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INTRODUCTION • . 
~ ... ~ .. 

1. Tile :Memorandum in which we submit our views on 
tl•e various fs:-.ues raised by the 'Yhite Paper scheme has been 
prepared in two sections. In the 'first section we have stated 
the principal modifications that should in our opinion be made 
in the scheme in order J:o ~atisfy moder<Jte public opinion in 
India and ha.ve indicated vet~y briefly the reasons "justi£yir1g 
them. In the second section we have' attempted to answet· the 
~hie£ cl'iticisms directed against the basic principles of the 'Vhite 
Paper proposals. · · 

•• 
'Ve luve throughout kept in view the declaration 'of policy 

made by the Prime l\Iinister at the end of the first Round Table 
Confel't>ncc on behalf of , the la~t La bout· Government and 
endorsed by the pt·esent National Government Hnd the present 
Parliament. The ~alient sentences of tl•at declaration are as 
follows: 

"The view of His ~Iajesty's Government is that res
ponsibility fm· the government of Indiu should be placed 
upon Legislatures, Central and Provincial, with such 
provisions as may be necessary to guarantee, during_:! 
pe1·iod of tmnsition, the observance of certain obligations 

... and to meet other special circumstances, und also with such 
guarantees as are required by min01ities to protect their 
political liberties and rights. 

In such F.tatutol'y sc1feguards as may be made for 
meeting ~ needs of the transitional period, it will be a 
primary concern of Hi:o. 1\la]er,ty's Government to see that 
the reser\·ed powers are so fmmed t(tnd exPrcised as not to 
prejudice the advance of India through the new constitution 
to full responsibility for her own government." 

It is in the light of this declaration of 'policy that we have 
€Xamined the 'Vhite l:>aper proposals. The modifications we 
suggel;,t do not affect the basic structure of the scheme. They 
are intended to ensm1e that the reserved poners are so framed 
and exercised as not "to prej udite tlte advance of India to full 
responsibility", and to r,ecure tliat the pel'iod of transition is not 
indefinitely extended. 



P.ol~RT I. 

Preamble to the Act. 

') -· 'Ye consider tlmt tl1e preamble to the Constitution Aet 

f-hould contain a definite ~tatement that the "natural issue ot 
India'!; con~titntional progre~s is the attainment of Dominion 

Status". This declaration, as Lord Irwin explained in the 

announcement l1e made on helwlf of His l\I:.1je':lty's Government 

on October 31, 192g, is in acconlanee with previous puhlie 

declarations of :Minister-. of the Crown und abo with tile direc

tion~ given in tlJe Instrument ot Instruction~ by His :i\Iajesty the 

I~ing "that it i-; Hi:; wiil and pleasure that tl.e plan Ltid down 

Ly Parliament in HH g should be the mean~ by which British 

India may attain its due place among His dominion-..". That 

tlw expression "Dominion Status,, was not used in a ceremonial 

or Lonorific sense is clear from the following extrac:t trom the 

mes~age conn·yed to India by His ~I:~je::;ty tl.e King-Empe1cr, 

through II. R. H. the Duke of Connaught on tl.e ~olemn oceJ.

~ion of the inaugm'<Ition of tl.e new Central Lt'gisl.1ture .... 

in 1g~1. 

" For years, it m:~y be for gPner 1tion::-, p.1triotic and 
loyal Indians l1aVP dreamed of Szl'm·aj for their l\Iotl.er
land. To-d.1y you have beginning-.. ot Slcaraj within my 
Empire, and wide:--t f..e~pe and ample opp~t:tunity .for ,pro
gres:-. to the liberty whtelt my other Donnnwns enJoy. 

Iw1ian public opinion ha~ been profonmlly di~turbed by 

tl1e attempts maJe dming tl1e last two or three year~ to qnJ.lity 

the repeated pleJge.;; given hy re~pon~ihle l\Iini~ters on belt.dt 

of His ·1\Iajesty':, GO\·ernment. Sinee it i:-- apparently contended 

that only a definite statement in an Act of Parli.:unent would be 

binding on future Parli.1ment:::, and tlw.t e\·en tlie ~olemn deeLt
ration mmle by I-Iis l\L1je~ty the I~ing Emperor on a formal 
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occasion is not authoritative, we feel that a declaration in tl1e 
preamble is e~sential in order to remove present grave mis· 
givings and avoid fntm·e misunderstandings. 

Date and conditions for the Inauguration 
of the Federation. 

3. 'Ve con~ider that, following the pt·ecedent of some of the 
Dominion Constitutions, a definite date after the passing of the 
Act should be fixed by the Constitution Act for the inauguration 

of the Federation. 'Ve have been assured that no serious 
tlifliculty is now anticipateJ in the way of an early establishment 

• 
of the Reserve Bank and we have also been authoritatively 

informed by the witnesses who appeared on behalf of the 

Princes' Chamber that a period of one year would be sufficient 
for the negotiation~ in connection with the Treaties of Accession. 

If it is feared that unforeseen difficulties might oelay the in

:mguration of the Federation, power might be given to His 
~Injesty's Government to postpone the date by means of a 

Hoyal Proclamation. 

In making tl1is suggestion we have in view tl1e psychologi

cal effect of such a provi~ion on the political pat ties in India. 

The uncert.-1inty that must necessadly result from the absence of 
any definite date in the Constitution Act for the inauguration of 

the FeJeration and the po-,sibility of further delay arising from 
the procedure of an adJresa in both Houses for the issue of a 

Proclamation would seriously prejudice the formation or 

re.11ignment of politic.tl parties in India. . On the other hand 
\\C have rea:-,on to suppose that if a definite date were fixed, even 
the parties which are dissatisfbd with the 'Vhite Paper Con-.. 
stitution would probably cease to ca.rry on an agitatiotPOn the 

present lines and would Le encouraged to concentrate theh· 
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attention on the new election9. 'Ve attach Yery great impo-

tance to this development sinco the satisfactory working of the 

new scheme must necessarily depend on the existence of well

m:ganised parties, prepared to work the scheme. 

The Reserved Subjects. 

4. 'Ve ha¥e accepted the necessity for the reservation, 
during a period of transition, of Defence, Foreign 

The, Army, Affairs, and the Ecclesiastical Department. 'Ve 
regret to note, however, that in spite of the insistent 

demands of the Indian Delegate~ at the Round Table Confer• 

ence for greater control over Army admini~tration and the pro
mi~e .contained in the Prime ~Iinister'~ rleclaration that the 

reserved powers will not be so f1·:.uned and exercised as to pre

judice the advance of India. to full responsibility, the 'Vhite 

Paper provisions relating to the Army, so fal' from giving Indians 

greater opportunities fm· influencing-Army policy, actually make 

the constitutional position in SOlJ!~-r~sp~cts_wor::-e __ than at 

~~Yhile at. present the_()QvernQI=General-ant.llJis Council, 

three ~Im~?~!·~~C?i~!hi~h~e l_n_~i.t.vs,. "supet·intend, direct and - ·-· - -~ 
control''* the military government of-India, the Governor-

Gene~~i; assisted by a Counsellor appointed at his di~cretion,. 
will in future solely determine Army policy. A direction in 

the Instrument of Instructions to encoul'age joint consult:~tion 

between the ~Iinisters and Counsellors is obviously no satis

!factory substitute for the opportunities which the pre~ent statute 

'

affords to the Indian public of exprflssing its vielvs through the 

Indian ~!embers of the Executive Council. Pa::-.t experience of 

the actual working of a similar direction to Provincial Governor~ 

as regards joint consultation between Executive Councillors and 

*Government of India Act, Section 33. 



:Ministers justifies this statement. In :1\Iadras under Lord 

'VHlingdon joint consultation was invariably the practice, while 
in some other provinces separate meetings of the two sections 
of the Executive were the rule rather than the exception. Nor 
were these variations due to local circumstances, for in the same 

province under different Governors the practice has been 
different,. 

5. 'Ve summarise below the modifications that should in 

om· opinion be made in the 'Vbite Paper provisions relating to 
Defence. 

(1) {a) The Army Counsellor should be a non
official Indian, preferably an elected member of the Federal 
Legi:slatm·e, or one of the representatives of the Indian 
f:5tates in the Feueml Legislatm·e. 

(b) There Elhould be a definite programme of 
Indianization with reference to a time limit of twenty 
or twenty-five years, and one of the primary duties of 
the Indian Army Counsellor should be the proviBion 
and t1·aining ot Inui.m officers foL· the progmmme of 
1 ndianization. 

(:?) The T1·ea~nry control now exercised in respect of 
Army expenditm·e by the Finance 1\Iember and the Finance 
Departmrnt should be continued under the new constitu
tion. 'Ve fully rPcognise that in cases of differences of 
opinion, the decision of the Governor-General, who is 
ultimately responsible for Defence, should be final. 

(3) All questions relating to Army policy and the 
.tnnu tl Army,burlget e~timates should b~J considered by the 
entire GO\·ernment, including all the Counsellors and the 
MinistPrs. 'Ve again rccogni='e tbat if the united Cabinet 
~honld fail to arrive at an agreement reg.u·ding the expen
diture to be included in the budget, the Governor-Genet·al's 
deci::-ion i'lhould be final This is the minimum that would 
~.1thJy the Indian public, especially as the 'Vhite Paper 
t:clleme invol res the abolition of the Govet·nor-General's 
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Council, th'e Indian members of whi~h have not only influ
enced Army policy but have actually participated in the 
determination of that policy. 

(4l ThPre shoulJ. be a statutory Committee of Indian 
Defence constituted on the lines of the Committee of Im
perial Defence. The Committee should consist of the 
Comm~nde1·-in-Cbief and other Army expert~, the principal 
Federall\Iinisters and any other l\Iinisters including repre
~entatives of the Indian States whom the Viceroy may at 
,\Iis discretion select. 

(5) The cost of Defence is primarily an auminist&·a.
tive issue but the scale of Army expenditure is a dominant 
factor iu the financial situation and seriouly reduceg the 
margin available fm· the ndtion-building service~. Our 
views on this subject are well known to His ::\L1jesty'..; 
Government. \r e merely repeat our request that an euda
vour should be made further to reduce the military expen
diture very substa.ntially and that the provisions we have 
suggested above to ensm·e economy in Army aJministr.l
tion should be given effect to in the Constitution Act. 

(6) The assurance given by the Secretary of State 
that the Indian Army would not be employed outside India 
(except of course for the pm-pose of the defence of IndiJ. 
itself ) without the concurrence of the Federal Legisla.ture 
should be given the form of a definite provision in the 
Con~titution Act. 

G. 'Ve consider that it is unnecessary to provide for more 
than two Coun:;ellors for the three Reserved De-

Other 
Reserved 
Subjects. 

partments, since the administration of Ecclesiastical 
affairs does not involve any appreciable work and 

can easily be entrusted to _the .Army Counsellor. 

'Ve have been assured that it is not the intention to appoint 

more than two Counsellors but the provision for a third 9oun
sellor in Propo~al 12 has created some misapprehension in 

India, for it is feared that if a. third Counsel1or is appointetl and 

is placed in charge of the special re~ponsibilities of the 
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Governm·-General, the1·e is <-onsideraLie <1m,.,er of his de\"elopin(Y' 
0 0 

into a :,u~··-)lini:.-.ter whose acthities must ne<:essarily take the 
form of intea·ference with the work of the responsible l\Iinisters. 

Financia I Safeguards. 

7. In view of tlte great impm1ance that has been attaclaed 
nt tlae Round TaLie Conferences to the 5terling obligations of 
India and of the attempts that have been made in this <-ounhy 
to exploit the nen·ou. ... ness of the inve~tor for political purposes, 
we lmve analy!-ted in tlte second part of our 1\Iemorandum in 
some detail the deLt position of India. Three conclusions 
emerge from this analy:,i~. 

{1) In the fir~t place fh·e-sixths o£ India's debt is 
<·overt>d Ly productiYe a~se~, whieh are mainly State rail
w:tys and irrigation works. 

{2) In tlae second plate the internal Rupee debt of 
India is nt•al"ly one and a half times the sterling deLt and 
an appredaLle portion even of the latter is held Ly Indian 
inn·st01·~. 

(3) Jn the third place a con~iderable portion of the 
Hnpee deLt is held by millions of small in,·estors belonging 
to tlae upper and lower middle cla~ses who are politically 
the mol'-t ,·o~tl section of the population and among whom 
nationalif-t feeling finds exptession in its mo:,t intense form. 

Tlte ~igPifieanee of the~e conclusion.. lies in tLe fact that 

~ny factor:-. that aflect the stability of India's finances or its 

<·redit in England would ltave H-rions rPperem·Eions on India's 

internal c-redit. . 
8. " .. e mru,t ah.o draw the attention of the Committee to 

another featurt> of India'~ debt. The total expenditure incurred 

by India on tl1e Great "·ar was £207. 5* millions or about 

*The figures in this paragraph are taken from the publication 
"Iudia's coutribution to the Great " .. ar" published by the authority of 
the Government of India. 
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Rs. 311 et·ores at the rate of exchange prevailing at the time. 
Of this sum the direct contribution from Indian revenue::; 

~owards Great Britain's 'Var expenditure was £146.2 millions or 
Rs. ~20 et·ores, nearly two-thirds of which was found by borrow
ing. These figures include the gift of £100 millions but not, 

of course, t~e numerous private gifts or the contributions 

of Indian States. If Briti::;h India's total contributions toward~ 

Great Btitain's war expenditure and the interest paid on 'Var 
borrowings had been utilised for wiping out the sterling debt of 

India, the sterling debt to-day would have been very small ; for 
a substantial portion of the amount wa!:l borrowed before the 

'Var at low rates of interest and until recently the securities 

we~e quoted at rdtes very much bJow par. 'Ve fully recognise 

that these enormous contributions were made by the J ndian 

Legislature and we also recognise that whate,·er the cit·cum
stances connected with the composition of India's stet·ling debt 

the position of the British investor is not affected. 'Ye have 
not referred to this subject at any of the Round Table Con· 
ferences, and we refer to it now with gt·eat reluctance for the 

last thing we desire to do is to exploit for politie1l purposes a 
gift made with the full assent of Indian representative::'. 

Nevertheless when attempts have ·been made in this country to 

exploit the nervo~5ness of the British investor for purposes of 

political propaganda, it is necessary to bring to the notice of 

the British public and of Parliament the fact that, if India. had 

utilised the money which she contributed toward3 the expendi~ 
ture on the Great 'Var to wipe out her sterling obligations, the 

sterling debt to-day would have been very small. 'V e must 

appeal to the British sense of bir play to see th<1t the financial 

sacrifices which India made in order to assist Great Brit.1in in 

her hour of need do not result in the impoBition of severe 
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restrictions on the powers of the Legislature and the responsible 
Finance 1\Iinister in the administration of the country. Nothing 
would exasperate Indian public opinion more than the realisa
tion of the fact that the enormous sacrifices that India had made 
have actually become the justification for impediments in the 
W3Y of her constitutional advance. 

9. 'Ve now proceed to indicate the modifications we 
8nggest in tho 'Vhite Paper provisions. 

( 1) The fact that a large num her of Indians- have 
invested in Indian sterling securities in this country and 

that an appreciable portion of the Rupee debt is held by a 
large class of small investors who will be in a position 
to wield considerable political influence under the new con
stitution constitutes in our opinion an eflective safeguard 
fot· the secudty of India's finances and of her credit abroad. 
A special responsibility in respect of financial stability and 
credit has, however, been impo~ed on the Governor-General. 
At the Third Round Table Conference attempts were made 
by several delegates to define this responsibility· precisely 
and to restrict its application to specific cases such as 

borrowings to meet budgetary deficits. 'Vhile considerable 
sympathy was expressed for this latter demand, the 

difficulty of drafting a clause that would cover all such 
• 

cases has apparently been the principal conRideration ·that 

has influenced His l\Iajesty's Government in retaining the~ 

wording adopted in the 'Vhite Paper. If the difficulties of 
drafting are found to be insuperable, we consider that the 

intentions of His 1\Iajesty's Government should be made 
clear by means of appropriate directions in the Inl:,trument 

of Instructions. 



10 

(2) · · 'V e recognise that if the Governor-General is to 
have a special responsibility in respect of financial stabiJity 

and credit, it will be necessary for him to have a Financial 

Adviser on the spot, for it is better that he should be guided 
by an advis£'r who is ~tationed in India and is in touch 

with local conditions than that he should be obliged to 

invoke the aid of experts in England who have had no direct 

or · recent contact with India. 'Ve have, therefore, no 

objection to the uppointment of an adviser for a limited 

period under the new constitution, but it blJOuld he made 
clear either in the Statute or in the Instrument of Instrne

tions, that the intention is that he should not interfere in 

any way in the ordinary day-to-day administration. 

'Ve are further of opinion that there are considerable 
advantages in Jesigrw.ting i1im Adri~er to the entire Govern

ment, i. e. the Governor-General as well as the ~Iinistry. It is 

also very important that tbc Financial -Adviser should be a 

financier approved hy and acceptahle to the Finance ~Iinister. 

The success of the Financial Auviser will depend not merely on 

his experience and knowledge ~ut upon Lis personality and l1is 

political outlook. His duties under the Constitution will Le to 

advise the Governor-General when l1e c~m:,iders that the financidl 

stability or credit of the Federation is in danger; but a financbl 
crisis is often due to the cumulative effect of a series of act~ 

which indiv:dually are not of such consequence as to justify 
interference. It is obvious that the utility of a Financi.tl 

Adviser would be gravely diminished if he could deal only with 

the consequences of a crisis and had no opportunities of pre
venting it by giving his expert advice at the upproprbte 

n1oment. It is, therefore, of the utmost importance that the 

1\Iinister, while retaining fully his right to reject the mlrice of 
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tl1e Financial Adviser, be encouraged to consult him as fre
quently as possible. 'Ve request the Committee· to take the 
psychological factors into consideration. If the Financial 

Ad,·iser were chosen without the agt·eement of the lliniater and 

d~d not enjoy his confidence, the latter would probably never 
eonsult him, however able .and experienced l1e might be. The 
inevitable tendency would be for the Fin mce l\Iimster to isolate 

himself, as far as constitutional provisions would permit, from 
the Financial Ad\·iser,and the main object fot· which the appoint

ment is eonsidered necessary would be frustrated. On the other 
hand, if the selection were made with the. approval of ~he 

1\Iinister, he would pt·obably get into the habit of consulting him 

and of accepting his advice without any prejudice to his con~ti

tutional right to reject it in ca."es in which be considered it 

necessary to do so. 

{3) 'Ve ha,·e recognised the importance on financial 

grounds of the constitution of a Reserve Bank. We do not 
propose to offer any detailed observations' on a ·subject 

which has been discussed by a special committee here and 

is now before the Indian Legishth·e Assembly. 'Ve wish, 
however, to emphasize here tl~at it is of the utmost importance 
that the principal officers of the B~nk, namely, th~· Governor 

and Deputy Governor, sh\luld not be under the ~fluencc 

either of 'Vhitehnll or of the City. In the course of the 

discussion which so111e of the Delegates t~ the Round Table 

Conference had last year with representatives of the City, 

very great emphasis was laid on the importance of establi ... 

f'hing a Bank which had the confidence of the Indian 

public. Nothing would shake public confidence in India 

more than the suspicion that th~ Governor and the Deputy 
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Governor ·were acting under the influence of 'Vhitehall or 
the.City. 

(4) The legislation in·respect of currency and coinage 

and of the Re~erve Bank should not, as proposed in para

graph 119 of the 'Vhite Paper, be subject to the previous 

assent of the Governor-General. (Two ~!embers dissent 
from this proposal.) 

These provisions and the establishment of a Reserve Bank, 

independent of the Federal Executive, would in effect mean 

that the Finance ~Iinister would not, in respect of currency . 
and exchange policy, be responsible to the Indian Legisla-

ture. We draw the attention of the Committee to a state

ment made by the Secretary of State on December 24th, 1932, 

at a' meeting of the Round Table ConferPnce, that u the Briti:o,h , 
Government have fully accepted the fact that there can be no 
effective transfer of responsibility unless there is an effective 

transfer of financialresponsibity .. "* We do not see bow Finance 
can be regarded as a transfeiTed subject unless and until the 
Finance :Minister is also regponsible for the currency and ex
change policy of the country and is in a position to determine 

that policy solely in the Interests of India. Indeed, as we have 

shown in t!Ie second part of the ~Iemorandnm, so long as the 

currency and exchange policy of the country is reserved, it 

would be difficult for the llinisters in charge of Industry and 

Agriculture to accept full responsibility for the development of 
these Departments. It is unnecessal'y, especially at present, 

to emph~size the fact that the prosperity of industry and agri

culture iS' very closely connected with the level of commodity 

prices,· which, of cour~e, is dependent on the currency and 
exchange policy of the country. 

*Page 79, Round Table Conference Reports, Third Series. 
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(5) Future Indian sterling loans should be raised on 
behalf of the Government of India by the High Commis
hioner or some other suitable agency. The Sect-etary of State 
in hi~ evidence beforetheCommittee recognis~ tho justifica
tion for a change in the p1-esent procedure. The question 
has a political aspect, since the necessity for securing the 
po~ition of the British investor is one of the principal 
justifications for the financial Fafeguards. We realise that 
any change of procedure might 1-esult is a higher rate of 
interest for Indian loans, but this possibility must be faced 
by India at some time or other. 

Fiscal Convention. 
10. Under the \Vhite Paper provisions, Commerce will be 

a tranbferred subject, in clmrge of a responsible ~Iinister, ~d 
fiscal policy will be determined solely by the l\Iini~by and the 
Legislature. Since the special respo!lsibilties of the Governor
General do not include fiscal policy or the other matters at 
present dealt with under the FisCdl Convention, the Governor

General will, in regat·d to such matters, be guided by the 
advice of his responsible .Minister. We have no modifications 
to suggest as regards the provisions of the White Paper, but in 
Yiew of statements that Lave been made in this counhy, we wish 
to draw the attention ~f the Committee to the following passage 
in the Report of tl1e Joint Select Committee of 1919: 

" 'Vhate\·er be the right fiscal policy for India, for the 
needs of her consumers as well a.s for her manufacturers,. 
it is quite clear that she should hl\ve the same liberty to 
con~idet· bet• interests a.s Great Britain, Australia, New 
Zealand, Oa.nada, and South Africa. " 

The further declaration based on this pasgage made by · 
l\Ir. ~Iontague in 1921 in 1-eply to a deputation ft'Om Laneashire 
cannot be too often quoted. He said: 
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"After that Report by an nnthoritative Committee of 
botl~ Houses and I.. .. ord Curzon's promise in the Hou-:e of 
Lords, it was absolutely impossible for me to interfere with 
the right which J believe was wisely given and which I am 
determined ·to maintain to give to the Government of 
India the right to consider the interests of India fit·st, just 
as we, without any complaint from any other parts of the 
Empire, and the other parts of the Empire without any 
complaint from us, have always chosen the tariff arrange
ments which they think best fitted for their needs, thinking 
of their own citizens first." 

The confidence inspired by this declaration of policy and the 

policy of disctiminating protection (which, it may be noted, is 
a far more diluted fonn of protection than the system in force in 
the Dominions ) l1ave Jed to the remarkable indu5trial develop

ment in I~dia dming the last decade, to which reference was 

made by the witnesses who appeared on behalf of the l\Ianchestcr 
Chamber of Commerce. Any departure from this policy would 
cause dissatisfaction of the very gravest character in India nnd 
the consequences might be most disastrous even from the point 

of view of British commerci1l interests. 

11. At a vet'Y late stage of our deliberation~ a 

suggestion has been made that while complete freedom 

in the matter of tarift arrangements ~hould be definitely 

1·ecognised by Statute, there should be a clause prohibiting dis

criminatory tariffs penalising British imports as compared with 

tho.se of other countries, in~posed with the object of exercising 
political pressure on Gt·eat Britain. It was explained that such 
a clause would not pt~event discrimination against Great Britain 

; 

if it was necessary in the economic interests of India, nor would 
it restrict in any way the right of India to conclude trade agree

ments with foreign countries in the interests of Indian commerce 
and industry. For instance, it was made clear th.:tt a reciprocal 
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ngreement with Japan as regards tho purchase of Indian cotlou 

Ly Japan anti the purchase of Japanese cotton goods by India 

would not come within the scope of this clause even if it involved 
a certain measure of discrimination again~t Great Bl'itait?-.. · 

12. The possibility of the tariff being utilised as an 

instrument of politic.1l J>ressuro is remt;>te. Om· fear is that ~is~ 
umler~tanding~ are bound to m·ise if the Governor or the Gover
nor-General is the authol'ity that will der1de whether thet·e is a 
political motive und(•rlying the economic policy of the ~Iinisters. 

If Briti~h politicians have been alarmed by some of the state

ments of tlte Congre5s and some of the implications of· Congress 

policy, we, venture to point out that Indian co~nmercial interests 

I. ave also been \'e•·y disturbed by Eitatements in c:1. ~ectwn of the 

Briti~h p•·c;.;s tln1t in tile economic interebts of Great Britain 

there shoufd be no relaxation of Pariiamentat·y contt·ol. 

l:l. 'Ve woniU like in this connection to refer hriefly to 

the tm·iff developments in the past and to theh· psychological 

rem·tions on Indian public opinion. The efforts of Lancashire to 
interfere with the t:uifl nrt·angements of Ic.dia in the latter half 

of the laBt (·entm·y, the abolition of the whole of the import 

inties in 1881 after a memorial by the l\Ianchester Chamber of 

Cvmmerce and a prolonged controversy between · the Secretary 

of State and the Governm€nt of India, and finally the imposition 

of excise duties on cotton goods in 1896, again under pressure 

from Lancashire, had lmd very serious political repercussions on 

Indian public opinion, which are familiar to all who are ac
quainted with the fiscal and political history of India. during the 

last 50 years. The exci~e duty on cotton goods became a grave 

political i5~ue ami the demand for its abolition continued long 

:tfter the lery of lwavy import duties on cotton goods. The grant 
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6£ freedom in respect of tariff atTangements under the Fiscal 

Convention of HH9 and the abolition of the excise duties in 

1925 have bad a remarkable effect on the fiscal outlook of India 

'and in particular on its attitude on the question of Imperial 

preference. In 1926 India had refused to acc-ept the full policy 

of Imperial preference ; but a Bill for the grant of preference to 

Bdtish steel was carried through the Legislature in 1!>27 though 

by·a small majority. The Ottawa agreement was ratified by the 
Legislature last yeat by a very large majority, and the Indian 
tariff now provides for preference for several classes of Briti~h 
goods. The reason for the change has been explained in tl1e 
evidence of' Sir Charles Inne~, who was a member of the 
Viceroy's Council in charge of Commerce for five years and is 
undoubtedly one of the greatest authorities on Indian commercial 
matters. The following is his reply to 1\Ir. Davidson's question 

No. 5007: 

" I think it was mainly due to the fact that the Indians 
realised that it wag for themselves to decide whether or not 
they would ratify that agreement. In the old days, before 
we introduced this principle of discriminating protection, 
every Indian thought that Britain kept India a free-trade 
counti·y in the interest of her own tmde. 'Vhen the Fiscal 
Convention was introduced, and when we passed a resolution 
in favour of discriminating protection, and the first Steel 
Bill was passed, we at once transferred all that from the 
political spnere to the economical sphere, and in recent 
years in the Indian Legislative Assembly more and more 
we have been creating a strong Free-Trade party. It was 
getting more and more difficult for me to pass Protection 
Bills. I think that is all to the good ; it shows the value 
of responsibility and I am perfectly sure that if we had not 
taken that action, you would have never got the Indi,m to~ 
agree to preference on British steel, or to the Ottawa. 
agreement., and it seems to me a very good example of the 
stimulating effect of responsibility." 
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14. In these circumstances we request the Committee 
definitely to recognise by Statute India's fret."'<lom to regulate her 
fisc:-~1 policy without ~ny reservations or qualifications. Such a 
course, we are convinced, would be fully justified by the resul~. 
In our opinion, so far as the fiscal relations between Great 
Britain and India are concerned, the question is not whether 
there will be any tariff discrimination against Great .Britain but 
whether and to what extent preference will be given to Great 

Britain. A constitutional provision which might never h<n·e to 
be applied in practice but which would tend to offend public 
opinion in India might seriously prejudice the development of 

any preferential arrangement as regards Great .Britain. India 
desires to shake hands with Great Britain in token of friendship 
based on a recognition of equality. A proposal that_ shEt should 
be hand-cuffed before she is allowed to shake hands, lest she be· 
tempted to ~trike, is hardly the most expedient method of 
beginning a new era of cordiality and mutual understanding. 

Commercial Discrimination. 

15. The question of Commercial Discrimination has been 
the subject of prolonged nrgotiations and discussions for many 
year~. r111roughout these discussions and negotiations, the 
expres5ion '" Commercial Discrimination " was used in a very 
limited ~ense. It had reference solely to internal restrictions 
on trade and commerce. It was never intended to include tariff 

arrano-ements nnd the other matters dealt with under the Fiscal 
:0 • • 

Convention. In fact, tl1e only reference to the subjrct in the 
reports of the first Round Table Conference is found in the 

Report of the ~Iinorities Sub-Committee. 

16. On the question of principle there has always been a 

substantial measure of agreement The All-Parties Conference 



18 

which me~ in India in 1928 and which was pt·esided over by that 
eminent leader of the Congress, the late Pandit l\Iotilal Nehru, 
stated in their report (commonly known a~ the Nelu·u Report) 
'that" It is inconceivable that there can be any discriminatory 

. legislation against any community doing business lawfully in 
India. " The statement was endorsed in even more emphatic 
terms by"~Ir. Gandhi at the Second Round Table Conferenc-e. 
It has been accepted on the one hand that there shall be no 
unfair discrimination against Bdtish companies operating in 
India, while it is equally agreed on the other side that the Indian 
Government should have all the powers which Great Britain and 
the Dominions possess to develop indigenou$ industries by all 
legitimate methods. The difficulty throughout has been to 
define by legislation the expression " legitimate " and '• unfa.ir " 

and also the term " indigenous ''. 

17. The question was considered by the authors of the 
~Iontagu-Chelmsford Report and also by the Simon Com
mission. The former in paragraph 344: of their report made an 
appeal to Europeans " to be content to rest like other industries 
on the new foundation of government in the wishes of the people" 
and to Indians "to abstain from advocating differential treatment 
aimed not so much at pl'omoting Indian as at injuring Briti~h 

commerce ". The Simon Commission considered that it was 
not feasible to prevent discriminatory legislation by attempting 
to define it in a constitutional instrument. Any such provision 
would, in their opinion, have to be drawn so widely as to be 
little more than a statement of abstract principle, affording no 
precise guidance to courts which would be asked to decide 

whether the action complained of w ..1s discriminatory. The 
Parliamentary draftsmen, however, considered otherwise, and 
attempts have been made in. the 'Yhite ~a per in Proposals 122, 
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1~3 and 124 to deal with this highly complicated question. 

The view of the Simon Commission has, however, been justified, 
for the draft has already been found to be nnsatisbctt;>ry and a 

• complete redraft has been suggested in the memorandum cir
culated by Secretary of State. 'Ve must point out that if the 

clauses are drawn so widely as to prevent legitimate discrimina

tion, the Government would be driven to State socialism as the 

only method by which the provisions of the Act could be 
circum vented. 

18. Before we deal u ith this revised draft, we mu3t state 

\ery frankly the apprrhensions of Indian commercial and 

indu~trial interests in this matter. A protective tariff, as 
regards wllich complete freedom has been givC'n and is to be 

~ . 
continued under the White Paper scheme, is tl1e most common 
perhaps tl1e mo!;t effecth·e method by which indigenous indus
tries can be fostered and developed The clauses 1-elating to 
commercial di~crimination al~o recognise that in the case of 

bountie~, subsidie8, or otl1er payments of grnnts from public 
fund~, discrimination even in the case of Baitish companies 

operating in India would be legitimate under certain cii·cum
~tanceR. These, however, do not exhaust the methods by 

"hich countrie8, including Great Britain, have attempted to 
develop indigenous industries or counteract attempts made by 

foreign companies to frustrate the objects of a protective tariff. 

The particular difficulty which is disturbing the minds of Indian 

commercial men is the possibility of powerful foreign trusts 

castabli~hing tl•emselves in India and making it impossible for 

Indian industries to develop, not necessatily by methods which in 
ordinary commercial practice would be r~garded as unfair, but by 

their supeiior resources, powers of organisation, political influence, 

etc. It is immaterial from the Indian point of view whether 
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these trusts m~e British or international, nor do we see how legis
lation can differentiate between a foreign company which is 
registereq in Great Britain and a British company. 

, 'l'be question has already arisen in the caRe of the match • 

industry., As a result of the heavy revenue imposed on matches 
in 1922, a big indigenous industry has developed, and the 
Swedish ~latch Company lms also established several factories 
in India.. 'Vhen the question whether the revenue dJity should 
be definitely recogcised as a protective duty was ronsidered by 
theTariffBoard in 1928 one of the points which it examined was 
whether the GovE;rnment should introduce any special measures 
to curtail the activities of the Swedish ~latch Company 1n the 
interests of the Indian companies. The Board, which was 
presided over by an Indian and lmd a majority of Indians, 
recommended that a no-discriminatory action was necessary, 
~though the situation required careful watching; but it is 
interesting to note that the Tariff Board did not consider it~elf 

precluded from considering the question of discrimination and 
examined several possible methods, such as ' the establishment 
oE a quasi-monopoly under Government control, State control 
of sales and prices, and a differential excise duty.* 

19~ In dealing with the revised draft, it would probably be 

better for us to state clearly on what lines the draft should in 
our opinion be modified rather than to suggest specific modi
fications of the draft. 'Ve summarise below in the form of 
propositions our views on this subject · 

(l:l) 'Ve have no objection to the general declaration as to 

l~ritish subjects in regard to the holding of public offices or to 

* Appendix A, Report of the Indian Tariff Board regarding grant 
()£ pro'tection to the ~latch industry, 19::?8. 



21 

the practising of any profession, trade or calling. 'Ve would, 
however, very strongly object to any draft which makes it im
possible for India to discriminate against subjects of the Domi
nions nnd Colonies which impose disabilities on Indian subject.'4. 
'V e do not wish to elaborate the point further, for His 1\Iajesty's 
Government are aware of the strength and intensity of Indian 
feeling on this question. 

(b) Proposal 124 of the 'Vhite paper and the revised draft 
fully recognise that in respect of bounties, subsides, or other 
payments from public funds, discrimination would be legitimate. 
'Ve would, however, like to point out that the Repmt of the 
External Capital Committee of 192!, on which the draft is based, 
is not the last word on this subject. The conditions imposed in 
accordance with the recommendations of this Committee have 
so fm· been found to be satisfactory, but it is not improbable that 
altered circumstances will necessitate other conditions or modi· 
fications of these conditio&s with a view to the encouragement 
of Indian trade or indust•·y. The clause should not, therefore, 
restrict the right of the G Jvernment and the Legislatm·e to 
impose further conditions, if necessary. 

(c) The clauses relating to the special provisions for 
persons who are British subjects domiciled in the United King
dom are based on the principle of reciprocity. In the course of 
the discussion we have referred to several methods by which 
'Vestern countries have attempted to foster and develop national 
industries and which might in certain circnmstancas be held to 
contra\·ene one or other of these provisions. 'Ve have two 
altern ltive proposals to make. 

20. 'V e strongly hold the view that a friendly settlement 
by negotiation is by far the most appropriate and satisfactory 
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method of dealing with this complicated matter. Any statutory 
safeguards given to British commercial intet·ests would hritn.te 
public opinion and would operate as impediments to a friendly 

·settlement. 'V e, therefore, earnestly suggest the omission of 
clause 123 of the White Paper and the corresponding clauses 
in the re-draft. If any legislation which subjects to unfair 
discrimination any class of His l\Iajesty's subjects protected by 
this clau~e is passed by the Federal Legislature, the Governor
General has already the right under clause 39 to reserve the 
Bill for the significance of His l\Iajesty's pleasure. Any such 
action on the part of the Governor-General would itself put 

the rivaJ parties in the proper frame of mind for a satisfactory 
agreement. The fear on the one hand of the exercise of the 
ultimate veto and on the other the po~sibility of as:--ent in view 

t 

of the, strongly expre~sed public opinion in the matter would 
probably induce the parties to al"live at a satisfactory com
promise. (Sir Henry Gidney dissents from this proposal.) 

!H. A less satisfactory a1 ternati ve (though in om· opinion 
much better than the 'Vhite Paper proposal") would be the 
inclusion of legislation, which discriminates against any class 
of His l\Injesty's subjects in Iudia, in the list of legislation 
which, under Proposal 119, requires the previous assent of the 
Governor-General given at his discretion. It should, however, 
be made very clear by means of a provision in the Statute 
itself or by means of appropriate directions in the Instrument 
of Instructions that the assent should not be refused unless the 
object of the legislation is " not so much to promote Indian 
commerce as to injure British commerce". 

'V e consider that a clause drafted generally op these lines 
would be preferable though it is open to the objection referred 
to in paragraph 12. 
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In the first place a provision of this sort would be mora 
elastic than the 'Vhite Paper provision, for the Governor~ 
General or the Governot· as the case may be would be in a 
position to decide with reference to the merits of each indivi
dual case whethet· the measure was a legitimate. attempt, 
intended to promote Indian industries, or whether its aim was 
primarily to injure British commerce in India. 

. In the second place it would avoid a . reference to the 
Courts to which there are obvious objections, some of which 
hare been given by the Simon Commission in paragraph 15(), 
Volume II of their Report. We do not think that the Courts 
Rhould be placed in a position in which they might have to give 
a decision contrary to strongly expressed public opinion in the 
Legislatm·e. Indeed, any attempt to test the legality of popular 
legislation by a foreign company would at once raise political 
issues and would tend to mobilhe the forces of public opinion 
against the company concerned. European companies have 
during the last four years realised how extremely effective a boy
cott, supported by public opinion, can be in India. 

In the third place, a reference to the Feder.1l Court with the 
right of appeal would mean considerable uncertainly and d~lay, 

which might in certain circumstances frustrate the very object of 
the l£lgislation. ~Ioreover, if the legality of the legislation is 
challenged, not immediately but some years after the passing of 
the Act, a decision of the Federal Court declaring the legislation 
ultra vires on the ground of discrimination would inflict. heavy 
losses on the companies, which in the mean~vhile had invested 
capital and_ commenced operations. 

22. 'V e see grave practic.ll objections to any constitutional 
provisions against administrative discrimination. Indian 
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~Iinisters in chm·ge of Transferred Departments in the Provinces 
have exercised unrestricted power~ in respect of contracts ,m'd 
the purchase of stores for the la~t twelve years and there has 
be~n no complaint fl·om any British companies that the powers 
bave been abused. A part from the fact that any provision in 
the new constitution which would enable the Governor-General 
or the Governmen.t to interfere with the discretion of the Indian 
~:linisters in these matters would be very strongly resented as an 
encroachment on the rights already granted by convention, we 
are convinced that administrative interference would, in practice, 
seriously affect the relations between the Governor-General o1· 

the Governor. and bis ~Iinisters. Io practice no such discrimi

n~tion against British companies in Indid. is likely to take 
place, especially as the vast majority of the shareholders in 
many of the so-called Europenn companies in India such 
as the jutE> companies of Bengal, are Indians. The Indian 
shareholders, like the shareholders of any other country 

do not concern themRelves very much with political or racial, 
issues so long as they get their dividends regularly. Although, 
the shareholders in the jute companies have been predominantly 
Indian~ the management and direction has, as is well-known, 
been almost exclusively European. 

I I 

Railway Board .. 

23. The question of the constitution of a statutory Railway 
Board was never discussed at the Round Table Conferences but 
was considered by the Consultative CommittP-e of the Round 
Table Conference in India. This Committee, while recognising 
the advantages of the establishment by Statute of a Railway 
Board for the administration of the Indian railway system on 
commercial lines, considered that the Constitution should merely 
contain a clause requiring the establishment of such a body and 
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that the constitution, functions and powers of the Board should 
be determined by an Act of the Federal Legislature. · \V e agree 
with this recommendation. 

Federal Legislature. 

24. 'Ve generally accept the proposals in the \Vhite Paper 
Loth as regards the composition of Lower Federal Ch~mber and 
as regards the method of election to it.* The representati~es of 
some of the bigger Indian States have urged the desirability of 
sma1lcr Legislaturea and also the adoption of an indirect ~ystem 
of election. The arguments that have bee~ advanced against 
direct election are familiar to those who have taken part in the 
constitutional discussions of the last five y~ars, but since the 
matter is of such Yital interest, we propose to deal with the 
principal objections which are as summarised below. 

{1) Direct election, even with Legislatures of the size 
contemplated by the \Vhitc Paper scheme, would necessitate 
extensive constituencie~, and with the comparatively un
developed s~1.te of communications in India it would be 
impo~sil>le for the individual member to maintdin that 

personal contact with the ~lectorate which is the essence of 

the democratic system • . 
(2} The vast mass of the electors who arc to be 

entranchised under the \Vl1ite Paper scheme are illiterate, 
and in the absence of a well-organised pJ.rty or press, it 
would be difficult for the illiterate votet· to understand the 

• Some mPmbers of the Delegation would much prefer smaller 
lecrislatures thouO'h the'' are in favour of direct election to the Lower 

... "" J 

Chamber. One member considers that in view ef the special circum-
stances of his community at present, indirect election would be prefer-

able. 
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complicated. and in some cases highly technical issues which 

the Federal Government would deal with under the new 
• • I constttut10 n .. 

(3) India has not sufficient men with the necessat·y 
qualifications to fill Provincial and Central Legislatures of 

diE:~ size provided for in the 'Vhite Paper scheme, and a 
large Federal Legislature is unnecessary for the purposes 
of the Federal scheme, since the functions of the Federal 

· Government under this scheme will be ve1-y restricted. 

~5. The first two arguments have been answered in the 
following passage ft·~m the Government of India's despatch on 
a similar proposal made by the Statutory Commission : 

. 
·" Fit·st, the central elector has Pxe1·cised the franchise 

with increasing readiness and at least as freely as the 
elector to provincial councils. A great deal of the bussines~ 
of the central legi8latm·e is as intimate to the elect01·, and 
is as fully within the scope of his understanding as the 
business of the provincial councils. We need cite only such 
mt~.tters as the Sarda Act, the income-tax, the salt tax, tho 
ra.ilway administration, and postal rates. Even more 
abstruse matters, ~mch as the exchange ratio and tariff~, 
inte1-est large sections of the electorate. Second, the 
electoral methods natural to the social stt·ucture of India. 
may be held to some extent to replace personal contact 
between candidate and voter, a contact which adult sufhage 
and p.uty organizations make increasingly difficult in 
western countries. The Indian electorate is held together 
by agrarian, commercial, professional and caste rehtions. 
It is through these r~lations that a candidate approaches 
the elector, and in this way political_opinion is the result 
partly of individual judgment, but to a greater extent than 
elsewhere of gt·oup movements. These relations and groups 
provide in India a means of indh·ect contact between voter 
and member, reducing the obstacles which physi~l condi
tions entail. l\Ioreover, we are impressed by the further 
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consideration that ten years a~o Parliament of its own 
motion set up for the first time a directly elected Assembly 
representative of tl1e whole of India. rrhat Assembly, i~ 
part perhaps because it is directly elected, has appealed to 
the sentiment of India, and sown the seeds, as yet only 
quickening, of real representation. Acco!'dingly, unless 
new considerations of greater importance have to be taken 
into account, we fpe} reluc~nt as yet to condemn an 
expedn,ent undertaken so recently in a country awakenin(J' 
to political consciousness." o 

Apart from the other weighty arguments- which. have been 

urged by others in favour of a system of dire_ct election, we wish 

to draw the attention of the Committee to the possibility, almost 
amounting to certainty, of Provincial elections being fought on 

All·lndia issues if the Federal Legislatures were indirectly 

dected hy the Provincial Councils. The re~ult would be that 

none of the advantages claimed for the indirect system could 

he secured since All-India issues would be vot~q. upon by an 
£>lectorate of 35 millions instea~ of ,by the mor~ restricted 
electorate recommended by the Lothian Committee for 

the Federal Assembly. 

26. .As regards adequacy of qualified men to fill the legis-

1ature8: whatever the conditions in the Indian States no one 

who is in touch with conditions in British India doubts that, 
\ 

except perhaps in the rase of the depressed classes,. men with 
the necessary qualifications will not be available. Our fear, 

on tl1e other hand, is that the number of candidates will be 

embmTassingly large. 

27. We consider that there sl10uld be a definite provision 

rrgulating the procedure for the participaticn by representatives 

of Inclian States in matters of exclusively British I~dia Interest. 
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The following formula indicates the procedure which in our 
opinion should be followed :-

(1) In a division on a matter concerning solely a British 
Indian subject, the representatives of the Indian 
States will not be entitled to vote. 

{2) Whether a matter relates solely to a British Indian 
subject or not will be left to the decision of the 
Speaker of the House, which will be final. 

(3) If a substantive vote of 'No Confidence' is proposed 
in the House on a matter relating solely to a British 
Indian subject, the representatives of the Indian 
Sta~cs will be entitled to vote since the decision on 
such a question will vitally affect the position of a 
1\Iinistry formed on the basis of collective responsi .. 

bility. 

(4) There should be a definite provision in the Constitution 
regarding the procedure on this important point, since 
the issues raised affect the status and rights of the 

representatives of the Indian States on a question of 
voting in the Legislature. 

{5) If the :Ministry is defeated on a vote of the Legisla
ture on a subject of exclusively British Indian interest 
it will be for the ministry to decide whether it should 
continue in office. It will not necessarily resign as a 

result of the vote. 

Provincial Constitutions. 

28. 'Ve approve generally the scheme of Provincial 
responsibility provided for in the 'Vhite Paper Froposals, 
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and our observations and suggestions are confined to matters 
of detail. 

{I) \Ve are very strongly opposed to the proposal that 
L:1w and Order or any ~ection of the Police Depart
ment should l e reserved. In the first place, the Iso
lation of this Department would result in the intf'nsi
fication of the hostility to this Department which 
would be increasingly recognised as the agency of an 
alien Government. In the second place, the mainte
nance of Law and Order is very closely connected 
with the administration of the other deparments 
since the Police are the agency .through which in the 
last t·esort the "policy of the other drpurtments is 
enforced. For instance, the periodical JUoplah 
outbreaks in the south, the tenancy ugitation in the 
U. P., and the Gurudwara agitation in the Punjab 
were due to agrarian or religious movements which 
neces~itated action in the Transfel'l'ed Departments. 
To give another inE-tance, the enforcement of prohibi
tion, which has the sympathy of a large section of the 
population in India, is, as has been demonstrated by 
the American experiment, primarily a question of Law 
and Order. 

(2) Any special provision fot· dealing with the terrori$t 
activities in Bengal and elsewhere, which would in
volve a reRtriction of mini~terial responsibility in 
respect of Law and Order, would, apart from its 
political reactions, defeat the object in view. It is 
well-known tbat the terrorist activities have been 
aO'<Yravated by social and even religious influences, 
u~~mployment among the University graduates, and 
by economic conditions of the Province in general. 
Absence of any strongly expressed public opinion 
again~t the movement has also been one of the princi
pal factors tbat has contributed to its growth. Only 
an Indian 1\Iinister who is very closely in touch with 
the classes of the population from which the terrorists 
are drawn can mobilise the forces of public opinion 
aO'ainst the movement and deal effectively with the 
s~cial and the other factors that have influenced its • growth. (Sit· Henry Gidney dissents.) 



30 

(3) There is nothing in the "\Vhite Papet· scheme which 
could prevent the Governor-General from carryin(J' 
out the suggestion that, while Law and Order would 
be completely transferred in the Provinces, there 
should be a Rmall organisation directly under the 
Governor-General which would, in co-operation with 
the provincial authorities, supply him with informa
tion relating to movements of a subversive character 
which extend over more than one Province and 
which raise questions relating to the defence and 
security of the country. The military section of the 
C. I. D. does, a~ a matter of fact, discharge this 
function. 

(4) The Instrument of Instructions should definitely con
tain a direction to the Govet·nors that the collective 
responsibility of the Cabinet with a Prime l\Iinister 
should be introduced from the very inception of the 
provincial constitutions. 

(5} Special responsibilities of the Go~ernor. * 
"\Vhile we recognise that cert.:1.in special responsi
bilities would have to be imposed on the Governor in 
view of the demands of the l\Iinorities and other 
circumstances, we consider that the following modi
fications should be m3 de in Proposal 70 of the "\Vhite 
Paper: 

(i) In respect of the prevention of grave menace to 
the peace and tranquility of the Province, the 
Governor's action should be confined to the 
Department of Law and Order. In other words, 
these special powers should not be exercised ~o 
as to interfere with the administration of the 

* Sir Abdur Rahim is of the opinion that the special responsibli
ties and special powers of the Governor as proposed in the 'Vhite Paper 
will make it extremely difficult for responsible Governments in the 
Provinces to function and con-siders that the provision made to meet 
cases of breakdown of the Constitution should suffice to meet all serious 
contingencies. He is convinced that if the rights and interests of the 
:Minorities and the Services are properly defined in the Con~titntion 
Act itself that will afford more effective protection to them. The 
Governor should, however, be responsible for carrying out the orders 
of the Federal Government and protecting the rights of Indian States. 
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other Department'3. It is suggested that the 
Bpecial responsibilities should be rPstricted to 
cases in which the menace arises from subversive 
movements or the activities of a person or per
sons tending to crimes of violencP. 

(ii) In the case of 1.Iinorities, the expres~ion "Legiti
mate interests" should be more clearly defined 
and it ~hould Le made clear that the 1.Iinorities 
refe1Ted to are the racial and religious minorities 
which by usage are generally included in this 
expression. 

(iii) In the case of the Services, the expression " legi~ 
timate interests" should be clearly defined. The 
Governor's special responsibility should be 
restricted to the rights and privileges guaranteed 
by the Constitution. 

( The other special responsibilities of the Gover
nor will be dealt with in the appropriate sections 
of this memorandum t.o which they relate.) · 

(6) TLe power of issuing ordinances should be given only' 
to tLe Governor-General ~•s at present. The Governor 
should have no difficulty in getting ordinanres issued 
even in emergencies as at present. 

(Some members of the Delegation dis8ent from 
this proposal and support the 'Vhitc Paper proposal.) 

(7) 'V e are opposed to tl1e creation of second CLambers 
in Bengal, Bihar and the U. P. The opinion of the 
present Legislative Councils in these Provinces is not 
conclusive in the matter. 

If, however, in spite of our opinion a second . 
Chamber with a nominated element is to be constituted 
in these Provinces, we consider that it should be defi
nitely recognise that persons appointed 1.Iinisters 
must be or become within a stated period elected 
members of one of the two Chambers. 

( One member of the Delegation considers that in 
the ca:,e of the United Provinces a Second 
Cham b€r is necessary, while another would like 
to have it in all the three Provinces.) 
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- (8) In respect of the Governor's Act, referred to in Pro
posals 92 and !l3 of the \Vhite Pc1per, most of us 
would prefer that, if any legislation were required for 
the discharge of the special responsibilities imposed 
on the Govet·nor, he should take the entire responsibi
lity for such legislation and should not he required to 
attempt to secure the assent of the Legislature. 

Federal Finance. 

29. (1) The allocation of the sources of revenue between 

the Federation and the units which follows with slight modifica

tions the recommendations of the Peel Committee of the Third 

Round Table Conference, is the result of a. compromise and we 

do not, therefore, suggest any change. 

(2) In regard to the division of income-tax, however, we 

observe that the contentions of the British Indian members of 

'the Peel Committee have ~ot been accepted. These members, 

realising the importance of strengthening the financial position 

of the Federal Government by the parmancnt allocation oE a 

portion of the income-tax, agreed, as a compromise, to the 

suggestion that the proceeds of the income-tax which arc not 

derived solely from re:-idents in British India should be allotted 

to the Federal Government, in addition to tlw Corpora.tion Tax 

which would be definitely classed as a Federal source of revenue. 

According to the figures placed before the Peel Committee, the 

amount of income-tax so allotted was roughly about 2! to 3 

cmres of rupees, or only about ~0 per cent. of the balance 
remaining after the allocation of the Corporation T~tx to the 

Federal Government. 

U n<.ler the 'Vhite Paper scheme, the- portion of the income

tax to be assigned to the Federation has been fixed at not less 

than 25 per cent. an<.l not more than 50 per cent. of the net 
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proceed:.:, the exact percentage to be fixed by a committee just 

before the inauguration of the Federation. 

Since the Percy Committee have definitely found that the 

pre-Federation debt of .India is covered by the assets to be 

transferred to the Federal Government, there is no justification 

in theory for the assignment to the Federal Goverment of any 

portion of tl·e personal income-tax paid by the residents of 

the Provinces, since no corre8ponding tax on incomes will be 

pai? by the States. .Any such proposal would have serious 

political repercussions, for an economic issue ·of this sort might . 
<lertermine the line of. party cleavage in the Federal Legislature. 

It would be very deplorable if at the very inception of the new 

constitution the representatives of British India and those of 

the Indian state~, were ranged in opposite camps in the Federal 

Legislature. 

(3} In PropoEal 137, it is stated that the Federal Legisla

ture will be empowered to assign the salt duty, the Federal excises 

and the export duties "in accordance with such schemes of dis

tribution as it may determine". It Ehould be made clear that 

the ~ystem of distribution sl10uld Leon the basis of population or 

accorJing to some other method that would not render possible 

the exercise of administrativ.J control over the units of the Fede

r.ltion. In other word8, the scheme of distribution should not be 

interpreted as including grants-in-aid as ah instrument of 

control. 

( 4) There should be a pro¥ision in the Constitution 

Act for the appointment by the Governor-General of a 

committeee (say three years after the Federation has begun to 

function) to institute an inquiry into the financial conditions of 

tl1e Federation nnd of the British Indian Provinces and to make 
> 
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recommendations for the allocation of the income-tax to the 
Provincial units according to a time-table. 

Public Services.* 
' 

30. No part of the 'Vhite Papar proposals has caused 
more dissatisfaction in India than the provisions relating to the 
Public Services. Before we indicate om· views on these provi

sions, we may draw the attention of the Committee to certain 
features of the duties and conditions of service, particularly with 
reference to the key Set·vice, namely, the Indian Civil Service. 
The Covenant or contract signed by a member of the Indian 
Civil Service imposes many obligations on him but confet-s 
hardly any rights or privileges, which have all been granted 
either by ~tatute or by 1·ules, such as the D~volution Rules and 
the Classification Rules. The salaries and other conditions of 
service have been varied from time to time and are still subject 
to variation by the Secretary of State in Council. The duties 
and functions of this Service have also undergone considerable 
changes. Originally the Collector and ~Iagistrate was a fiscal 
officer, a revenue and criminal judge, the local he::td of the police, 
jails, education, municipal and sanitary department~. Owing to 
the increase of specialisation by the creation of new departments 
transfer of cerbin departments to the direct control of the 
Imperial Govet·nment, de-officia.lisation of local authorities and 
other administrative changes due to the introduction of the 
1\Iontagu-Chelmsford reforms, his duties have been considerably 
restricted, but he continues to be the administrative head of the 
di~trict, whose principal functions, apart from the collection of 
revenue, are the maintenance of Ia wand order and the co-ordina
tion of the work of the different departments of Government in 

f 'Vherever the word ' Indian' is used, it includes ' Statutory 
Indians' 

I 
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the district ~Iany of the higher administrative appointments and 
almost ali the higher secretariat appointments in the Provincid 
Governments and in the Government of India are reserved for 
the members of this Service under the present Constitution. 

31. According to the 'Vhite Paper scheme, the Secretary 
of State will continue to recruit on the present basis for the two 
key Services, namely, the Indian Civil Service and the Indian 
Police. There is to be a statutory inquiry after a period of five 
years after which Parliament will determine on what basis future 
recruitment should be made. 

Very strong objection has been taken in India to this part 
of the scheme which is, it may be noted, not in accordance with 
the recommendations of the Services Sub-Committee of the 
Round Table Conference. We considfr that, after the passing 
of the Constitution Act, recruitment for the Central Services 
should be by the Federal Government and for the Provincial 
Servic-es, including the Indian Civil Service and the Indian Police, 
should be by the Provincial Gevernments, who should ha¥e full 
power to determine the pay and other conditions of serviee for 

future recruits and also the proportion of Europeans that should 
Le recruited. • 'V e give below some statistics, necessarily based 
on certain assumptions, as to the number of European officers 

that would remain in service even if recruitment were complete

ly stopped in 1935. 

(1) Total sanctioned strength 

(2 Present strength 
(on 1-1-32. latest figures 
available) 

Indian Civil 
Service. 
1 C)C)-, ...... o 

1,308 

*Sir Henry Gidney dissents from this proposal. 

Indian 
Police. 

683 

680 
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Indian Civil Indian 
Service. Police. 

(3) Number of European officers 
at present. (1-1-32). 843 528 

{4) Number of European officers 
if recruitment were stopped 
in 1935. 

(a) in 1935 762 498 
(b) in 1940 632 443 
(c) in 1945 !)02 388 

The:-e would thus be a very substantial European element 
in the two key Services for another generation even if :European 
recruitment were completely stopped after the passing of the 
Act. The proposal that a statutory inquiry should be insti
tuted after a period of five years is open to very strong 
objection. The problem of European recruitment cannot be 
considered in isolation. It i3 very closely connected with 
standard:3 cf administration, the state of communal fealing and 
other factors which are of a very contro~ersial nature and 
raise political issues. Any such inquiry even of an informal 
nature would, therefore, have a grave disturbing effect on the 
political atmosphere and would set·iously affect the relations 

between the Sen'ices and the Legislatures. 

3:!. 'Ve now proceed to deal with the existing rights of 
officers appointed by the Secretary ot State in Council which 
are to be guaranteed by Statute. 'V e may say at once that 
we have no objection to the proposal, that the pensions, salaries, 
and the privileges and rights relating to dismissal or any other 
fot·m of punishment or censure should, in the case of the 
existing members of the All-India. Services, be fully safeguarded 
by the Constitution. 'Ve consider, however, that the Governor-
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General in his discretion (not the Secretary of State in Council) 
should be the statutory authority for the protection of these rights 

and privilrges. 'Ve realise that the Governor-General acting in 
his discretion is responsible to the Secresary of State and that 
constitutionally there would be very little change. Indian 
public opinion, however, attaches great importance to this 
formal change, which would be more in keeping with the rest 
of the Constitution. 

To meet the reasonable demands made by the Services 
Association we are prepared to go further and agree to the 
folJowing concessions. 

(1) Although the members of the All-India Services, 
appointed after the commencement of the Gove:rnment of India 
Act of 1919, are not entitled to the "existing and accruing rights 
or to compensation in lieu thereof' referred to in Section 96B 
(2) of the Government of India Act, we have no objection to the 
proposal that these rights should be extended to the officers 

appointed before the passing of the Act. 
(2) We agree to the proposal that the right of retiring on 

proportionate pension should be extended to all European· mem
bers of the All-India Services, appointed up to the passing of 

the Act. 

33. Our objection is mainly to the rights and privileges 
which operate as restrictions on ministerial responsibility. We 
foresee many administrative developments. 'V e, therefore, con
sider that there should be no restriction on the )!inisters as 
regards postings, allocation of work, reorganisation of services 
and functions, and other matters which relate to the enforcement 
of policy and the efficiency of administration. The llinieters 
should also have the power of abolishing individual appoint

ments now heid by members of the All-India Servicest subject 
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to right' of compensation in certain cases ·on the lfnes ·indicated 
in the evidence of the Seci·etary of State .. 

34. 'Ve see no justification for the proposal _to exempt 
from i;co~c-tax the p~nsions of ~etired officers of the AU-India 
Se..rvices. Any. such exemption would ~ot benefit the reiired 

' ' ' 

officials. resident in. Great Britain or Northern Ireland who are 

sub]e~t to the Br~tish income-tax and who come within the 
scqpe of th~ do!}ble income-tax arrangements.· _ 'Vhether India 

• I , • 

1eyied an income-tax on pensions or not, they would continue 
tb' 1 pay income-tax at the British rate. · The ·only persons 
who wonld be protected are the retired officials who have 
settled · ql}' .fdreign ct>Uiltries in Ol'der 'to evade . the J3ritish 

income-tax. : . 'V e· do· not· think that these officet·s deserve the 
:syini>athj:·O'f Pal'lia.ment "or~ that any- special constitutional pro
:Vision:s:hould be nia<le-for· thel.r) benefit.· ) · . · ) 
l • ~ \ , \ ~· :-4 .. ~ • 1 r .. - • 4 • .. ' ,J. ...., 
-• • II (.i I A.e ,J • t1 ' 

1 
1 ) ( • ./ • "

1 
11 ,. ~ • ' ~ r 

~ : ; , ~h~ qp~~tion .is: ~?~ i.n:fae~! c?nnected w.ith service rig~1ts or 
privileges, for retired British , officials in India are subj€ct tQ 

• ) J. f I .o J 

J~qian in~ome-tax. The matter is one~or~ adju~tment between 
ih~'Britisli 1.\·~asury a~d.t11e' Indian 'Gp~·ernment; 'if the 'latter 
... I • ' • ' ' I ' I -

deCid~d to ·remove the presept exemption. 
) r_, .... I I \ \ ' -

," ,l l " 1 •r ' . 
It is possible that, owing to the fact that under the Indian 

incoqi~-Jax·provisions no exemptions are given for families, in a 
fmy cas~s the Bl'itish rate might be lower than the Indian rate ·of 
income-tax and that a few retired officials in Great Britain and . ' ' 

Northern Ireland ~vouJd, theref<?re, becom~ subject to a higher 
rate,o£ ~ax .. To avoid any pardship in this comparatively small 
npmber of cases, we would . ha\·e no objection to any art·ange
nlent$ under which retired officials in Great Britain and Northern - . . 
Irelan~ would· continue to pay income-tax at the same rate as 
at present. ·. 
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Appointment- of Governors. 

35. 'Ve strongly feel that the Governors, ot: all the Pro
vinces sh:mld under the new Constitution be selected from 
amopgst public men in Great Britain · and in India. . :Members 

of the permanent services in India, whether retired or on active 
set·vice, should be _exclud~ ft~om these_ high appointments. . 

Automatic Orowth of the Constitution .. 
i! 

36. The Simon Commission declared that one of the most 
important principles ;vhich should be~ oorne in mind in 'consi

dering the constitutional proposals was that the new Constitution 

slaould as far as possi~le contain. withi.n i~elf provisiqn . for its 
.. .. , ' 

own development.. . As the Commission observed. . . 
' I • t I I .II ~ I I f • .. 

" It has be~n ·a ch~t-acteristic of . tpe evolntion. pf 
rec;ponsible government in other parts of the British Empire 
that the details of the copstitutidn have not been.· ~xhaus
tively defined in statutory language. On. the contrary, t~1e 
constitutions of the self-gover~ing parts' of the British 
Empire have developed as the result of natura.!' gt·omh; a'nd 
progress has depended not. so much on changes m~de at 
intervals in the language of an Act of Parliament as on the 
flevelopment of conventions and on the terms. of instructions 
issued from time to time to the Crown's representative." 

The Prime llinister's declaration which we.: have quoted in t~1e 
introductory paragraph of this .memorandum also states clearly 
that. 

' 
" In such statutory safeguards as may be .made for 

meeting the needs of the transitional period, it will . be a 
primary concern of His 1tiajesty's Governm~nt to s~ that 
the reserved powers are so fr~mcd and exercised as not to 
prejudice the advance of India through the new., constitu
tion to full responsibility fo~ her own governme~t.", 

'Ve recognise, however, that Parliament cannot now, once 

for all, completely divest itself of its ultimate responsibility. 'Ve 
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make no detailed proposals as regards this subject, but indicate 
, our views in the following propositions. 

(a) The machinery to be provided in the new Act for the 
further constitutional advance of India should not involve an 
i~quiry such as that conducted by the Simon Commission . . 

(b) 'rho Constitution Act should definitely give the power 
of initiating proposals for constitutional changes to the Indian 
Legislatures. Such proposal~ should be required by Statute to 

- be placed before Parliament in appropriate form through the 

Secretary of State. 

{c) The constitutional procedure required for implement
ing these proposals should not, except in a few strictly l~mited 

cases, involve Parliamentary legislation. • 

(d) Provisions analogous to those of Section 19 A of the 
present Government of India Act should bo inserted in the new 
Act for the purpose of facilitating the devolution of authority 
by Parliament to tlte Indian Legislatures. 

Our proposals are intended to secure that the process of 
further traJ?.Sfer of respansibility shall be continuous. 'Ve 
recognise that during an initial period, which in our opinion 
should not exceed ten yeMs, certain provisions of the new 
Constitution must remain unaltered. 'V e cannot, however, too 
strongly impress upon the Committee that unless the new cons
titution brings the realisation of a Government fully responsible 
to the Legislature within sight and its provisions are so framed 
as to render possible further constitutional progress by the 
action of the Indian Legislatures, political activity outside the .. 
Legislatures· will continue to abRorb important sections of the 
politically-minded classes in India. 
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37. 'Ve have not in this memorandum attempted to ex
haust all the issues which the 'Vhite Paper proposals raise. On 
the points, which we have not specifically dealt with in the 
preceding paragraphs, we have expressed our opinion either 
individually or collectively in the course of the discussions ·or 
in the course of ti1e cross·examination of the Secretary of State. 

J..Ol\"DON, 

litll l{ot·emher, 1933. 

AGA KHAN 
AllDUR RAHil\I . 
l\I. R. JAYAKAR 
H. S. GOUR 
SHAF AAT AHl\IAD KHAN 
A. H. GHUZNAVI 
PHIROZE SETHNA 
BUTA SINGH 
HENRY GIDNEY 
B. lt Al\IBEOKAR 
ZAFRULLA KHAN 
N. 1\I. JOSHI 



APPENDICES ... 

Part 11.· 

APPENDIX A. 

1. In this section we propose .to ·deal· with the 'more 

important general ctiticisms direc~d against the basic structure 
of _the 'Vhite Papet· scheme. We summarise below the_ wincipal 
point~ which have been raised in the evidence of critics such as 
Sir 1\Iichael O'Dwyer and l\Ir. Winston Churchill and in the 
new::paper campaign that has bee~ ~carri~d ·on in this oountry for 
some time. 

(a} The proposed AU-India Federation is not an ·organic 
growth but an ·artificial creation. 

. . 
(b) The Fedet·al idea,. which is an. abstraction with no 

'roots in the soil, was precipitately accepted by the Princes in 
.~tl1eir ~~ietyto safeguard their fut{u·e which they thought· was 

tlu·eatened by the 1929 declaration about Dominion StatUs. 

(c) The :Provinces must first becOme political entities 
hcfore the necessary conditions for bringing a Federal constitu
tion into being can arise. 

(d) There h1s been a ~nsible deterioration in the· services 
·tran~ferred to ·responsible ~Iinisters under tl1c Mont.agu

Chelmsford scheme: - There should, therefore; be a- further , . 

~tne of the :\Iein_bers of the Delegation were not nble to examine 
.th~ .. \ppendice~ in their final form. · It must not, theref<>re, be assumed 
t-l~at nll. the Delerrates- have endorsed e\"ery o~~ ~f the stat~ments in the 

# ' c . 

. Appendices tbongh they nll nccept the conclusions in Part 1, subject 
- " • r 

-to-the dissents noted in a few cnses. : 
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period of probation during which all the Provincial services, 
except Law and Order, should be tt·ansfert·ed)ubject to certain 
restlictions and safeguards. 

' (e) The tt·ansfer of all services except Law: and Order in 

the Provinces would giv~ the Indian responsible ~Iinisters 

complete control over the admininistmtion and development of 

all the Nation-Building services and there should be no Centml 

responsibility until and unless this experiment has proved a 

success. 

The evolution of the Federal Idea. 

2. The uso of the expression "All-India Federation " in 
connection with the constitutional dil:lcussions has inevitably 
suggested analogies which are based on the genesi::; of federation::; 

in othet· parts of the Empire, in Europe and Amet·ica, and which, 

as explained in para 6 of the Introduction of the 'Vhite Paper, 
are not applicable to the peculiar conditions under which the 
Indian Constitution has evolved since Gt·eat Britain accepted 
responsibility for the Government of India. The first three 
criticisms referred to in the last para. have a. special appeal to 
Bl'itish politicians who are accustomed to a gradual and natural 
growth of political institutions and have an almost instinctive anJ. 
abhorrence or novelty or idealism in constitutional schemes. To 

answer these criticisms cftectivcly it would be necessary to des

cribe in some detail the various 8tages, spread over a period of 

70 years, in the evolution of the present administrative and 

constitutional machinery of India. The l\Iontagu-Chelms£01d 

Report ana the Simon Commission Report have tlescribed the 

process a(some length and we shall merely draw the attention 
• 

of the Committee to the Principal features of India's constitn-
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tiona] development. which have a direct bearing on the criticisms 
referred to in the last paragraph. 

I 

3 The Principal features of the Aiontagu-Chelmsford re-
forms were : -

(a) The demarcation of the Central and Provincial sphe
res of administration and legislation by means of a classification 
of subjects. 

(b) An almost complete separation of the sources of 
Provincial and Central re~enues and the definite recognition of 
the fmancial autonomy of the Provinces. 

(c) A preponderant non-official majmity at the Centre as 
well as in the Provinces, based on a widely elected franchise . 

. 
(d)- Responsibility of the Executive to the Legislature in 

respect of ceitain subjects in the Provinces •. 

The degree of Provincial autonomy ( we use the expression 
here in the sense of freedom from control by the Central Autho
rity) attained ..under this syst~m has not been generally recog
nized. Tbe Central Government does not now exercise any 
control over Provincial expenditure except in respect of certain 

matters aflecting All-India Services. The Budget.-, of Proyincial 
Governments are not submitted either to the Government of 
India or to the Secretary of State for approval before they are 
presented to the Provincial Legislatures; and Provincial solven
cy i& ensured only by the indirect method of control over the 
Provincial borrowings which, it may be noted, has been retained 

under the 'Vhite Paper Scheme. 

As regards the administration of the transferred subjects 

there l1as been, of course, little or no control by the Central .. 
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Govet·nment, but e\·(m in respect 10£ the re~erved subjects the 

Government of India bave in accordance with the recommenda
tions of the Joint Select Committee of 191!) refi-ained from ... , ~ ,. .. .. , , ' .... 

intt;rference except perhaps in the domain of Law and Order, 

where intervention has been more frequent owing to subversive 
Jndvements' extending over the whole of Indi<l. l\fainly as a 

result of the financial inu~pendence conferre(l on the Provinces,. 

Provincial autonomy l1as already become a~ accomplished fact,. 

and Pt·ovincialism has found expression in .. the Central Legisla
ttn·e even throi1gh official rcpre."lentative3 in a form- which the 

' J -

Centi·al Govet·nment have often found exh-eme~y emharrasing-. 

4. The '3uhjects classified a.'3 Central under the Monta.gu-
, • • • ,. • • I \ 

Chelmsford reforms are more or less the same' as tl10se assigned . - . 
to ·a Federal Government iii western cmmbieil.- A Central 

. Go:vernment which discharges· all the funt?tions of a , Federal 

Government elsewl~~re is thus already in existence. Central 
Legislation does not, of course, apply to the Indian States" 

but the range of matters in which the States have realized 
their solidarity with Bt·itish India is very extensive, and;a.'3 we 

shall show presently, by means of tre..tie£:, conventions, and 
usage a, very close: association with the Indian States i~ the 

·sphere of administration has alt-eady been established. 
I ' 

(a) Defence and Foreign Affairs. 

As regard~ Defence, the Indian States are guaranteed secu
rity from withou~ and they sh~re with British India the obliga-

' tion for common defen~. The external affitirs of the States are 

also entirely in th~ hands of the Government of India and Indian 
States are for international purposes in extactly the same posi
tion as British India. ''An Indian State cannot hold diplomatic 
m· other official intercout·se with any 'foreign: pO\Te~. _ lrldia, of 

course, is a member of the _League of Nations_ and at Geneya is 
' 
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r£-pre.entcd a:; a unit lay a delegation which in· practiCe iilcludes 
tl1c ruler of an Indian State." . ' 

(h) Railways •. 

TI•e Goyernment of India baye compiete oontrolidvcr the 
Indian Railways, one seventh of· which· run througli India~,; 
States. I~ respect of the :stripes, ·of ten-itory over which· the: 

railways nui in tl1e fndian ·states: tlw Indian ·StateS have' in most 1 
c:&~es ceded civil as well as 'criminal jurisdiction.- ~ Id addition t~! 
the British Indian rnih~ay ·sy~tem many States imve · their oi·n, 

railways 'vl•icli J they 'themseh~es ~dminiJtet·; and· ('O~tro1; ·but} 
,. • 10 • , 

there is ·a con~idernhlo measure of control exercised 'by· tllE~ · 
Railwny Bonrd even in respect of these railways. They are• 

~uLjed to inspection by the (iqverpntel\t_ ·of J~qi_a:anq._they. 

genc~lly, fol~ow .. t~e r~les ~and regulati<?ns .. prescri.b~ .by, the 

Railway ~oa~. ,, 

(e) Currency. 
Orily eigl)t out of 652 states. lm-ve~ tl1eir own ct.U~ncy,'but; 

the rmTenry ami exchange policy hns always been determined hy. • 

the Gon~rnment of lnGia for .. the whol~ of India including tTre -
Indian States, for apart from other factors, eronomic rie~ssities / 
lmve forced the Indian states- to adopt the CUITency policy of the ' 

Go,·ernment of India. 

(d) 'Pos~s and Telegraphs. 
. -

637 out oC652 Indian States have already accepted pobtal· • 

unity. · i.e., they have ~g1-eed to the Stat~s b~ing~• considered for- r 

po~tal purposes as part of E;iti~h India. and have aceepted ti~e l 

adniinistration ·of the Indian J:>o8ts and Telegraphs Departn1ent 

in respect of post officP..-S within. their. boundaties. Out· of the·, 
remaining ~5, finf have conyentions .under~ which they use British . · 

Indian Stamps oyer printeil with the name of the State. 
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(e) Customs. 

The States are not consulted in regard to tariff or customs 
policy, which under the Fiscal Convention is determined by the 
British Indian Central Legislature and the Governor Genenl in 
Council, and customs duties levied by the Government of [ndia 
have, of course, affected the whole of India including the inland 
State3 who form the vast majority of the Indian States. Indeed, 
the question of 1\Iuitime customs has been the subject of acute 
controversy during recent years and the Federal process bas been 
carded so far that, in the opinion of the Butler Committee, the 
states have a 1·eal and substantial gt·ievance which culls for 
remedy. 

(f) Scientific Departments. 

These subjects do not raise any controversial issues since 
the results of departmental research are available for British 

India as well as the Indian States. It may be noted, however, 
that in regard to one of the most important of these Depart
ments, namely, the Council of Agricultmal Research, the 
Indian States, have got . definite repreHeQ.b:l.tion though on a 
voluntary basis and some of them have actually made substantial 
contributions towards the expenditm·e of the Department. 

(g) Ta_xes. 
In regard to customs duties and tlJe salt duty which con

tribute the bulk of the Central revenues of the present Govern: 
ment ~£ India, the burden is shared by the residents of the 
Indian States as well as those of British India. 

5. It will be evident from the pt·eceeding analysis that in 
the domain of administration the process of fcderalisation has 
gone yery far indeed. In respect of al::nost all the subjects to he 
classed as federal under the new constitution, namely, Defence 
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Foreign Affairs, Currency, Exchange, Railways,· Posts and 
Telegraphs etc., there is now a common policy applicable to 

British India as well as the Indian States, determined by the 
fame authority, namely, the Governor-General in Council who, 
in the case of Brititish India exercise9 his powers under the 
Government of India Act and in the case of Indian States, acts. 
as the agent of the crown. There has, however, been no 
parallelism in the political development of the two halves of 
India. The Central Legislature which exercises a powerful 
influence on Governmental policy (and in the case of the Tariff 
actually determines the policy under the Fiscal Convention) con· 
tains an overwhelming majority of elected non-officials from 
British India but has no representatives of the Indian States. 
Administrative unity and the greater opportunities ·afforded to 
British India of influencing policy have necessarily given rise to 
a demand for a closer association of the Indian States with the 
Central Government. Many of the proposals that have been 
discussed in the past but which."did not actually materialize are 
referred to in the following passage from the Montagu-Chelms

ford Report. 

"Lord Lytton's proposal to constitute an Imperial Privj 
Council which should comprise some of the great princes resulted 
only in the ephemeral gbd purely honorific body known as the 
Councillor's of the Empress. Lord Dufferin's institution of 
Imperial Service Troops was of much greater value in giving 
actual and useful expression to the feeling of community of 
interests. Lord Curzon's plan for a Council of Ruling Princes, 
and Lord Minto's scheme first for an Imperial Advisory Council 

and then for an Imperial Council of Ruling P1inces were sug
gestions only a little in ad\"ance of the time.. The idea which 
attrncted his two predecessors gained fresh life as a result of the 
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conferences which Lord Hardinge held with the Princes to ·con
sider questions of higher education in ·the States. Lord Har
dinge made no secret of l1is desire to seek the collective opinion 
of the Princes as· trusted collea.gues whenever possible on matters 

' 
affecting their Order; and in responding to His Excellency's 
invitation, Their Highn~sses the l\Iaharajas of Gwalior and 
Indore also laid stress upon the essential identity. of interest 

between the two halves of India. Lord Chelmsford carried the 
system of the conferences further by utilising them for the pur
pose of discussing generd questions affecting the States, as a 
whole; and His Highness the Gaekwar in welcoming the new 
development expressed the hope that what had by that time 
become an annual conrerence would develop into a permanent 
Council or Assembly of Princes. ~Ioreover only last year the 
claims of the States to be hea1·d in matters ol Imperial concern 
were signally recognized by the deputation of His Highness 
the l\Iaharaja of Bikaner to the meeting of tiro Impednl Con
ference ~nd the War Cabinet." 

As a result of the t·ecommendation made in the 1\Iontagu
Chelmsford Report, the Chamber of Princes was set up in 
February 1921. It is not an executive body and its functions 
are mainly deliberative, consultative, and advisory. It advises 
the Viceroy on questions referred to him and it also proposes 
for his consideration other questions affecting the Indian States 
generally or which are of concern either to the Empire as a 
whole or to British India and the States in common. 

The enormous increases in customs duties since the intro
duction of the reforms and establishment of the Fis~'l.l Conyen
tion, which, as we noted, introduced a measure of respomlibility in 
respect of Tariff P~licy, have tended to intensify the demancl for 
a closer association of the Indian States with the Government 
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of India,. As the Butler Committee have pointed out;, during 
Lord Reading's Viceroyalty a proposal was dt·awn up for the 
establishment of a Zollt•erein, an important feature of which· the 
association of the representatives of the Indian States with the 
Indian Legislature in the determination of policy. 

' . 
Individual Princes even before the publication of the 

Simon Commission RE:port made no secret of their desire to 
I 

associate themselves with British India in a common federation. 
' 

The following extract from a spee~h delivered by the l\Iaharaja 
of Bi~·mer in 1929 is quoted in the Rep01·t itself:-

"I look forward to the day when a United India will be 
enjoying Dominion Status under the regis of the King-Emperor 
and the Princes and the States will be in the fullest enjoyment of 
what ia their due-aS a solid federal body in a position of absa. 

lute equality with the federal provinces of British India.." 

G. The federal idea, i.e., the desire of the Princes for a 
closer association with British India for the determination of a 
common policy in respect of matters o£ common concern, is thus 
not of recent origin. It is the. logical and ine~itable . result of 
forces which have· been at work for over 70 years. If we rid 
our minds of notions and analogies suggested by tiie. evolution 

#, .. 
of federations elsewhere, it will be clear that the White Paper 
scheme provides for little more than the formal · association of 
the Indian States, in an administration which has already been 
almost completely federalized, but has been influenced predomi
nently by Britis~ India. The scheme is, therefore, not an 
artificial creation but is a natural development of the policy 
announced in the Declaration of 1917. It was definitely fore
seen and provided for by the authors of the l\Iont~cru-Chelmsford 
Report, as is evident from the following extract :-
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" The gradual concentration of the Governments of India 
upon such matters (Defence, Tariffs, Exchange, Rail ways, Posts 
and Telegraphs, et~) will, therefore, make it easier for the 
Sta,tes while retaining the autonomy which they cherish in 
internal matters to enter into closer association with the 
Central Government if th<'y wish to do so. But though we 
have no hesitation in forecasting such a development as possible 
the last thing which we desire is to tend to force the pace. 
Influences are at work which need no artificial stimulation. All 
that we need or can do is to open the door to the natural 
developements of the future ". 

7. From this brief survey of the administrative and 
political developments in India, two conclusions emerge:-

(a) As a result of the rigid demarcation of Central and 
Prbvincial subjects and in particular of the complete separation 
of the sources of the Provincial and Centralt·evenues Provincial 
autonomy is for all practical purposes an accomplished fact. 

(b) In respect of the subjects to be clas!ed as Federal 
under the new constitution, the administration has not only 
b~n centralized so far as British~ India is concerned but has 
actually been federalized. I~ other words, in the domain of 
administration the federal process is almost complete. 

These two features of the Indian constitutional and ad
ministrative machinery furnish an almost complete answer to 
th~ criticisms based on the analogy of the growth of western 
federations. 'l'be conditions under which a federal constitution 
is emerging in India are fundamentally different from those 
which .existed in Australia, Canada, the United Statea of 
America, and Germany before they adopted a federJ.l constitu .. 
tion. In all these countries there exhted a num her of com-
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pletely inqependent states which had control-over their defence, 
their fiscal policy and. all the subjects ~hici1 are ~ormdlly 
classed as fedeml. ':['he necessity for a common defence a~d 
the economic advantages of a custo;~1s union or ~ common ta~·i.fl 

40 • op ... 

wall were tl1e two powerful forces which dt·ove the State3 into 
a federal union. The Britisl~ India~ Provinces~~ ~evet· be in 

the position in ~hich th~ States of the 'Vestern federa.tion; 
wet·e, for no scheme that we kno~ of has ever sugge~ted th~ 
devolution -of Centml authority on a seale which_ ,~ould make 
tho'· Indian Provinces responsible for theit· own defence' or tllei~ 
<'ustoms policy. · 

. ' . -- . . 
The problem in the case or the other federations was to. 

uring ·into existence a coni{non administmtion. and to' .devis~ a· 
constitutional system suitable for the administration of cei-tain
Fmbjects on a 'federal basis. The task of the constitutional' -;i~ 
perts in respecf of India is not the. ci·eatlon o£ a-fedet;al ad minis/ 
tration but merely tho adaptation of the present constitution io' 
suit the necessities of an administt-ation which bas been almost 
completely federalized, but which is influenced by o~e section of 
India. 'Vith all respect we ventm·e to point out that the argu
ment urged by the Simon Commission. and.th~ -critl~ who havJ , . . 
objected to the constitution of a f~dtration. simultan~onsly with 
the ct·eation of autonomous provinces has no relev:incc to the 
Indian problem which confront§ Parliament ~ow. 

Deterioration In Services. 

8. 'Ve must now deal ~ith the charge that _there has been 
a sensible deterioration in the services transferred to responsible 
l\Iinisters under the l\Iontagu-Chelmsford scheme. This as_ser
tion has been made by l\Ir., Cimrchill be~ore- the qommittee ·and 
forms the basis of a great deal of the press propaganda in this 
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tountry. When Mr. Churchiil was asked by Sit· John Wardlaw 
1\filne to justify the statement, 1\Ir. Churchill refused to 
develop the subject further since " it would be painful to his 

' Indian n·iends." 

Though Mr. Churchill declined to give the source of his 
information or the facts on which he based his conclusions 
he explained that the deterioration he referred to was not 
in respect of personnel but in respect of the services rendered to 
the people. The only specific instances of deterioration that 
have been cited by the opponents of reforms in_ India are 
cases of embazzlement of money in municipalities, corruption 
is some of the Services, the supersession of two major 
l\Iunicipal Boards in N orthem India, and the growth in the 
arre,us of 1\Iunicipal taxes in different Provinces. The 
principal Services b-ansfet·red to ministerial control in the Pro
vinces under the 1\Iontagu-Chelmsford reforms are :-

{a) Communications. 

(b) Education. 

(c) 1\Iedical relief and Sanitation. 

(d) Agriculture and Industries. 

{e) Local Self-Government. 

9. Communications. As regards communications, it 
is universally acknowledged that there has been a tremendous 
improvement in the condition of the roads. 'V e do not claim 
that the improvement is solely or even mainly due to ministerial 
direction. The greater interest shown in rural communications 
as a result of the pressure exerted by rural representatiyes in the 
Provincial Councils, the requirements of the rapidly developing 
motor traffiic, the constitution of an All-India Road Board, 



financed by means of a tax on petrol, and other factors have all 
contributed to the very striking deYelopment in regard to trans
port facilities in India. Indeed, as Sir Charles Innes has 
pointed out in his evidence, the emergence of the motor bus which 
now reaches remote ~oes has been one of the important 
factors that have_ contributed to the growth of political conscious
ness in rural areas and to the magnitude of the mass moyement 
that have been a feature of the political agitation during the last 
decade in India. 

10. F.ducation. In the following statement the number 
of educational institutions and the number of students attending 
them in 1921-22 and 1929-30 are gh·en for comparative 
purposes. 

Number of Institutions. 

{1) University Colleges 
{2) Secondary Schools 
(3) Primary Schools ••• 

••• 

Percentage 
1921-22 1929-30 in~ 

231 313 35•50 
- 8,987 13,152 46"3i 

160,072 204,09! 27•50 

Number of Students. 

(1} Universities

(a) Boys ••• 
{b) Girls ••• 

••• 
••• 

(2) Secondary Schools-

(a) Boys... • •• 
(b) Girls... • •• 

(3) Pdmary Schools--

(n) Boys... • •• 
{b) Girls... • •• 

• •• 

••• 

58,066 

1,529 

9-1..02 5 G 1"93 
3,141 105•43 

-· t,tt0,3GO 2,009,181 so·95 
••• 129,164 237,027 83"51 

••• 5,111,901 7,332,678 43-44 
• •• 1,198,550 1,891,406 571U 
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'Tl;e Statement shows a· ·very striking' development in all 
classes 10f ~ducatiOI~al- institutions. Particular attention may be 

dra"wn'.Jto the large :bomber of students at the' Uriiversities. The 

fig~;e- for 1929-3(f was nearly 100,000 and, it has enormously 

increased· sin~~ th~n. · .,fhis flgur~ is 'of r particular int~rest with 
, F r ) • 'I • I 7 I 

reference to· lli·. Chui·chilP~-statement that' the proportion of the 
i'ntelligentsia ·in 1nd·nl-is probably s~all~~~ · in · proj>~rtion to the 

rtrrl.~uu"e of the pop~lation than: in any other comiminity' in the 
, ' 

world-far smaller than the proportion in western countries.''J 

Though the propor~ion of li.tm;at~s ~n. Jpdi~ ~s:~O!ll_I>a!ativ~l~ very 
small., th~ nun~ her of. thoS;C iwh? have 1·ec~iyed. higher-~uCL'ltion 
is.~sto~ishiQgly larg~ .. · 'Ve have not.~een abl~ to _get accurate. 
statisticS as regards university education in the princjpal 

countries of Europe, but _we believe we,. are, correct in stating 

t_hat the number of students at the Universities in British India 

is. not ~nly absoh:~tely b.u~ relativ~ly to the populatiOn greater 
than in some countries in the west. 

lJ~· Medical Relief and Sanitation. The deYelop

ments ·in these Departments, as the figures given below shmv, 

have been almost as striking as in the case- of education. The 
• ~ ' /II 

organisation of an efficient and fairly widespread agency for the, 
prevention of epidemics has been a feature o( the sanitary" 

' administration of many Province~. 
. ' 

Medical and Public Health. 

Expenditm·e (in cron's of rupees.) 
Percehtage 

1921-22 ,1020-30 . 
Increase. 

( 1) Provincial.-

.(~) 1\Iedical .• ... "406 _42•45 
(b) Public health 2'62 85•81 
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J2) 1tfuncipalities.•-

(a) Jtiedical ••• • •• •67* ·93 38·81 
(b) 'Vater supply, drainage 

and conservancy ••• 4•28* 5•84 86•44 
(3) Local Boards.-

IIospitals and Sanitation 1·09 2•02 85•32 

Number of Hospitals and Patients Treated. 

Percentage 
1920 1929 . 

Increase. 
(1) HoRpitals.-

{a' State .•• ••• ••• 407 546 34•15 
(b) Local Authorities ••• 2,655 3,807 43•89 

(2) Number of Patients treated. 

36,342,417 54,132,152 48•95 

12. Agriculture & Industries. It is difficult by 
means of statistics to indicate the improvements that have been 

introduced in agricultural methods by Governmental action. For 

a detailed description of the activitities of the Provincial Depart
ments of Agriculture, and of the Central Board of Agricultm·al 

Research, which was established as a result of the recommenda

tions of the Linlithgow Commission, we must refer the members 

of the Committee to the official reports that are published annually. 

'V c may, however, give here one instance of the results achieved 
by the application of scientific research to agriculture. The 

imports of sugar into India until very recently were so heavy 

that tlle customs duties levied on sugar yielded Rs. 10·7 crores 

in 1930-31, i.e., nearly 23 per cent of the total customs rev~nue 

and over 10 per cent of the total net revenue of the r,ountry. 

* Figures relate to 192\>-21. 
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Owing to the introduction of improved types of sugar c1ne and 
the l~vy of protective clutieR, the production of sugar is growing 
so rapidly that it is estimated now that India will be ·completely 

s~lf-supporting as regards sugar within the next three or four 
years. 

The asjonishing development of industries in India is gene
ra11y admitted and in fact has caused some alat·m in foreign 
countries. It is, therefore, unnecessary for us to give any figures, 
nor do we claim that this development is due to ministerial 
ilction in the Provinces. As we shall have occasion to state in 
a subsequent section of this memorandum, it is-only the Central 

Government that can create the conditions necessary for the 
development of industries. 

13. Local Self-Oover·nment. The principal services 

entrusted to local authorities in India are rural communications, 
elementary education, medical relief and sanitation. The 

statistics we have given above t·elate both to Provincial and 
·Jocal institutions. Judging by these, it is obvious that on the 
whole there has been a marked development. Emphasis has, 
h:lwever, been laid not so much on the development of 

·the services entrusted to the care of these authorities, but 

rather on the alleged irregularities and cases of maladministra
tion in some of the Provinces. 'V e do not, of course, deny that 
there have been several failures, but such failureJ are, as the 
Simon Commission have pointed out, in no way peculiar to Indid. 
and "they can be paralleled at various times in countries with a 
far gre..<tter experience of representative institutions". Nor ha,·e 
they been confined in India, to the Transferred Departments. 

There has not been in the history of the Indian administration 
during recent years such a colossal failure as the Bombay B .. tck 
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Day Reclamation Scheme, in which Lord Lloyd, who was then 
Governor took a personal interest and which has imposed a very 
heavy burden on the finances of Bombay fot· many years. 'Ve 

. would draw the attention of the critics, who have sought to draw 
inferences regarding the competency of Indian 1tiinisters from- a 
few failures in local self-government to the report of the 
BJ.ck Bay Enquiry Committte,* and also to the reports of the 
Central Public Accounts Committee, which have brought to light 
serious ii regularities even in the administration of departments 
not entrusted to responsible ]tfinisters. 

14. In the administration of local authorities since the 
' 

Reforms, Indian 1tiinisters have laboured under serious difficul-
ties which can be traced directly to the attempts .to catTf out 
in its fullest implications the recommendations of 1tfontagu
Chelmsford Report that 'C' there should be the largest possible 

independence for local authorities of outside control ". 'Before 

the 1\Iontagu-Chelmsford Reforms,' there was in India nothing 
that could be recognized as local self-government oE the British 
type. The principal administrative change that was made as a 
result of this recommendation in the ]tfontagu-Chelmsford Re-. , 
port and its consequence have been fully described in the fol-
lowing passage from the Simon Commission Report :-t · 

"The principal administrfl,tive change made, in every 

province except the Punjab, was the substitution of an elected 
Chairman in almost every district and 1tfunicipality. This 

*This Committee was appointed in 1926 by the Government 
of India to enquire into the Back Bay Reclamation Scheme. It was 
pre'3ided over by Sir Grimwood l\Icars, Chief Jnstice of the Allahabad 
High Court. 

tPara. 350. Volume 1, Simon Commission Report; 
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measure, designed to carry out the policy cf enlarging the spbere 
of self-Government by removing official control, in fact did far 
more than thi~; it radically altered the constitution of the local 

bodies and their relationship with the Provincial Government. 

The officia! Chairman had not merely been the presiding 
member, but actually the chief executive officer of the Local 

Board. In administering its affairs, he had never been entirely 
dependent on the Board's own staff. He combined in his person 

the authority of the hi~hest revenue and the highest magisterial 
office in the district, and had in consequence at his command 

an army of other officiah whose services he could and often 
did utilise in the discharge of his Local Bo:1rd duties. His 

functions as Chairman of the District Board merely formed 
part bf a varied complex the constituent parts of which fitted 
in with, and simplified the discharge of each other. His revenue 
and magesterial work took him to every corner of his charge, 
and these tours senTed at the same time to keep him in intimate 
touch- without any extra expenditure of time, money or 
e:ffort,-with the requirements of local board administration." 

"It seems to have been expected that an elected Chairman 
should not only take the place of the District Officer as 
presiding member, but should also, without pay and in such 
time as ha could spam from his own affairs, be the chief 

executive officer of the Board, with such assistance a.s he might 
obtain from an ill-paid Secretary, little better than a minute 
clerk, and from the technical officers such as the engineer and 
medical officer." 

It is not, thereforP, surprising that there has been some loss 
of efficiency in some of the Provinces. The principal defects of 
the system introduced on the recommendation of the JHontagn-
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Chelmsford Report, are, as has been pointed out by the Simon 
Commission :-

(a) the absence of a" a class of skilled professional adminl.-, 
strators who, while they follow the policy laid down by the 

elected representatives are at once their advisers and the instt·u
ments whereby their decisions are put into operation " ; and 

(b) the absence of a general system of grants-in-aid whi~h 
in this country have been found to be more effective instruments 
of control than the exercise of statutory powers by the Central 
authority. 

Political and financial difficulties have stood in the way of 
reforms in lccal self-government. The development of a 

system of grants-in-aid has been rendered impossible owing to 

the extreme financial stringency in the Provinces, for a grant

in-aid is very ineffective as a means of controlling local authorities 
unless it is substantial. The difficulties as regards the provision 

of efficient executire officers for the local authorities have been 

partly political and partly financial. The Collector of the 
District, who co-ordinates the work of all Departments, is obvious

ly the most approp.riate executive officer for the District Board, 

but so long as the Indian Ci vii Set·vice is not completely 

rontt·ollcd by responsible :Ministers, political considerations will 
stand in the way of this important administrative development. 

The resources of the local authol'ities are quite inadequate for the 
employment of an executive agency as efficient as that which was 
under the cor: trol of the Collector of the District before the 
reforms. It may be noted in this connection that, as baa been 
observed by the Simon' Commission wherever (as in J.Iadras ) 

a system of gmnts-in-aid subject to inspection h:J.s been adopted, 

thrre has been very little loss of efficiency. 
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15. 'Ihe difficulties of dealing with the local authorities 
who have been given extensive powers, which in some respects 
are wider than those possessed by similar bodies in this country 
or. on the continent of Europe, will be appreciated by British 
politicians who are acquainted with the history of local self
government in this country in the first half of the 19th century. 
It is unnecessary for_us to remind the members of the Committee 
of the formidable difficulties which Sir Robert Peel and other 
British statesmen had to encounter in the last century in 
reforming the policu administration and other local services. 
Indian local authorities are very jealous of any interference with 
their newly acquired privileges and publicity is the only weapon 
on which the Central authority can rely. The system of sur
charge has during recent years been introduced in several 
Provinces and the stricter audit which is now in force discloses 
irregularities which in the pre-reform days never became public. 

The annual reviews of the administration of 1\Iuncipalities 
and local Boards which are issued, it may be noted under the 
instruction of the responsible Indian 1\Iinisters, h1.ve also during 
recent years been of a very critical nature, for it is obvious that 
public opinion has to be created to some extent before powerful 
and influential muncipalities, such as Benares, can be superseded 
by an exercise of the statutory powers. It is the extracts from 
these reviews that have furnished the critics of the 'Vhite Paper 

"' Scheme with the material for their press propaganda. The 
following letter from Sir Alfred 'Vatson, which appeared in the 
" Times " of 3rd June, 1933 summarises in a few sentences the 
true state of affairs :-

"1\Iuch is being made by those whJ oppose advance in 

India of extracts from the reports of the Provincial Govern-
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ments on L~cal self-Govet·nment in India. These are held to 
]Je the condemnation of Indian control of Indian affairs. Tlie 

point seems to be ignored that local self-GoYernment is one 
of the tt·ansfel'l'ed subjects in the hands of the Indian ::Ministers 

and th1t all these censures are those of Indians upon the 

administration of their own people; that does not support the 
contention that Indians are indifferent to ·inefficiency or corrup
tion in Government. The level or l\Iunicipal government in 

India is low, and has never been anything else, but it is certainly 

improving under the watchful criticism of the Indians in whose 

hands its central control has: been placed." 

Central Responsibility. 
. . 

1(). 'Ve shall now deal with another contention which 

is the ba~is of the schemes put forward both by 1\fr. ChurclJill 

and Sir l\Iichael O'Dwye•·· It has been suggested that a scheme 
of provincial autonomy without ('Cntral responsibility would give 

the responsible executiye in the Provinces control over n11 the 

v~tal departments that affect the welfare of the masses and in 
particular over the so-called nation-building departments. 1\Ir. 

Churchill stated that the administration of these subjects in vast 

Provinces should be regarded by the Indian politician as '' a 

majestic t:::.sk " and that~he would not be prepared for a furtl1er 

tt·ansfet· of responsibility until and unless this great expe~iment 

proved a success. 

17. 'Ve deal el:!ewhere with the political and adminis

trative objections to the reservation of Law and Order. Apart 
from political and other considerations, our assertion is that no 

l\Iinister can accept real responsibility for the development of 
the nation-building services unless the policy in 1·espect of 
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central suBjects is als'> determined by a ~Iinistry responsible 
to the people. The five principal nation-building services arc :-

(a) Education ; 

(b) Sanitation; 
(c) ~Iedical Relief; 
(d) Industries ; and 
(e) Agriculture. 

As regards the first two, it is generaliy admitted that the 
only impediment in the way. of rapid advance has been finance, 
for there has been no dearth of either teachers or of qualified 
mPdical practitioners in India. As has been made abundantly 
clear both by the Hailey liemorandum and also by the evidence of 
eminent administrators like Sit· Charles Innes, the financial diffi
culty arises from the fact that the margin of taxation is now very 
small and the increased resources necessary for these services 
can be provided only by a revival and development of agriculture 
and industries. Now the principal mothods by which the 
Government can create the conditions favourable to agdculture 

and industries are : 

{a) Protecth·e Tariff. 

(b) Development of credit facilities. 

(c) Transport facilities. (This is of special importauce in 
India since the railway system is owned and very largely 

managed by the state ); avd 

{d) ~Iaintenance of a level of prices favourable for the 
development of industries and agriculture. (This, of cour~e, is 
dependent on the cmTency policy of the countt·y.) 

In other words, the administration of these two departments 
is vitally connected with and in fact dependent on, the policy of 
the Government of India in respect of the tmiff, banking, railway 
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and currency, which are, of course, Central subjects. 'Ve centure 
to doubt whether the :Minister of any country would be prepared 

to accept responsibility for the development of agriculture and 
industries without control ovet· the tarift, exchangs and curren"'cy 
policy of that country. It will be the function of the Central 
Go,;ernment to create the conditions favourable for industrial 
and agt·icultural development by a tariff and cun·ency policy 

Ruitcd to the country and for the the Provincial Governments to 
organise and build on the foundations laid. The prosperity of the 

ugricultural chsses, it is hardly necessary to point out, depends 
tiot only on the out-turn of their crops, but alHo on the prices 
they can secm·e for the commodities they grow. The results of 

laborious y£'ars of agricultural research and organisation might 
be completely destroyed by an un~ound currency policy. It is 
superfluous, however, to labour the point at present when stabliza .. 
tion of cut·rency and prices with a view to the revival of agricul .. 
tural and industrial prosperity is a live issue in most of the 
countl'ies of Europe and America.' 

APPENDIX B. 
India's Debt Position. 

1. 'J'he following statement shows the debt and other in· 
terest-bearing obligations of the Government of India in England 
und in India, outstanding at the end of 31st 1\Iarch, 1933: 

(a) In India-
· £ l\Iillions Rs. Cr01·es. 

( 1) Loans • • • •• • • • • 446"9 

{2) Other obligations (including Treasury 
Bills, Post Offica Savings Bank 
Deposits, cash certificates, etc:,) ••• 

Total in India .•• 

258"5 

705"4 



(b) In England:

( I) Loans ••• 
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••• 

(2) War Contributions ••• 

(3) Capital value of railways 
n.nnuties ••• 

(4) Other obligations ••• 

315•6 

16"7 

47•0 

ro 

42o·s 

22·3 

62"7 

1"3 

Total in England ••• 380·3 507"1 

Total in India and in England •.. 

ln~erest yielding or productive assets. 

(1) Capital chargeable to rail-

1212"5 

ways. ••• ••• 751"6 

Other assets including adva-
nces to Provinces ••• 217"3 968"9 

(2) Cash, bullion and securitie3 
in Treasury ••• 

(3) Balance of unproductive 
debt, not covered by assets. 

Total ••• 

206•7 

1212•5 

(2) From this statement emerge two facts which are of the 
very greatest importance to eve1·y Bt·itish investor in Indian 
sterling loans and which cannot be given too much prominence 
in the political controversy that is raging in this country. 

(1) In the fh·st place it will be noted that five-sixth of India's 
debt is covered by productive assets, which are mainly state 

railways and irrigation works. 'Ve need hardly point out that 
the new constitution provides for the establi::~hment of a Statu-
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tory Railway Board with a view to the manage~ent of the 
Indian State Railway system on commerical principles, unham
pered by political_infuences in the day to day administration. 

{2) In the second place it will be noted that the internal 
rupee debt of India is nearly It times the sterling debt. An 

app1eciable portion even of the latter is held by Indian banks, 
insurance companies, and individual Indian investors. It is 

obvious that any meas~tres of the future Go~ernment of India 
that would affect the stability of India's finances or its credit in 

England would have serious repercussions on India's internal 
credit. 

(3) In this connection a word of explanation is required 

ns to the position o.£ India's internal rupee debt. Industrial 
development and investment are still in their infancy i~ India 
:md the educated middle classes, as in France, invest a con
Riderable portion of their Savings in Government securitie?, 
}>ost office savings banks, post office cash certificates and, in the 

case of Government servants, the provident funds. The follow
ing figmes indicate the amazing growth of this form of inve.3t

mrnt, particularly during the last ten years. 

31st l\larch 31st ~larch 

1923 1933 
Rs. Crores. Rs. Crores. 

Post Office Savings 'Bank ••• 23"2 ••• 42"6 

Cash certificates ••• 3"1 ••• 54"6 

Provi<.lcnt funds ... 36"1 ••• 76"6 

'Ve have no recent figures of the number of persons who 

h:we invested money in the post office Savings Bank or the 
the Cash certificates but the Post Office Savings Bank deposi-
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tor3 numbered 2,300,000 in 1929. The vast majority of the 
Governme~t set·vants contribute a portion from their salary to 
the Provident funds and' the number of persons who have in

vested in Post Office ca~h C( 1 tificntt s also probably l'Uns into 
millions. These figures are of very great political ~ignificancc 
since as is well known the upp~r and lower middle classes are the 
very section of:the population who are most "politically minded" 
and among whom nationalist feeling finds expression in its mo~t 
intense form. Arry future Government of India which by its 

financial indiscretions endangers the financial stability or credit 
of the country would be very short-lived indeed, since it would 
have to meet the united {lpposition of all these classes including 
the enm·mous army of'Gove1·nment officers. 

' -

(4) 'Ve must now analyse, the unproductive debt {or, 
as it is sometimes described, the unalloc-.1ted debt i. e. the 
portion of the debt not allocated to any productive assets such 
as railways) and attempt to disco¥er the circumstances under 
which the present figure of Rs. 207 crores bas been reached. 
In 1914 and 1!) 15 there was no portion of the interest bearing 

debt which was not covered by actual assets*· This statement 
requires, some explanation for those who are not acquainted 

with the mysteries of India's accounting 8ystem. The figure 

of unprouuctive debt is, as has been observed from the statement 
in paragraph 2, arrived at by deducting from the toh1l debt of 
India 'the amount which is allocated to railways and other 
commercial assets. The amount debited to one of these 
commercial departments, as for instance the railways, represents 
the capital actually expended on construction irrespecti\Te of 

* This is based of paragraph 32 of the l\Iemorandum on the finan
cial separation of Burma, prepared by Sir Henry Howard and 
:Mr. Nixon. 
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wlaether the amount so spent was found from loan funds or 
from current revenue~. Thus, when a portion of the surplus 

revenues was spent on rail way construction an addition was 
made to the rail way debt and a corresponding re~uction made 

in the unproducth?e or una.llot'ated debt. Similary when 
sinking fund charges were provided for wiping out the whole 
debt including the railway debt the whole of the amount was 

shown as a deduction in the unproductive debt (except the small 

portion which by statute has to be applied to-\vards the I'edu.c

tion of particular items of the debt). For instance, out of the 7 

ct·orcs of rupees which are annually provided in the Government 

o£ India budget for reduction or avoidance of debt, over 5 crores 

relate to the rail way portion of the debt but in the actual 
nccounts the railway debt remains stationary while there is a 

em-responding reduction in the unproductive debt. 

(5) T\\'0 caus~s have primarily contributed to the growth 

o£ unproJucti\·e debt ~ince 1914-15. These are. 

(a) The heavy deficits in the Indian budgets from 1918-23 
amounting to Rs. 98 crorcs largely caused by the abnormal 

defence expenditure after the Great \V aa·. 
' 

(b) India's enormous contributions towards the expenditure 
by Gt·eat Bdtain on the Great 'Var. These contributions 

amounted to £ 14G'2* millions at the end of 1910-20. This 

figure does not include the expenditure on various specia~ wm· 

set·vices which 1mve been estimated at £57 millions up to tlae 
end of 1921-22. It includes, however, the special war gift of 

£ 100 millions, wl1ich India gaYe in 1\Iarch, 1917. Of this sum 
£ 100 millions, nearly £ 75 millions were raised in India by 

*The figure~ given in this section are taken from the official publi
cation" India's contribution to the Great 'Var ",pages 160-1. ~ 
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means of the war loans in HH 7-19 while as regaru8 the balance 
the Gover{lment of India took over the liability for interest on 
an equivalent amount of the British Government war loan. 

' If India's total contributions towards war expenditure and 
the interest paid on war boiTOwings had been utilised for wiping 
out the sterling debt, there would have been little or no sterling 

· debt to-day for a substantial portion of the debt ""as incurred 
before tlte war, when the rates of intere:;t were very low. Until 
recently these pre-war Indian sterling securities were quoted at 

rates very much below par. 

' ' 
'Ve may incidentally refer Iwre to tbe answer given by the 

Secretary of State to question No. 8-!05 put by 1.Iajor Attlee. 
He stated that; out of the debt of£ 100 millions put up by India 
only about £16 millions were now outstanding. It is true ti;at 
out of the £25 mil~ionn tl1e liab~Iity fot· which the Government 
of India took o~;er from His 1.Iajesty's Government, only £ 1G 
millions are now outstanding, but it is not correct to say that 
the sum of £75 mill~o~s· borrowed in India by means of war 
loans has been repaid.. The 'V ar loans raised .in the years 
1914-19 in India were in most cc1ses short term loans which 

were converted or repaid by fresh borrowings in the subsequent 

years, either in England or in India. 

/-~~ /~ .. 
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