis• 
turbed by the Mutiny. The prospect of being called 
upon to bear heavier burdens of taxation was the last 
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thing that could have been imagined by the public,_ 
and if forced on them, was sure to be resented as op-
pressive and unnecessary. 

Indian administration was highly centralised, and the 
local governments of the provinces were jealous of and 
restive under the. control of the Supreme Government 
and could not enter into the spirit of the motives and 
the policy determined by that Government for the 
acceptance of the whole country. Opposition to the 
scheme of taxation formulated by Mr. Wilson was not, 
therefore, confined . to the public and particularly 
tho~e hit by it; it emanated from the Provincial Govern
ments as e:.pontaneously and strongly as from the 
people who were directly affected by the taxation 
propo~uls. The Government of India had reason to 
anticipate such opposition from the provinces and 
thought it necessary to take the extraordinary step of 
addres8ing, on 9th March, 1860, a private and confi· 
dential communication to the Governors in Council of 
Madras and Bombay, setting forth the reasons which had 
led them to make the taxation proposals and asking 
for their support, and explaining that 11the public 
interests will not allow the measures which we have 
proposed to be circulated in the ordinary way for 
observations thereon." 

The communication practically repeated the 
a~guments which had been emphasised in the budget 
speech of ~!r. Wilson. It was contended that though 
it might be possible to restore the financial conditions 
as they were before the Mutiny by the reduction of 
the Army and other expenditure, it was neither possi-
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ble nor desirable to stop there in view of the ueeds 
<>f social progress, such a~ the extension of education 
and the construction of useful public works like the 
railways and canals. While, therefore, gro\ving ex
j)enditure was ine\itnble, sources of State revenue 
were not elastic enough; and hence the immediate 
need of pronding additional sources of income in the 
best interest of the material and moral development 
of the country. In many cases the land revenue waa 
so high as to be oppressive, and the limits of revenue 
from opium, the second largest branch of revenue, had 
been reached. Since 1857, the interest charge alone had 
increased by£ 2 million a year. The aggregate num
erical strength of the Army in India might be reduced 
to the pre-Mutiny strength, but it was inevitable that 
41 a very much larger portion of the army must be 
.composed of Europeans, and consequently a consider
able permanent increase of cost must be incurred." 
The position was summed up in the following para
.graph :-"If, then, we take into account the insecu
rity of some of the existing branches of our present 
tevenue; if we look to their proved insulliciency 
to sustain the expenditure of India even on the scale 
of establishments which existed prior to 185 7; if we 
consider the impossibility of avoiding a considerable . 
growth of expenditure in the civil departments of the 
Government, and the necessity of maintaining a more 
costly, but more efficient Army and Police, however 
much we may be able to reduce their numerical 
ttrength; and if in addition to all these considera· 
tions1 we bear in mind the fact that the interest of 
our public debt represents a sum of two millions more 
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than it did in 1857, we can not hesitate in arriving 
at the conclusion that our duty as a Government 
necessitates a rigorous effort being made to improve 
the revenues of the State, from a source which can be 
better relied upon, and which will be capable of 
expansion or contraction according to the exigencies 
of the public sen·ice ". 

Before deciding upon levying direct taxation Gov
vernment had weighed the .dangers and the risks that 
had to be faced in allowing things to drift and in intro
ducing, almost for the first time, a systematized plan 
of taxation in India. In all countries a radical 
improvement of the financial system had always 
provoked popular discontent and had even been 
attended with disturbances. That moment ns par. 
ticularly auspicious in India for encountering what
ever difficulties had; to be met. British authority 
never stood so high in India as at that time. It 
so happened again that there was a larger Euro
pean force in the country than it was possible to 
maintain under any arrangements in the future, and 
in the event of any serious opposition sufficient 
military aid would be at the disposal of Govern· 
ment to put it down. Besides, this, the discussion 
which had already taken place regarding additional 
taxation had prepared the minds of the people for the 
imposition of the proposed burdens. Local Govern· 
ments and a great portion of the Civil Senice had . 
examined and expresi>ed their views on three mea
l'ures, i.e., a bill for licensing trades, an income tax 
bill and a duty on home grawn tobacco. The mea· 

5 
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sures would now be proposed to the Legislative Coun
cil and an effort would be made to get them passed 
without delay. Opinions of loClll government had 
not, therefore, been called for afresh and the Govern
ment of India appealed to them to give all their 
support to the measures which were being under
taken for placing the country's finaces on a satisfac
tory footing . 

. . The Governments of Madras)nd Bombay were 
not, however, impressed very strongly by the appeal 
or by the arguments addressed to them, and even the 
effort of Mr. Wilson fell flat an them. Sir Charles 
Trevelyan, the Governor of Madras, in particular, took 
a strong line of opposition. The hostile attitude he 
took up and the violation of official discipline into 
which he betrayed himself, ended in his recall. He 
and Mr. Wilson were stated to be rivals of a very long 
standing,• but no one doubted his sincerity or his great 
capacity. Mr. John Bright paid him the following 
compliment in the House of Commons :-"1 have not 
an extensive acquaintance with Sir C. Trevelyan, but 
I believe him to be a very intelligent man and very 
earnest about the good of India, and anxious to do the 
best he can far that country. But he finds that at 
Madras he is like a man who is manacled, as all the 
Governors are. He is able to do almost nothing. But 
he has a spirit above being the passive instrument for 
doing nothing in the hands of the Governor General, 
and he has been disposed to make several changes 
--;-This allegation made in the Rouse of Commons, was eubse
quentl:r withdrawn. Bee House of Co:nmons Debates, 20th. 
August, 1860. 
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·which have looked excessively heterodox. to thot~te who 
are connected with the old Government of India, and 
which have shocked the nerves of the fifteen old gentle
men who meet in Leadenhall Street, and their bre
thrl!n in India."• Sir C. Trevelyan wrote a lengthy 
minute on Mr. Wilson's financial statement. How he 
looked at the whole problem, will be clear from the 
follo"ing observation at the commencement of the 
document :-"The crisis is more pregnant with porten
tous results of good and evil than any which has occur
red within the memory of the present generation. 
Upon the line now taken will depend whether the 
dearly-bought experience of the Great Mutiny will be 
used to construct a solid, safe and gradually develop
ing political system, or whether India will be launched 
upon a new sea of troubles the opposite shore of which 
no human sagacity can discern." 

Sir Charles . spoke very highly of the financial 
statement of Mr. Wilson and said of it that the exposi
tion wtts such a one uas Mr. Gladstone might have 
made to the present House of Commons. It includes 
all the latest improvements of modern finance, and 
would have been in advance of the House of Commons 
less than 20 years s go." But while the English bud
get could be discussed and criticised by the people 
through their representatives and carried into effect 
witll their general knowledge. and consent, ujn India, 
notwithstanding a studious imitation of the forms of a 

• This praise bestowed upon Sir Charles was fully deserved. 
His enthuiiiasm had betrayed him into breaches of official eti
quetteand discipline, bu& only two years after hi• reo all he retW'n"'! 
ed to India as Finauce Member and worthily filled that poe&. 
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popular assembly, we are further from a real repre
sentation of local interests than ever. Even the 
Government of the South of India, which is responsible 
for the administration, has no power of influencing 
the legislation. As regards the natives it is a leap in 
the dark. Till the tax-gatherer actually makes his. 
demand they will have no conception of what has been 
prepared for them." Sir Charles pleaded that "com-
prehensive finance, which deals boldly with all exist· 
ing interests, and readjusts taxation to suit the· 
circumstances of the time, is the growth of Parliament· 
ary system; and great danger is to be apprehended 
from its sudden introduction into India without the 
checks and safeguards wh!ch belong to the original 
institution." He pointed out that the tariff changes 
foreshadowetl in the speech of Mr. Wilson were 
calculated to benefit European consumers in this 
country and manufacturers in England. Briefly put,. 
his case was that the "financial crisis might be satis· 
factorily met by reduction of expenditure only 
combined with some obvious administrative improve· 
ments, whereby both our civil and military establish· 
ments would be rendered more effective, and the 
existing taxes would be more fully collected." He 
thought that the imposition of direct taxation on in· 
comes would be opposed by the people, and quotations 
from Manu would have no more favourable effect on 
them than a quotation from the Canon law would have 
upon a country congregation in Eng1and suffering 
from the innovations of a reforming High Church 
clergyman. He doubted the wisdom of carrying out 
public works out of funds not supplied by surpluses 
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but taken from the proceeds of taxes. He couc1udeu 
by showing that the Madras Presidency not only li¥ed 
within its means but left a surplus to be contributed 
to the funds of the Central Government. 

Lord Elphinston, Governor of Bombay, in his 
minute on the subject, spoke of the new taxes as, in 
this country unknown and most unpopular, and as 
&ought to be imposed on grounds wholly insufficient 
to justify so extensive a financial experiment. Like 
Sir Charles Trevelyan he quoted figures to show how 
the provincial army was being reduced and thus the 
military expenditure was being cut down and hov.-, 
therefore, it was necessary to avoid all hurry and 
not to rush into the hazardous experiment of a novel 
'SCheme of taxation. He concluded with the remark 
that 11 we ought sedulously to avoid fiscal in nova· 
tions, and to rely for the improvement of our finan
ces upon a judicious economy, upon the gradual 
development of the resource A of the country, and 
upon the consequent greater productivenes:; of the 
existing sources of revenue." He did not think that 
new taxes were uece!l.sary at all and stated that if 
they bad to be imposed, they should be the least 
obnoxious to the people. 

The statements of the Provincial Governors and 
other officials were examined at the seat of the 
Central Government with a severe scrutiny and there 
were replies and rejoinders. The controversy in
creased in \'olume and intensity as the taxation bills 
rroceeded on their course. The Government of 
lndi&, iu the coune of their replies, exposed the 
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inaccuracies and m.isappre hen•ions into which Go-
vernments of Madras and Bombay had fallen in exa· 
mining the financial statistics and regretted the 

. attitude of hostility they had assumed. The Govern· 
ment of India tried to establish two propositions
against the opposition of the Provinces. The first 
was that after all retrenchment and economy had 
been effected, the condition of Indian finances was
certain to be unsatiElfactory and therefore it was 
necessary to overhaul the finances and to widen the
basis of the financial system. Secondly, the taxes. 
proposed were not at all novel to the people of India 
as they had been represented to be and would not be 
felt oppressive by the public affected. The Govern· 
ment of India specially complained that its policy· 
of financial reform was received with satisfaction and 
confidence by the public until it came to know of 
the opposition of the Governments of Madras and 
Bombay; and the latter were, therefore, responsible 
in a special manner for the alleged unpopularity 
of the new taxes. Th~y maintained that far from 
the taxes proposed being novel and unknown to Indian 
custom, there was no part of British India in which 
under nativ.,e rule, taxes upon the profits of trades 
and professions and license duties on artizans and 
small traders were not regularly imposed. There· 
was ample evidence to show, it was pointed outt 
that in the Bombay and Madras Presidencies a~:~ als() 
in the Punjab, taxes upon traders and artizan~ 
were a common feature of the fiscal systems of the
indigenous rulers. 
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The situation was very curious. Those who 
opposed the taxes on incomes and artisans, did so on 
the ground that they were an innovation obnoxious 
to the sentiment and the traditions of the Indian 
people. The chatrpions of those taxes turned the 
tables on their opponents by demonstrating th. t the 
prevalent system of taxation itself was an innoYation 
and that they were restoring the ancient and approv
ed Indian fiscal system, which was, at that very 
moment, in operation in the Native States, by spread· 
ing taxation over -all classes in an even manner. 
They said that when territory fell under British rule 
it was invariably found that the revenue of the 
Native rulers "was made up of taxes of all kinds, 
direct and indirect, and upon all classes, trader and 
agriculturist." The British Government retained 
and improved the land tax but abandoned the other 
taxes to the great detriment of the finances of the 
country. If those other taxes had been retained 
and improved, the financial difficulty which confront· 
ed the country at the time would not have arisen; 
aud if it had arisen a remedy could have been easily 
found. It may be pointed out here that the so-called 
improvement of the land tax meant the screwing 
up of the State demand on the landlord and the 
cultiYator to an oppressive pitch, and this fact was 
admitted by Mr. Wilson himself and was emphasised 
by the GoYernment oDladras. The common taxpayer 
could not, therefore, derive much benefit from the 
remi:.;:;iou of ather taxes. in view of the "improve
ment" of the land tax. 
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The tax system of pre-British times wss no doubt 
very comprehensive and covered a large number of 
imposts. But the British reform of fixed settlements 
of the land ta:t accompanied by the abandonment of 
the smaller taxes, did not give any appreciable relief 
to the taxpayer, making as it did for oppressive rigi
dity. With regard to the objection that the tax on 
incomes was the result of "the Government's thought· 
less attempt to apply English ideas in dealing with 
questions having reference exclusively to the natives 
of this country/' it was pointed out that all reform in 
India, educational and judicial as well as financial, had 
been conceived in accordance with the most advanced 
English ideas. And regret was expressed that ''the 
same means of reforming the direct taxation of the 
country had not long ago been adopted, and we should 
in such case not now have had to encounter the ano
maly of finding the great portion of the taxation paid 
only from one source and by one class, while the 
thriving capitalists, bankers, traders and others pos
sessing large means contribute little or nothing to 
the State for the protection and security they enjoy 
in the various avocations from which their wealth 
is derived." 

It will not be difficult to expose the plausibility 
of this argument in defence of the alleged applica
tion of English ideas to the administrative and mate· 
rial and moral development of India and its extension 
to financial reform. Unfortunately the application 
of English ideas was partial and depended more 
on exigencies of British rule than upon any lofty 
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-prindple. The old Indian system of finance, though 
apparently oppressiYe and full of uncertainty, had its 
own safeguards and W'as, therefore, elastic enough. 
The British system, regular and certain, was rigid and 
consequently oppressiYe beyond remedy. The Go
Yernment which talked of its application of the most 
ad-ranced English ideas to the judicial and the fiscal 
and financial systems of this country, did not think of 
applying those same ideas to the composition and the 
J>Owers of the Indian legislature. The Indian people 
were given no representation in the goYernment of 
their own country and could exercise no control over 
legi:'ilution and administration on the approved model 
of the British Parliament. Was it a British idea of 
refonn find justice that the Indian public should haYe 
been effecth·ely shut out from all participation in 
the discussion and decision of financial polic}' and 
measures ? Sir C. Trevelyan had observed in this 
behalf:- 11 In framing our English budgets we never 
think of proposing additional taxation if the balance 
can be re:'itored by reducing establishments. The 
trauE-fer to thi:; country of the forms of English 
finauce is of much less consequence than the na
turalization of the principles which are the basis 
of our national prosperity. We ought not to have 
one rule when we govern ourselves and another when 
we govern our Indian fellow subjects." The Board of 
Revenue, ~Iadras, while appreciating the general prin
~iple underlying the Income Tax bill, rightly pointed 
out that the appliccation of a principle, however sound, 
mu~t depend in practice on other considerations, and 
proceeded to remark :-••In a country like India, where 
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education has made very little progress, where the 
people are not represented, and where, as recent 
event3 have lamentably proved, the governing power is 
utterly ignorant of their feelings, the Board apprehend 
that the adoption of a principle must depend on its 
safety and acceptability to the people as much as on. 
its wisdom." 

It would indeed have been worth the while of the 
Government to run risks in introducing into this coun
try British ideas of national progress and of political 
and economic development. Government did take risks 
in certain matters, but in others it remained stolidly 
conservative, with the result that the progress of the 
country tended to become one-sided and unconscion
ably slow. While, therefore, the construction of 
railways was pushed en, free trade was encouraged 
and land revenue was systematised, the growth of 
indigenous industries was neglected and the needs of 
the solid material and moral progress of the people 
were ignored. Even the show of independence on the 
part of the members of the Legislative Council such as. 
then existed, composed entirely of European officials,. 
was resented. It has taken Government full sixty years. 
to grant to the representatives of the people a little 
power of financial control over only a very small poi• 
tion of the administration, and this after profuse talk 
about the application of British ideas to the problems 
of India, indulged in over a period of two generations t 
In the course of the debate in the Legislation Council 
on the bill for licensing trades and professions, Sir 
Charles Jackon-a Judge of the Calcutta Court, had 
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a11ked for information as regards the strength of the· 
Army which the GoYernment intended to maintain, and 
Mr. Harrington who represented the Government of: 
India, took him to task for his arrogating to the legisla 
ture powers of control which belonged to the executive· 
and :.;uch as the British House of Commons could exer- · 
ci:.;e over the executive government in England. Sir 
Charles took strong exception to this principle laid 
down on behalf of Government, and was constrained. 
to exclaim that the doctrine, if accepted, would 
render the existence of the Council a mere farce •. 
This episode throws very interesting light upon the 
pace and the manner of the application of British 
idea:-~ to the development of India. 

As was to be expected, Mr. Wilson's proposals 
which were embodied in the income tax bill and the 
bill relating to the license duties on trades and artisans,. 
encountered widespread criticism, varying in the in-· 
teni-ity of hostility. There were an11nated debates in 
the Legislative Council and it required all the skill and 
cap~tcity of the Finance Member to pilot the bills 
through the rocks and shoals of opposition to the port . 
of success. The protests proceeded both from the in· 
side and the outside the legislature, and the discus
sion:, were of special interest in as much as they 
related to the innovation of a broad-bottomed scheme of 
direct taxatkm of different classes of the community •.. 
It w:1s a radical measure of financial reform which 
touched the people at various points and iuvol¥ed the 
~tting in motion of a complicated machinery of tax 
a:-~essment and collection. The novel scheme of 
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-taxation invaded vested . interests, attacked popular 
-prejudices, threatened vexatious interference with the 
-private lives of the people, extended to agricultural 
incomes, small and large, and did not exempt even 
the petty artisan and rayot from its incidence while it 

. also brought the big Bengal Zamindar into its net. It 
-took the British public more than two generations to be 
· reconciled to the direct taxation of incomes, and it was 
· after a prolonged struggle in which tne pens and the 
tongues of 8CVeral persons had been constantly en
gaged that the income tax became a permanent feature 
<>f the fiscal system of Great Britain. The idea of 

, direct taxation to be imposed for the purpose of mr:et
ing recurring deficit~; and of placing Indian finances 

. on a satisfactory basis, did not, however, originate 
with 1\Ir. Wilson. The question had been long debated 

. and schemes of direct taxation had been elaborately 
· canvassed. A bill for the licensing of trades and pro
. Cessions was aclually introduced into the Legislative 
·Council in Augui:it, 1859 and was discussed at length. 
!he measure encountered a strong gale of criticism 
and its further progress was arrested by the difficul
ties it met ·w-ith and by the appointment of 1\Ir.Wilson 
whose hands it was thought unfair to fetter with 
schemes of fiscal reform to accomplish which he was 
specially coming out. As the above bill evoked a full 
discussion of the theory and the practice connected 

-with direct taxation inlndiaandraised the whole ques
. tion of the position and the prospects of the finances 
-of the country, some time before the arrival of Mr. 
Wilson in this country, a brief account of that mea· 

:"Sure will not fail to be instructiYe nt this stage. 
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The idea of seeking new sources of revenue~ 
for meeting the heavy expenditure which was caused 
by the Mutiny, was some time in the air, and the ground .. 
was being carefully explored by Government. In a 
minute written in June, 1859, by Mr. Martin Gubbins,. 
an officer of the N. W. Provinces, the possibilities of 
as many as twelve different taxes were examined ;. 
and an enumeration of these will give an idea of 
the extent of the field that was sought to be covered •. 
The taxes considered were :-an income tax upon: 
bankers or sah\lkars as. distinguished from traders,. 
calculated on their capital or profits; a succession 
duty on landed proprietors, muafeedars and other 
classes; an excise duty on tobacco; an increased. 
duty on salt; a duty of 2 annas per maund on all 
grain; a tax on fish or fisheries to be farmed out; a · 
license duty on all trades and professions; and lastly,. 
a house tax. All these taxes simultaneously or as 
many of them as possible, were to be levied. The
tax on bankers, traders and shopkeepers, it was ex
pected, would be shifted on to the consumers, and 
numerous well-to-do classes that could not be reach
ed otherwise, were to be made to pay taxes to Gov
ernment through taxes on their articles of consump
tion, Merchants and banias were thus to be made 
the excisemen of the Government. This tax: would. 
have the advantage of being very productive as it 
would require little additional establishment to col· 
lect it. It was likewise a tax which the merchants, 
and otherf'l were in the habit of paying under the old 
Indian governments. The opposition of the classes.. 
affected by the tax, which was inevitable, 11 will yield 



·7g D~\WN OF :\IODERN Fi:::-.'ANCE 

·to nothing but a conviction that we are resolved to 
--carry out the measure, even at the point of the 
bayonet." The 86 leading banking and trading 
firms of the city of Agra were calculated to give nbout 
one lakh of rupees and taking the yield of the assess
ments on traders, shopkeepers &c. in that city and 
·the district at half a lakh, the 26 district of theN. W .. 
Provinces would produce no less than 39 lakhs in all. 
The succession duty was to be a concommitant of 
·the license duty and was to be levied on landlords 
and capitalists. Many wealthy persons who were 
not subjected to the license tax were to be reached 
·by the succession duty. 

1\Ir. Harington framed a bill for licensing trades 
..and professions and moved its first reading in the 
Legislative Council on 13th August, 1859. It divided 
-assessees to the tax into ten classes paying Rs. 2 to 
Rs. 2,000 annually. In making the motion he ex
-plained why the measure had become necessary and 
tried to answer the objections which had been raised 
or were likely to be raised against it. The license 
that traders and others were to be required to take 
out on payment of a fixed sum, was obviously intend
ed to augment the revenue of Government and was 
not required for police purposes or for the conveni
ence of the public. The urgent need of the movement 
was to find suitable means for . equalising the income 
and expenditure of the State. Every effort was being 
made to reduce expenditure, both military and civil, 
but the requirements of efficiency dictated that re
trenchment and economy could not be carried beyond 
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a certain limit with safety. Then as regards attempts 
to increase the sources of income, customs duties OJ} 

imports and exports had been only recently raised. 
This measure was calculated to put heavier charges 
upon the European community and showed that in 
imposing additional burdens Government had begun 
with their own countrymen. Among other taxes sug· 
gested, Government deliberately refrained from taking 
up an income tax and a succession duty on the 
ground that they would prove extremely Yexatious 
and harrassing and repugnant to the feelings of the 
people, especially as regards personal property; and 
as to land, the legality of the tax in Bengal was ques
tioned and the lrmd revenue elsewhere could be raised 
at each revision settlement, if that was found neces
sary and equitable. The house tax and the tobacco 
duty required further investigation, and salt and 
stamp duties were already being considered with a 
view to their enhancement. 

One important consideration in favour of the 
proposed tax was that 11 in so far as native trad~rs 
were concerned, it introduced no new principle but 
merely revived one of their own modes of taxation. 
In Bengal all traders were taxed under the head of 
41 sayer", and when the sayer duties were abolished, , 
it was presumed, Government reserved to itself the 
right to revive the tax upon traders at any time. In 
Madras Presidency a similar tax known as the Moh
turfa was at that very moment in existence and 
yielded about 12 lakhs a year. But the mode of its 
asses5ment· and collection ~p.s extremely unsatis-
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factory. If the proposed bill 'Was passed, that ta~ 
could be abolished. The moderation of the incidence 
of the tax: was calculated to free the measure from 
those objectional features, such as vexatious inquiries. 
into the circumstances and profits of every trader and 
professional man, which were associated with the 
income tax. As Adam Smith had stated, a consider
able degree of irregularity might be supported in a 
light tax while in a heavy one, it was altogether 
intolerable. The man who would be called upon to 
pay the tax, would transfer it to his customer, and a~ 
it would be spread over the whole population in 
proportion to their expenditure, it would be scarcelr 
telt. The rich man would not mind it; the poor man 
would have to pay very little. 

In the course of the debate in the Legislative 
Council, some of the members, as indicated above~ 
indignantly protested against the piecemeal fashion 
in which Government were dealing with the question 
of fisCal reform by nibbling at new taxes and the half· 
hearted manner in which they supplied information 
regarding the true state of the finances and their in· 
tention relating to taxes other than those actually 
proposed. Strong exception was likewise taken to 
the exemption of salaried officials and landholders 
from the scope of the tax. On the motion to read the 
bill a second time, the announcement was indeed 
made on behalf of Government that it had always 
been its intention to cause a deduction to be made 
from all official salaries by ~a percentage which would 
be 3 per cent. as in England, the salaries protected by 



ON THE ANVIL 81 

Parliamentary statute alone being excepted. AR Sir 
Charles Jackson observed, his objection was not to an 
income tax but to an Act which affected certain class
es of income and not others. He remarked that 
whatever name might be given to the tax, whether an 
income tax or a license duty, it was in fact, nothing 
more or less than an income tax of 3 per cent. on 
certain trades and professions. The serious defect 
of the tax was that it exempted incomes derived from 
land, interest derived from Government securities, 
statutable salaries, and all incomes derive:! from 
rents of houses. 

The concessions granted and the amendments 
made in the bill by Government to meet public 
wishes, did not go far to satisfy the people, and pro
tests from \'arious parts of the country poured in on 
the legislature. Petitions and protests went up from 
Calcutta, Bombay, Madras and Poona, and they took 
up the same ground substantially as has been above 
indicated. The position will be made clear by the 
following extract from one of the petitions:-" The 
bill, as it originally stood, applied only to trades and 
professions, and for which it established a scale of 
licenses varying in ten classes, from two thousand 
rupees the highest, to two rupees in the lowest, per 
annum; and no rule was laid down to guide the Col· 
leeton in classifying the taxable individuals; in other 
words, the Collectors had to decide who should pay 
two rupees, who two thoueand rupees, or any inter. 
mediate sum. Your petitioners find that in the 
amended copy of tho bill the classes are increased 
from ten to seventeen, and the scale is raised up to 

6 
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five thousand rupees, and the principle of applying 
the tax as an income tax is introduced into the bill. 
Your petitioners refer to the new clause by which the 
Collector is required to class his taxables in such a 
manner that the sum to be paid for the license shall 
approximate as nearly as may be to three percent. on 
their annual profits or gains by trades and professions. 
Moreover, an income tax of three per cent. on official 
incomes is introduced in the bill for all civil servants 
of Government and military officers in staff employ 
whose incomes amount to one hundred rupees per 
month, and which said tax is to be deducted from 
their pay bills." The petition went on to object to 
the exemptions of certain classes which were still 
retained as invidious and repugnant to all sound prin
ciples of taxation and ended with the demand that 
if necessary the bill should be replaced by a project 
of taxation which shall press equally on all incomes, 
howsoever derived, of a proper taxable amount, and 
on all classes of people." Mr. Harington's bill was 
not proceeded with after it had made some progress, 
and the reasons for this were, in his own words :
"Shortly after this, the probability of the appointment 
of the Right Honorable gentleman (Mr. James Wilson) 
to be member of the Council of the Governor General 
of India became known to the Government of this 
·country,and from the time the appointment was made, 
he ( Mr. Harington) felt that it must rest with the 
Right Honorable the Governor General and the other 
members of the Government, to determine upon the 
course which it would be proper to pursue in respect 
to the bill brought in by him, and that thenceforth 
the matter was taken out of his hands." 
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The criticisms with whichMr.Harington's bill had 
been riddled in and outside the legislature, were calcu· 
lated to warn and guide Mr. Wilson's path when he set 
out to tackle the problem of financial reconstruction 
and reform. Various objections had been raised against 
the scheme of taxation which had to be abandoned. By 
fiome the very necessity of levying additional taxation 
was called in question, and England was asked to make 
good Indian deficits which had been caused by her 
policy and under her management. Others thought 
that the proposed tax was inopportune, invidious and 
unju~t on account of the inequalities it created in the 
contributions of classes and individuals. The bill 
was thus attacked on the ground of principle as well 
ns on that of the details of its assessment and collec
tion. Some would indeed have preferred an income 
tax on the British model to a partial measure like 
the one proposed. In any case, Mr. Wilson had to 
prepare for a cross fire of objection and criticism un
less he could man:1ge to do without fresh taxation 
~1.ltogether. 



CHAPTER V. 

THE INCOME TAX. 

·we may now assume that with the Government 
the question of the possibility of rehabilitating the 
finances of India with the help of mere retrenchment 
and economy and without the imposition of fresh 
taxation, was no longer open. What was open to. 
discussion were the details regarding the assessment 
and collection of the taxes it was proposed to levy on 
incomes and on trades and professions. Government 
h..'ld persuaded itself into the firm conviction that it 
would be a grave dereliction of duty on its part if it 
a:low.:,; the finances of the countr§ to drift on to a 
disaster in the face of the certainty that civil expendi
ture was bound to grow, that with the necessity of 
having to maintain a reduced but efficient Indian and 
European force and police, the military expenditure 
could not be very much cut down and that the addi· 
tiona! interest charge of two million sterling a year
the cost of the Mutiny-would be a permanent burden 
upon the exchequer for many years to come. The dura
tion of the Income tax was to be limited to five year& 
because Government believed that the revenues of the 
State would show a sufficient improvement during 
that time and the new system of annual budgets, 
estimates, issues and audit which had been just 
inaugurated, would have enough scope to show 
substantial results by the check they were calculated 
to have upon every branch of public expenditure. 



THE INCOME TAX 85 

The imperative necessity of additional taxation 
ence assumed, it had to be demonstrated that the 
income tax and the license duties which had been 
proposed, were the most suitable forms of taxation 
and that there was no alternative scheme of raising 
public revenue that could be adopted. Transit and 
towns customs duties had been by some suggested as 
substitutes as being more in unison with ancient 
customs. But they were rejected on the ground that 
they put barriers and impediments in the way of 
commerce and communication which facilitated 
material, moral and social development. A succession 
duty also could not be acceptable because it was 
more objectionable than the income tax owing to its 
inquisitorial and harrassing nature. If the duty 
applied only to land and real property, it would 
aggravate the most glaring defect of the existing tax 
system which drew so disproportionately from the 
land; and if it applied to personal property also, it 
was equally objectionable because, as Mr. Wilson put 
it ,the "difficulty of assessing the hidden wealth of rich 
natives to a succession duty would be enormous 
aggravation of that of assessing annual income. " A· 
succession duty had been recently tried in England and 
had, even in that country, failed. In 185 3 1\Ir. Wilson 
was partly responsible for a succession tax imposed by 
Mr. Gladstone as one of the means of repealing the 
Income tax, but it proved unproductive. Town duties 
would, besides, fall almost exclusively on Indians and 
the succession duty would likewise have to be borne 
by Indians, Europeans eilcaping scot free. These taxes 
thus violated the import.'lnt principle of equality of 
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incidence of taxation upon all classes alike. The
Income tax, on the other hand, Mr. Wilson contend-

-=ed, would have to be paid by all and stri~tly ill··· 
... _accordance with the means of each. The property 

of the poor was entirely spared; modest incomes 
were to be taxed sparingly and large incomes freely. 

The opponents of the two proposed taxes, object
ed to them chiefly on the ground of their novelty and 
their unsuitableness to Indian conditions as also of 
the apprehension that they would be obnoxious to the 
sentiment of the people. Their champions, on the 
other hand, maintained that the taxes were perfectly 
in consonance with Indian feeling and in keeping 
with the practices and the traditions of the country. 
}fr. Wilson had made minute inquiries into the fiscal 
systems of the indigenous rulers and in his budget 
speech, had quoted Manu and Kalidas in support or 
his proposals and the theory underlying them. He 
had, therefore, behind him the authority not only of 
the ancient law-givers of India but that of the actual 
practice followed by the rulers of the country in 
recent times and by the princes and chiefs of his own 
time. A careful examination of the evidence afforded 
by ancient Indian literature would leave no doubt 
on one's mind that Mr. Wilson was right, so far as 
his argument went, and contemporary evid~nce also 
was calculated to lead one to the same conclusion. 

The ancient Hindu law-givers in prescribing the 
duties of the king and of the different classes of the 
community, have stated what the ruler is entitled to 
take from his subjects for the protection he gives them. 
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They ha"'e obviously crystalised in the form of rules 
or injunctions the practices that prevailed in their time; 
and we can dec uce from them the principles which 
animated the Indian fiscal system of olden days. 
~Ianu, for instance, whose laws were quoted by l\Ir. 
Wilson, says :-11 After (due) consideration the king 
shall always fix in his realm the duties and taxes in 
such a manner that both he himself and the man who 
doe~ the work receive (their due reward)"' VII, 12 8. 
It is here expected that tbe tax, while it should be 
sufficiently productive to the king, should leave to 
the tax-payer a just reward of his labour. Manu goes 
on to lay down:-" As the leech, the calf and the bee 
take their food little by little even so must the king 
dmw from his realm moderate annual tax:es"2-VII, 
129. The king is here enjoined to extract from his' 
people the subsistence he requires in a way that will 
not be felt oppressive by them. He is not to 11 cut up 

1 

hiil own root (by levying no taxes), nor the root of 
other (men) by excessive greed; for by cutting up his 
own root (or theirs) he makes himself or them wretch
ed"'-VII, 139. It is in the interest both of the king, 
and the subjects that the taxes should be moderate. 
Taxes were to be paid by tmders, cultivators, artisans 
and even labourer:;, the latter paying in the shape of 

1 '-f.nm~um~~arrq 1 
rr<f!~~n'{~~~--~~~~ ,,( u 

2 '-f<.li?41"'411:;w:m:i ~ ~~: 1 

~ 'J'frn~ ~tqli\1$11~$: ~:II '-' H\ II 

3 ;i't~Jrq\~ti+1o?l ~ ~~ ~IRi'IWitll I 

!T~~t:Rl ~ ciT~ lfil~l! II '-' , ; \ II 
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their manual services' VII, 138. Traders were to 
pay duties subject to allowances for certain charges 
they had to incur• VII, 127. The king was to take 
41 a fiftieth part of (the increments on) cattle and gold, 
and the eighth,~ sixth and twelfth part of the crops ".• 
VII, 130. As will be seen from the. extracts from com
mentaries given in the footnote, in assessing the tax 
on land produce, the situation of fields, the quality of 
the soil and the labour of cultivation were to be duly 
taken into consideration. The ruler was likewise to 
take the sixth part of trees, meat, honey, clarified but
ter, perfumes, (medical herbs) substances used for 
flavouring food, flowers, roots and fruit ':7 VII, 131. 
Leaves, grass, objects made of cane, .skins, earthen 
ves8els and articles made of stone were similarly to be 
taxed.8 VII, 132. 
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The law-giver Gautama is brief and explicit in his 
rules on thiH subject. The king must live, according 
to him, on the surplus that remains after the defence 
from external enemies and internal peace and order are 
provided for so that he ought not to apply an unduly 
large portion of the revenue of his realm to his personal 
expenses. Cultivators pay to the king a tax amount
ing to one-tenth, one-eighth or one-sixth of the produce. 
There is also a tax on cattle and gold to the extent of one 
fiftieth of the stock. The seller of merchandise is to 
pay one twentieth as duty. Articles like roots, flowers, 
grass &c. are also subject to taxation. In return the 
king must perform his duty of protecting the taxpay
ers, and he must pay particular attention to the 
collection of the taxes, so that there may be no leak
age and no oppression at the hands of the tax-gather· 
ers :-(X, 24-30.) 

The above quoted injunctions leave no doubt on 
one's mind that the ancient tax system was com
prehensive, and levied a toll upon all classes of the 
community alike and amply bear out the truth of the 
argument of Mr. Wilson referred to. There was an 
equitable distribution of the burden of the expenditure 
of the ruler among cultivators ofland, traders, artisans 
and labourers, and no class of society escaped except 
the" shrotriya" or the learned Brahmin whQm it was 
a sin to touch, and the blind and the maim. Almost 
all the canons of taxation which are approved by 
modern economists, are clearly reflected in the rules 
of the Hindu law-givers. Every subject is expected by 
them to contribute to the expenses of the state, as far 
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as possible, an equal share of his wealth. Economic 
life was, in those days, and has been till recently~· 
very simple in India, and therefore, the tax system 
was also very simple. Taxes were paid in kind, and 
in the form of services, and in this way the king be
came entitled to receive fro~ all classes of his subjects 
a share of whatever they produced or earned. It was 
not difficult to apply roughly the principles of equity 
and equality in the assessment of the taxes. The 
theory of faculty or ability was, so to say, unconsciously 
put into operation and equality of sacrifice was not 
difficult to get at. Land has been in India the princi
pal source of the wealth of the people, and naturally 
it has had to m:.tke the largest contribution to the 
exchequer of the state. But the trader and the ' 
craftsman had likewise to pay their quota to the 
public treasury. Every effort was made to take into
account the cost of the production of wealth to the 
taxpayer, so that his net income might be taxed. Adam 
Smith's canons of taxation relating to convenience, it 
was easy to follow owing to the simple methods of 
wealth production, the cultivators and others paying 
a well-defined share of the output of their labour when 
and as they produced different forms of wealth. The 
ca. non about econemy in the assessment and collection 
of the taxes was observed by a due attention to ho· 
nesty, trustworthiness and efficiency on the part of the 
officers of the king. When the king was in financial 
straits, he was entitled to take, as an extraordinary 
measure, a larger share of the wealth of the people to 
tide over the diificulty. Manu says that the king who 
in timeil of distress ta~.:es even the fourth part of the 
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crops of the cultirator, is free from guilt, if he pro
tects his subjects to the best of his ability. In such. 
exceptional circumstances he may take from Vaishyas 
one eighth as the tax on grain, one twentieth on the 
profits of gold and cattle ; and shudras, artisans and 
mechanics are expected to help him by doing work 
for him (X, 118-120 ). 

It is not for a moment suggested here that all the
above excellent fiscal rules were strictly followed by· 
all rulers and at all times. There must certainly have 
been exceptions, and often fiscal oppression 'too. But 
the comprehensive system of taxation described above· 
was the one that was generally approved in India, 

·and it was such as to appeal to our sense of justice 
and fairness, and as conformed to modern canons of 
taxation. How universally these fiscal principles 
were accepted, may be seen from the fact that they· 
are found to have been endorsed by Hindu writers 
on the nrt of administration, statecraft and sociology 
like Chanakya and the author of Shukraniti and that 
they were acted upon by Indian rulers, Hindu and 
~1ehomedan alike. This system of taxation continued 
to prevail in India till under British rule, a change in 
the political, social and economic conditions neces· 
sitated :1 substantial modification of the whole. In 
the cour~c of the inquiries which Government made 
into the indigenous system of taxation and the practi
cability of introducing direct taxation of incomes of 
trader:;, b:\nkers and nrtisan~, it found that that form of 
t:H~ition Wa3 very common in the country, and that 
as a matter of fact, in parts of Madras, the "Visabadi" 
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1ax was being collected on the profits of trade ( in the 
Ceded Districts) and the "Mohturfa" was being levied 
-on the profits of persons exercising manual arts and 
·professions. Several revenue officers of the Madras 
.Presidency who were consulted as to the manner in 
-which the people were likely to receive the tax 
-proposed to be levied on trades and professions in 
1859, reported strongly in favour of the measure • 

. A few extracts from their reports will be found 
interesting. 

One officer stated :-uA tax on the profits of 
-trades and professions is undoubtedly sound in prin· 
-ciple, and being in its nature familiar to the people 
of this country, it would be more acceptable generally 
and therefore more expedient, than taxation in some 
-other form, foreign to their habits and customs, and 
·consequently distasteful as an innovation. I believe 
the Visabadi tax of the Ceded Districts to be as cheer
fully paid as any tax could be and that. its extension 
·to other districts would cause less dissatisfaction than 
·the levy of an impost, more perfect in theory, but to 
which the people are unaccustomed." This officer 

·thought that the strongest objection to the existing 
-~taxes was the fact that they pressed on the petty trader 
'and the struggling artisan while the goxernment allowed 
the rich to go free. He, therefore, preferred the new 

-tax as in every way superior in as much as it would 
reach the wealthy and exempt the large body of the 

·industrial classes whose profits only sufficed for a bare 
.subsistence. Another officer wrote :-11The Visabadi 
.:()f the Ceded Districts was assessed, in the aggregate, 
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on the principle of 10 per cent. on the profits of 
trade, and the sum to be paid by each individual was. 
settled by the body of merchants aided by the Govern· 
ment officers." Many other officers wrote in the 
same strain, and the burden of their reports was 
that the proposed tax would have no novelty about it 
from the point of view of the people, who understood 
that form of taxation very well and were not likely to 
complain if it were to be extended. 

Similar evidence was quoted from Bombay and 
other provinces to show that the view expressed by 
:o;ome to the effect that Mr. Wilson's scheme of taxation 
wafi entirely "on the English model", that the taxes he 
proposed were utterly unsuited to India, and that his 
p1an embraced the 11 introduction" into India of direc 
t:n::ation as if it were a perfect novelty, "calculated to 
arouse all the Natives' latent feelings of opposition", 
were wrong and misleading. In one of his minutea 
replying to the official and non-official criticisms of the 
new taxes, Sir H. B. E. Frere observed:-" It seems to 
be forgotten that upto 1834-36 taxes on incomes ,. 
trades and professions were levied almost universally 
throughout British India under various names, and 
that they were then abolished in parts of Bengal and 
throughout the l'\orth-Western Provinces and Bombay,. 
not because they were in theory bad taxes, but because 
they were so unfairlr asses!led and unequally levied, 
that it was difficult to reform them in their then existing 
Rhape. Many able men then advocated their retention, 
after a thorough reform; but they were not then needed.'' 
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Sir H. Frere then went on to point out how in 
the ~ative States the direct taxes were levied as of old 
..and remarked:-" Moreover, the universal practice of 
=a well-governed Native State, in e:-..iricating itself from 
financial difficulties, caused by war or famine, by past 
-extravagance, or present demand for more than the 
.current income will afford is, mutatis mutandis, strikingly 
Jn accordance with what is now proposed for alllndin.." 
He then soared on the wings of fancy and imagined l\Ir. 
Wilson, the Pradhan, as it were, representing to his 
.Raja the absolute neceRsity oflevying an extraordinary 
tax upon all classes of the people. The king having 
discussed the matter in his durhar and having a scheme 
<lrawn up, the subjects are presuaded to consent to pay 
:the sums to which they are assessed by themselYes for 
1neeting a temporary emergency. This was a fine 
fancy, but the dreamer failed to take account of the 
fact that the realities of the situation of the administra
tion of the British Government, did not answer to the 
flights of his imagination. The Indian legislature was 
not an Indian durbar; a mockery as it was, there was 
-not a single Indian on it, landlord, trader or profes
sional man. It did not discuss the financial situation 
in the presence of the British king and did not assent 
·to the taxation proposals of his Pradhan. 

It is perfectly true that under the indigenous 
·system of finance, which had come down to the British 
-period of Indian history, practically in an unaltered 
form, taxation was all-pervading, and the Mahratta gov
ernment, for example, was no exception to the rule. In 
his Introduction to the Peshwas' Diaries, ~4r. Ranarle 
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gives an account of the financial system of the 
Mahratta government, and it amply bears out the 
truth of the above statement. Mr. Elphinstone, in his 
Report on the Territories conquered from the Peshwa, 
likewise mentions numerous taxes such as the Moh
turfa tax on stalls at markets and fairs, a tax on potter~· 
earth, a house tu:, a tax on weights and measures 
{levied from traders), a tax on marriages, a buffalo tax, 
and taxes levied on sellers of hides, charcoal, ghee, 
ropes etc., in kind. Mr. Elphinstone did not propose to 
abolish these taxes with the exception of a few that 
were regarded as most objectionable. Sir H. Frere 
stated that he found more than 60 separate and distinct 
taxes of the nature described above still levied in Poena 
City alone, when he was directed to inquire into them 
in 1836. This only demonstrates that· the traditional 
system of Indian finance had undergone no change 
1ong after the introduction of British rule into that 
part of the country. 

It is, ho\\ever, possible to endorse only partially 
the view expressed by Sir. H. Frere on the acceptability 
of the taxes on income, and arts, trades and professions, 
as follows: 11 Altogether I doubt'' says he, "whether 
there is any part of India ·where an income tax and 
taxes on arts, trades and professions are as much a 
novelty as the income tax \Vas in England when re,iv
ed by Sir Robert Peel; certainly there is none where 
such taxes are as new to the people as the income tax 
was in England, when first proposed by Pitt as a 
regular part of his financial system". It may be stated 
here that the British financial system \rae not more 
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or less unlike that of India before the end of the eigh .. 
teenth century. That system rested upon a multiplicity 
of petty taxes on expenditure, as direct taxation was 
looked on,with disfavour and indirect taxes alone were 
regarded as just and suitable. Pitt had long to be 
content, even after the war with revolutionary France· 
had taken a serious turn, with the so-called 'assessed' 
taxes, and it was only when the struggle threatened 
to assume a dangerous form, from the financial point 
of view, that he framed his scheme of an income tax. 
It was undoubtedly a novel tax as instead of being 
levied on expenditure, it was imposed on the entire 
income of the individual. It aroused great hostility and 
was tolerated only as an evil of temporary duration. 
The tax was repealed in 1802 and was reimposed 
next year on th~ reopening of hostilities. It was 
dropped in 1816 to be revived in 1842 by Sir Robert 
Peel. The tax was regarded, right up to 1874, as a 
temporary makeweight of finance, but for one reason 
or another it could not be abandoned and became a 
permanent feature of the British tax system. 

A tax on incomes distinguished in four different 
schedules as proposed by Mr. Wilson, was undoubted· 
ly a novelty in India and was not a common impost, 
as Sir H. Frere sought to make out, with which the 
people were familiar. It was as a dire necessity that 
Pitt had ventured to levy it in England. And Peel 
was, for several years, opposed to it before he was 
driven to revive it in 1842. India did not certainly 
stand in the same ' awful predicament in 1860 as 
England did in 1799 or in 1803. There was again 
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a smaller chance of the success of an income tax: in 
this country than in England. The fact that the 
Indian people were familiar in certain parts of the 
country with a tax on the profits of traders and on 
the products of the labour of artisans, should not have 
led the Government of India to look upon an income 
tax generally as a desirable and a practicable impost. 
But Mr. Wilson appears to have his mind full of English 
experiences and ideas and he attempted to copy the 
policy of Peel. His scheme of taxation and the argu• 
menta with which it was supported, bear a close re
semblance to those of that British statesman. ''It will 
be remembered", says Mr. J, F. Rees,• 11 that Peel 
wished to revive the income tax: not only to meet the 
deficit but to undertake extensive fiscal reforms, 
which he hoped would lead to greater prosperity, that 
is, it was to wipe out the old deficit and to provide 
against the emergence of a new one as an immediate 
result of the simplification of the tariff". Mr. Wilson 
lowered the tariff to achieve a freer trade; he was 
anxious not only to wipe out the current deficit but 
to provide a surplus that would prove serviceable 
for various material improvements. With a popula-' 
tion less than one twelfth of British India, England 
paid to its Government in the way of a tax: on in
comes, in the very £rst year of its imposition, six: 
times more than India did in 1860-61. 

Mr. Wilson's income tax may be said to have had 
at least the merit of being a bold effort to introduce 

• "A ahort fiscal an4 financial hiatory of Englo.nd." 
7 
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into this country the British system of direct taxation 
though the conditions necessary for success were 
wanting in it. But the revival of the tax on arts, 
trades and professions had little in its favour. That 
.and other similar taxes had been abolished as vaxati• 
.ous without being productive years before Mr. Wil
son's time, and it could hardly be called a fiscal 
Ieform to take out of the taxational armoury a relic 
.of a bygone, barbarous age. In fact, it very soon 
proved to be a useless fiscal weapon, and had to be 
thrown aside. The two taxes were objectionable on 
very important grounds. A tax is not a suitabte tax 
unless its productivity is a sufficient set-off against 
the harrassment and hardship it is calculated to cause 
to the people. The game is ·not worth the candle 
if a tax while causing a maximum of trouble to the 
public, produces a minimum of amount compared 
to what is required. The tax on incomes, and particu .. 
larly the license duty, was seriously open to this 
objection. The first was perhaps good in theory, and 
the second, it may be admitted, was: in consonance 
with the practice of indigenous governments and the 
tentiments of the people. But both violated some 
of the very fundamental principles of taxation. The 
idea that the moneyed classes and others who escaped 
the burden of taxation which in justice they ought to 
bear in common with the small cultivators and other 
bumbler members of the community, should be made 
to contribute their proper share towards the expenses 
o( Government, may be heartily supported. But the 
pertinent question was, were the proposed taxes suita-
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ble irom the point of view of practicability and were 
they free from the grave defects which must be 
avoided by wise statesmen and administrators? 1\Ir. 
Wilson did not realise what many of his contempor
aries pointed out and what his successors experienced, 
Tiz. that the taxes would not yield sufficient revenue 
to justify the trouble and the discontent they would 
-cause to every one concerned. The result, therefore, 
was that the tax on arts, trades and professions, 
though it was passed by the legislature after a 
prolonged discussion, was never levied and the Act 
in connection with it was repealed shortly after its 
enactment. 

The Income Tax Act was too complicated for 
the people to understand and too difficult for the 
officials to work. It had to be amended within a few 
weeks of its enactment, and the question of its radical 
alteration or repeal bad to be seriously considered 
by the Government. The reports of the district offi. 
cers were more or less optimistic and took a favourable 
Yiew of the position and the prospects of the Tax. 
Still a closer observation did not fail to drive the con
viction to the mind that the tax bad, on the whole, 
failed. Some of the otlicers themselves who had to do 
with the assessment and collection of the tax, made no 
secret of their opinion about the unsuitableness of the 
new impost and their experience of the working of 
the measure more than confirmed the apprehensions 
of its critics. :.\Ir. j. Gibbs, Special Commissioner 
for Income Tax, BombJ.y, for example, reported that 
th=re could hardly be a single officer of those engag .. 
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ed in carrying out the Income Tax Act who must not 
have felt from the very first and been confirmed in 
his views as the work proceeded, that the Act as pass ... 
ed, however fitted it might be for Europeans, was 
wholly unsuited to the people of this country. He 
stated that it was impossible to make the details of the. 
Act intelligible to tra community who from their ante· 
cedents, their intellectual and moral status, and their 
personal feelings, utterly unable to comprehend the 
principles on which such a system of taxation is 
based." The Income Tax: in England had been charac
terised as a "most immoral" tax:, and if that was so. 
in England, what was to be expected of a similar 
impost in this country with ignorance, apathy and 
fraud in league against it? 

Mr. Laing, Mr. Wilson's successor in the office of 
the Finance Minister, was driven to the same conclu· 
sion. He very bluntly said in his speech on the finan
cial statement that the Income Tax had proved a failure. 
He saw that the tax: was evaded on a large scale and that 
there was a lot of discontent against it amongst people 
subjected to it. In a minute of his regarding a proposal 
to amend the Act, he stated it as a conclusion he was 
constrained to draw from the returns submitted to 
Government, that he had no faith in the increased pro. 
ductiveness of the tax in future years. He quite 
frankly admitted that it was a great and just principle 
that "the capital and trade of India, as well as her 
land, shall contribute, in a fair proportion, awards 
the support of the State" and that it was a principle 
from which no Government could recede. He like-
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wise made it plain tnat as regards incomes, which are 
fixed and certain, and can be ascertained without 
prying into people's private affairs, there is no fairer 
mode. of applying it than by a percentage on the 
amount of income. The remedy he, therefore, propos· 
ed was to commute the Income Tax under Schedules 
1 and 2 on trades and land amounting to£ l,OOO,OOOor 
£ 1,2000,000 a year into fixed payments by classes, 
under a system of Licenses-in fact reverting to Mr. 
Harington's bill supplemented by an Income Tax, 
declaring the general principle, and extending it to 
the salaried and other classes, not comprised in the 
latter's original bill. 

The Government saw the force of the contention 
of Mr. Laing but was not prepared immediately to adopt 
his scheme on the ground that great as mig~t be the 
evils of the existing tax:, the evils of a fresh resettle
ment of the whole question would be far greater. It 
proceeded to pas~ the License bill with the omission 
of the c1auses imposing a separate duty on tobacco, 
and that article was left to the local Governments to 
be dealt with by them according to the peculiar cir
cumstances of each province. The Income Tax Act 
was, however, amended so as to allow of the continua
tion of the assessments, which had been already 
effected and were regarded as satisfactory, for a period 
of twelve months so as to save people from harrass· 
ment and the is;:;ue of fresh notices. Government 
was also empowered to extend the provisions of the 
Act tQ all or any of the years subsequent to the year 
ending on 31st july, 1862, during which the Act II of 
1860 should remain in force. 
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It will cause no little surprise that in moving for 
leave to bring in a bill to repeal Act XVIII of 1861 
(for imposing a duty an arts, trades and dealings) Mr .. 
Laing laid stress on the fact that in deciding to repeal 
the Act, Government had been influenced by no mis
givings as to the soundness of the principle on which 
the tax was based or as to the perfect facility of col· 
lecting it without opposition. Not a whisper of op·· 
position to the tax, he went on to say, had reached 
Government who believed that the tax·was a "perfectly 
legitimate way of raising revenue whenever additional 
revenue is indispensably required." The Viceroy, 
Lord Canning, also stated that "in no quarter had 
there been any indication of soreness or irritation at 
the imposition of this tax." But the fact waR not 
gainsaid that the license tax would have to be collect· 
ed from four or five millions of the humbler classes of 
artizans, mechanics and petty tradets in order to 
produce about half a million of revenue, and that,. 
therefore, it was not worth the while of the Government 
to cause to so many poor and ignorant people trouble· 
and annoyance with occasional injustice inseparable: 
from the collection of such a tax. 

It is a very curious circumstance that the disputa
tion which raged round the question of the taxes on. 
incomes in India ran on lines almost similar to those 
followed by the great controversy which convulsed 
England during more than the first half of the last 
century, regarding the Income Tax. • The Indian 

• Read Seligman's interesting account of tihe struggle roun4 
the En~llsh Income Tax in hi• work "The Income TaL" 
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legislature did not, of course, possess any power over 
£seal matters; nor had education of the public made 
any progress which could have enabled them to safe
guard their interests and agitate for or against the 
measures of Government. Such views as were ex
pressed, however, in England and in this country, 
appear like echoes of the sentiments ventilated and 
arguments adduced in the press and the Parliament 
and in numerous pamphlets in England on the ques
tion of the income tax. In the House of Commons 
itself the Indian income tax was both attacked as an 
odiouR impost and defended as a necessary contribu
tion justly levied upon classes which had no legitimate 
grievance against that State demand. In his speech 
in the House of Commons on 13th August, 1860, for 
instance, Mr. D. Seymour said that "Mr. Wilson's 
taxation would inaugurate a new era for India of the 
greatest possible importance. It was somewhat 
similar to that which commenced with our glorious 
Revolution, at which time the bulk of our taxation was 
raised by the land tax. Since then personalty had 
enormously increased and the taxes had been gradual
ly placed on that branch of wealth. The same princi
ple was being introduced in India, by Mr. Wilson and 
he (Mr. Seymour) believed that the people of that 
Empire were sufficiently enlightened to see that it 
would be to their lasting advantage and interest." 
Another member, Colonel Sykes, on the other hand, 
remarked in July 1861 that the um.judged income tax 
had yielded 50 per cent. less than its estimated pro
duce, and its operation reaching down to persons 
haYing only£ 20 a year, and living from hand to 
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mouth, it had led to frightful oppression in numerous 
instances." · 

The great merit of Mr. Wilson's scheme of the 
taxation of incomes lay in the fact that it led the way 
in fiscal reform by Rhowing the possibility of tapping 
new sources of State revenue according to modem 
approved principles which had not yet been fully or 
generally accepted even in such an advanced country 
as England. It was a temporary measure adopted to 
serve a definite purpose, as in England, and though 
the experiment was more or less a failure, at the time, 
it was capable of renewal under more favourable cir
cumstances. In fact, the income tax had to be reim
posed a few years later, and it bas steadily undergone 
various improvements and has become an indispensable 
part of the Indian financial system and a very produc· 
tive one too. In view of the fact that the mercantile 
and other classes, European and Indian, who wished to 
evade their fiscal responsibilities, did not want their 
profits to be subjected to direct taxation and long 
continued to resist tb.e attempts of Government to touch 
them, one can not doubt the necessity, the justice and 
the reasonableness of a tax on incomes in this coun· 
try, and no sympathy need be wasted on the clamours 
and the wails of those wealthy people. 

From what we have said above regarding the tra· 
~itional indigenous system of taxation described by 
writers on law and administration in India, and pre-
_valent in the country for two thousand years, it will 
have become clear that direct taxation and the taxa
tion of profits of traders and of the product of the 
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labour of artisans, have been quite common with the 
people. There were direct as well as indirect taxes 
and taxes on property, produce and income. Agricul
ture being the predominant industry of the country, 
it was but natural that the land tax should be the most 
productive and the universal source of the revenue of 
the rulers; but it was supplemented by taxes on other 
forms of wealth. The evolution of taxation has been, 
all the world over, from property to produc~ and from 
produce to income as the best indication and measure 
Of ability to contribute to the expenses of government. 
Incomes have likewise been --graduated and differen~ 
tiated for purposes of the income tax, and various 
exemptions and allowances have been conceded in 
recent times. The revenue from land has been the 
principal direct tax on produce in this country though 
it is the cu&tom with many to call it a rent and com
fort themselves and others that India is the most 
lightly taxed country in the world. It operates also as 
a tax. on agricultural incomes, though looked at in this 
light, it is comparatively a heavy impost. The non~ 
agricultural classes ungrudgingly paid the taxes levied 
on them, as landlords, traders and artisans, all alike, 
believed it to be their duty to contribute to the 
Ueasury of the government. 

Taxation sy~tems have, in all countries, develop· 
ed by the sille of and in consonance with the economic, 
political and social evolution of their peoples •. Though 
they have had many common features, the systems 
were bound to vary according to the peculiar conditions 
of each country. The general property tax had, in 
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England, in the eighteenth century, shrunk to negligi .. 
ble proportions before the customs and the excises. 
Personalty which it had been intended to tax along 
with real property, escaped practically altogether and 
the burden of the tax fell almost exclusively on land. 
A similar state of things existed in India at the time 
1\Ir. Wilson attempted to tackle the problem of fiscal 
reform. He did indeed take every care to see that 
harrassment of the public was minimised. Exemptions 
and allowances were granted with this view and the 
CO-Operation of panchayats was sought in making as· 
sessments. Each person liable to the tax: was asked 
to furnish an unsworn statement of his approximate 
income, and appeals were allowed to the Collector. 
But the minimum allowed to go untaxed was put too 
low at Rs. 200, and the general rate of 4 per cent. was 
rather too high. The novelty, the complexity and the 
irritating and demoralizing character of the tax, were, 
however, the most serious objections to the impost in 
India whose people were hardly reconciled to foreign 
rule and had only recently gone through the excite• 
ment and the dangers of the Mutiny. 

These last considerations did not receive at the 
hands of Mr. Wilson and the Government the careful 
attention they merited. Sir Bartle Frere who was by 
no means prejudiced against the income tax and 
whose opinion was not that of an ignorant or an in
terested person, was constrained to make the follow
ing observations regarding the working of that tax :
''But though I can not consider it as a financial 
failure, there can not be question that whatever its 
financial results, its effect in a great majority of cases 
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is far more demoralizing than it is in England, where · 
as we well know, this inevitable tendency of all 
direct taxation of incomes forms one of the prominent. 
objections to this mighty engine of finance. MoreoYer
the political tendency, if I may so call it, of the in-· 
come tax, is not what can be desired. The demand 
on a great multitude of people ill-acquainted with the 
objects and usages of our government, in requiring· 
them to tax themselves, by stating the amount or
income on which they sre to be assessed, was more 
calculated to pl:Szzle and irritate them than to recon- · 
cile them to a new impost." For these and other 
reasons he would have liked to see substituted for the· 
machinery of the income tax the more simple and 
intellig1ble expedient of a license tax "which without 
previous direct inquiry tells a man what he is to pay· 
and leaves him, if he can, to prove that he ought to be 
placed in the lower class and be assessed at a lower 
rate." But having advanced very far in the way of a 
modern income tax, tlus sort of overhauling of the 
whole system set up was thought to be undesirable as 
well as impracticable, and there the matter rested for· 
the time. Steps were only taken to introduce what, 
improvements it was possible to devise, into the-. 
machinery of the income tax as it had been created._ 



CHAPTER VI 

EQUILIBRIU!\I ATTAll\~D. 

The high hopes which Mr. Wilson himself sincere-
] y cherished and with which he attempted to inspire 
other people, about the success of the great scheme 
.of financial reform he had initiated, were not destined 
to be realized. He was himself removed by the 
cruel hand of death before he could secure sufficient 
e"fidence to guage the effects of his schemes of 
reform, and his responsibility was shouldered by :Mr. 
Samuel Laing. The prospective deficit for 1860-61, 
amounting to£ 6! million, Mr. Wilson had proposed 
to meet partly by new taxes, partly by reductions 
and partly by a draft on the cash balances. The 
actual deficit was £ 6,678,000 aud was covered by 
Tesorting to the last of the three expedients, the 
balances being reduced from£ 19,600,000 on 30th April, 
1860, to£ 14,500,00on 30th April, 1861. Ofthetwonew 

-taxes proposed by Mr. Wilson, the Income Tax alone had 
been passed by this time, but it was passed late in the 
-year so that the exchequer could realize only£ 803,550 
"from it. In Mr. Laing's opinion, the yield of the two 
taxes, put doWll at£ 2} million, the Income Tax contri
buting £ 1 t million and the Licence Tax £ 1 million, 
had been O'\"erestimated and his own calculation was 
that they 11hould gi'\"e £ 1,400,000 and £ 600,000 res-

:pectively or £ 2 million together. To add to this, 
instead of a reduction of expenditure amounting to 
.£ 1)700,000 as estimated by Mr. Wilson, there was a 
~.5light positive increase. The result of it all was 
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that the country was confronteJ with the prospect of 
an excess of expenditure over revenue to the tun6" 
of £ 5t million, of an alarming reduction in the 
cash balances and of the urgent necessity of borrowing_ 
for capital outlay on railways. 

A gloomy prospect indeed I And it was Mr .. 
Laing's task to put a new complexion upon the 
situation and to estabilish an equilibrium between 
revenu~ and expenditure. The chief means on which. 
he relied for success in this undertaking, was reduc
tion of expenditure on the Army. • It was to amount. 
to £ 3,600,000. In April 1857, let us remind the 
reader, the Army consisted of 45,522 European and 
2,66,852 Native troops costing about£ 12 million in 
India and £ lt million in England. In 1858-59,. 
owing to the Mutiny, the cost increased by about. 
£ 11 million. Next year the expenditure was reduced 
to£ 201 million and in 1860-61 to£ 18 million. The 
latter figure exceeded the pre-Mutiny expenditure by· 
£ Si million. To wipe out the excess, Government. 
proceeded, with the advice of the Military Finance 
Commission, to make drastic reductions in the strength· 
of the Army, and the number of Native troops was' 
brought down from 2,84,000 in 1859 to about 1,40,000 
men, and the military police to the extent of 60,000 mea 

• Mr. Laing had a distinguished career aa a member of' 
Parliament a_nd as a Treasury and Board of Trade official in E ng• 
land. Btfore lc~aving for India be is reported to hau aeked Lord 
Palmeraton if peace could be expected to continue ao aa to make. 
a reduction of the Army possible in India. His Lordahip i1 •'a&• 
ed to hue replied :-•'It is difficuh &o rely on the man at the• 
Tuilleriu. B~.:t go forward w1th reduction and retrenchment", 
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-was likewise disbanded. No material change, was 
·]>reposed in the case of the European force. The 
.:Policy of Army reduction was expected to result.in 
· economy in expenditure of about £ 3i million. The 
:Home Charges on the military had been very slightly 
Teduced from£ 2! million in 1860-61 to£ 2t million 
.in 1861-62. 

The growing military expenditure of India 
~and the unfair financial burden thrown upon the 
. shoulders of this country on that account, have been 
:.a subject of a bitter and well-founded complaint on 
:the part of Indian leaders for years together. Mr. 
·Laing recognised that the officers and men belonging 
to Indian regiments in Depot in England are as much 
a reserve for England as for India, and he contended 

··that in as much as in an emergency, these troops 
would be available for the defence of England it was 

, not fair that India should be made to pay the whole 
-~ost of the Reserve Establishments in that country. 
'The day is past' he said, 'when England can con• 
· sider India as a sort of a milch cow on whom to draw 
for a little here and a little there, in order to round 
.. an English budget, or ease an English estimate', He 
-pleaded for strict and impartial justice in all money 
matters between England and India. Curiously enough, 
this appeal to strict justice was apparently not for the 
sake of justice or solely for India's benefit but largely for 
the safety of the £100 million of British investments in 

-this country and for the prospect oflndia providing Eng· 
Jand larger supplies of raw materials and the best market 
:in the world for British manufactures I India spent 
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£ 1 million a year on . a Navy that assured no effec
·tive protection, and Mr. Laing was anxious to reduce 
the amount on the clear understanding that in the 
event of a naval war India must trust to Britannia 
to rule the seas. 

The Finance Member stated that he was not 
unmindful of the urgency and possibility of economy 
in civil expenditure and instanced police reform as in 
a case in point. He observed that the system of 
budget estimates which had been introduced, had 
already afforded him means of checking in detail 
expenditure on several minor departments and he 
felt assured that it would prove more and more an 
efficient instrument for checking extravagance and 
enforcing economy. They were times of the civil 
struggle of the American states over the question of 
slave labour and it was a question for India whether 
she would be able it make up the deficiency of cotton 
from America and assume a predominant role in cotton 
production and export. 1\Ir. Laing believed that 
private enterprise alone could decide this issue but 
Government had certain duties to perform and that it 
was not neglecting them. It could press forward the ' 
construction of roads, dispense impartial justice under 
contracts and encourage independent English enter
prise by every means consistent with justice and 
the equal rights of Indians. Besides the development 
of communications, the construction of canals would 
be promoted because as Colonel Cotton had remarked, 
'water is gold in India': nay, it is more than gold: it 
is life. 
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The net result of all the dispositions proposec.. 
by the Finance Member, would be a total expendi· 
ture of£ 41 t millions in 1861-62 as compared with 
£ 45, 154 449 in 1860-61, a reduction of£ 3i million. 
With regard to revenue there were two or three import-· 
ant points in Mr. Laing's speech on the financial state
ment. In the first place, he was an out and out free trader 
and was anxious to remove all duties which had a 
protective tendency, or to impose a countervailing ex
cise corresponding to the customs duty. Had it not 
been for the considerable loss of revenue that would be 
involved, he would have reduced at once from 10 to 5 
per cent. the duty on piece goods and other articles 
and had to content himself with cutting down the 
import duty on yarn. People were building mills and 
importing machinery on the strength of the high duty,. 
and he would not like them to compete with Manches
ter on unequal terms, with the support of a duty which, 
according to him, could not be maintained for a couple 
of years. Secondly, it was proposed to increase the 
duty on salt at different rates in the different provinces, 
and it was maintained that the increase of duty had not 
-checked and would not check consumption. Thirdly,. 
Mr. Laing affirmed that the Income Tax had proved au 
utter failure. The principle underlying it was sound 
but in practice the tax was unworkable owing to the diffi· 
culty of reaching small and uncertain incomes; and it 
had a demoralizing effect because it held out a premium 
to fraud. The License Tax too which he held in 
reserve, by itself, would prove unproductive; and to 
raise even £ 600,000 by it, the tax-gatherer must be 
11>ent to 4,000,000 doors and it must affect 20,000,000 
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of the population. In Mr. Laing's opinion the License 
Tax must be combined with a suitably amended Income 
Tax so that the united measure would not be felt as a 
sort of oppression and a burden. He further express· 
ed the view that the difference between the guarranteed 
interest on railways, which amounted to £ 1 ,800,000, 
and the net receipts from opened railways, viz. £5 50,000, 
was chargeable to capital but he was prepared to 
provide for it as current expenditure. People thus 
continued to be taxed for the railways which are now 
a dearly purchased asset of the nation. 

In spite of the saving effected by his economy 
and increased revenue he was able to secure, Mr. 
Laing had still a small deficit to face. The revenue 
for 1861-62 was expected to be £ 41·2 million as 
compared with£ 39·2 million for the preceding year. 
The expenditure without railway interest would amount 
to 40·2 million and with it to £ 41·5 million. In the 
latter case, there was a deficit of£ t million. To meet 
the deficit, the Government of India would have to deny 
to the local Governments the additional half a million 
it proposed to allow them for useful public works. But, 
in view of the great importance of irrigation and 
improved communications, instead of curtailing the 
Imperial allotment, the Government of India would say 
to Local Governments, 11take what we are able to give 
you and for the residue take certain powers of local 
tax.:1tion and raise it yourself." Here is the germ of 
deccntralizn.tion of Indian finance, a problem which 
has exercised the wits of the Government of India for 
over two generations and about which improve .. 

8 
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ments have been persistently pressed by Indian 
leaders. The problem could be finally solved only under 
the post-war constitutional reforms. And even the 
scheme of the separation of Provincial and Central 
finance adopted last year, has failed to give satisfac
tion and will have soon to be modified. Provincial Go. 
vernments have chafed under the severe restraints im
posed on them by the Supreme Government, whose domi
nation repressed the emergence of a sense of responsi
bility in the Provinces and discouraged every desire 
on their part to economise and to improve. Mr. Laing 
clearly perceived the serious drawback of the centralized 
system of finance and was anxious to remedy it. He 
observed :-11It has long been a standing complaint 
with other Presidencie~ and Provinces, that they were 
deprived of their fair share of self-government, and 
kept in a state of galling and humiliating dependence 
on the bureaux of Calcutta. Well, Sir, the power of 
the purse is the ultimate power, and so long as 
local Governments· are absolutely subservient to Cal
cutta in .financial matters, it is evident that they can 
have no real independence. But if, without sacrific· 
ing in any way the unity of the Empire and Imperial 
control in Imperial matters, we give them local Budgets 
their position is altered. We propose to give them not 
only powers of local taxation but possibly to credit 
them with a liberal share of reductions of expenditure 
which they may be able to make on the Estimates of 
the Gene!al Budget." 

The idea which was developed and put in opera
tion ten years later, was that each Province was to have 
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a local budget and the local Government was to be 
endowed with the power of levying taxation in a way 
that would not interfere with Imperial taxation so 
that each Government would have a direct interest in 
economy and would also come to occupy a position of 
dignity and a small measure of independence. The 
scheme was also calculated to foster the growth of 
municipal institutions and of the spirit of local 
self-help and self-guidance which is at the bottom 
of a nation's greatness. It is worthy of note here 
that these high principles about India's political and 
economic development have been propounded by 
Government's spokesmen time after time for years to
gether and have formed the subject of the perorations 
of budget and other speeches, but that progress towards 
the goal has been irritatingly and unaccountably slow. 
Practice in this regard has been little in accord with pro
fessions. Mr. Laing remarked:-" India is not altogether 
devoid of that spirit of self-government which charact· 
erises the Anglo-Saxon. In her village communities 
and her panchayats, we find traces which may remind 
us that Hindu, as well as Englishman or T euton, 
are descended from a common stock of Aryan ances
tors." He sa'v the Yision • of an Indian nation train· 

• "You may say that this is a vision, and 1his much is certain, 
Sir, that neither you nor I will live to see it fully realised; but I 
reply that it is something for a Governmeni to have a policy, and 
a high and distinct, though distant aim, and I think I may safely 
uy that this is an aim in which every enlightened Hiwdu and 
Mussulman, as well as every enlightened Englishman, may cord· 
Ially uuite with us and join ua in praying in the words of the in· 
spired Psalmidt, "that our worka may be so done in truth and 
equity, u to stand fast for ever and ever".-Budget Speech. 
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ed to self-Government by western influences set in 
motion by British rule by foreign trade, by Euglish 
education and by Britich enterprise. The mission 
has taken inordinately long to materialize, and full 
s~lf-government for the Indian nation is still a goal 
to be reached in the future. 

What with reduction of expenditure, especially on 
the Army, with the additional taxes imposed and with 
the normal increase in revenue, deficits in the Indian 
budget became, for the time being, a thing of the past. 
Financial estimates had so often been falsified and hopes 
of surpluses disappointed that a decided improvement 
which took place in the situation in 1861-62 was 
received in England witn incredulity and astonish
ment. But it was an accomplished fact. • The 
system of accounts relating to India was not yet 
being worked to the entire satisfaction of the officials 
concerned but every test to which the financial 
p~sition was subjected, ~revealed the buoyancy 
of revenue and the success of the policy of 
restricting expenditure within the limits imposed 
apon it. Deducting from the total expenditure, 
charges which were not open to revision such as 
interest on debt, we find. that the balance of aggregate 
military, naval and civil expenditure amounted to 

• 11The deficit was £ 5,862,718. We have met£ 3,589,750 of 
it by reductioDJ, £ 2,008,864 by improved revenue and £ 500,00 
by transfer to local budg~:~ts. Therefore, I have a. clear surplus 
of£ 239,896 of income over expenditure including in my expendi
ture, £ 1,300,000 on account of Railway interest, which is pro
perly chargeable to capitaL"-Mr. Samuel Laing's budget epeeoh, 
April27, 186L 
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~~·3 million in 1860-61 and to£ 24·2 million in 1861-
6Z, thus showing an improvement of£ 5 million in a 
single year. This saving was largely due to the 
reduction of military expenditure which .was carried 
out as follows;-

1859-60 

1860-61 

1861-62 

Military Expenditure 

••• 20-9 millions. 

15·8 , 
12·8 , 

It had been proposed to tnnsfer half a million 
to local budgets for Public Works and to ask 
local Governments to raise the amount by provin· 
cial taxation. But this plan was not carried out for 
the reason that under the Councils Act of 1862, the 
Proyinces were given local Legislative Councils, and it 
was felt that it would have been improper to antici
pate their action in a matter peculiarly their own. 
In. his financial statement for 1862-63, Mr. Laing 
repeated his conviction that material and moral pro
gress as well as efficient administration required that 
local objects must be financed by local taxation. He 
said:-" It is of the first importance to break through 
the habit of keeping every thing in dependence on 
Calcntta, and to teach people not to look to the 
Government for things which they can do far better 
themselves." It was in entire accord with this prin
ciple not to impose local taxation by an Imperial fiat 
but to leave each Government with the aid of its own 
Legislative Council to work out the problem in its 
own way, subject only to an Imperial control. Accord· 
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ingly, the half million which was to have been raised 
by local taxation was provided by the Imperial Go
vernment and a small special grant was made for 
4 cotton roads,' that is roads which were calculated 
to facilitate the transport and the export of raw 
<:otton. Notwithstanding an increased outlay on 
opium production and Public Works, of£ lt million, 
and the remission of the License Tax which had been 
approved by the legislature but which, owing to ad
ministrative and other difficulties, was not actually 
levied, there was a substantial surplus of about three 
quarters of a million at the close of 1861-62, chiefly 
owing to an increase in revenue of£ 11- million over 
the budget estimate. 

That the natural growth of revenue accompani
ed by a reduction of military expenditure, enabled 
the Finance Member to establish equilibrium between 
t'tle two sides of his account and even to provide a 
surplus, was clear from the financial position which 
was reached in 1862-63. Mr. Laing found himself in 
the happry position of having at his disposal a sur· 
plus of£ li million to distribute among useful objects 
and of having to consider whether a part of the 
amount should be utilized for the remission of taxa· 
tion. The reduction of the Native Armed Force 
continued apace and it was now brought down to 
125,000, and the European Army also was reduced to 
the established strength. We cannot but refer in 
passing to the practise of the British Chancellor of 
the Exchequer unnecessarily to saddle India with mili~ 
tary burdens which should have been borne by Eng· 
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land and to the remonstrance which, though mild under 
the circumstances, the Indian Finance Member had to 
pronounce against this selfishness and injustice. Mr. 
Laing was prepared to let by genes be by genes 
and to overlook the unjustifiable delay which had taken 
place in reducing the strength of European troops 
intended for India and held in England, but felt con· 
strained to record an emphatic protect against the 
practice 'so pleasing to an English Chancellor of the 
Exchequer and so displeasing to an Indian one of 
keeping 10,000 or 15,000 add1tional soldiers in Eng· 
land at the charge of India' and that too at a time 
when Indian finances were in a critical position. 

Besides military expenditure there are a number 
of important features of Indian finance which demand 
the careful attention of the student. There is the 
outlay on railways and the guaranteed interest paid on 
railway capital out of revenue year after year. Then 
there is the expenditure on other public works and 
on ameliorat1ve services, education, medical relief 
and so forth. On the revenue side, opium, the tax on 
incomes and import duties occupied an important place. 
The existence of the salt tax, especially the high rate 
of the duty, was a weak point in the financial system. 
A well-devised tax on incomes was bound to come 
tp the future though the e:dsthlg impost was going to 
b!' laid on the shelf. The Indian Finance Member 
would not and could not think of a protective tariff 
and India had to adopt free trade as its fiscal policy. 
The question of financial decentralization had like
wi~e come to the fore and called for solution and 
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those relating to a tt permanent settlement" and of 
a gold currency were being seriously debated. As 
history of Indian finance is reviewed from stage to 
stage we must keep our eyes fixed upon the above 
points as they involve principles of great significance 
and affect the economic qevelopment of the coun· 
try. Out of a surplus of £ 1·4 million available to 
him for disposal for 1862-63, Mr. Laing proposed to 
give£ 146,453 more than in the preceding year to 
Education, Scince and Art so as to bring the grant for 
these objects up to £ 500,000. He felt satisfied that 
this grant was quite liberal in view of the fact that it 
was more than what England spent on education ten 
years before and was, in 1862, in a larger proportion 
to our total expenditure than the English grant was 
at the time to that of England. He frankly admitted, 
at the same time, that the grant was small when com· 
pared with the magnitude of the field which had to 
be reclaimed from ignorance. The Imperial grant 
for public works wa!\ likewise liberal and absorbed 
£ 380,000 out of the surplus, leaving £ 903,880 for 
disposal. Should it be used for remission of taxation? 
Could the prospects of finance stand it? 

The opium revenue of India has been the subject 
lllf a lively discussion for generations, both in its moral 
and financial aspects, and its instability and uncertainty 
have exercised the minds of Finance Members. The 
people of every country use some stimulants and the 
State derives considerable revenue from a tax on their 
manufacture or sale. Europe consumes alcohol, 
China consumes opium. The Chinese demanded In• 
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dian opium as an article of superier quality and were. 
prepared to pay for it. Under these circumstances, 
there was nothing wrong in the Indian Government 
deriving revenue from an article which commandeci 
a large and certain sale in China. Viewing the matter: 
carefully and dispassionately, Mr. Laing felt convinced> 
that" the existing revenue is not more precarious than. 
any other revenue depending on a widely diffused 
artificial taste among a vast population." The security 
of the opium revenue being thus established, the next. 
question to answer was if with the other sources of' 
Government's income, the general financial system was 
so rescileant and so reliable that the country could tide 
with ease over any temporary disturbance that might 
arise at any time. The Finance Member entertained 
no misgivings on this score and took an optim1stic. 
vtew of the future of Indian finance. The total re
venue of India in 1862-63 was £43·5 millions; ten 
years previously it was £ 29·2 million. This meant_ 
an increase of£ 14! million in ten years. Leaving 
out of account the inc:rease due to opium, new taxes 11-nd 
acquisition of territory, amounting to£ 7! millions, we 
luvethe balance of£ 7 million in ten years or£ 700,000 
a year, which was due to the elasticity of existing re-· 
venue such as land, abkari and salt. The material 
development wbich was going on in the country was 
calculated to improve the finances still further, and in 
view of the large expenditure annually incurred on. 
public works, which was a kind of a sinking fund ad· 
mirably invet~ted, it would not have been a right policy 
to budget for an additional cash s~rplus against re-
':BOte contingencies. If unfortunately some unfore-
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'seen crisis caused increased expenditure, there were 
sources of revenue in reserve that could be drawn 
upon. In the first place, there was a cash balance of 
. £ 17 million while only £ 7 million would suffice to 
carry on the ordinary business of Government. If 
driven to additional taxation, Government could raiP.e 
the required funds by means of a tax on incomes or an 
enhanced duty on salt or imports, and the optional 
expenditure on public works of £ 2 million a year 

-could be temporarily suspended. * 
A strong case having bcen made out in favour of 

remission of taxation, it followed as a matter of course 
·that the taxes to be reduced or abandoned altogether 
must be those which had been proposed to meet the 
financial crisis of a few yea!s ago. And they were 
the income-tax, the license-tax and the enhanced cus
·tomes duties on manufactured goods. Of these, the 
license-tax, which would have affected 50 lakhs of In
,{Han traders, artisans and mechanics, and with their 
families a population of 2 crores, was abandoned after 
it had been imposed by law. As to the remaining two 

--taxes, the income-tax produced £ 1,800,000 a year and 
·could not be sacrificed and the only alternative that 
.remained was to reduce from 10 to 5 per cent. the 
duty on imported piece goods at the cost of about 
half a million. There were some who held that the 

• Mr. Laing stated in his budget speech that he had eatablish.; 
-ed two propositions:- (1) that 1 we have a 1urplus for the ensuing 
·_year, viz.1362-63, of£ 903,814 after allowing for additional grants 
for Public Works and Education and (2) that there i• nothing in 
the general circumstances of I nil ian finanoe which should make 

-119 hesitate to use this surplus for purposes of remis~ion," 
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higher rate of customs duty should be retained as a 
part of the regular financial system of India, and among 
them was the Lieutenant Governor of Bengal. Mr.· 
Laing opposed four arguments against that proposal. 
(1) India was a part of the British Empire and Eng
land did not exact any tribute from her greatest de
pendency. Apart from moral and political considera
tions, the extension of -commerce was 'the most direct 
and palpable advantage derived by England from the 
pos.session of India.' And no revenue ought to be 
collected in India which interfered injuriously with 
the trade between the two countries and which press· 
ed unduly upon English manufacturing interests. 
(2) The proposal militated against the principle offree 
trade, and though anxious to see manufactures grow 
up in India, Government did not want to confer on 
Indian manufacturers 1 the fatal boon of a temporary 
and precarious protection,' (3) The poor population 
of India required cheap clothing while a ten per cent. 
import duty au English cotton cloth would raise its 
price to the consumer, and (4) The export trade of 
India on which the prosperity of the country so much 
depended, depended itself on the import trade, and 
anything which interfered with the exports, must 
affect injuriously the economic condition of the pea· 
ple. For these reasons Government decided to re
duce the import duties on piece goods and yarns to 
the old rates of 5 and 3i per cent. respective} y. 
Duties upon beer and tobacco were likewise re
duced. 

It llljy be recollected that the License Tax Act 
had not bc~n put into operation, and it must be noted 
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that by special temporary legislation, the assess
ment under the Income Tax were continued for 
one year. The Income Tax had been imposed as a 
temporary measure for a period of five years, and 
Government was determined to keep faith with the 
people by not prolonging it. The financial prospects 
were favourable to the success of this policy. It was,. 
therefore, decided to renew for the nert three years. 
the temporary Act of 1861 dispensing with further re
turns and inquiries about incomes, and to take the first 
year's assessment for the remainder of the quinquen
nial period. What was more important was the 
relief it was proposed to give to the poorer classes
who had to pay a vexatious tax upon their small 
incomes. This relief was required for administra· 
tive as well as financial and economic reasons as 
may be seen from the interesting fact that the 
number of persons who paid at the lower rate of 2 
per cent. on incomes between 200 and 500 rupees a 
year, was nearly two-thirds of all those who paid the 
tax while the amount they paid wa::~ not above one· 
fifth of the total proceeds of the tax. • These people 
were to be altogether exempted from the payment 
of the income tax and Government rejected the alter· 
native which had been suggested viz. to substitute for 
a total repeal of the 2 per cent. tax a partial relief to 
all income tax payers by a reduction from 4 to 3 per 
cent. in the rate of the payment. The Finance 
Member very properly deprecated the desire to esc11pe 

• "In other words, tetween 500,000 and 6,00,000 persons are 
&axed to produce a gross revenue of not more than£ 350,000"
llr. Laing. 
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taxation shown by the educated and the wealthy 
classes and the dog in the manger attitude adopted by 
them. Mr. Laing was very anxious to convert the 
income tax whose drawbacks had become palpable 
to all, into a licence tax: on the model of Mr. Haring· 
ton's bill and also to hand it over to local Govern
ments to manage it according to their circumstances 
and for their own local requirements. He welcomed 
a proposal made by the Government of Bombay in 
this behalf and to the above effect and discovered a 
i::Onsuming desire to relax control over provincial 
finance with a view to confer on the local govern
ments power and responsibilities of managing their own 
affairs. The Finance Member could not, however, 
<io much in that direction at the time. It is signifi .. 
cant that he had to read a homily to educated gentle
men like the great majority of the official and non
<>fficial Europeans in. India again tit the "ignorant 
impatience of taxtion" exhibited by them in pressing 
Government to relieve them of the burden of the 
income tax, in the face of the assurance that the tax 
would be allowed to drop as promised on the expiry 
-of the period of five years originally fixed. 

A serious difference of opinion arose between the 
Government of India and the Secretary of State for 
lndia regarding the manner in which the accounts for 
the year 1860-61 had been made up and the estimates 
for the next two years were presented. Sir Charles 
'Yood animadverted rather warmly upon the conduct 
of the Indian Government and of Mr. Laing in parti
cular, in his capacity of Finance Member, in overriding 
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the express instructions conveyed to them and the 
practice established by long usage, regarding the de
biting of certain charges and the crediting of specific 
items of revenue to India's account. He stated :-"If, 
for example, as is undoubtedly the case in the state· 
ments for the last year or two, items are omitted from 
the charge which were invariably included before, and 
items set down as revenue which were never so placed 
previously: and if these· two proceedings are contem
poraneous, it is obvious that a statement so framed is 
productive of a result utterly dissimilar from that 
shown in former years, without any change of circum
stances, and gives a flourishing view of finance as 
compared with previous accounts, which is not founded 
on the real facts of the case. Without going into the 
details of the controversy, we may state that Mr. 
Laing's surplus for 1861-62 estimated at £239,896 
was converted, by the corrected calculations of the 
Secretary of State, into a deficit of£ 5·95,513 and the 
actual result was a deficit of only£ 150,628, which 
Sir Charles Trevelyan hoped was "the last of the long 
series of Indian deficits." The small estimated sur
plus of the next year was similarly converted into a 
deficit but it turned out to be a substantial surplus of 
about a million. • 

Sir Charles described the financial year 1862-63 
as one opening a 11new era." The days of deficits 
had passed. Indian revenues displayed a buoyancy 
which had never been suspected. Equilibrium bet
ween revenue and expenditure had been attained 
and a surplus had been secured not-wi+l}-standing 
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remissions of taxation. Those who had maintain~ 
that Mr. Wilson's scheme of additional taxation was
uncalled for and that with reasonable efforts at 
economy, natural increase of revenue would suffice for 
balancing the ordinary revenue and expenditure, were 
completely vindicated. Even Sir C. Wood recalled in 
the House of Commons in his speech on the financial 
~tatement for 1863-64 what he had said in 1859 viz. 
that 11by judicious economy we might in two or three 
years bring about an equilibrium between revenue and 
expenditure." He attributed the increase which had 
taken place in the revenue to the general improve
ment and growing prosperity of the people. Due 
credit was given to the Government of India for the 
reduction of expenditure which had been steadily 
effected by it. Financial equilibrium had been reach
ed, however, in spite of the generous expenditure 
which was being incurred for public works and other
means of material improvement. Sir C. E. Trevelyan 
told the Legislative Council that the Indian Govern
ment was able, owing to the satisfactory state of the 
finances, to curry out the instructions of the Secretary 
of State to spend a large amount of money on the 
improvement of roads subsidiary to the railways, 
without drawing upon the cash balances though he 
had asked them to use those funds for the purpose .. 
GoYcrnmcnt could thus accomplisp the object without 
dep~uting from the good old rule of Englif'h finance 
that the who~e of the expenditnre of the year should 
be proviJeJ for out of the ways and means raised 
within the year. The exhibition of a surplus, he said 
in the words of Lord Elgin, 11 tangible, palpable and 
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incontroYertible" at the then turning point of Indian 
'finance wa~ a matter of great public importance and 
he appro'\"ed and followed the fiscal ma:rim tbat "our 
available capital is to be employed in e:rtinguishing 
'Permanent charges upon re'\"enue, and eYery demand 
.of the year is to be met, as heretofore, from the sur
plus o'\"er revenue." 

The position with regard to the revenue and ex-
1'enditure of Government was greatly impro'"ed in the 
.:ourse of only a few years after :Mr. Wilson's famous 
budget, and the following statement will show how, 
by the year 1864-65, annual surpluses had become the 
.order of the day:-

Revenues and Receipts 

1861-62 
( Actuals) 
1862-63 
{ Actuals) 
1863-64 
(Budget) 
1863-64 

£ 

43,829,472 

45,143,752 

44,971,200 

{Rgular Estimate) 44,753,500 
1864-65 

Expenditure 
£ 

43,880,100 

43,316,407 

44,490,425 

44,721,971 

(Budget ) 46,163,870 45,3W,582 
The steady increase of revenue is exhihited in 

the following statement:-
1858-59 
1859-60 
1860-61 
1861-62 
1862-63 ... ... ... 

£ 36,060,788 
:£ 39,705,822 
:£ 42,903,234 
£ 43,529,472 
£ 45,143,752 



CHAPTER VII 

THEN AND NOW. 

The story related in the preceding Chapters, of the 
rehabilitation and reform of Indian finance after the 
Mutiny, is calcutated to raise in the reader's mind the 
questions, ''Has it any bearing on the present financial 
situation in India?" 11Has it any lessons to teach us?" 
It would be idle to pretend that Indian finances are 
in a satisfactory state or that they do not require any 
serious consideration and may be safely left to adjust 
themselves to tile conditions as they develop. Vast 
changes of a political, economic and social nature 
h•we taken place in the country since the days of Mr. 
Wilson and Sir C. Trevelyan, and Indian problems 
have a:ssumed dimensions that could not have been 
dreamt of sixty years ago. India's foreign and inter
n~!l trade, her currency and exchange, her banking 
and public debt, her railways and industries, her 
labour and prices, her financial organization, central 
and provincial, and her machinery of popular financial 
control, have all changed in size, quantity and com
plexity. The Mutiny, though an event of extremely 
dangerous possibilities for India at the time, waE, in 

9 
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its effects, a mild sensation when compared to the 
great world war through which we have just passed. 
British rule in India was certainly challenged by the 
Mutiny, and the connection of this country with Eng
land was threatened by it. But it was, after all, only 
a domestic trouble whose heavy cost had indeed to be 
made good and whose recurrence was to be rendered 
impossible. The recent war, on the other hand, has 
convulsed the whole world and has reacted on the 
political, economic and the financial condition of 
India on an unprecedented scale. 

The Indian Finance Member of to-day has cer
tainly not to do the work of a pioneer which Mr. James 
Wilson had 1 o perform. He is not called upon to sail 
on an uncharted ocean. The work which his prede
cessors have done and the experience which they have 
accumulated, as also the progress the country has 
achieved, are calculated to guide and assist him. But 
the immensity and the complexity of the task that 
confronts him, are none the less factors which render 
the financial position at least as difficult as it appeared 
to Mr. Wilson. If the material resources of India have 
grown and with them the strength and the elasticity 
of her finances, the country"s needs have expanded 
in a larger proportion, and the economic dislocation, 
the aftermath of the world war, which has paralized 
the industries, trade, exchanges and finances of almost 
all countries, has had a g~avely depressing effect 
upon the situation in India. Even a superficial view 
of some of the financial and other statistics of to-day 
and of sisty years ago, will yield a striking contrast:-
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1858-59 1920-21 

Rel'enue 33,80,00,000 194·,54,26,000 
(Budget) 

Expenditur~ 48,50,70,000 205,74,15,000 
Deficit 14,70,10,000 12,93,26,00C 
Income T}lx 19,48,094 21,06,80,000 
(Budget,l86l-62) (including ancars) 

Imports (Mer- 21136,64,4793 335,51,00,000 
chandise) 

Imports (Treasure) 12,70,11,249 - 2,56,00,000(Net) 
Exports (~!erchan- 26,98,91,003 256,36,00,0,00 

dise) 
Exports (Treasure) 64,10,062 
Railway Revenue - 1,300,000 4,53,87,000 Net 

(1861-62) Profit(Revised Esti.) 
Military Expendi- 24,75,00,000 74,36,79,000 · Re· 

ture 
IntereBt on Debt 

(1 ~61-62) 
Pa~cr Currency 

Js:;ue (1863) 

vised Estimate 
3,56,71,000 11,65,11,000 Ex-

clusive of railway debt. 
5,11,00,009 174,52,45,960 

The above figures will, at best, give an inade- 1 

qu~lte ide:1. of the relative fim.ncia1 and economic 
po:;ition of the country in those different years. 
Danking :md paper currency were in their in
fancy i':1 the time of Wilson and Laing, and they 
haYc m:1de gig~mtic strides since then. The currency 
problem was mere child's play in those days, and the 
cxcliat:.;·~, thou~h it was a disturbing clement even at 
that ti:.11~, did not give :anything like a hundredth 
part o' the trouble it is causing to-day. Railway 
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mileage has grown enormously and the financing and 
management of those public works are raising ques
tions the difficulty of which is many times greater. 
Military expenditure is six times greater than it was 
before the Mutiny and three times larger than in the 
worst days of that calamity. Sir C. Trevelyan com-
J)lained of the extraordinarily large increase which had 
taken place in the prices of food grains in 1863 and the 
rise in wages which had occurred. Prices and wages. 
are to day 100 to 300 per cent. higher than they were 
sixty years ago. The Commissioner of Police in 
Bombay reported to his Government in January, 1864, 
a year of unusually high prices and wages, that "the 
common labourer of Bombay, and a Callassie of ordi
nary ability in the Harbour in whom intelligence is 
not generally deemed to be a desideratum, is able, 
I beg to state, to earn daily, the former from 6 to 7 
annas a day or more than Rs. 11 per mensem, and 
the latter 8 annas a day, or Rs. 15 per mensem". A 
comparison of these figures with those representing 
the corresponding wages of to-day will be instructive. 
The public debt of India, permanent and floating, 
which Mr. Wilson had to tackle was a mere bagatelle 
before the burden that is embarrassing the Finance 
Member at the present moment. 

Mr. Wilson had regarded it as one of his princi· 
pal duties to put an end to the chronic deficit which 
threatened to persist, and to create a permanent 
surplus. The deficits during the recent War were on 
a larger scale and were equally pertinacious. The 
Army eipenditure was at a very high level and in· 
creased cost of living necessitated larger salaries and 
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enh!lnced charges of the general administration. Thi! 
was more or less a permanent increase in the cost 
of establishments, and the salaries of the higher posts 
under the Government were put on an enhanced 
scale. The low-paid servants of the State ·legitimate· 
ly claimed a revision of their pays and they had in 
most cases to be met though tardily and insufficiently. 
A comparison of the expenditure on the heads 11Direct 
demands on the revenue'' and "salaries and expenses 
of civil departments" in the current year with what 
it was before the War, will show what an enormous 
increase has taken place in this respect alone. The 
two heads taken together were responsible for £ 27 
million of expenditure in 1913-14; in the revised 
estimates for 1920-21, that expenditure is put down 
at Rs. 67 crores and is still on the increase. Making 
due allowance for the altered value of the rupee, 
we find that the increase is one of about 60 per cent. 
The increase in military expenditure is also a huge 
one, the amount for 1921-22 being Rs. 66·3 crores as 
against £ 21·2 million in 1913-14. 

It seems impossible that the civil and military ex· 
penditure should be brought down to the pre-war figure 
though it was possible to reduce at least the expenditure 
on tn~ Army during a few years after the suppression 
of th~ Mutiny. A level of charges much higher than 
the people were accustomed to before the War, must 
be assumed as a hard fact of Indian finance. Thi~ 

does not m~!ln that there is no room for retrenchment 
antl economy. Far from it. The public is demanding 
-and quite rightly too-an immediate cutting down 
o1:\ snbst~mtial part th~ co11t of th~ administration in 
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evety department, and resolutions have been moved 
and also passed in this connection in several provincial 
Legislative Councils and inquiries have been set on foot 
regarding the possibilities of retrenchment. It is be
!ieved, and we share that belief to a great extent, that 
the Reforms are not having a fair trial owing to the 
handicap of increased cost of administration with 
which the legislative bodies have been called upon 
to start on their new career. Some of the increase 
complained of was undoubtedly inevitable, but a 
large portion of it could have been and ought to 
have been avoided. New posts were created and 
higher scales of salaries were sanctioned by Govern· 
ment, on the eve of the Reforms, and the Councils and 
the public were confronted with the accomplished 
facts. If it be claimed that control in the matter of 
military expenditure and of the higher services, 
has been deliberately and for sufficient reasons, re
tained in its own hands by Government, all we can 
say is that it is a serious obstacle in the path of 
financial as well as of political reform. Unfortunate
ly the u responsible" ministers in the Provincial 
Governments have failed to give a proper lead in the 
matter of economy And have been led aw:ly by false 
ideas of prestige and equality of status, into standing 
nut for unjustifiably high salaries. The Councils 
must also share their part of the blame for not having 
done their duty to themselves and to the public 
whom they represent and whose interests they are 
elected to safeguard. • 

• "These are the new circumstances to whioh I have referred; 
and it is to an !ssembly so constituted that a Finance Member 
has for the first time to justify his stewardship. I might fairly 
lle excused if I envied my predecessors their more spaciou9 da~s. 
But I have no such feeling. This House may, no doubt wt!L 
criticise the wisdom of measures that have been undertaken by ua 
in the past when the sole responsibility was ours. Dut for the 
future they will have to share that responsibility."-The Hon'ble 
Mr. Hailey's budget speech, March, 1921. 
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The question of the relative positions of provin
cial and central finance now stands on a footing 
altogether different from the one with which Mr· 
Laing was wrestling. Provincial autonomy in the 
matter of finance is an accomplished fact. Sources 
of provincial revenue and heads of provincial cxpendi· 
ture have been entirely separated from those of the 
Central Government, and the system of provinc1al 
contributions, intended to make up the deficit in the 
Central treasury resulting from the new arrange
ments, has been adopted. But the Provinces are not 
Hatisfied with this scheme worked out by the Meston 
Committee in that behalf. They w:int that their 
contributions should cease forthwith snd that they 
should be enabled to place their finances on a satis
factory basis by the relief they would thus secure. 
On the one hand, the Government of India can ill 
afford to dispense with the contributions: its finan
cial position can not allow it. As matters stand, it 
can not make the two ends meet in spite of the Pro
vincial contributions and the high level at which 
tax:\tion already stand~. On the other hand, the pro- 1 

vincial Governments find their re!iources too small 
for the. ordinary charges of administration, let alone 
urgent reforms which are being demanded from every 
quarter. The Provinces do indeed enjoy the incon
venient privilege of Je,Jing taxation and borrowing, 
within well ..defined limits. But taxation, in particular 
appreciably productive t.lXation, is difficult in the exist· 
ing economic and political conditions of the Provinces. 

A peculiar difficulty which Fin::mce Members 
had not to f.\ce in the past, confronts the Govern-
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ments of the present day. As a result of the forces let 
loose by the War and as a direct consequence of the 
<:onstitutional reforms which followed it in India, as 
also to make. up for the arrears of the war period, 
the demand for various schemes of social and econo
mic as well as administrati're impro'rement, has be
<:ome insistent and forceful. The educated classes 
and e'ren the masses have now become unusually 
vocal and can bring pressure to bear u pan the Govern
ment. There is no longer in India an administra
tion of a paternal cr autocratic government which 
people could only admire or silently tolerate. The 
demand for funds to introduce universal compul
sory primary education and to promote industrial 
progrei5s and other reforms, is accompanied in the 
Pro,inces by a desire to stop liquor traffic and con
sequently to reduce, if not to abolish, the e:;:cise 
re'renue which has grown in recent years at a rapid 
pace and which has become a sheet-anchor of provincial 
finance. If properly tackled, the people will certain
ly be willing to pay new or additional taxes, pro,ided 
they are comi.nced that they will secure the full 
value of the money paid by them. To add to the 
difficulty of the position, there has been an economic 
depression in the country for more than a year past 
and its effects ha're been felt by the finances of India. 
It is a wide-spread phenomenon from which no coun
try in the world has escaped, but it has occurred in 
India ut a yery awkward time. Things are e:~.:pected 
to wear a more cheerful appearance when the pre
sent waYe of cepression mil haYe passed away. At 
the moment, howeYer, the ta-.k of financial manage
ment is as difficult and im-ic!ious as it can be imagined. 
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One important advantage which the Finance 
Member of the present day enjoys over his predeces
sors of sixty years ago, is the variety, the efficacy 
and the facility of the taxational weapons he has in 
his armoury. The people have become accustomed 
to taxes imposed in the exceptional times of the War, 
which at other times, would have looked odious and 
would have provoked strong resentment in the coun· 
try. No contrast is more impressive in this regard than 
in the matter of the Income Tax. The reader need 
not be reminded how obnoxious, unproductive and 
unworkable the first Income Tax had proved. Changes 
in economic and other conditions and also in the 
ideas of the public and the Government, have made 
that tax not only an indispensable source of State 
revenue but an effective, normalmethodoftapping the 
wealth of the rich. The yield of the Income Tax was only 
£ 3· 7 millions in 1916-17; it is estimated at Rs. 21· 8 3 
crores in the current year. This latter amount includes 
Rs. 6·28 crores due to Super Tax. Bombay Presi
dency alone contributes to..day to the taxes on in· 
comes five times the aggregate receipts from Mr. Wil
son's Income Tax. The machinery of the Tax has 
been recently further improved. 

Another elastic and productive source of revenue 
which has been vigorously exploited is that of customs. 
The present large volume ofioreign trade and the short 
6hrift which Government has been compelled to show to 
the time-honoured doctrine of free trade, have combined 
to f:1cilitate the task of the Finance Member in secur
ing a ~;ub1.1tantial revenue through a higher tariff. 
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The rates of the tariff have been successively raised 
during the last few years in order to make the im· 
ports yield a larger contribution to the finances of 
Government. Enhanced import duties and new ex
port duties such as those on jute, tea, rice and hides, 
were levied, in the first instance, during the War as 
~x:traordinary measures necessitated by the abnormal 
demand for funds. As usual, there was an active 
agitation in England against the increased duties on 
British piece goods on the part of Lancashire manu
facturers; but the Secretary of State for India de
fended what was represented as a protective duty, on 
the ground of its being a revenue tax which was 
essential for the successful prosecution of the War 
and necessary to enable India to defray the charge of 
interest on the War contribution of Rs. 150 crores 
made to England. The increase, during the current 
year, of the general import duties from 7 i' to 11 per 
cent., including the duty on piece goods, evoked 
similar protests from Lancashire, especially as the 
excise on Indian cotton manufactures was left un
touched as before. This time the Secretary of State 
could, however, point his finger to the fiscal autonomy 
which Parliament had itself granted to India, and 
could disown all responsibility in the matter. The 
question of Imperial Preference too ought to be and 
will be mainly solved by the Indian Goverrunent and 
the Indian legislature in concert • 

. The Indian cust:::ms revenue to·day is nearly as 
large as the whole revenue of British India in the year 
of Mr. Wilson's budget. Th~ excise duty on cotton 
manufactures alone is calculated to yield, in the 
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current year, Rs. 3 crores. An all-round mcrease in 
the tariff rates is responsible for the productiveness 
of this source of revenue as much ail a rise in 
prices. A duty of 20 per cent. on articles of luxury, 
the enhanced duty of 12 annas p:!r gross of boxes on 
matches, and other duties on imports and al~o on 
exports, will ha"Ve to be reduced in the near future; 
but for the moment they can not be dispensed with. 
Another indirect tax first levied in 1917 under the 
stress of the \Yar and materially enhanced during the 
current year, is the surcharge on railway goods 
traffic. The increased yield of this tax is expected 
to amount to St crores of rupees. [t is proposed to 
replac~ this surcharge by a general increase of goods 
rates, as the incidence of the former is uneven and 
th:!refore unfair, and the latter is called for by the 
nec~ssity of adjusting the earnings to the increased 
working expense~ of the railways. Increase in. 
pol'ltal rates in the current year was justified not 
on bul'ine::;s grounds but solely an the ground of· 
"financial neces:;ity." The Finance Member said:
., P Jstal rates as ch~ap as they are at present are a · 
luxury which the country can no longer afford." 

The financial aspect of State railways, is at the 
pre:-~ent moment, a matter of grave concern and keen 
controversy. Th~ railways were worked at high 
pre8:mre during the War, and repairs and renewals
had to be po:;tponed awing to financial stringency. 
That na.tion;ll asset ·has consequently deteriorated 
and a commission was appointed to report on the 
finances :.18 well as on the system of management or 
State railways. The recommeudatians of the com .. -
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mission have given ris~ to a :vide divergence of opinion 
·:and to one of the liveliest of public controversies. 
Apart from the question of State management, the 
·issue round which the battle is raging furiously, re· 
lates to the separation of the railway budget from the 
general national budget. The case for separation is 

·based on a two-fold argument. It is urged: that the 
Indian budget should no longer be 11 a gamble in 
uilways" and should, as far as possible, be 'based on 
steady revenues and that being a business con
·cern, the railways should be :managed entirely as a 
business independently of fiscal considerations. So 
far as the provision of a fixed amount of capital for 

·.railways from year to year, without reference to the 
exigencies of the annual budget are concerned, the 

·proposed separation will have the hearty approval 
of all. And as a matter of fact, a special committee 

·of the Indian legislature, which was appointed to 
consider the question, has endorsed this recommenda
·tion, though it has confined its scheme of capital 
provision to five instead of ten yean as proposed by 

·the Ackworth Commission. 
In th~ opinion of th~ co:nmittee of the Legis-

1ature, it would not be possible for the Government, 
in view of the present financial difficulties, to dis-

·pense with its railway revenue which, in the current 
year, is estimated at Rs; 4 crores only. We strongly 
.object to the surrender by the State of its railway 
income to be merged into the capital account of the 
railways. If the railways in India are a business con
cern, they must pay a dividend to the shareholders viz. 
the tax-payers who have contributed for years together 
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to the building up of the business. For full fifty 
years the railways did not pay and the public was. 
assured that when they did begin to pay, the income 
yielded by them would give a growing relief to the 
tax-payers who had been financing the losses year
after year. To balance the increased working expen
:o;es the public may be charged hi.gher rates for the use 
of the Jail ways, but it can not justly be made to pay· 
more to the Government Treasury or allow a high 
level of taxation to continue in order to make up for· 
the loss of the revenue due to the utilization of the 
railway income for capital expenditure. 

The new currency and exchange policy adopted 
by Government early in 1 ~ 20, has landed it in a 
difficult position, and its finances have been very 
adversely affected and violently disturbed by the 
measures it has taken to give effect to ·.the :recom. 
mendations of the Babington Smith Committee under 
unfavourable and ill-suited conditions. One valuable 
gain Government was calculated to secure by the ad
option of the 24 d rate of exchange. The remittance of 
Home Charges to London at a rate of exchange 50 per ' 
cent. higher than the old rate of 16 d per rupee, which 
prevailed for twenty years, will mean a saving of 
121 crores a year on a total amount of £ 25 million, 
and ~will practi_cally be equivalent to so much ad
ditional taxation of the people. Owing to the re
duced demand for India's staples in the outside 
markets during the past year and a half, with a 
proportionately smaller dimunition of imports, our 
tmde balance has been persistently unfavourable 
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.month after month, and sterling exchange has been 
·exceptionally low. Government has not, therefore, 
secured the financial benefit expected from a 
.legally fixed high exchange, and has had to put 
down to revenue, losses arising from a calculation, put 
on the basis of a rate standing midway between the 
old and the new rate. All the account:( of Government 
have now been placed on the basis of the new rate, 
and all remittances and other capital and revenue 
transactions take effect at that rate. In the current 
year's budget, the total loss on account of exchange 
has been calculated at Rs. 5·42 crores, and of this 
amount, Rs. 3·28 has been shown against the special 
head "exchange ", and the balance is distributed 
-among different commercial heads. This calculation 
is, however, based on the estimate that the average 
·rate during the year will be 1 s. 8 d. But the omens 
are not favourable to .the fulfilment of this expectation 
·and it is apprehended that the loss owing to lowness 
·of exchange, will be much greater than what was 
estimated. It may, of course, be argued that this is 
no real loss to the tax-payer and only means the 
.absence of a gain expected. But the tax-payer 
has to make up the deficit in any event, and what is a 
gain to Government, is to the people, an additional 
.burden of taxation. 

This is not the only loss the new exchange 
policy has entailed. We have to take into account the 
Joss on the realization of sterling securities and the 
revaluation of other securities and of gold held in 
the Paper Currency Reserve, the former of which, in 
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1920-21 alone, amounted to Rs. 17 crores • The 
remittance back to this country of disbursements 
made here by the Government of India on behalf of 
His Majesty's Government, in connection with the 
War, will, in the last and the current years, be re
sponsible for a loss of about 11 crores. There are 
similar losses on capital transactions in relation to 
railways and irrigation works. Government's 
persistent sales of Reverse Councils in the year 
1920, to the extent of about £so million, in the face 
of public protests and in pursuance of an ill-advised 
determination to work up to and maintain an im· 
possible rate of exchange, encouraged incredible 
r;peculation in sterling remittances and involved the 
country in heavy losses on its funds accumulated in 
London. The policy had at length to be abandoned 
and exchange had per force to be left to itself. The 
legal rate is now 2-td gold but the market rate has 
long stood in the neighbourhood of l6d sterling. 
Government has stayed its hand and is waiting for 
the trade balance to take a fav:mrable turn and for the 
exchange to go up once more. 

The position of India wit!! reference to public 
debt, permanent, temporary and floating, has, of 
course, deteriorated since the outbreak of the War. 
The loans which were fio::t.ted during the time of the 
War for meeting the gift to England of 150 crores and 
for financir!g the annual deficits and also the treasury 

• Theee loo@e~ are ext,emely ot,scure and a1e scattered over 
a large varitty of items. F ~r aome information on lhia point 
IN! l::~port (Jf tb~ Con~ro!lcr d t!le Currency for 1920-21: 
l'ag~s ~6 1 27, 
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bills issued to the public and to the Paper Currency 
Reserve, constitute a pretty large liability, and the 
problem of paying off the loans as they fall due or of 
funding them, in the most suitable way, is one that 
will tax the ingenuity of the Finance Member to the 
utmost. Apart from the total amount of the treasury 
bills the dimensions of which have reached rather ex• 
cessive proportions, the Hon'ble Mr. Hailey told the 
Legislati'\"e Assembly in September last that the ag .. 
gregate liabilities due to maturing loans up to and 
including 1931-32, totall31 crores. This figure does 
not obviously include railway and other loans. 
Interest on "ordinary" debt alone is put down in the 
current year's budget at Rs. 8·73 crores. 

Taking central and provincial finance as a 
whole, he will be a bold man who will say that the 
position is satisfactory and that the prospect is 
cheerful. It will be poor comfort for one to be told 
that things are much worse in other countries. The 
Provinces are in a sad predicament. They are endowed 
with larger and predominantly popular legislative 
councils and enjoy the long--denied privilege of self
taxation and independent borrowing. But some of 
them are on the verge of bankruptcy and must levy 
additional taxation e'\"en to meet the normal needs of 
administration though provincial borrowing has been 
started for fiua11ing developments in Bombay and the 
U .Ps.. What the new ta:xes should be a.n::l how the 
'responsible' ministers should finance the most urgent 
reforms which are being pressed on them, are matters 
the most difficult to decide. Taxes on amusements 
and lu::ruries, succession duties, an additional cess 
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on the land re~enue and enhanced stamp duties 
ha.ve been suggested. At the same time, the 
~b.c!ras Council has passed a resolution in fa~our 
of a permAnent settlement of the land reYenue. 
This last propoe.al may certainly be adopted if it 
is accompanied by .a local tax on incomes and on 
inheritances. It is mainly in the Pronnces t.h.:it re
forms which touch the well-being of the people 
directly and most intimately, will have to be under· 
taken and it is precisely there that the financial 
position is the weakest. It is al50 the provincial 
sources of revenue which are the least producti're 
and elastic. 

The position of the central government is not, 
however, more reassuring at the moment. All inG.ica
tions point to the certainty of a considerable defcit in 
the treasury of the GoYernment of India &.t the close 
of the current year. For the coming year, an improYe
ment in the general economic condition will make all 
the c!ifference between equilibrium and a deficit .. 
Taxation has reached such a high level already that 
any addition to it will be nothing but cruelty to the 
tax-payer. By screwing up the rate of the income 
tax, by adding a few annas to the salt tax or by en
hancing the surcharge on railway goods traffic, a few 
crores may be obtained. But this must be religiously 
~voided. The tai·payer is impatiently looking forward 
to the time when some of his present burdens may be 
taken off. Eighteen crores of a.dd.itional taxation in a 
single year, is a tinanci..al feat that breaks all record 
in this cour.try, a.nd tb.a.t patient animll, the ta.x-payera 

10 
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ought at least to be let alone if his burden c;,n r:ot be 
imm::diately lightened. 

It is now high time that attention were :-eric·u~:" 
tt1rn-;d to retrenchment and economy. An advoc:'.t~ 
oi these is usually confronted '\lith a non pos:;;umu:-; 
at1.d is pitied as an ignoramus if he is not 
ridiculed as a crank. All suggestions about the cut
ting down of civil and military expenditure are n:et 
from the respons~ble official side with a shaking of the 
head or a :-hrug of the shoulder. There ,,·as, fer in
:'.tance, a prolonged and animated c~ebate hist yer~r in 
the Assembly regarding military expenditure. While 
ulmost eYery member from the non-official benches 
ebqu~ntly pleaded for a reduction of the Army charge:'~, 
the o:licial spokesm:m replied by asserting that the 
military grant was the minimum proYided consi,;tent
ly with safety. Practically ihe same story is told 8.1' out 
r:•:;i t;:\:)):11Cl:tl~f"', It is. howeYeT, impcs;;,:b:e tC re 1 i:~:e 

th~lc th:re ~~ L.,:, ~·.:;.J~l1 L::-- c:.·::: ..... ~y ~~ - 1 ~·~~ ~---

in either, and we feel onYinc:::d th~~t an e<1Ti:<>t 
effort in this direction will bear abundant fruit. The 
nrtue of thrift is not only for inclindual prs.ctice, f,nd 
Go,ernments are not above learning it. 011:y ~trct1g 

outside pressure, however, untiringly exercised upon 
the Go1ernment, can haYe any measurable effect 
upon expenditure. E\e'1 the defence of Trea~'..:ry 

control is helpless against the raids of the iiptm:.ing 
departments which are peculiarly skilful in drawing 
more and more from the national exchequer. 

There was a time when an income tax was 
~egarded as an impossibility in India on ace ount 
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of the poverty, the ritiable resourceJesmes~ and 
the wretched simplicity or the people, and it 
ns believed· that the :Iru!ian FliWlee llinister 
had no scope for the exerciae of bi3. financial in
cenuity, skill and capacity.• To-day he can i.dd 
aores to bit re10urce5, both revenue and capital, 1rith 
an ease that were beyC?Jld the 'ti'M:st drea.m.s of a. 
Wilson or a' Laing. This augmentation of financial 
power must, howeTer, be used ..nth the strictest cau. 
lion and the greatest hesitation. It lnnst be 'bol'nC in 
mind that whether it ill the central or the pro'rincid 
goTUnment that imposes a tax, it is the same peopie 
.. ho have to bear the burden. Extreme care is, ap.in, 
~y rlemtnded of a government. which is stJl1 
looked up:m u foreign and is not subjed to eifective 
popular control. Heavy finmcial burdeM are more bear· 
able when t~y are imposed by_ and J>enefit: one"s 01111 

countrymen and the ta.xei contributed remain in the 
~:mtry to fructify in the reople's rockets.. This fac
tc: :s Licking in th:: preaect ac,i;n1matio~ of In.:::.a, 
IUld the fact must alnys be remembered by thOse Yho 

• .. Wbes tile aillior::~ lift ~l'lUre!J • the JrMaee of their 
rit't i•lda, ,jtll OlllJ .. rae aA'IQt their .addle ..... fe• ..... 
,... for lJieir ......a.t coode, 0.. il • 'flfB1 a.tftlliwe fit:U 
foullt4i'l*7 of bucUI btpuit('-J. w. KaJ:".!clmiai.... 
tratioa of tile IMt ladia C.JUJ." · 

"1'ht alt., e.~Gm~, euiM. ~d orin~ an! all iadirect tu~ 
• ~or au..,. •Wda ... _,a..., witllod ..-. ,..._ 

~ Bat tli* .... - ., ........... .a.u.,t .. '"' ... -.-............................. u. (;e. 

.......... ~ ia lllnlpe. n. .w...,. &.a 
c1ired tuatioaiatllt cr-t ... of tv,... ia IMia.-CNipWI: 
'11Mn I.-_. itl Goftn ••&." · 
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are in charge of financial management and control, as 
it is calculated to account for the apparent failure of 
the critics of Government to appreciate its point of 
view and to understand its difficulties, and explains 
the supposed stupidity of the people in opposing what 
is regarded as necessary and beneficial expenditure. 
The need of financial statesmanship is as great to-day 
as it was in the time of Mr. Wilson, and the funda .. 
mental principles underlying it remain substantially 
the same, notwithstanding the important changes 
which have admittedly taken place in the country 
since then. 

We add three statements with a view to bring out 
the recent financial position:-

Aggregate Revenue and Expencllture of tbe Central and 
Provincial Oovernments. 

On the old system or Accounts and on the basis of £ l=Re. 1~ 

--0--

Accounta, Budget Estimate, Revised Estimate. 
1919-20 1920-21 1920-21 

Be,enue 135,26,48,797 131,69,30,000 135,10,35,000 
(Imperial) 
Revenue 60,34,61,527 62,84,96,000 70,63,80,000 
(Provincial) 
Revenue 195,61,10,324 194,54,26,000 205,7 4, 15,000 
(Total) 
E.s:penditure 219,26,39,149 192,73,01,000 !18,67,41,000 
(Total) 
Surpl111 <+) or 

Deficit(-) -23,65,28,825 + 1,81,25,000 -12,93,26,000 
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II 
Central Oovernment. 

On the new syetc,m of Accounts. Figures for 1919-20 and 
1920-21 have been recast for the eake of convenience of com· 
paris on, 

Revenue. Accounts Revised Esti· Budget Esti· 
1919-20 mate, 1~20-21 mate, 1921-22 

Pr:r:.cipal Heade of Ra. Rs. Re. 
lle'l'enue 

Cu~towe 21,46,69,935 32,37,80,000 S7,73,28,000 
Taxes on Income 22,43,41,180 19,77,78,000 18,58,07,000 
Salt 5,70,83,914 6,14,93,000 7,00,66,000 
Opium 4,55,61, 793 3,62,31,000 3,72,85,000 
Otb,.r Heads 2,28,51,068 2,34,01,000 2,44,80,000 
Total Principal 

Ilead11. 56,45,07,890 64,26,83,090 69,49,66,000 

Ruilway: Net 
Receipts. 31,76,99,3U 25,69,3!,000 27,2.2,63,000 

Irrigation: Net 
Rtceipte, 4,77,574 4,23,000 4,24,000 

Posts an(l T11le· 
graphs: ~et 2,95,81,944 I,68.6a,ooo !,08,?4,000 
u~ceipts. 

Dt-bt Services. 4,22,99,265 3,74,30,000 3,49,09,000 
Civil Admiliis· 

tration. 62,16,507 75,08,000 76,35,000 ' 
Currency, \:int 

and Exchange. 5, 7 4,59,369 2,86,06,000 49,73,000 
Bnildinge. 

1~o:.da &c. 10,04,444 11,42,000 10,38.007 
lliecdl~n~>ou~. 1,74,58,075 2,13,00,000 7,52,76,000 
ldilit10ry Hecsipts. 3,90,5~1245 3,37 ,02,0CO 4,11,10,000 
Contributions 

t~nd .\•eignwenta 
ty Prov. Go\'ta. :9,83,00,000 9,93,00,000 12,93,75,000 ----

1 ~·till Hevtnue 11 7,37,~6,657 114,48,90,000 128.31,43,001) 
Dtfic:t ~0,81,89,830 20,45,79,t00 ---- -----T,ob) 1:18,19,16,487 134,94,69,000 128,31,43,000 
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III 

Central Government, 

Expenditure. 

Direct Demand~ 
on the P.evenue 

Railways: Interest 

Accounta, 
1919-20. 

Rs. 

3,50,93.737 

at:d ~iscellaneom 
Ch11rgeil 17,95,97,900 

Irrigation 18.18,368 
Posts and Telegraph~ : 

C11pital Account G0,13,9Gl 
llebt Service8 13,58,~:!,6-!7 

Civil Administration 8,00,1\UO:J 
Cnrrer1cy, Mint and 

Exchange 96,50,031 
Bni!dings, Roads &c. 1,49,89,301 
Mi:;cellaneou~ 3,99, \'9,391) 
Mi!itat-y Servict>s 87,25,3~,343 

----
Total Expenditure 

Charged to Re-
>Enue 138,19, 16,4S7 

Smplus 
-~--

Total ~13S,l~,lUSi 

Revised Esti- Budget Eoti
mate, 1920-21. mate, 1921-~Z 

Rs. Rs. 

2,~0,86.000 4,93,!'•1,01)!'! 

:1,13.94,000 23,17,U,OOu 
l1,93,000 11,7G,000 

1,73,40000 ~8,02,000 

13,77,33,000 13, n~. 61,1100 
~ ,1S,~l6,000 8,48,13~00(1 

3,77,66,COO 4,18,80,000 
1,78,15,000 1,51,11,000 
4,52,34,300 4,N.3i

1
1•0v 

7 4,3G,79,000 6G,:ll,10,00Q 
-----

:3!,9-l,G!.l,OVO 127,60,43,00G 
7l,OO,OOQ 

-----
1?,~.9469,000 128,31,4V111(! 

A comparison of the ftboYe statement-~ of revenue 
and· exp.:;nditurc with tho,.e p-:rLtining to the tirst 
year of the post-Jfutiny period ;ivcn in a prec:::ding 
Cb.}:lter.* will not f::\il to be ilt,.tructire. In th:; tlr:~t 

place, laud reYeuue llO long-eroccup!e-. the predomittaJtt 
po,ition among itr·ms of St.te income a:~ it ''t one 
time diJ. That bx is :)r:\ctic:t:ly :-htionary in it-" 

• Page~ 2')-.27. 
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productiveness, and the question of its universal 
permanent limitation is coming to the front. This 
is only a revival of a scheme which Government 
it~elf favoured sixty years ago and which can be 
urged on stronger grounds to-day than it could be at 
that time. Secondly, opium is not now the night
mare that used to trouble the sleep of Finance Mem
bers owing to the:un~ertainty:or its revenue, and is 
relegated to an utterly RUbordinate position. Thirdly, 
customs and ex:cis;;, have, on the other hand, 
grown into unexpected importance. The former of these 
is bound to be more and more a Rpecially productive 
alttl a reliable source of Government revenue as it is 
through that indirect tax that important classes in 
the community can be effectively reached in their 
c:tp:tcity as consumer:'\, As to Abkaree, its pro
ductireness has been described as an unmistakable 
ISi~n of growing prosperity of the mass of the popula
tion, liil.d along with the land tax, it has become nu 
itttli~pensable part of provincial income. But drink 
rc:rcnue has always been most unpopular in India, 
: 1 t.l the demand for prohibition is growing in Yolume , 
auJ intensity throughout the country. A reduction 
ot cx..:i:-e rcYenue will make a big hole in the provin
ci:d p~tr:--·~ -.c:tntily filled us it i:-~, and we haYe immeclia
h:!y tJ LH ·.! the: problem of reconciling the stnte of 
t\: l~.;Y..::mm·::nt ~rc:l:'Ury with the need~ of moml ar:d 
l' ,_. :•' in1:)roYc:1~t::llt . 

. ~;~ .... ~f. :::1 tl::; q:1e~ti0n of Protection, reYelt12e 
It.)~: l ~::~tJ:J:-. l'l'J't steadil}' increa;;e. Con:;umption 
...:: ;'0 , ::j't ..:..;J_:, i .. 011 a titeadily rbiu::; scale, auJ the 
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extension of railways and the rapid improvement of 
the means of transport in the interior of the country1 

will make the yield of import and export duties larger 
though it may receive a temporary setback owing to a 
fall in values. The theory of free trade has had to give 
way before the inexorable logic of the requirements of 
the national exchequer, and the fiscal policy of 
the country must, in the future, be determined by 
considerations of revenue and of the interests of in
digenous industries. Taxe!\ on necessaries oflife, for 
instance, through the freight tax on railway goods 
traffic, may be justified by the present abnormal fin
ancial conditions, but they will have soon to I{O or 
have to be materially reduced. This observation ap
plies to the tax on salt, and the position of this source 
of central revenue, must be reconsidered. Enhanced 
postal rates come in the same category, and no profit 
as such ought to be expected by the State from such 
services rendered to the public, though they may be 
commercial in their nature. 

Fourthly, the financial success of the taxes on in
comes, reflects the striking change which has come over 
the economic organization of the country during the 
last decade or two. The development of large indus
trial and commercial concerns and the steady increase 
in the number and the size of incomes of individuals 
and firms, has facilitated the growth of the Income Tax 
to the decided benefit of the public treasury. The ag
gregate number of assessees indeed bears a small ratio 
to the total population, and the bulk of the tax is col
lected from a fraction of the whole. But the total 
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amount of income brought under assessment and the 
total yield of the tax, show a phenomenal improve
ment when compared with what these were during 
the operation of Mr. Wilson's Income Tax. It must 
not, however, be forgotten that a major portion of the 
tax is collected in the few big commercial and indus
trial cities that lne:lia has, and that the population as a 
whole is too poor to be subjected to its pressure. The 
Income Tax is, however, one of our best taxes to-day 
and muRt be carefully developed and skilfully mani
pulated. 

Fifthly, when all is said and done, it can not be 
denied that the finance of India is the finance of a 
poor country slowly emerging from a mainly agricul
tural economy into one increasingly industrial. It is, 
therefore, in a state of transition, and exhibits featu~es 
which are peculiar to both stages. The requirements 
of modern systems of administration and defence 
which have been established in the country' are put
ting too severe a strain upon the limited resources of 
the population in: great part, poor, ignorant and con
ser\'ative, and the Government is not in sympathetic ' 
touch with the mind of the people. The country 
wants railways, irrigation, industrial development, 
mass education, scientific agriculture, better pub
lic health, improved water supply and decent hous
ing. Little money can be raised from purely local 
sources and from the rural population. Good finance 
is both the cause and the effect of social and economic 
imrrovement. The resources of the country must, 
therefore, be so utilised and it~ finances so 
managed as to make them go the farthest. ltii rail~ 
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ways, canals, forests, water power, minerals, soil. 
fertility and man power have to be developed and 
improved with the aid of a suitable system of finance~ 
Funds borrowed or raised by means of taxes for being 
devoted to these objects of public utility, are a kind 
of inYestment that will yield a plentiful harvest to 
comins generations. 

Lastly, the problem, in a nutshell, is to exploit 
the country's resources economically, systematically 
and efficiently. The success of the undertaking will 
depend upon the confidence Government's measures 
·will inspire in the mind of the public and upon the 
degree of harmony that will subsbt between finan
cial policy and popular needs, demands and aspirations . 
..\ va:;.t country, endowed with a varied climate and 
abundant natural gifts; a population to be counted 
in ter.s of millions and skilful industrious, patient 
and God-fearing ; a civilization with a continuous and 
eventful history teaching into hoary antiquity ; a 
culture, religious, literary, philosophical and spiritual 
but withal practical and adaptable; and a govern
ment, modern, liberty-loving and a progressive. "•ith 
such a combination, why should India not make a 
rapid adYance in power and prosperity? LiYely ial
Rg:~·.a:i:>n, wise ,;,tatesmunship und genui::e lo,·e ::lf 
frec•.b:n for all, must inspire the admini~tmtior, of 
ftif~:~:-. :1nd. upon the:.e deper.d:' the :-ucce~~ of t~~e :::.:i~.
as::::1e:l~ of the rir;a::ces a;; much;\ .. th~tt ci ::::: c~:-.::r 

d.:7···,,·t:11~nt:. oft':.: L·1t>)tt':-- ::ie. 
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